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The Impact Of Media Choice And Social Capital On
Quality Improvement
Baiyun Gong
David S. Hoyte
Regina A. Greenwood
Nova Southeastern University
Abstract: In this paper, we analyze the differences between product and process quality improvement and suggest
that the effectiveness of each type of quality improvement is facilitated by distinctive organizational contexts.
Specifically, the level of organizational social capital and the richness of communication media are significant
determinants of a successful quality improvement approach. Moreover, certain combinations of social capital and
media may best fit with either product or process quality improvement. We discuss the possibility of constructing an
organizational context that facilitates both types of quality improvement and call for future research to investigate
this issue.

INTRODUCTION
This paper examines the impacts of media choice and social capital on product and process quality
improvement. According to Dewar and Dutton (1986), product quality improvement focuses on fixing the
problem without exploring the root cause, whereas process quality improvement emphasizes eliminating
the sources of problems from the production process. A review of the literature implies that the
determinant factors in product quality improvement are likely to induce different results in process quality
improvement, and vice versa. When understanding the two types of quality improvements from the
perspective of organizational learning, it becomes obvious that media choice and social context are likely
to have significant impact on the efficiency and effectiveness of these improvement efforts. In this paper,
we propose that rich media such as face-to-face communication (FTF) supports process quality
improvement, whereas sparse media such as computer-mediated communication (CMC) facilitates
product quality improvement. Moreover, the effect is likely to be amplified when the appropriate levels of
social capital are present.
In the following, we review the literature on quality improvement, communication media, and social
capital, we discuss the different underlying mechanisms for product and process quality improvement,
and we postulate correspondent propositions. We also discuss the implications of the study.

QUALITY DEFINED
The goal of zero defects has long been the ultimate objective of progressive businesses, but, in reality,
every process has some probability of creating a defect. In manufacturing industries, as explained by
Evans and Dean (2000), “… quality is meeting or exceeding customer expectations” (p. 9). Similarly, in
service industries, quality is defined by the customer. Fitzsimmons et al (2014) describe a service quality
gap as “…the difference between a customer’s expectations of a service and the perceptions of a service
that is delivered” (p. 143). Traditional management attempts to assure that resultant quality meets
expectations in both manufacturing and service by checking on outcomes. This is product quality
assurance. Enlightened management relies more on preventive methods, such as process controls, process
capability, error proofing, standardization, and other process improvements that ensure quality outcomes
in the base process, rather than subsequently detecting defects and correcting them. This is process
quality assurance (Dewar & Dutton, 1986).
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PRODUCT VERSUS PROCESS QUALITY IMPROVEMENT
A simple way to distinguish product and process quality improvement is to look at the method and
solution that people expect from the two. For Dewar and Dutton (1986), product quality improvement
focuses on post hoc inspection and removal of product defects by repairing. The approach is to add
investment to the existing system without changing the old components of the system. The change
induced by product quality improvement fits the concept of incremental change (Dewar & Dutton, 1986).
In contrast, process quality improvement emphasizes prevention by identifying the weaknesses in the
production process and eliminating the “root causes”, or the sources of product defects (Cole, 1990;
MacDuffie, 1997). Such an approach goes beyond augmentation of the status quo, often requiring
transformation in management style, practices, and relationships. The change introduced by process
quality improvement is radical rather than incremental (Orlikowski, 1993).
From the perspective of efficiency, process quality improvement sounds more promising than product
quality improvement since the former eliminates the root cause of the quality problem so as to prevent the
defect. In reality, however, practitioners are far from being convinced by this opinion, because they
perceive a much higher cost for process quality improvement than product quality improvement
(MacDuffie, 1997). Besides higher costs, process quality improvement can also increase uncertainty in
expectations, unless process metrics are well deployed. In many cases, executives support the process
improvement concept, but the reality of their operations tends more toward “fix as fail.” Because radical
change involves many fundamental modifications without past experience and often conflicts with old
rules, norms, and skills, it may trigger unintended side effects and negatively influence the results of the
changes.
A further examination reveals that the requirements for product and process quality improvement are
inconsistent, in that an organization good at product quality improvement may not have strong
capabilities in process quality improvement, and vice versa. This inconsistency can be reflected from the
comparison of the types of knowledge communicated, the forms of knowledge integration, and the scope
of cooperation that the two kinds of quality improvement demand.
Product quality improvement requires mainly explicit knowledge transfer, reinforces the integrated
operation by rules and routines, and encourages specialized practices within departmental boundaries.
One of the authors of this article actually managed the shop operations of a GM automotive assembly
plant in the 1980’s. GM at that time was very traditional in its methodologies, such that quality was
“inspected in” and defects fixed either at the end of the line in the responsible department, or marked on a
traveling “ticket” for repair at the very end of manufacturing. At the end of the factory, just before
shipping, there was a dedicated department, euphemistically named “Car Conditioning.” This area carried
the high fixed cost of dozens of repair people, inspectors, supervisors, and material handlers. Vehicles
with defects would be routed to this department, disassembled to get at the defect, parts swapped out, and
then reassembled. In most cases, such repairs caused minor to severe collateral damage (e.g. paint
scratches, dropped fasteners creating rattles, water leaks, and punctures in upholstery). As a result,
finding and fixing defects seldom resulted in a vehicle that exceeded even modest quality expectations.
Additionally, substantial costs were added to the not inconsequential base process costs, in order to repair
that which was not done right the first time.
For such a system, explicit knowledge transfer is sufficient for pointing out the problem and assigning
accountability for it. In this instance, quality improvement does not challenge the rules and routines of the
current process. The system impedes knowledge flow across departments as well.
Such an operation echoes Grant’s (1996) argument that the most efficient (or cost saving) knowledge
integration is the one that accomplishes production with the least possible knowledge transfer and
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communication and uses rules and directives for cooperation. According to Grant (1996), only a small
amount of problems are so complex that they cannot be solved without communication. These problems
will be assigned to teams, where meetings and knowledge transfer are promoted.
In reality, however, such teams may not work as well as theoretically imagined because, for an
organization that is effective in product quality improvement, each set of tasks and skills is so highly
specialized, and cross-department communication is so limited, that a common language for team
coordination is likely to be underdeveloped (MacDuffie, 1997). Moreover, such systems also prevent
change in processes. Cohen (1991) noted that people under formed routines “will miss ‘obvious’
opportunities for improved performance (i.e., they make the equivalent of three right turns when they
could have made one left) (p.138).” This suggests that a rule-dependent system discourages process
change while enhancing obedience.
In contrast to the above, process quality improvement needs both explicit and tacit knowledge
communication, depends on group problem solving, and emphasizes experience and knowledge sharing
across departments.
First, since a big part of production knowledge is developed through learning by doing, and cannot be
precisely codified, explicit knowledge is not enough to describe the problem, nor is it efficient to solve
the problem. Bodily experience (i.e., the experience through which tacit knowledge is learned with the
body not the brain) is required to identify the issues in question, and to generalize and crystallize the
corresponding solution (Nonaka, 1994). The co-author’s experience with both Honda and Toyota over
many years repeatedly confirm a practice of “…thoroughly understanding a condition by confirming
information or data through personal observation at the source of the condition.” (Marchwinski, Shook, &
Schroeder, 2008, p. 26) The practice, in Japanese called “Genchi Genbutsu”, means to go to the
workplace and fully understand the actual situation in detail by talking to employees there, verifying data,
and even trying to perform the process oneself to understand the root cause of difficulties
Second, the task of tracking the sources of problems calls for deep knowledge in all the tasks processed
before the problems occur. In addition, a change in the process will impact the process after the problems
occurrence as well. The complexity of tasks in an organization makes it impossible for any individual to
grasp all the knowledge needed. Therefore, knowledge transfer and coordination is necessary, and the
form of problem-solving team is inherently superior.
Third, a common language and a large amount of shared experience are critical for knowledge transfer
(Grant, 1996; Nonaka, 1994). Common language facilitates both explicit and tacit knowledge
communication with standardized terms and jargon for organization-specific situations. Shared
experience embodies tacit common knowledge, which enhances the efficiency of coordination and allows
people to help each other in the socialization and externalization process of knowledge creation during
problem solving (Nonaka, 1994).
The author who ran GM assembly operations was later involved with the GM-Toyota joint venture in
Freemont, California, known as NUMMI. The contrast between the Toyota Production System and GM’s
operations was remarkable. At NUMMI, when a defect occurred, the line was actually stopped and the
problem resolved in the base operation, rather than the defect being passed on, covered up, and left for a
dedicated repair department to fix later. The root cause for the defect was explored as a “kaizen project”
and process improvement countermeasures were implemented. As a result, defects and stoppages became
fewer and fewer, and end quality became better and better.
The system of process quality improvement may not fit the task of product quality improvement.
Organizations promoting product quality improvement view quality problems as the result of low stability
of their process. They expect experiential knowledge will decrease the variance of the products so that the
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level of quality is kept high. Challenge to the process is not wanted because it may disrupt the learning
curve and sacrifice progress in production efficiency (Argote, Beckman, & Epple, 1990). Toyota and
Honda employ standardized work as a foundation of their production systems in order to capture the
knowledge of a successful current process, reduce variability, and facilitate training of new workers
(Narusara & Shook, 2009). At the same time, the standardized work is relentlessly challenged by efforts
called “kaizen” to find even a slightly better way to “…create more value with less waste” (Marchwinski
et al, 2008, p. 40). A culture of egalitarian work groups supports the principle that improvement is every
employee’s job. As further explained by Marchwinski (2008, p. 100), “…we need some study in
classrooms, but kaizen is learned by actual practice.” The balance between maintaining quality through
strictly enforced standardized work and challenging the standards with improved new processes is
maintained by rigorous validation of the new process for quality capability as well as for genuine
productivity improvement.
The implication is that the two systems of quality improvement employ different assumptions and work
toward different goals. They may not be compatible to each other, and the effort to combine them for
premium benefit would be difficult and likely fruitless, since process quality improvement has been
proven superior to “fix as fail” product quality improvement over decades of automotive production.
Table 1 demonstrates the differences between the two types of quality improvement approaches.

TABLE 1: COMPARISON BETWEEN PRODUCT AND PROCESS QUALITY
IMPROVEMENT
Product quality improvement

Process quality improvement

Purpose

Reducing defects by post hoc repair.

Reducing defects by identifying the
root cause.

Elements involved

Products with defects.

Process of operation from design
through product delivery.

Results

Defects due to random error reduced
as learning curve is extended;

Defects due to systematic error
eliminated;

Defects due to systematic error
remain.

New defects due to random error
occur as learning curve is reset.

None, learning curve develops
without interruption;

Extensive changes may be introduced
in order to eliminate root cause;

Rules and routines protected.

Roles and routines challenged.

Knowledge transferred

Explicit.

Explicit and tacit.

System requirements

Rules, routines, and directives,
combined with specialization.

Knowledge sharing across
departments, combined with shared
experience.

Impact to operation

MEDIA
The literature in information systems and communication indicates an interest in the effect of media
richness over recent decades. In order to simplify the question, we compare the efficiency of the richest
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(i.e., traditional face-to-face communication (FTF)) and the leanest (text-based computer-mediated
communication (CMC)) media used for communication, basing the discussion on media richness theory
(Daft & Lengel, 1986). The two media (i.e., FTF and CMC) can be distinguished by the codifiability of
the information they can convey. FTF has an advantage in the richness of information it carries (Adams,
Morris, & Van Scooter, 1999). It allows not only the textual information exchange (i.e., explicit
knowledge transfer), but also non-verbal communication such as gestures and eye contact, which make
tacit knowledge transfer possible. In contrast, CMC merely facilitates textual conversation, although it
enables people to communicate when they are not physically together (Daft & Lengel, 1986).
Put into the context of quality improvement, both media are useful for product quality improvement.
However, taking social context into consideration, CMC is likely to be more effective than FTF. In an
experiment, Sussman and Sproull (1999) asked subjects to deliver positive or negative information about
a resume to the student (confederate) who composed it. They found that people tend to distort more
negative information, being less accurate and honest when they used FTF than when they applied CMC.
The authors explain that CMC reduces social cues in communication so as to decrease the psychological
discomfort of being a negative information sender. Since the feedback of a product defect is generally
negative, using FTF to report the quality problems to those who are responsible for producing or fixing
the problems would trigger difficult feelings that motivate negative information distortion. CMC is likely
to eliminate such side effects and provide less biased information to the responsible department.
Moreover, although CMC does not convey rich information, it does have the capacity to accurately and
reliably transfer codified information to many people in a short time. Such efficiency makes CMC
superior to FTF in that noises from the context of rich media are partially eliminated through lean media.
Meanwhile, the cost to maintain lean media is also relatively low because relationship building is not
highly expected through lean media. Also, codified messages can be consistently sent to many people
through CMC, whereas FTF are limited in size to direct message receivers and can distort information in
the further transfer of messages. Since product quality improvement tends to focus on the static outcome
rather than the interactive process that causes the outcome, communication through lean media can be
sufficient for developing a solution.
In contrast to the practice of product quality improvement, CMC does not seem to have much advantage
compared to FTF in process quality improvement. Not only is CMC’s lack of capacity to allow a “bodily
experience” of the quality problem, it also blocks people from observing the content of tacit knowledge.
As CMC strips the rich contextual information off the problem description, it would be difficult for
people with varied production backgrounds to make sense of the problem, let alone create a solution and
collaborate to implement changes to the production process.
Proposition 1a: CMC is more effective than FTF in facilitating communication about product
quality improvement.
Proposition 1b: FTF is more effective than CMC in facilitating communication about process
quality improvement.

SOCIAL CAPITAL
Social capital in this discussion refers to collective or communal social capital (Leana & Van Buren,
1997), in contrast to individual or linking social capital (Burt, 2000). It is defined as “a resource reflecting
the character of social relations within the organization realized through members’ levels of collective
goal orientation and shared trust (Leana &Van Buren, 1999, p. 540).” Nahapiet and Ghoshal (1998)
maintain that the concept of social capital consists of three dimensions: the structural, the relational, and
the cognitive social capital. In a social network, a high level of social capital is characterized by strong
social ties (i.e., close relationships) and high density of the network.
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It is evident that a high level of social capital is correlated with skillful tacit knowledge communication
(Hansen, 1997, 2002), joint problem solving (Uzzi, 1997), and high information redundancy (Burt, 2000;
Dunbar, 1995; Hollingshead, 1998; Uzzi, 1997). First, a high level of social capital is superior in tacit
knowledge transfer, but inferior in explicit knowledge transfer, compared to a low level of social capital.
Hansen (1999, 2002) maintains that strong and direct (i.e., information flowing from A to B without
going through C) social ties are more effective in transferring non-codified knowledge than weak and
indirect ties. On the other hand, weak and indirect ties are superior to strong and direct ties in transferring
codified knowledge due to lower maintenance cost.
Second, a high level of social capital legitimizes joint problem solving and prevents opportunistic
behavior. In a descriptive study of the New York women’s better dress industry, Uzzi (1997) finds that
networks with high levels of social capital carry such characteristics as trust, fine-grained (i.e., tacit)
information transfer, and joint problem-solving orientation. These features result in motivating the self to
bend for the benefit of the collective. For example, when the fabric provided by the jobber was flawed,
the cutter changed the way of cutting so that the jobber did not suffer the higher costs of a flawed finished
product (Uzzi, 1997).
Finally, a high level of social capital promotes knowledge sharing and an accurate assessment of an
individual’s knowledge domain, which facilitates coordination. Uzzi (1997) found that groups with a high
level of social capital are efficient in sharing information, as members become similar in their knowledge
background and understand what each other means promptly. Leavitt (1996) notes that academic “hot
groups”, which bear high trust among members, create their own norms, languages, and symbols for
performing group tasks. Hollingshead (1998) suggests that intimate couples have higher transactive
memory (i.e., the knowledge of who knows what) than less familiar couples.
In summary, groups with a high level of social capital are able to provide accommodations for process
quality improvement, while those with a low level of social capital are likely to be more efficient in
product quality improvement.
Proposition 2a: A low level of social capital is more compatible with high product quality
improvement.
Proposition 2b:A high level of social capital is more compatible with high process quality
improvement.
The fit between media and social capital has been examined in the literature of transactive memory. In his
study of intimate versus less familiar couples, Hollingshead (1998) also found that intimate couples
perform better in knowledge tests than less familiar couples only when using FTF. Their performance
tends to be worse (although not significantly so) than less familiar couples when they use CMC. The
performance of less familiar couples was not influenced by the use of media, with the mean of the CMC
treatment higher (ns.) than that of the FTF condition.
Social capital may also moderate the effect of media richness on product and process quality
improvement. Specifically, a low level of social capital is sufficient to support communication through
lean media such as CMC. If the task can be described by codified information, even strangers can read,
understand, and behave according to text messages transferred in CMC. Messages concerning produce
quality improvement tend to fit in this scenario. Whereas a high level of social capital appears to be more
than enough in processing codified information, it requires the high cost of unnecessary relationship
building and introduces noises that distract people’s attention to the focal information. Hence, we propose
that a combination of low social capital and CMC is the most efficient method for product quality
improvement.
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Furthermore, a high level of social capital provides the mechanism to receive, analyze, and interpret the
rich information channeled through FTF, thus maximizing the amount of useful information transferred
during collaboration. In the opposite way, a low level of social capital hinders the group’s ability to
process and comprehend the information, even though FTF makes such information available. In
conclusion, to make informed decisions and implement radical changes in process quality improvement, it
is ideal to combine rich media such as FTF with a high level of social capital. Therefore, it is plausible to
form the following propositions:
Proposition 3a: Groups with a low level of social capital using CMC will perform better than
other combinations in product quality improvement.
Proposition 3b: Groups with a high level of social capital using FTF will perform better than
other combinations in process quality improvement

DISCUSSION
We predict that an organization might be inherently adept for product or process quality improvement,
depending on the communication infrastructures it possesses and the level of social capital it enjoys.
When FTF is available and social capital is high, process quality improvement can be efficient and
corresponding changes can be well accepted and implemented. On the other hand, if only CMC is
possible and social capital is low, product quality improvement may be preferred and changes in process
can be difficult.
It is unclear whether or to what extent product and process quality improvement can be integrated.
According to Milgrom and Roberts (1995), organizations are better off only when they fit the
environmental, social, and organizational context. Applied to the case of quality improvement, this
perspective suggests that organizations that fit with product quality improvement should have better
results when they only focus on product quality improvement rather than adopting mixed quality
improvement strategies. Similarly, those adapted to process quality improvement are advised to stick
purely to process strategy. Nevertheless, practitioners are interested in gaining the benefits from both
approaches to increase their competitive advantage. Future work is needed to explore innovative ways to
provide the flexibility necessary to accommodate the different requirements of these practices.
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The Mediating of Organization Change, Perceptions of Politics and
Interpersonal Conflict at Work on the Leader/Member Exchange
and Job Satisfaction Relationship
Jeffrey Muldoon, Emporia State University
Shawn M. Keough, Emporia State University
Eric W. Liguori, University of Tampa
Abstract: Using the lens of social exchange theory, this study examines the role of organization change, perceptions
of politics (POPS) and interpersonal conflict at work (ICAW) on the LMX/job satisfaction relationship. Results
indicate that organization change, POPS and ICAW each have a partial negative mediation effect on the LMX/job
satisfaction relationship. Implications for management are briefly discussed.

INTRODUCTION
Job satisfaction is the most researched, debated and, perhaps important variable in the organizational
behavior literature (Spector, 1997). Job satisfaction is particularly important because it is related to a wide
variety of organizational outcomes, including job performance, turnover, various types of stress, and
counter-productive work behavior (Schleicher, Hansen, & Fox, 2011). In addition, these relationships
have increased validity due to the fact that managers recognize the importance of job satisfaction,
especially since job satisfaction is intuitive enough to be easily understood (Schleicher et al., 2011). Not
surprisingly, there is considerable debate over whether the construct of job satisfaction is an emotion or
an attitude. The most common definition of job satisfaction is “the extent to which people like or dislike
theirjob” (Spector, 1997:2). According to social exchange theory, the more pleasurable the relationship
(hence the more profitable), the more likely people will make investments in the relationship (Homans,
1961). Consequently, the more pleasure one finds in his job the more likely he is to work harder and the
less likely he is to exhibit signs of opportunism (Cropanzano & Mitchell, 2005).
Managers place a great deal of emphasis on monitoring and improving general job satisfaction of their
employees for the reasons described above. This has been demonstrated through the relationship between
leader-member exchange (LMX) and job satisfaction (Graen & Uhl-Bien, 1995). LMX is a social
exchange relationship between a supervisor and subordinate (Liden, Sparrowe, & Wayne, 1997; Erdogan
& Liden, 2002), which establishes a “general expectation of some future return, [although] its exact
nature is definitely not stipulated in advance” (Blau, 1964:93). As such, LMX is an extremely important
determinant of work-place outcomes since many workers get their resources from the supervisor (Wilson,
Sin & Conlon, 2010). Therefore, LMX refers to subordinates’ belief that they could call upon these
additional resources in case of need. These resources may take the form of better evaluations for
performance, additional opportunities to excel, more leeway on the job, and other practical benefits. Thus,
it is not surprising that there is a strong, positive relationship between LMX and job satisfaction.
One reason why LMX is related to job satisfaction is that positive exchange relationships tend to produce
strong feelings of satisfaction (Lawler, 2001). In turn, the positive feelings produced by the exchange will
serve as an internal reinforcing mechanism to produce future positive exchanges (Weiner, 1985, 1986).
When a series of successful exchanges occurs, the subordinate feels positive emotions towards the
supervisor such as trust, affection, and loyalty. Naturally, such an exchange would produce higher degrees
of job satisfaction because subordinates believe that their actions will be reciprocated by the supervisor.
This satisfaction would, in turn, encourage the subordinate to have elevated levels of work performance,
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whether it is focal performance or citizenship performance in order to maintain a positive relationship
(Gouldner, 1960; Lawler, 2001).
Another potential explanation why LMX is positively related to job satisfaction is that LMX helps
workers avoid negative outcomes and, as a result,avoid negative situations. The evasion of negative
relationships and the positive relationship between LMX and job satisfaction occurs because people try to
avoid losses (Hobfoll, 1989). People form relationships with others to avoid losses and gain profits
(Homans, 1950; Blau, 1964). This study examines several negative outcomes, specifically: organization
change, perceptions of politics, and inter-personal conflict at work. We propose that each of these
negative outcomes have the potential to mediate the LMX/job satisfaction relationship. Thus, the purpose
of this paper is to investigate how these negative outcomes impact the LMX/job satisfaction relationship.

JOB SATISFACTION AND LMX
As stated previously, job satisfaction is “the extent to which people like or dislike their job” (Spector,
1997:2). Although job satisfaction has been presented as an emotion, many scholars view job satisfaction
as an attitude — an attitude that emerges through the evaluations, emotions, and behaviors that
individuals encounter during the course of work (Spector, 1997). Job satisfaction can have facets or can
be conceptualized at the global level. Scholars’ views are mixed as to whether satisfaction is a facet or a
global measure (Schleicher, 2011). A global measurement of job satisfaction will be used in this study
due to the examination of LMX relationships. A global measure is appropriate because the relationship
with the supervisor is crucially important for many workers, especially in terms of how the worker views
the organization (Eisenberger et al., 2010). Workers view the organization through the lens of their
supervisor who is, for them, the principal organizational agent (van Breukelen, Schyns, & Le Blanc,
2006). In fact, supervisors are often encouraged to regard themselves as the principal agent of the
organization (Williamson, 1981). Scholars have discovered that positive supervisor relationships lead to
organizational phenomena such as organizational commitment and job satisfaction (Lavelle, Rupp, &
Bruckner, 2007).
A thriving exchange relationship produces positive feelings, which is why LMX is positively related to
job satisfaction. These positive feelings, which could be an attitude or emotion, signal to the exchange
partner that the exchange is valuable and should continue in the future (Homans, 1961; Lawler, 2001).
This is an important consideration in exchange generally, and social exchange particularly, since it
informs the exchange partner whether the exchange passes the cost/benefit comparison and merits
continuing (Blau, 1964). Since the supervisor is the principal agent of the organization from the
subordinate’s perspective, overall job satisfaction will be directly affectedby an LMX relationship.
Although prior research indicates LMX is positively related to job satisfaction, as per Schwab (2005),
replication of previous findings are necessary for verification purposes. Thus we propose the following
hypothesis:
H1: LMX is positively related to job satisfaction.

MEDIATION
One benefit from LMX - besides producing positive outcomes such as satisfaction and
psychological empowerment - is that it lessens the negative effects of many hindrances such as
stress, burnout, perceptions of politics, and other types of conflict at work (Dulebohn et al.,
2012). A possible explanation of this benefit is that since LMX refers to the social exchange
relationship between a supervisor and subordinate, it also refers to the potential benefits a person
in the supervisor/subordinate relationship could receive from the other (Blau, 1964). Much like
the idea of discounted cash in an economic exchange, social exchange implies future benefits
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one exchange partner could expect from the other (Blau, 1964). For instance, if a subordinate has
a work-family conflict, he could call upon his supervisor to provide social support or to promote
work-flexibility so that the subordinate could overcome his work-family conflict (Wilson, Sin &
Conlon., 2010).
Workplace stressors, such as organization change, perceptions of politics, and inter-personal
conflict, often make the job seem more difficult to perform. A stressor is an external element that
could produce stress and is frequently a potential threat to job resources (Beehr, 1995).
Prolonged exposure to stressors can lead to a wide assortment of negative outcomes, including
burnout and reduced focal and contextual job performance. (Halbesleben & Buckley, 2004). For
example, if a worker is experiencing a high degree of organizational uncertainty, he may believe
that resources at work could be threatened—namely a change in salary, working conditions, or
social relationships — and would consequently suffer negative feelings (Beehr, 1995). Thus,
from a satisfaction perspective, satisfaction would be reduced in the ongoing presence of
stressors. In turn, a worker’s satisfaction would be lower, potentially decreasing job
performance. For instance, if an organization is going through change, then a worker may feel
the change threatens his work relationship. The built-in uncertainty associated with change
could cause a worker to perceive future expected losses. Accordingly, employees would
experience decreased job satisfaction when encountering stressors.
From the cost-benefit standpoint, eliminating losses can be as important as attaining gains for
several reasons. Stressors are threats to resources, which could lead to negative consequences,
such as burnout (Halbesleben & Buckley, 2004). Accordingly, these stressors could lead to the
negation or reduction of the LMX/jobsatisfaction relationship because individuals are facing
potential losses. We therefore posit that negative workplace stressors are key variables impacting
the LMX/job satisfaction relationship.
ORGANIZATION CHANGE
Organization change is the extent to which the organization may have a transformation from the present
configuration to a different configuration (Ashford, Lee, & Bobko, 1989). Organizations change for many
reasons such as: technological advances, innovation, changes in management, alterations in processes,
moving locations, developing new products, and entering into new markets (Ashford et al., 1989). Each
of these changes can have a detrimental impact on employees since the changes potentially threaten their
jobs. Generally speaking, people do not like change (Morrison & Phelps, 1999), especially when the
change jeopardizes existing resources. Two factors could impact the effect of organizational change on
the LMX/job satisfaction relationship. First, a better LMX relationship may result in greater access to
information, and this information could quell fears arising from the organization change (Wilson, et al.,
2010) Second, supervisors have the ability to influence the potential threats and scope of organization
change since they often make decisions regarding firing and performance evaluations. However, the
uncertainty involved with change can rarely be completely addressed. Thus, fears regarding organization
change could jeopardize the LMX/job satisfaction relationship. Accordingly, we propose the following:
H2: Organization change negatively mediates the relationship between LMX and job satisfaction.

PERCEPTIONS OF POLITICS
Perceptions of politics (POPs) refers to the extent to which an individual believes that the organization
has a high frequency of political behavior (Kacmar& Ferris, 1991). Although workplace politics are

12 Journal of the North American Management Society

Muldoon, Keough, & Liguori

unavoidable (and probably necessary), excessive politics are often a negative component of the work
environment (Kacmar& Baron, 1999). POPs can be a stressor because the affected workers can be
confronted with a negative and fractured environment. POPs can therefore be viewed as a threat to
resources. Due to POPs’ threat to resources,it would have a negative relationship with job satisfaction and
endanger the LMX/job satisfaction relationship. While a strong LMX/job satisfaction relationship could
exist with additional information, contacts in the organization, or the past political support of the
supervisor, the secretive nature of political exploits has the potential to sever this relationship Thus, we
propose the following:
H3: Perceptions of politicsnegatively mediates the relationship between LMX and job
satisfaction.

INTERPERSONAL CONFLICT AT WORK
Interpersonal conflict at work (ICAW) refers to the extent to which people believe that they will find
conflict at work, such as rudeness and other types of uncivil behavior (Spector & Jex, 1998). Because an
amiable social exchange relationship would, by definition, preclude extensive negative outbursts from one
exchange partner to another,this type of conflict could lower job satisfaction and produce feelings that the
job is no longer worth having. A strong LMX/job satisfaction relationship could provide some support to
call upon future resources, whether those resources are additional social support, political protection, job
modification, or an advocate to human resources. However, leader intervention could exacerbate the level
of conflict, or in cases where all parties have strong LMX relationships, provide no apparent advantage.
As such, ICAW could negate the LMX/job satisfaction relationship. Therefore, we propose the following:
H4: Interpersonal conflict at work (ICAW) negatively mediates the relationship between LMX
and job satisfaction.

METHODS
Scholars recommend that data from multiple organizations be collected because organizational demands
or individual similarities may impactOCB performance or its antecedents such as job satisfaction
(Schneider, 1987; Schneider, Smith, Taylor, &Fleenor, 1998; Organ & McFall, 2004; Organ, Podsakoff
& MacKenzie, 2006). The use of a targeted sample is appropriate when a large, diverse sample is needed
and also helps avoid concernslike nesting and non-independence (Watters &Biernacki, 1989). In addition,
since this study assesses the organizational variables of POPS, ICAWs, and organization change, multiple
organization sampling is appropriate because individuals may have common perceptions of those
variables.Targeted sampling is, accordingly,commonplace in the LMX literature either as a primary or
secondary study (Schriesheim et al., 2001; Zhou &Schriesheim, 2010; Sin et al., 2009; Morgeson&
Humphrey, 2006;; Deluga& Perry, 1994; Deluga, 1998; Judge & Bono, 2000; Bernerth et al., 2007). Each
of these studies (or individuals) are from diverse organizations. In addition, Organ et al., (2006)
recommended the use of this type of sampling to aid in OCB research/antecedents since it lessens any
potential organization bias.
Participants were recruited by undergraduate students from management classes at a large southern public
university. Students received extra credit in exchange for participating, and students who chose not to
participate received alternative extra credit opportunities in the interest of equity. The students involved in
the study provided contact information for supervisors with whom they were familiar. Data was then
solicited from the supervisors who worked greater than 30 hours per week and who supervised at least
three employees at the time. Self-employed supervisors were not included. One hundred ninety full time
employees participated in the study. Participants were 62% female, 72% Caucasian, and averaged 38.6
years of age (range 19-72) and held 7.2 years of tenure within their respective organizations.
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To ensure data integrity, students were asked to provide the contact information of the individuals
agreeing to participate in the study, and participants were then contacted via a web survey by the
researchers. Next, participants provided supervisor contact information.Supervisors were then contacted
directly by the researchers. The effective response rate across all three survey administrations was 57%.
To ensure candor, participants were assured that individual responses would be kept confidential and that
only aggregate data would be reported. Students were incentivized with extra credit for their participant
referrals.

MEASURES
Leader-member Exchange. The seven-item measure by Graen and Uhl-bein (1995) was used to assess
both employee-rated (α=.89) leader-member exchange. A representative item is “I have enough
confidence in my supervisor that I would defend and justify his/her decision if he/she were not present to
do so” with responses anchored on a Likert scale “1=strongly diasgree” and “5=strongly agree” (anchors
vary based upon the individual item, but all were anchored on Likert-type 1-5 scales).
Organizational Change. The eight-item measure (α=.78) from Ashford, Lee, and Bobko (1989) was used
to assess organizational change. A representative item is “How likely is it that the organization will
undertake a major restructuring?” anchored “1=very unlikely” to “5=very likely.” Higher scores reflect
higher levels of job insecurity.
Interpersonal Conflict at Work. The four-item measure (α=.75) from Spector and Jex (1998) was used. A
representative item is “How often are people rude to you at work?” anchored on a Likert-type scale
“1=never” and “5=very often.”
Job Satisfaction. The three-item measure (α=.83) by Cammann, Fichman, Jenkins, and Kelsh (1983) was
used to assess employee job satisfaction. A representative item is “All in all, I am satisfied with my job.”
Higher scores reflect higher levels of job satisfaction.

RESULTS
The means, standard deviations and correlations of the study variables are found in Tables 1, 2, and 3.
Three tables were necessary because this study examined three distinct mediation variables - Change,
POPs, and ICAW. Hypothesis 1 posited a positive relationship between LMX and job satisfaction would
exist. Results indicated a positive, significant relationship between LMX and job satisfaction (See Table
4; β = .496, p< .01). Thus, Hypothesis 1 was supported.

Mediation Results
The four-step mediation procedure described by Baron and Kenny (1986) was employed to ascertain
whether or not mediation effects of organizational change existed between the independent variable,
LMX, and the dependent variable, job satisfaction. Four conditions must be met in order to verify
mediation. First, the independent variable must be significantly related to the dependent variable.
Second, the independent variable must be significantly related to the proposed mediator. Third, the
mediator must affect the outcome variable. Fourth, the relationship between the independent variable and
the dependent variable must be significantly weaker or non-significant when the proposed mediator is
included.
As indicated previously, all four conditions must be met in order to show mediation has occurred. The
first three conditions can be checked by examining the beta coefficients from several regression analyses.
A significant beta coefficient indicates the condition has been satisfied.
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Table 1: Means, Standard Deviations,
Correlations, and Reliability Estimates (Change)
Variables

Mean

s.d.

1

1. SAT
4.01
0.821
(.83)
2. LMX
3.83
0.785
0.474
3. Change
2.43
0.653
-0.231
Note: Reliability estimates are provided on the diagonal.
* p < .01 (n = 280)

2

3

(.89)
-0.197

(.78)

Table 2: Means, Standard Deviations
Correlations, and Reliability Estimates (POPS)
Variables

Mean

s.d.

1

1. SAT
4.02
0.822
(.83)
2. LMX
3.83
0.786
0.477
3. POPS
2.70
0.442
-0.413
Note: Reliability estimates are provided on the diagonal.
* p < .01 (n = 281)

2

3

(.89)
-0.395

(.75)

Table 3: Means, Standard Deviations
Correlations, and Reliability Estimates (ICAW)
Variables

Mean

s.d.

1

1. SAT
4.01
0.83
(.83)
2. LMX
3.84
0.781
0.487
3. ICAW
1.79
0.605
-0.378
Note: Reliability estimates are provided on the diagonal.
* p < .01 (n = 278)

2

3

(.89)
-0.311

(.75)

To test the fourth condition, a comparison is required of the independent variable’s effect on the
dependent variable before and after the mediator is added to the regression model. Three hierarchical
regression analyses were performed as this study involved three discrete mediators, (See Tables 4, 5, and
6). A single table will be used (See Table 7) to summarize the mediation analysis to avoid using multiple
tables to present all of the regression analyses performed.
Hypothesis 2 posited that organizational change would mediate the relationship between LMX and job
satisfaction. The hierarchical regression found in Table 4 was used to test conditions 1, 3, and 4 for
possible mediation. The hierarchical regression results were first examined to ensure the relationship
between LMX and job satisfaction was significant. Results indicated a significant positive relationship (β
= .496, p< .01), thus meeting Condition #1 (See Table 7). To test condition #2, a regression with LMX
regressed on organizational change was performed. Results indicated that LMX had a statistically
significant negative relationship with organizational change (β = -.163, p< .01), thus meeting Condition
#2 (See Table 7). To test Condition #3, step two of the hierarchical regression (See Table 4) was
examined. Results indicated organizational change had a statistically significant negative relationship
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Table 4: Hierarchical Regression Outcome
(LMX, CHANGE, and SAT)
Outcome: SAT
Step 1
Step 1:
.496*
LMX
Step 2:
CHANGE
Overall F
80.666*
Adj. R-Sq
0.222
R-Sq.
0.225
R-Sq. Δ
0.225*
Note: Unstandardized regression coefficients
* p < .01
Table 5: Hierarchical Regression Outcome
(LMX, POPS, and SAT)
Outcome: SAT
Step 1
Step 1:
.499*
LMX
Step 2:
POPS
Overall F
82.256*
Adj. R-Sq
0.225
R-Sq.
0.228
R-Sq. Δ
.228*
Note: Unstandardized regression coefficients
* p < .01
Table 6: Hierarchical Regression Outcome
(LMX, ICAW, and SAT)
Outcome: SAT
Step 1
Step 1:
.514*
LMX
Step 2:
ICAW
Overall F
85.582*
Adj. R-Sq
0.234
R-Sq.
0.237
R-Sq. Δ
.237*
Note: Unstandardized regression coefficients
* p <.01
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Step 2
.467*
-.180*
44.853*
0.239
0.245
0.020*

Step 2
.389*
-.494*
56.018*
0.282
0.287
.060*

Step 2
.432*
-.341*
57.052*
0.288
0.293
.057*
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with job satisfaction (β = -.180, p< .01), thus meeting Condition #3 (See Table 7). To test Condition #4,
the effect of LMX on job satisfaction was examined before and after the inclusion of organizational
change in the hierarchical model. Before organizational change was included in the model, a statistically
significant positive relationship between LMX and job satisfaction (β = .496, p< .01) was noted. After
organizational change was included in the model, the relationship between LMX and job satisfaction (β =
.467, p< .01) decreased. A Sobel Test was performed (Z-statistic = -3.09, p< .01) which indicated partial
mediation was occurring (See Table 7). Therefore, Hypothesis 2 was supported.
Hypothesis 3 posited that perceptions of politics would mediate the relationship between LMX and job
satisfaction. The hierarchical regression found in Table 5 was used to test conditions 1, 3, and 4 for
possible mediation. The hierarchical regression results were first examined to ensure the relationship
between LMX and job satisfaction was significant. Results indicated a significant positive relationship (β
= .499, p< .01), thus meeting Condition #1 (See Table 7). To test condition #2, a regression with LMX
regressed on perceptions of politics was performed. Results indicated that LMX had a statistically
significant negative relationship with perceptions of politics (β = -.222, p< .01), thus meeting Condition
#2 (See Table 7). To test Condition #3, step two of the hierarchical regression (See Table 5) was
examined. Results indicated perceptions of politics had a statistically significant negative relationship
with job satisfaction (β = -.494, p< .01), thus meeting Condition #3 (See Table 7). To test Condition #4,
the effect of LMX on job satisfaction was examined before and after the inclusion of perceptions of
politics in the hierarchical model. Before perceptions of politics was included in the model, a statistically
significant positive relationship between LMX and job satisfaction (β = .499, p< .01) was noted. After
perceptions of politics was included in the model, the relationship between LMX and job satisfaction (β =
.389, p< .01) decreased. A Sobel Test was performed (Z-statistic = -4.89, p< .01) which indicated partial
mediation was occurring (See Table 7). Therefore, Hypothesis 3 was supported.
Hypothesis 4 posited that interpersonal conflict at work would mediate the relationship between LMX and
job satisfaction. The hierarchical regression found in Table 6 was used to test conditions 1, 3, and 4 for
possible mediation. The hierarchical regression results were first examined to ensure the relationship
between LMX and job satisfaction was significant. Results indicated a significant positive relationship (β
= .514, p< .01), thus meeting Condition #1 (See Table 7). To test condition #2, a regression with LMX
regressed on interpersonal conflict at work was performed. Results indicated that LMX had a statistically
significant negative relationship with interpersonal conflict at work (β = -.241, p< .01), thus meeting
Condition #2 (See Table 7). To test Condition #3, step two of the hierarchical regression (See Table 6)
was examined. Results indicated interpersonal conflict at work had a statistically significant negative
relationship with job satisfaction (β = -.341, p< .01), thus meeting Condition #3 (See Table 7). To test
Condition #4, the effect of LMX on job satisfaction was examined before and after the inclusion of
interpersonal conflict at work in the hierarchical model. Before interpersonal conflict at work was
included in the model, a statistically significant positive relationship between LMX and job satisfaction (β
= .514, p< .01) was noted. After interpersonal conflict at work was included in the model, the
relationship between LMX and job satisfaction (β = .432, p< .01) decreased. A Sobel Test was performed
(Z-statistic = -4.46, p< .01) which indicated partial mediation was occurring (See Table 7). Therefore,
Hypothesis 4 was supported.

CONCLUSIONS
We found support for our hypotheses that the LMX/job satisfaction relationship is partially mediated by
various stressors (IACW, POPS, and organizational change). Accordingly, LMX and job satisfaction
appears to have a process through which LMX influences job satisfaction. In doing so, we have answered
thecallfrom scholars, such as Coyle-Shapiro & Conway (2004), that there is a need to examine social
exchange from a process standpoint. It logically follows that if resources are being destroyed (i.e. the
relationship becomes more and more costly), such a relationship would become unprofitable—thus
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Table 7: Mediation Analysis
Independent
Variable
Hypothesis 2:
Condition #1
Condition #2
Condition #3
Condition #4
before
after
Hypothesis 3:
Condition #1
Condition #2
Condition #3
Condition #4
before
after
Hypothesis 4:
Condition #1
Condition #2
Condition #3
Condition #4
before
after

LMX
LMX
CHANGE
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Mediating
Variable

Dependent
Variable

β
Coefficient

pvalue

Condition
Met?

-

SAT
CHANGE
SAT

.496
-.163
-.180

< .01
< .01
< .01

Yes
Yes
Yes

.496
.467

< .01
< .01

Sobel
Test
Yes, partial

.499
-.222
-.494

< .01
< .01
< .01

Yes
Yes
Yes

.499
.389

< .01
< .01

Sobel
Test
Yes, partial

.514
-.241
-.341

< .01
< .01
< .01

Yes
Yes
Yes

.514
.432

< .01
< .01

Sobel
Test
Yes, partial

LMX
SAT
LMX
CHANGE
SAT
Sobel test performed: z-statistic = -3.09 (p < .01)

LMX
LMX
POPS

-

SAT
POPS
SAT

LMX
SAT
LMX
POPS
SAT
Sobel test performed: z-statistic = -4.889 (p < .01)

LMX
LMX
ICAW

-

SAT
ICAW
SAT

LMX
SAT
LMX
ICAW
SAT
Sobel test performed: z-statistic = -4.46 (p < .01)

unsatisfactory. The findings of this study indicate that ICAW, POPS and organization change partially
mediate the LMX/job satisfaction relationship..
People pay attention to whether their behaviors are rewarded even if the precise calculations of costs and
benefits are beyond them. Therefore, our hypotheses have an intuitive aspect to them. Such an approach
is important since it tracks the actual thought process individuals engage in when contemplating various
outcomes, including performance. People have a general understanding of how satisfying their work
relationships can be. Perhaps future research can provide more answers, which in turn, could allow for
better managerial interventions. The results of this suggest the need for managers to stress positive
relationships, not only for their benefits, but also for their counteracting effect on detrimental stressors in
the workplace.

LIMITATIONS
There are several limitations to this study. First, we did not employ an experimental design and so
causality cannot be drawn from its findings. Second, we used target sampling as a means of controlling
organizational bias, but this method may have introduced other biases. One example may be that only
workers with strong relationships with their supervisor may have responded, thus causing range
restrictions. Due to our sampling technique and less-than-perfect participation by those recruited, some
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sections of the population have likely not been represented in our sample (e.g., the sample was skewed
towards longer tenure).

FUTURE RESEARCH
We suggest that future research should replicate the current study and examine the relationship further.
Since job satisfaction is a multi-faceted concept, it would be interesting to examine how the reduction of
stressors impacts different aspects of job satisfaction. For instance, does reduction of organizational
change influence pay satisfaction or task satisfaction? Another possible relationship to explore is the
extent to which the subordinate perceives the supervisor in relation to the organization due to the fact that
social exchanges occur within a nested series of relationships within a larger network (Emerson, 1972a,
b). For example, does the subordinate perceive a poor relationship with his supervisor’s supervisor? If so,
how will that influence the subordinate’s relationship with his immediate supervisor? It is possible that
the effect would be to damage the subordinate-supervisor relationship because the subordinate may
perceive that his supervisor would be unable to obtain significant resources from the supervisor’s
supervisor. The extent to which the supervisor is viewed as the embodiment of the organization could also
impact the relationship (Eisenberger et al., 2010). Finally, additional research should be done to analyze
the relationship between LMX, negative stressors, job satisfaction and job performance.

MANAGERIAL IMPLICATIONS AND CONCLUSIONS
We tested and found POPs, ICAW, and organizational change partially mediated the relationship between
LMX and job satisfaction. Thus, we found that not only does the positive implications of LMX influence
job satisfaction, but also that LMX has the ability to mitigate negative outcomes. In doing so, we have
provided a process model of social exchange, satisfying some of the appeals of past research (CoyleShapiro & Conway, 2004). We also discovered that the reduction of threats could lead to satisfaction.
Finally, the takeaway for managers is this: establishing strong LMX relationships is important, especially
when the overall work environment is not a positive one. These findings underscore the impact managers
can make on employee satisfaction within an organization.
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ABSTRACT: A crisis refers to an unpredictable event that can seriously threaten an organization. Crisis readiness
is an integral part of the crisis management process and refers to the level of preparedness an organization
possesses in response to a potential catastrophic event. Findings from a survey of 275 managers in the United States
revealed that top managers with production/engineering and general management backgrounds reported higher
degrees of crisis readiness capabilities than did their counterparts with other backgrounds. Likewise, higher levels
of crisis readiness were reported in larger, manufacturing organizations than in smaller, service organizations.

A crisis refers to an unpredictable event that can threaten the organization and its stakeholders. Both the
occurrence of crises and the diversity of business crisis types have increased in recent years (Coleman,
2004; Lalonde, 2007a; Robert & Lajtha, 2002). Crisis readiness refers to the level of preparedness an
organization possesses in response to a potential catastrophic event. Although much is known about the
larger field of crisis management, how organizations address these catastrophic events—research on the
status of crisis readiness is still emerging.
Certain individual and organizational characteristics can influence how prepared an organization will be
in its crisis readiness. Perceptions of crisis readiness could be influenced by factors such as one’s
managerial level in the organization or one’s functional background. Perceptions could also be affected
by organizational factors such as size of the firm and industry composition.
At the organizational level, perceptions concerning crisis readiness could also be influenced by the
generic strategy employed by a business, an area that has received relatively little attention in the
literature. Discussions of business strategy often revolve around Porter’s generic strategies (focus,
differentiation, and cost-leadership) or the Miles and Snow framework (prospector, analyzer, defender,
and reactor).
It is logical to suggest that an organization’s strategy should be linked to its degree of crisis readiness.
Calls have been made to position an organization’s crisis management planning with its long-range
strategic planning (Chong & Park, 2010; Somers, 2009). A current crisis management framework
(Crandall, Parnell, & Spillan, 2013) has even embedded strategic planning into its crisis management
planning. Within this context, this paper examines the construct of crisis readiness within the crisis
management framework proposed by Crandall, et al. (2013). Specifically, we look at the relationship of
managerial level, managerial position, industry domain, size of the firm, and strategy type with crisis
readiness.
This paper begins with overviews of the crisis readiness construct and a crisis management framework.
Research questions are presented next, followed by methods, findings, and discussion sections. The paper
closes with conclusions, limitations, and opportunities for future research.
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LITERATURE REVIEW
Crisis Management
A crisis can seriously threaten the organization’s performance (Coombs, 2007). Hence, crisis events are
low-probability, high-impact events that are often unexpected (Pearson & Clair, 1998). Crisis
management, how an organization responds to a crisis can dramatically affect its reputation, financial
performance, and ultimately, its survival (Coombs & Holladay, 2006). Roux-Dufort (2007)
conceptualizaed crisis management as the management of exceptions. Others have proposed a broader
perspective and have considered the long term effects of a crisis, links to competitive strategy and a
deeper understanding of underlying causes (Coombs & Holladay, 2006; Elsubbaugh, Fildes & Rose,
2004; Evans & Elphick, 2005).
Crisis events are potentially costly (Newkirk, 2001). They can be highly damaging (Irvine & Millar, 1997
and usually require quick, decisive action (Barton, 1993; Marra, 1998; Seeger, Sellnow, & Ulmer, 1998).
The response decisions concerning a crisis can dramatically affect a firm’s reputation, financial
performance, and even survival (Coombs & Holladay, 2006). Advances in scholarly research have
emerged from multiple perspectives, given the interdisciplinary nature of the field (Piotrowski, Watt &
Armstrong, 2010).
The notion of crisis management infers that leaders should take action before, during, and after a crisis in
order to manage it effectively. Avoidable crises should be averted, the negative effects of others should be
minimized, and leaders should ensure that organizational learning occurs after the event. Organizations
should develop crisis management capabilities and specific crisis management plans prior to addressing a
crisis event (Circa & Corrigall, 2010; Jacques, 2010). Organizations with established crisis management
teams (CMTs) exhibit a greater awareness of and concern for possible crises as compared to those without
CMTs (McCartney, Crandall, & Ziemnowicz, 1999). Degrees of uncertainty and vulnerability determine
the priority, time and energy given to crisis planning. Hence, organizational members require salient and
accurate information throughout the crisis management process (Crandall, Parnell & Spillan, 2014).
Indeed, all employees should be aware of their specific responsibilities and should be empowered to take
appropriate action to manage the crisis in their own departments (Areiqat & Zamil, 2011).
Crisis planning involves a number of key issues, including the types of crises that are of greatest concern
to the organization and the level of experience with such events (Caponigro, 1998). The recognition of
potential crises enables management to take steps to minimize the likelihood that the crisis will occur
(Pauchant & Mitroff, 1992; Somers, 2009). Moreover, if potential crises events are identified, crisis
preparation is likely to be higher. Managers who lack sufficient information about the crisis are not in a
good position to address it (Wester, 2009). Consider the on-site death of an employee. This type of
situation should be managed in a professional and dignified manner, and planning is essential to ensure
that this will occur. Beyond the tragic part of the crisis, if the deceased worker was instrumental to
important functions in the organization, a qualified replacement must be identified in short order (Wnek,
2000).

Crisis Readiness
The general notion of crisis readiness—a focal point of the present study—is gaining traction in the
literature (Elsubbaugh & Rose, 2004; Sheaffer & Mano-Negrin, 2003). A key part of preparation and
readiness is the establishment of a crisis management team (CMT) (Clarke & Varma, 2004; Pearson &
Clair, 1998). An effective team is responsible for crisis planning before a crisis occurs, and for making
key decisions during an emergency (Crandall, Parnell & Spillan, 2013). The development of worst-case
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scenarios applicable to an organization's particular situation and standard operating procedures (SOPs) to
provide guidance to organizational members during a crisis are also key parts of the pre-crisis stage.
Crisis readiness is a sub-area of the broader discipline of crisis management. Pearson and Mitroff (1993)
offered an early academic conceptualization of what this construct involves. Their term, crisis
preparedness, focuses on the two phases of signal detection and preparation/prevention. First, signal
detection scans for cues that can lead to or cause a crisis. Hence, crisis preparedness involves being
cognizant to those events or conditions that can cause a crisis to occur in the first place. Second,
preparation/prevention involves doing everything possible to prevent a crisis, and mitigating the ones that
do occur. In practical terms, this step necessitates the formation of the crisis management team (CMT)
and the writing of the crisis management plan. The charge of the CMT is to lead the organization in
planning and implementing its crisis management plan as well as directing responses if and when a crisis
strikes.
In more recent years, Rousaki & Alcott, (2007) developed a scale to measure the construct of crisis
readiness. Simply stated, an organization’s crisis readiness defines its ability to address crisis events when
they occur. However, it is important to distinguish among crisis readiness and two related constructs,
crisis concern, and crisis management.
Crisis concern refers to the extent to which managers are worried about the likelihood of a particular
crisis event and its potential impact on the organization. A higher crisis concern often translates into
greater preparation and readiness, but this is not always the case (Parnell, 2011; Rousaki & Alcott, 2006).
Managers could report high crisis concern when considerable crisis preparation has already occurred
because that preparation can raise both crisis readiness and crisis awareness. High crisis concern could
also lead to groupthink in organizations where leaders do not share information freely and vigorously
debate alternatives (Herek, Janis & Huth, 1987). The intuitive nexus between crisis readiness and crisis
management effectiveness notwithstanding, it is well also established that effective crisis management is
a function of both preparation and improvisation (Quarantelli & Dynes, 1977). Following this logic, a
high level of crisis readiness is viewed as a necessary but insufficient prerequisite for effective crisis
management.

The Crisis Management Framework
Various frameworks exist in the crisis management literature that can help the reader understand the crisis
management process from a more holistic perspective. Such frameworks are not meant to take the place
of theoretical models, but instead, provide perspectives on how to view the process of crisis management.
A recent framework offered by Crandall, Parnell, & Spillan (2013) looks at crisis management as a fourstage, sequential process. Figure 1 depicts this framework.
The framework depicts crisis management as a four-stage process with two dimensions to consider, the
internal and external landscapes. The internal landscape encompasses the processes that exist within the
organization while the external landscape involves those activities that occur outside of the organization.
The first two stages, landscape survey and strategic management take place in preparation for an
organizational crisis. The stage, crisis management, actually occurs as the crisis is unfolding.
Organizational learning takes place after the crisis is over and management determines how it can respond
differently in the future (Crandall, Parnell, & Spillan, 2013).
This present study focuses on the first two stages of the crisis management framework, the landscape
survey and strategic planning. The landscape survey will be described in terms of the managerial
characteristics of level and functional area while the strategic planning phase will be examined with
regard to size of the firm, industry sector and strategic type. The analysis of strategic type will be
accomplished by delineating the four strategies within the Miles and Snow strategy framework. Although
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the Miles and Snow framework is well grounded and has been widely discussed in the strategy literature,
calls have been made to further its empirical extension to other industries and settings (Conant et al.,
1990; Desarbo, et al., 2005; Hambrick, 1984). The field of crisis management is one area where empirical
research is sparse with regard to strategic orientation.
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Adapted from - Crandall, W.R., Parnell, J.A., & Spillan, J.E. (2013). Crisis Management in the New
Strategy Landscape (2nd ed.). Thousand Oaks, CA: Sage Publishing, pg. 12.

Landscape Survey
According to the original crisis management framework, the internal landscape represents those areas that
are under the control of the organization. Crandall, et al., (2013) maintain that it incorporates the
organization’s strengths and weaknesses, the SW combination of the familiar SWOT analysis. It also
encompasses the human resources of the organization, and hence, its management staff.
Identifying the management level with the greatest crisis readiness capabilities has been a key concern to
crisis management scholars. An organization may actually possess a high degree of crisis readiness, but
the knowledge of its crisis readiness procedures may not be widely known by manager across all levels.
For example, top managers may initiate and promote crisis readiness throughout the organization, but this
information may not permeate all levels of management. Lower level managers are focused on operations
and delivering the goods and services. Middle management is usually charged with matters related to
strategy execution, while top management is tasked with formulation and should be directly concerned
with crisis readiness. While crisis readiness is not only a top management concern, it is a greater concern
to top managers than to those at middle and lower levels of the organization (Köseoglu, Parnell, & Ocak,
2011).
H1: The level of perceived crisis readiness will be highest among top managers.
Interest in the impact of one’s functional background on one’s approach to management is not new
(Govindarajan, 1989; Gupta & Govindarajan, 1984; Hambrick & Mason, 1984; Norburn, 1989; Randel &
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Jaussy, 2003; Thomas, Litschert, & Ramaswamy, 1991). While some scholars have emphasized the
strengths of a given functional background, others have focused on the likelihood that managers with
given functional backgrounds will rise to the level of top executive or direct a firm differently (Canella,
Park & Lee, 2008; Koyuncu, Firfiray, Claes & Mamori, 2010; Kurtz, Boone, & Fleenor, 1989; Murray,
1989).
Arguments linking various functional backgrounds to strategic or organizational success have been
proposed. Traditionally, individuals with backgrounds in finance and accounting have accounted for a
high percentage of top executives (Litchfield, 1990). Those with marketing backgrounds are purported to
have ideal characteristics as well, including stability, self-sufficiency, self-confidence, goal-directedness,
decisiveness, and the ability to make quick decisions (Boone & Milewicz, 1989). Others have noted that
managers with production and engineering backgrounds are best equipped to address quality concerns,
especially in a manufacturing enterprise (Koyuncu et al., 2010; Sashkin & Kiser, 1992). Still others have
argued that general managers are more likely to possess a diverse background and understand the
complex workings of the firm (Kotter, 1982).
Regarding crisis readiness, the question is, which group of managers is most privy to the concerns of
crisis related matters? Since general managers must work across all functional areas, we propose that they
have the most knowledge of crisis readiness, given that they must also view the big picture of the firm
and reject a silo mentality, a mindset that could impede strategic diffusion of crisis readiness.
H2: The level of crisis readiness will be highest among those working in general management, as opposed
to accounting/finance, marketing/sales, or production/engineering.

Strategic Planning
In the crisis management framework, strategic planning refers to those efforts involved in planning for
and mitigating crisis events. Crandall, et. al., (2013) incorporated crisis preparation into the regular
strategic planning activities of the company, and not viewing crisis preparation as an activity that should
be delegated to a small functional department within the organization. Instead, it was to be a visible,
ongoing activity that was incorporated in the firm’s strategic plan.
Crisis preparation can be costly (Newkirk, 2001); resources are an essential component of effective crisis
readiness. Larger organizations tend to be more prepared than smaller organizations and those whose
managers have faced a serious crisis tend to be more crisis-ready in the future than those that have not
encountered a serious event (Parnell, Köseoglu & Spillan, 2010; Spillan, Parnell & de Mayoro, 2011).
H3: The level of perceived crisis readiness will be highest in larger organizations.
In manufacturing organizations, stages of production can often be readily identified. In service
organizations, however, what is being sold cannot always be easily seen. Managers in service
organizations must address a more complex environmental than do their counterparts in manufacturing
organizations (Leiponen, 2012; Orberg Jensen & Petersen, 2012). Hence, ceteris paribus, managers in
manufacturing industries should report greater crisis readiness than those in service industries.
H4: Managers in manufacturing organizations will report greater crisis readiness than will their
counterparts in service and hospitality industries.
Business strategy typologies have been employed as a theoretical basis for identifying strategic groups,
and are frameworks that define multiple generic competitive strategies available to business units (Zahra
& Covin, 1993). By focusing on group level of analysis, it is possible to compare the attributes of
businesses employing one generic strategy with those employing another. A number of generic strategy
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typologies have been proposed, but those of Porter (1980) and Miles and Snow (1978, 1986) have
received the most initial scholarly attention (Veett, Ghobadian, & Gallear, 2009). The Miles and Snow
framework is utilized in this study.
Miles and Snow (1978) identified four generic strategies. Prospectors focus on innovation, creating new
markets and enacting uncertain environments (Miles & Snow, 1986). In contrast, defenders emphasize
cost controls in stable environments, concentrating their innovative efforts on process issues. Analyzers
represent a middle ground between prospectors and defenders, building a firm foundation in efficiency
but continue to pursue incremental innovation through flexibility. Reactors do not possess a cohesive
strategy. They seek to comply with environmental pressures and they are generally unsuccessful (Brunk,
2003; Jennings, Rajaratnam, & Lawrence, 2003; Moore, 2005; Slater & Olson, 2001; Snow & Hrebiniak,
1980). Most research on the typology has been supportive (O’Regan & Ghobadian, 2006; Parnell &
Jusoh, 2008; Parnell & Wright, 1993).
Two links between business strategy and crisis readiness are anticipated. First, because defenders strive to
reduce uncertainty, it is expected that they will exhibit the highest crisis readiness. Second, because
reactors lack a coherent strategy, it is expected that they will exhibit the lowest crisis readiness.
H5a: Managers in defender organizations will report the highest level of crisis readiness.
H5b: Managers in reactor organizations will report the lowest level of crisis readiness.
The hypotheses tested in this study within the landscape survey and strategic planning components of the
crisis management framework outlined in figure 1. Figure 2 overviews the hypotheses with regard to the
framework.

METHODS
A survey instrument containing the crisis readiness scale and items to classify organizations along the
Miles and Snow typology was administered to 275 managers enrolled in three post-graduate institutions
in the United States. Only individuals employed as managers were included in the sample. A variety of
management levels (e.g., lower, middle, and top managers), backgrounds, industries and firm sizes were
represented. This sample provides a cross-sectional gauge of management perceptions from individuals
who have been exposed to a wide variety of crises and strategic considerations. Its inclusion of middle
managers also informs the analysis because they have begun to play a greater role in recent years in both
strategy formulation and implementation (Balogun & Johnson, 2004; Raes, Heijltjes, Glunk, & Roe,
2011).
The crisis readiness scale developed and validated by Rousaki and Alcott (2007) was utilized in the study.
The eleven items were arranged on a 5-point Likert scale ranging from 1 (strongly disagree) to 5 (strongly
agree). The scale is relatively new and hence, a confirmatory factor analysis was conducted to assess the
validly of the construct as delineated in the scale. Support was very strong. The eleven items loaded into a
single component with an eigenvalue of 8.003, explaining 72.8 percent of the variance. The Cronbach’s
alpha for the scale was .962. All eleven questions were retained in the study. The questions for the scale
can be found in Appendix A.
The businesses in which managers work were categorized along the Miles and Snow typology utilizing a
self-typing scale proposed by James and Hatten (1995), and based on the original work of Shortell and
Zajac (1990). Respondents read descriptions of each of the four strategies and selected the one that best fit
their organizations. Item wording is provided in Appendix B. This approach identified 70 defenders, 110
prospectors, 54 analyzers, and 41 reactors in the sample.
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FIGURE 2
CRISIS MANAGEMENT FRAMEWORK AND HYPOTHESES

Landscape Survey

Strategic Planning

Hypothesis 1 – Level of Management Hypothesis 3 – Size of the firm
Low level
Middle level
Top level (predicted highest)

Hypothesis 2 – Functional Position of
Management
Accounting/finance
Marketing/sales
General Management (predicted
highest)
Other
Production/engineering

Micro: < 10 employees
Small: 11-50 employees
Medium: 51-250 employ
Large: 251+ employees (predicted
highest)

Hypothesis 4 – Industry Sector
Manufacturing (predicted highest)
Hospitality
Service
Other

Hypothesis 5 – Strategic Type
Defenders
Prospectors (predicted highest)
Analyzers
Reactors (lowest)

RESULTS
A total of 275 respondents completed the survey. Table 1 provides the results of a one-way ANOVA
performed on multiple variables and a summary of the hypotheses tests. All of the ANOVA results were
subjected to a Tukey follow-up test to determine which means were different among the groups.
Hypothesis 1 was supported with top managers generating higher means than lower level managers
(means = 3.522, 3.000, respectively and significant at the .019 level.)
Hypothesis 2 was partially supported with general management generating higher means than
accounting/finance staff (means = 3.665, 2.336 respectively and significant at the .000 level).
Production/engineering managers actually scored the highest in the sample and were statistically greater
than their counterparts from accounting/finance and marketing/sales (means = 4.008, 2.336, 3.042
respectively and significant at the .000 level). In addition, the category labeled “other” generated higher
scores than did the accounting/finance category(means = 3.556, 2.336 respectively and significant at the
.000 level). Marketing/sales managers outscored accounting/finance managers (means = 3.042, 2.336
respectively and significant at the .002 level). General management outscored marketing/sales managers
(means = 3.665, 3.042 respectively and significant at the .04 level).
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Hypothesis 3 was partially supported. Large firms outscored both micro firms (means = 3.657, 2.652
respectively and significant at the .001 level) and small firms in terms of crisis readiness (means = 3.657,
3.080 respectively and significant at the .007 level).
Hypothesis 4 was fully supported. Manufacturing firms outscored both hospitality and service firms in
terms of crisis readiness (means = 3.770, 2.968, 2.996 respectively and significant at the .000 level).
Hypothesis 5 was partially supported. Prospectors outscored reactors with regard to crisis readiness
(means = 3.463, 2.765 respectively and significant at the .006 level). Although managers in defender
organizations were expected to display the highest level of crisis readiness, this was not the case.

Hypothesis

TABLE 1: SUMMARY OF HYPOTHESES TESTS
Categories (n)
Mean
FSignificance and
value
Tukey follow-up
test

Hypothesis
supported?

H1 –
Managerial
Level

Low level (n=55)
Middle level (n=113)
Top level (n=107)

3.000
3.180
3.522

4.394

.019
Top>Low

Full

H2 –
Functional
Background

Accounting/finance (n=68)
Marketing/sales (n=48)
General Management (n=97)
Other (n=17)
Production/engineering (n=45)

2.336
3.042
3.665
3.556
4.008

25.699

.000
GenMgt>Acct/Fin
Prod/Eng>Acct/Fin
Prod/Eng>Mkt/Sales
Other>Acct/Fin
.002
Mkt/Sales>Acct/Fin
.04
GenMgt>Mkt/Sales

Partial

H3 – Size of
the Firm

Micro: < 10 employees (n=24)
Small: 11-50 employees (n=78)
Medium: 51-250 employees
(n=88)
Large: 251+ employees (n=85)

2.652
3.080

6.400

.001
Large>Micro
.007
Large>Small

Full

3.255
3.657

H4 –
Industry
Sector

Manufacturing (n=102)
Hospitality (n=69)
Service (n=109)
Other (n=2)

3.770
2.968
2.996
3.091

10.679

.000
Mfrg>Hospitality
Mfrg>Service

Full

H5 –
Strategic
Type

Defenders (n=70)
Prospectors (n=110)
Analyzers (n=54)
Reactors (n=41)

3.223
3.463
3.357
2.765

3.806

.006
Prospector>Reactor

Partial
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DISCUSSION
The present study examined five sets of organizational variables that are linked to crisis readiness. In this
discussion, we probe the implications concerning each variable.

Managerial Level
As expected, top managers reported the highest degree of crisis readiness. This does not necessarily mean
that lower level managers work at firms with lower degrees of crisis readiness. Rather, a firm may have a
high level of crisis readiness, and yet top level managers, because of their proximity to the crisis readiness
process, report higher scores than lower level managers. Hence, the diffusion of crisis readiness
knowledge throughout the firm may not be consistent but instead, focuses primarily on the top
management level. At a minimum however, we advocate that consistent information on crisis readiness be
communicated throughout all levels of the organization.

Functional Background
Interestingly, production/engineering staff scored the highest in their assessment of crisis readiness at
their firms, followed by general managers. This may be attributed to the fact that many crisis events result
from issues related to product design and product defects. In addition, workplace safety is another domain
that may come more directly under the scope of production/engineering managers who must oversee the
workplace design of product manufacturing.
One result that cannot be overlooked is the low score reported by managers with backgrounds in
accounting and finance. The low degree of crisis readiness may not be indicative of their actual
organizations, but perhaps of the nature of the functional areas. A silo mentality along with a general lack
of communication of crisis readiness initiatives may explain the low score of this group, although this is
not clear. Crisis readiness policies should be communicated across functional departments.
One’s perception of crisis readiness is likely influenced by one’s understanding of the types of crisis that
are most likely to occur. Managers with backgrounds in production or engineering might have a better
understanding of crisis because of their direct link to the production function. Alternatively, the marketing
function is often associated with crisis response (e.g., crisis communication and public relations) more
than with crisis preparation. Although the intricacies of the relationships are complex, a link between
management function and crisis readiness is logical.
In a similar vein, engineers and production managers focus on systems and processes and create
functional products. They are specifically trained to avoid anything that could create problems associated
with product quality, including what are readily perceived as crises. Their counterparts in marketing and
sales are charged with the task of moving these products through channels and generating revenue for the
organization. Their worldview assumes the existence of a functioning product ready for delivery. As such,
they might be less likely to spend time preparing for prospective crises.

Size of the Firm
As expected, respondents from the largest firms reported the highest degrees of crisis readiness. This
finding is consistent with the trend that larger organizations hold larger quantities of resources, which
generally translates into greater crisis readiness capabilities. Respondents from micro level firms scored
the lowest on crisis readiness. This finding is understandable, given that the employees of these firms are
busy running other functions related to the management of the company. In addition, smaller firms have
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less need for formal crisis management procedures since they tend not to show up on the radar of
stakeholders in the public arena who may cause publicity problems.
Larger firms are more vulnerable to a crisis and a follow-up public relations crisis due to their scope,
visibility, and in some cases, success. The size of their scope makes them more vulnerable to problems
because of the higher geographical coverage and market expansion. In short, greater size engenders more
risk. Visibility is also a magnet for crises, as larger firms are simply noticed more than smaller forms.
Larger firms that are successful may be more vulnerable to product sabotage and extortion attempts
(Crandall et al., 2013).
The notion that crisis readiness might not be as important in smaller organizations as in their larger
counterparts should be tempered. While additional size can promote certain crisis risks, managers in
larger organizations tend to be more experienced and capable of addressing a crisis. In this respect, small
organizations are vulnerable. Moreover, they may not have the resources necessary to survive when a
crisis strikes.

Industry Sector
Crisis readiness was the highest in respondents employed in manufacturing organizations. Such
organizations are vulnerable to a number of crisis events including product defects and product sabotage.
Crises in manufacturing organizations often appear to be more visible because they are associated with
physical products. For example, the effects of damage from a fire at a production facility can be
visualized more easily than those from a power outage. While not all production-related crises are more
highly visible than other crises, this might be the case for many of them.
Although the precise explanation for the link between sector and readiness is elusive, it underscores a
potential misunderstanding. Crises are not necessarily more common in manufacturing organizations.
Service organizations can be equally vulnerable. Airplane crashes, food poisoning at restaurants, and
electrical malfunctions on cruise ships are but a few examples. The lower reported crisis readiness in
service organizations (including hospitality organizations) may be linked to a general perception that
crises are less common and/or less damaging in service firms. If true, this suggests the need for greater
emphasis on crisis preparations in service firms.

Strategy Type
Not surprisingly, respondents in reactor organizations displayed the lowest degree of crisis readiness.
Although we predicted that defenders would display the highest degree of crisis readiness, this group was
actually outscored by prospectors. However, follow-up Tukey tests did not identify any significant
differences among defenders, prospectors, and analyzers, although the difference between prospectors and
reactors was significant.
Managers in reactor organizations appeared to be the least cognizant of crisis readiness preparations.
Indeed, this seems consistent with the general lack of preparation and consistency associated with
reactors. Managers in prospector, defender, and analyzer organizations were largely similar with regard to
crisis readiness. This suggests that crisis readiness is not a function of generic strategy per se, as long as
the strategy employed by the organization is coherent and viable.

CONCLUSIONS AND FUTURE DIRECTIONS
The findings reported herein suggest that top managers in the production/engineering and general
management areas perceive higher degrees of crisis readiness capabilities. From a broader industry
perspective, respondents in large manufacturing firms reported the highest levels of crisis readiness.

32 Journal of the North American Management Society

Parnell, Crandall, & Crandall

Certainly, firms in the service and hospitality industry are not immune to organizational crises. Indeed, a
number of high profile crises have occurred in these sectors. We advocate that that crisis readiness
become part of the strategic mindset of firms in these industries as well.
A key limitation of this study should be acknowledged. It was based on perceptions of crisis readiness
among individuals from a variety of different firms. It relied on managerial perceptions. While the notion
of readiness is—to some extent—a perception, there is no assurance that managerial perceptions are
directly associated with actual preparedness. For example, an organization might have made a variety of
crisis preparations but might not have communicated this information well throughout the organization.
In this respect, the notion of low crisis readiness would reflect the individual respondent and possibly the
functional area in which he or she resides, not the organization.
A number of future research opportunities exist. Replicating this study in single, narrowly defined
industries can delineate how crisis preparation varies across industries. Moreover, collecting data from
managers in different functional areas but in the same organization would help identify the source of
differences in crisis readiness.
With the heightened effects of globalization, it is important to assess how managers in emerging nations
view crisis management and why their perceptions may differ from those in developed economies, with
an aim toward offering suggestions for improving crisis planning (Parnell, Köseoglu, & Spillan, 2010;
Spillan, Parnell & de Mayoro, 2011). The present study only considered managers in U.S. organizations.
Future research could compare and contrast crisis readiness perceptions in the U.S. to that in other
nations.
Evidence suggests that perceptions about and previous experience with organizational crises are key
determinants in the steps managers take to prepare for them (Herbane, 2013). The present study did not
ask managers about any previous experience with crisis planning or with actual crisis events. Future
studies that assess crisis experience can identify any links between such experience and crisis readiness.
Finally, crisis management is an interdisciplinary field, with scholarly contributions from a variety of
disciplines. (Paraskevas, 2006; Piotrowski, Watt & Armstrong, 2010). The challenge of crisis decisionmaking is a key concern, which often requires leaders to render rapid decisions in environments of high
uncertainty and complexity. However, decision-makers often lack rationality and consistency (Carone &
Di Iorio, 2013; Diacon, Donici, & Maha, 2013). Indeed, high crisis readiness is viewed as a necessary but
insufficient prerequisite for effective crisis management (Parnell, Köseoglu & Spillan, 2010; Rousaki &
Alcott, 2006). The link between crisis readiness and subsequent decision-making effectiveness deserves
additional attention in the literature.
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APPENDIX A
THE CRISIS READINESS SCALE
Item
1. I have high accessibility to crisis management resources.
2. The organization has an adequate budget in its strategic plans in case of a
crisis situation.
3. The organization has an adequate crisis management plan.
4. I am well informed about the resources and tools allocated for crisis response.
5. The organization views crisis management as a corporate goal.
6. The members of the organization are trained to handle a crisis situation.
7. The organization will recover quickly after a crisis situation.
8. The organization rewards employees for their part in detecting and reporting
potential crisis signs.
9. Key employees of the organization are well informed about the resources and
tools allocated for crisis response.
10. I am authorized to use the budget of the organization in order to cope with a
crisis.
11. The organization’s culture will encourage its ability to manage a crisis.
Eignvalue – 8.003
Percent of Variance Explained – 72.753
Cronbach’s Alpha - .962

Factor
Loading
.892
.887
.864
.854
.845
.801
.885
.877
.866
.719
.878
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APPENDIX B
MILES & SNOW SELF-TYPING ITEM
Which of the following paragraphs most closely describes the strategy of your business?
A. We've attempted to locate and maintain a secure niche in a relatively stable product or
service area. We've tried to offer a more limited range of products or services than our
competitors and we've tried to protect our domain by offering higher quality and superior
service. We may not be at the forefront of developments in the industry but have
attempted to concentrate instead on doing the best job possible in our market.
B. We've tried to operate within a broad product-market domain that undergoes periodic
redefinition. We've wanted to be 'first in' with new products and market areas even if not
all of these efforts have proven to be highly profitable. We've tried to respond rapidly to
early signals concerning areas of opportunity, and these responses have often led us to a
new round competitive actions.
C. We've attempted to maintain a stable, limited line of products or services, while at the
same time have tried to move out quickly to follow a carefully selected set of the more
promising new developments in the industry. We are seldom "first in" with new products
or services but by carefully monitoring the actions of major competitors in areas
compatible with our stable product-market base we try to be 'second in' with a more costefficient product or service.
D. We've not been able to have a consistent product-market orientation. We have not been
able to be as aggressive in maintaining established products and markets as have our
competitors and we have not been able to take as many risks as they have. We have been
forced to respond to environmental pressures.
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The Demise of Arthur Andersen:
Is Founder’s Syndrome to Blame?
Paul L. Govekar
Ohio Northern University
What caused Andersen Company, a revered audit firm to fail? Most would argue that the Enron scandal
caused the failure. However, this response is unsatisfactory as Enron only directly impacted one office of
a worldwide firm. The paper posits that the seeds of the failure were planted long before 2000 in a littlestudied phenomenon called “founders syndrome.”
This paper proceeds as follows: we will next explore what is known about founder’s syndrome and its
symptoms. Next we will explore the outsized personality of Arthur E. Andersen and his influence on the
firm that bore his name. We then look at the demise of the Accounting Firm renamed Andersen and,
finally, examine the possible influence of founder’s syndrome in the events that lead to the firm’s ultimate
failure.

FOUNDER’S SYNDROME
The literature on founder’s syndrome is limited and often appears in books and practitioner publications.
Ironically, the syndrome occurs most often as a result of success (Linsky, 2006). While it was originally
reported in the nonprofit literature by Block and Rosenberg (2002), evidence of something like the
syndrome can now be found in the for-profit literature (see for example Kelly, Athanassiou & Crittenden,
2000; Ogbonna & Harris, 2001: Nelson, 2003; Linsky, 2006; Donoher, 2009; Fern, Cardinal, & O’Neill,
2012).
Founders of any organization are special people. They deserve recognition because they not only had
visionary ideas, but they were able to translate these ideas into organizational reality (Block & Rosenberg,
2002, Carver 1992). As Dym and Hutson (2005) discuss, the leadership style that is appropriate at the
start of an organization’s history may not be appropriate later in the life cycle of the organization.
However, the “personal proclivities of founders compel them to retain high levels of control over
organizational matters” (Miller & Simmons, 1992, p. 36). Founder-run organizations are often
characterized by centralized decision-making processes. Sometimes these characteristics can outlive the
actual founder of the organization. “Managerial references to a departed founder’s legacy can still serve to
focus, coalesce, and perhaps constrain the vision, objectives, and strategies of future generations” (Kelly,
Athanassiou, & Crittenden, 2000, p. 29).
Not all founders or their organizations suffer from this syndrome. Many founders recognize that the traits
that allowed them to bring their “baby” to life may not be what the organization needs if it is to develop to
maturity. There is a problem only if the founder fails to change with the evolving needs of the
organization (Gottlieb, 2003).

THE SYMPTOMS
Founders syndrome may be present to varying degrees in different organizations. Founder’s relationships
with the boards and executive leadership of the organization also vary. While there is no definitive list of
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the symptoms of founder’s syndrome, there are some common, observable actions that are characteristic
of the existence of the syndrome:
•

Critical organizational decisions are not made collectively. Most of these decisions are simply
made by the founder (Gottlieb, 2003, McNamara, 1998).

•

Founders promote the removal of those who disagree (McNamara, 1998)

•

There is no succession plan (Gottlieb, 2003, McNamara, 1998).

•

The founder retains high levels of control over organizational matters (Miller & Simmons, 1992).

•

Managerial references to the founder’s legacy can still serve to focus, and perhaps, constrain the
vision, objectives, and strategies of future generations (Kelly, Athanassiou, & Crittenden, 2000)

ARTHUR EDWARD ANDERSEN
By any measure, Arthur Edward Andersen had an exceptional life. The fourth son of John and Mary
Andersen, Arthur was born on May 30, 1885, in Plano Illinois (Fisher.osu.edu, 2014). Arthur was just 11
years old when his mother died at age 38 and only 16 when his father died in 1901. The four younger
Andersen children were left in the care of various relatives; the older four boys, including Arthur, were on
their own. With only 8 years of schooling, Arthur secured a job as a mail boy at Fraser & Chalmers (later
part of Allis-Chalmers). With the financial help of William Chalmers, Arthur was able to work during the
day and attend Atheneum High School in Chicago nights. He graduated in 1903. By 1906, he had worked
his way up from mail boy to assistant to the controller of Fraser & Chalmers. That same year he married
Emma Barnes Arnold (Arthur Andersen & Co, 1988).
While working in the Controller’s office, Andersen worked closely with the company’s auditors. He
became fascinated with the work of independent public accountants. By 1907, Andersen quit his job at
Fraser and Chalmers and joined the Chicago office of Price Waterhouse & Co in a “temporary” staff
position that paid $25/week. A determined young man he set out to earn his CPA certificate which he did
in 1908, at the age of 23 he was the youngest CPA in Illinois, and one of only about 2,200 CPA’s in the
country (Arthur Andersen & Co, 1988).
Not fully satisfied with his new profession, Andersen decided to pursue a college education.
Northwestern University had recently opened a School of Commerce and Andersen enrolled in the night
school. Quickly distinguishing himself academically, Andersen was asked to teach some night school
classes in 1909. In 1911, Andersen was offered the position of controller for the Uihlein family interests,
including the Jos. Schlitz Brewing Company. Even though the position required a move to Milwaukee,
WI, Andersen did not hesitate. He also did not hesitate to continue his teaching and his studies at
Northwestern, a 180 mile round trip. In mid-1912, Northwestern University faced a crisis when the head
of the accounting department and his assistant left to start their own accounting school. Northwestern
offered the 27-year-old Andersen the position of assistant professor and head of the department of
accounting. Again, Andersen did not hesitate to accept this new challenge (Arthur Andersen & Co, 1988).
Still restless and looking for a way to make his reputation, the 28-year-old Andersen resigned his position
with the Uihlein family in 1913 and concentrated his energies on his academic position. Later that same
year Arthur Andersen joined with Clarence M. DeLany and together they paid the estate of Clarence W.
Knisely $4,000 for The Audit Company of Illinois, and on December 1, 1913 the accounting firm of
Andersen, DeLany and Company of Illinois opened its doors for business. Andersen, DeLany and Co. and
the Income Tax were both born the same year (Arthur Andersen & Co, 1988).
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ANDERSEN, DELANEY & CO., 1913-1918
The original office of the firm was in Rooms 2002 and 2003 of the Harris Trust Building on West Monroe
Street in Chicago. The original staff of the firm was inherited from the Audit Company of Illinois and
consisted of three seniors, two semi-seniors, two juniors and a man who kept the books and did the typing
for the firm. The total payroll for the half-month’s operation of the firm (Dec 1-15, 1913) was $923.84.
Fees billed for December 1913 totaled $1,039.50 and the largest client was the Jos. Schlitz Brewing
Company. It was during these early years that Andersen set the tone for what would later become Arthur
Andersen & Co. He demanded his staff write detailed and accurate audit reports. He also set the tone for
the accuracy of these reports. In 1915 a Midwestern interurban railway company had distorted its earnings
by deferring charges that should have been absorbed in current expenses. Andersen was adamant that the
financial statements disclose the facts. The president of the company demanded that Andersen issue a
report approving the company’s procedure. Andersen refused and lost the client. A few months later
railway company was forced to petition for bankruptcy. Similarly, a Great Lakes steamship company lost
a new ship in a storm in February, 1915. The company and its underwriters had a bond issue coming due
in 1915 and wanted to use the December 31, 1914 financial statements to support the bond and they
wanted the statements to only reflect the situation on December 31, 1914. Andersen took the position that
it would be misleading to issue a balance sheet that did not include this material loss which occurred
between the dates of the balance sheet and the bond issue. In the fall of 1917, the firm issued a pamphlet,
entitled “The Accounting Treatment of Overhead Construction Costs in Public Utilities.” This was likely
the first serious attempt to differentiate between overhead and direct costs of construction for public
utilities (Arthur Andersen & Co, 1984). Andersen and DeLaney was also one of the earliest accounting
firms to offer consulting services in addition to accounting, audit and tax. In 1918, Mr. DeLany resigned
and the name of the firm was changed to Arthur Andersen & Co. Even before DeLaney resigned the firm
was growing rapidly. By 1920 billings had reached $322,000 per year. The reasons for DeLaney’s
departure are not clear. One thing that is clear is that -Andersen did not develop trust easily. He was
described by his contemporaries as a stern, demanding man who set high standards for himself and others.
Today, we would call him a workaholic and he demanded the same dedication from the accountants who
worked for him (Squires, Smith, McDougall, & Yeack, 2003).

ARTHUR ANDERSEN & CO.
Tax services proved to be an important hook to gain clients. Investigations and business advisory services
proved to be an even bigger draw to clients. At the time, many established accounting firms were
skeptical of providing consulting services. George May, the head of Price Waterhouse, advised that
auditors should do audits and not get involved in other activities. Andersen believed that the right people
with the right training in his techniques would be difference and he could trust them to do the right thing.
Many of these right people came from the pool of students that Andersen taught. After DeLany’s
departure, Andersen turned to his younger brother, Walter, to oversee the Chicago office. He started in
1919. Andersen shifted his attention to growing Arthur Andersen & Co. As in everything else, Andersen
was careful about growth. He did not want to sacrifice quality. He had already found five of the original
staff wanting and replaced them. Andersen decided that the only staff he could trust were those he trained.
The only offices that would be opened were offices Andersen himself would establish. In 1932 Walter
resigned. According to some reports the brothers had an argument and Arthur ordered his brother out of
the office. The two never spoke again. Similarly, Arthur Arnold Andersen, Arthur Edward’s son joined
the firm in 1940. He also left the firm after three years. Arthur E. Andersen was intelligent and ambitious,
but he was also “blunt, domineering, and unforgiving (Squires, et al., 2008, p. 31).
When Andersen and DeLany founded the firm, the dominant form public accounting firms was the
partnership and the firm was so organized. It retained this form after DeLany left. However, because
Arthur E. Andersen owned a majority share of the firm he dominated every aspect of its operation. “The
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firm’s organizational structure very much resembled a simple pyramid with Arthur E. Andersen at the
very top” unforgiving (Squires, et al., 2008, p. 35). The partners who reported directly to Andersen were
carefully selected. However, there was no doubt that while partners might run the local officers, Arthur E.
Andersen ran the firm. In his later years, Andersen struggled to identify a successor. He had already run
off his brother, Walter, and his son, Arthur Arnold. One early possibility was John Jirgal, a protégé of
Arthur Edward. However, when Jingal began to build recognition in the accounting profession, “Arthur
banished him to the New York office and reduced his authority. Arthur E. Andersen could not bring
himself to share the limelight” (Squires, et al., 2008, p. 35).
Arthur E. Andersen died in January 1947 at the age of 61. After his death, he took on a mythical stature.
Reminders of the founder’s life were everywhere. It was clear even 50 years after his death that his values
and self-discipline were embedded in the firm’s methods and ways of doing things. Arthur E. Andersen
provided the firm with legacies that enabled the firm to continue to grow and prosper after his death.
These legacies included three significant positives: Integrity and honesty, the One-Firm One Voice
partnership model, and his insistence on training to a shared method. Andersen also left his firm with one
troubling legacy, consulting. Andersen ignored the warnings of more conservative accountants about a
potential conflict of interest that could occur when an auditing firm also did consulting for the same
client. Andersen believed that such conflicts could be avoided if consulting were contained. As it was
while he lived (Squires, et al., 2008).
When Arthur E. Andersen died, his firm nearly died with him. Arthur E.’s son, Arthur A. was an obvious
choice, but Arthur Arnold had walked away from the firm in 1943 and was not a partner. The remaining
25 partners had two choices. They could disband the firm or continue it as a partnership. After the 1929
crash, the SEC was born. One if the first actions of the SEC was to limit potential conflicts of interest in
public accounting firms by prohibiting them from being corporations with investors. The discussion of
what to do became quite heated. According to George Catlett, who joined the firm in 1940, the argument
was really about who would run the firm (Wartzman, 2002). The initial vote of the partners was to
dissolve the firm and each partner could go their independent way. Leonard Spacek and a few other
partners developed a plan to save the firm. Their solution contained some significant changes to the firm’s
organization and financial structures. The firm would not be dominated by one man. Partners would have
more real authority to run the local offices. All decisions in the new organization would be governed by
the idea of one partner one vote. The firm would continue to speak with one voice, but that voice would
be what the majority of partners wanted. Coordination of the local offices would be managed by a sevenman advisory committee and one partner designated as the administrative partner. The alternative was
accepted by the partners and the vote to disband the firm was rescinded. This arrangement, a reaction to
the way Arthur E. Andersen ran the firm, gave much more authority to the partners running local offices.
This decision would have serious consequences later (Squires, et al., 2008).

THE DEMISE OF THE FIRM
Some will argue that the eventual demise of Arthur Andersen and Co. started with the election of Joseph
Berardino as global CEO of professional services in 2001. Berardino announced the rebranding of the
firm from Arthur Andersen to Andersen and a series of management changes. The overall result of the
changes was a greater emphasis on legal advice and consulting than in the past (All change at Andersen,
2001).
Of course, the proximate cause of the firm was the Enron scandal. The warning signs that all was not well
with Enron’s accounting started to surface as early as February, 2001. This is when Andersen held its
annual risk assessment of Enron. There was plenty of risk to discuss, starting with the off-balance-sheet
transactions called LJM. These were special purpose entities that did not meet accounting requirement to
assure independence from the parent company. Partners at this meeting discussed the conflicts of interest
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Fastow faced as both the CFO of Enron and the LJM fund manager. Andersen proved itself adept at
recognizing the risk inherent in this situation, but could not decide what to do about it. Ultimately, they
decided to keep Enron as a client. After all, the fees could reach $100 million a year (Toffler, 2003).
The scandal began to break when Jeffrey Skilling, Enron CEO suddenly resigned. Shortly thereafter
Sherron Watkins presented a comprehensive memo to Enron Chairman Ken Lay detailing a list of
account problems she saw that could cause the company to implode. Watkins also called a friend and
former colleague in Andersen’s Houston office, James Hecker to express her concerns and ask for advice.
After that, things started to speed up. On October 16, 2001, Enron announced its third-quarter results. The
company lost $638 million and the reduction of shareholder’s equity was $1.2 billion in connection with
the termination of the special purpose entities. As a result, the stock price plummeted and six days later
the Securities and Exchange Commission began an investigation (Toffler, 2003).
There have been many explanations for why Andersen did not do more to reign in the exceptionally
aggressive accounting practices of Enron. One explanation is the structure of the firm that was developed
in 1947 where the power is diffused among almighty partners (Cote, 2002). Another explanation is
Andersen’s unusually lax controls that allowed its Enron teams to call the shots (McNamee, Borrus, &
Palmeri, 2002). This is a similar argument to the structure argument of Cote (2002). Another argument is
that the Enron audit failures were a compromise of the ethics of Andersen (Wilson & Key, 2013).
Probably the most popular argument is that this fall from grace is a sad tale of greed and miscues (Brown
& Dugan, 2002).

DISCUSSION
Clearly, decisions made long after the Arthur E. Andersen’s death were the proximate cause of the failure
of Andersen. However, the argument here is that the seeds of the failure were planted long before 2000 in
a little-studied phenomenon called “founders syndrome.”
The first symptom identified above was that critical organizational decisions are not made collectively.
Most of these decisions are simply made by the founder (Gottlieb, 2003, McNamara, 1998). This is
certainly true of Arthur Andersen and his firm. Arthur Andersen was decisive in both his personal and
organizational life. Probably the most momentous decision Andersen insisted upon was to combine
consulting with auditing in a single practice.
The next two symptoms can be addressed together. The first is promote the removal of those who
disagree (McNamara, 1998), and its partner is to not have a succession plan. As outlined above, Arthur
Andersen removed his original partner, his brother, John Jirgal, and even his son from the organization
when any one of them could have been perceived as a threat to Andersen’s vision of “his” firm. The lack
of a succession plan can be seen in the near closing of the firm when Andersen died in 1947. The lack of a
succession plan can also be seen in the resulting organizational structure which probably contributed to
the eventual death of the firm.
Andersen clearly retained a high levels of control over organizational matters (the next symptom). This is
clear from the inability of the 25 remaining partners to figure out how to keep the firm going on
Andersen’s death in 1947. The partners were clearly not a group of equals when making decisions for the
firm. Arthur Andersen made the decisions and everyone else followed.
Finally, it is clear that references to the founder’s legacy still served to focus, and perhaps, constrain the
vision, objectives, and strategies of future generations (Kelly, Athanassiou, & Crittenden, 2000). After his
death, Arthur E. Andersen took on a mythical stature within the firm. Stories about his life were used to
explain the Andersen culture and way of doing things. “Long hours, disciplined days, and a code of
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conduct that existed to the end of the 20th century were legacies attributed to the firm’s founder at the
beginning of that century” (Squires, et al, 2003, p. 37).

CONCLUSIONS
Did founder’s syndrome cause Andersen to fail as an accounting firm? Probably not. However, there is an
argument to be made that this syndrome set the stage for the eventual failure of the firm. The literature on
founder’s syndrome in for-profit companies is sparce and has generally been confined to small, familyowned firms. The lesson of Arthur E. Andersen and the firm he founded could be that founder’s
syndrome should be more carefully considered when organizations, especially closely-held companies
like partnerships and family corporations are experiencing difficulties. It may be the legacy of founder.
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Paradigm Shift in Human Resource Management:
From Contingency Model to Strategy and Process Development
Gyongyi Konyu-Fogel
Walsh College Accountancy and Business Administration
Abstract: Traditionally, human resource management has not been involved in strategic management. However, to
be successful in today’s competitive global marketplace, organizations need human resource professionals with
competencies in strategic thinking, system’s view, and team-building skills to create organizational environments
that have capacity for learning, innovation, responsiveness, flexibility, and on-going value creation. This paradigm
shift requires human resource professionals to find a "fit" between organizational strategy and structure, identifying
value-adding processes and developing core competencies through people. This paper discusses some of the
methods and practices that could move human resource management from a support function to a value-added
activity based on the nine behavioral and technical competencies of the Society for Human Resource Management
(SHRM) new professional certification requirements.

INTRODUCTION
Human resource professionals are faced with many challenges today. Rapid changes in technology,
global economic and financial factors, outsourcing, offshoring, global supplier and customer relations,
competition, shifts in labor markets, and virtual work environments require human resource management
to engage in complex decision-making helping organizations achieve sustainable competitive advantage.
Human resources must develop an organizational culture that unites employees in the company goals,
values, and priorities.
Working in a globally competitive environment can make the human resource tasks and functions very
challenging. For example, there are differences in economic, political, and legal factors, varied cultural
norms, customs, social conditions, and business practices, physical distance, and language and
communication barriers that can substantially increase the scope of human resource management (HR)
responsibilities. To succeed in global markets, it is critical to understand the global forces that influence
workforce management trends and practices.
According to the Society for Human Resource Management (SHRM), human resource professionals
today need to have skills and competencies in relationship management, ethical practices, human resource
expertise, leadership, business acumen, critical evaluation, consultation, communication, and global
cultural effectiveness.

LITERATURE
Human resources management (HRM) consists of the process of managing human resources, often
referred to as human capital or intellectual assets, to achieve an organization’s objectives (Hollenbeck,
Gerhart, & Wright, 2013). Organizations compete through their people. HRM must develop an
understanding of the systems and processes that are needed to develop and utilize the talents and energies
of employees in order to gain a competitive advantage.
Staffing the organization, designing jobs and teams to perform specific tasks, developing skillful
employees, identifying approaches for improving performance, and rewarding employee successes are
typically included in HRM tasks and also have relevance to line managers, supervisors, and functional
department managers. The HRM functions of planning, staffing, recruiting, selecting, job design, training,
development, performance management, appraisal, compensation, benefits, employee, and labor relations
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are all affected by many external and internal factors (Vance & Paik, 2015). This requires a constant
monitoring, evaluation, and assessment of the strengths, weaknesses, opportunities, and threats (SWOT)
to build capacity and competitive advantage through the organization’s human capital.

Demographic and Labor Trends
Demographic (age, gender, ethnicity, and skill base) characteristics of the labor force significantly
influence workforce management practices. The labor characteristics must be carefully analyzed and
monitored for effective HR management. Table 1 below shows some of the latest trends in labor markets.

TABLE1. LABOR MARKET TRENDS AND HR IMPLICATIONS

HR practitioners must continuously monitor labor market trends and demographic factors to match these
to the needs of the organization by responding to work demand and conducting effective HR planning.

Competitive Environment
The global marketplace offers many opportunities for increasing market share and expanding operations
to serve customers globally. Particularly, with advanced technology, companies can develop competitive
advantages in global supply-chain, value-added functions and integrated customer support services by
establishing offshore call centers and outsourced manufacturing operations in foreign countries at much
lower costs than in their home country. The level playing field in many sectors has changed dramatically
in the last decade due to the increasing global competition (Cavusgil, Knight, & Riesenberger, 2012).
However, when companies move their operations to foreign locations, it significantly affects the home
country workforce relations and host country employment.

Technological Factors
Organizations must continuously monitor and respond to the on-going fast-paced changes in technology
(Cetron & Owen, 2010). By applying pro-active management practices, HR can anticipate the changes in
the global marketplace and develop capabilities to adjust the organization’s resources to stay competitive.
Innovations in HR management may be achieved by improving management practice or by applying
technological innovation. HR professionals may encourage employees to contribute new ideas, share
knowledge, be engaged in problem solving, networking, quality circles, team work, or applying best
practices in the industry. These HR practices can greatly motivate employees to be committed to the
organization. This, in turn, can result in increased productivity and employee morale.
Technological innovation can result in achieving high level of efficiencies through the realignment of
work processes and redesign of tasks and job characteristics. Technical innovation often requires
additional workforce training to assist employees understanding and use the new technology (Vance &
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Paik, 2015). However, recently, many manufacturing jobs have been lost as a result of technological
innovation. Technical innovation often comes with a reduction of the workforce because the new
advanced technology can achieve increased productivity with great efficiencies. HR managers should
facilitate workforce changes and the training needed for new technology adoption.

Governmental, Legal, Political Factors
Governments influence the country’s political, legal, social, and economic environment by instituting
political and economic institutions, setting laws and industrial policies, regulations, and standards of
business practices. Governments influence workforce management practices greatly. HR professionals
need to be able to understand and adhere to laws and government regulations as well as respond to
political factors of the labor environment effectively (Cetron & Owen, 2010).

Outsourcing and Offshoring
One of the main challenges in outsourcing and offshoring is the ability to integrate foreign operations
with the home country’s HR practices (Vance & Paik, 2015). Corporate management often sees the
opportunity of entering a less expensive labor market as an advantage. However, the company's HR
functions and practices should be closely aligned to the host country’s environment to make this a
successful venture. HR should be a primary facilitator in workforce innovation by developing human
capability across the organization.
HR management can help develop offshoring or outsourcing operations. An advantage of this practice is
that the organization could focus on building specific core competencies while it may reduce labor costs.
However, monitoring the performance at offshore locations is a critical to assure success in these
operations (Konyu-Fogel, 2015).

Globalization
Globalization may impact the HR practices and policies at an organization including the tasks and roles of
line managers, finance directors, supply-chain management, engineering, marketing, and customer service
operations (Vance & Paik, 2015). HR practitioners must be knowledgeable about globalization to help
other departments understand the impact of global forces to assure smooth global operations and effective
transitions of company resources, mobility of people, transfer of knowledge, and dissemination of
information across physical distances in different time zones, varied cultures, political, social, and legal
environments, and adjusting to regulations and policies of local, national, regional, and global institutions,
interest groups and non-governmental organizations (NGOs).
Global competencies are needed at all levels where employees are performing tasks that require working
with people who are often in different time zones from different cultures with different values, norms,
attitudes, religions, priorities, educational backgrounds, and time orientations, influenced by various
national or local policies or government regulations. Some of the most critical aspects of global
competency are related to developing global business acumen, the ability to conduct business effectively
across borders and across industries, and cross-cultural sensitivity that not only understands the
differences and similarities in cultures but it also includes an ability of the HR manager to adjust to the
cultural differences effectively and in a timely manner to reach organizational goals. To understand and
work well with people from other cultures, it is often necessary to have personal humility and respect of
others and an ability to build a relationship for trust and mutual understanding (Konyu-Fogel, 2015).
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Competing, Recruiting, and Staffing
Today companies of all sizes are seeking business opportunities in global markets, or are engaging in
globalization in some way. In fact, according to the U.S. Small Business Administration, nearly 97
percent of all U.S. exporters are small companies, and these firms employ about half of all the privatesector employees in the nation. Interestingly, nearly 97 percent of all U.S. exporters are small and
medium-sized companies.
Organizations that compete for quality human resources are often able to attract and retain human talent
through their HR management practices that further creates a more sustainable competitive advantage.

Developing Talent
To develop talent effectively, HR must be linked to corporate management and organizational strategy.
HR policy should be an integral part of the organization’s strategy. HR managers must be able to evaluate
internal factors of the organization to identify the influence of organizational culture, climate, and strategy
and find a balance between the external and internal factors in order to develop effective human resource
policy and practice. HR needs to be at the forefront of the organization to advocate developing
competencies at the organization (Campion, Fink, Ruggeberg, Carr, Phillips, & Odman, 201). Trends in
talent management indicate that demographic factors and competitive markets make it difficult in some
parts of the world to find skilled labor and talent needed to respond to today’s fast-paced, complex
environment.

Skills and Training
Skills in cross-functional team-building, problem-solving, working with diverse workforce, and managing
virtual global teams are becoming increasingly important as organizations expand their operations by
using global networks of supply chains, open sourcing operations, and global integration of customer
service, just-in-time inventory management, quality assurance, technical support, purchasing, accounting,
financial reporting, vendor, and client management (Konyu-Fogel, 2015).

NEW SHRM COMPETENCY MODEL
The SHRM’s certification incorporates the knowledge required to perform specific HR activities. The
Body of Competency and Knowledge (BOK) was developed based on literature review and research on
academic and employer needs. A panel of HR and business leaders from various industries reviewed and
validated the BOK framework (SHRM New HR Competencies, 2014). The feedback from the panel was
incorporated in the BOK which was then assessed by five major corporations and research universities to
determine if proficiency in these competencies relate to enhanced performance. The BOK exemplifies the
next level where the HR profession has evolved to. Effective January 2015, human resource professionals
who seek professional certification by SHRM must be able to demonstrate competencies in nine
behavioral and technical competencies as discussed below.

Relationship Management
Since HR professionals are required to regularly interact with employees, management, and other
stakeholders to support the organization, it is critical that HR professionals develop competency in
relationship management. To develop this competency, HR professionals should maintain productive
interpersonal relationships and demonstrate aptitude to help others to do the same. Healthy interpersonal
relationships among employees at an organization contribute positively to employee and organizational
success.
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Examples of specific behaviors required by HR professionals to gain competency in relationship
management include: being able to handle effectively conflicts and resolutions, identifying potential
employee related issues pro-actively, responding to employee concerns constructively, resolving
problems or moving them to the next level for resolution, mediating employee grievances, appeals, or
disputes, and creating conflict resolution strategies and processes throughout the organization

Ethical Practice
Organizations today are required to adhere to increasing social responsibility and ethical practices.
Therefore, HR professionals must be demonstrate credibility and trustworthiness, maintaining awareness
of ethics laws, standards, legislation and trends, and ensuring confidentiality and privacy of employee
information and company data. Senior and executive level professionals must strive to develop ethical
standards and policies for all employees, manage political and social pressures, and communicate the
vision for an organizational culture where employees feel comfortable reporting unethical behavior.
To demonstrate a competency in ethical practice, HR professionals need to be able to document the
unethical behavior, take immediate and appropriate action to process and handle unethical behavior or
practice in the organization, keep executives aware of any potential conflict of interest, threat or unethical
behavior and the related consequences as much as possible, and develop HR policies and internal controls
to guide ethical behavior and minimize unethical practice at the organization.

Human Resources Expertise
This competency consists of being able to demonstrate the knowledge of principles, practices, and
functions of effective human resource management. HR expertise is critical to the successful job
performance of HR professionals.
This technical competency includes the ability to design, implement, evaluate, and maintain effective
human resource management policies and employee relations, adhering to principles, laws and
regulations, and best practices. Formal training in human resource management is required to attain this
competency. In addition, on- the-job training, mentorship, role plays, and simulations are recommended.

Business Acumen
Business acumen is the ability to understand and apply information with which to contribute to the
organization’s strategic plan. This competency relates to being able to understand business operations and
functions, assessing the organization’s external environment, and evaluating how human resource
management practices contribute to core business functions.

To develop this proficiency, HR professionals need to be able to recognize how internal and
external factors interact to influence organizational performance. They also need to able to
maintain a working knowledge of the competitive labor market (external) factors and an
awareness of personnel resources (internal) factors to determine how these factors impact
recruitment processes and employment practices.
HR professionals who would like to further develop this competency may want to study topics
such as return on investment, key industry/organization metrics, economic factors, and other
principles of finance, marketing, economics, sales, technology, and business systems which can
be beneficial to HR professionals in all types of organizations. Developing this competency can
help improve HR business strategies to drive key business results and provide evidence that HR
can have a direct impact on performance. Specific behaviors to gain for attaining proficiency in
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business acumen include: knowledge of HR metrics, benchmarking, managing projects, budgets
and time lines, develop and evaluate business cases for HR projects and initiatives.
Critical Evaluation
This HR competency requires ability to interpret information for making business decisions and
recommendations. HR professionals are required to provide data to support their decision making
processes. More and more, organizations expect access to quantifiable information. Therefore, HR
professionals need to develop skills and competency in data collection and analysis techniques. HR
professionals at all levels are required to collect, analyze, evaluate, and apply data when creating human
capital solutions.
To develop competency in critical evaluation, it is important to understand the type of data that HR can
use (e.g., HR metrics), how data should be collected (e.g., surveys, archival records), and how to analyze
and interpret data effectively. Analyzing and interpreting raw data into actionable recommendations at an
organization can be challenging, but HR professionals are increasingly expected to possess these skills.

Leadership and Navigation
HR professionals must have an ability to direct employees and operations and contribute to initiatives and
processes within the organization. Although this competency may not be immediately critical for early
HR professionals, it is an important building block for HR professionals at all levels to develop to
advance their careers.
Examples of the leadership competency include motivation, project management, change management,
goal-setting, and workforce planning. Learning about these topics can help HR professionals attain
proficiency in leadership and navigation. Specific behaviors needed to demonstrate proficiency in
leadership and navigation constitute: acting consistently, representing the culture of the organization,
managing and developing programs, policies, and procedures to support the organization, and leading HR
staff in maintaining or changing organizational culture.

Consultation
Consultation in HR as a competency entails the ability to apply HR practices and policies to meet
organizational needs and support employees and other stakeholders. HR professionals need to be able to
provide guidance to stakeholders regarding issues and challenges facing the organization. For example,
HR professionals may need to conduct research to assess and identify staffing and training needs. After
evaluating results of the assessment, the HR manager should be able to develop training programs that
align with the organizational strategy, providing guidance to managers and business unit leaders based on
best practices in human resource management.

Global & Cultural Effectiveness
HR professionals should develop competency in global and cultural effectiveness. This consists of being
able to respect cultural differences and understand different backgrounds and cultural perspectives.
Organizations continue to increase workforce diversity and the workforce is becoming increasingly
global. Therefore, HR professionals must be able to effectively manage and interact with employees,
customers, and suppliers of various backgrounds and cultures.
The global and cultural effectiveness competency is expected to be increasing in the future as more and
more organizations engage in global activities. Examples of specific behaviors required by HR
professionals to demonstrate global and cultural effectiveness include: being able to understand local and
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global economic trends, maintain knowledge of cultural differences, develop expert knowledge in
analyzing global economic trends, apply global economic outlook to determine the impact on the
organization and its human capital strategy.

IMPLICATIONS
Effectiveness in human resource management is critical to assure the successful transfer of knowledge
and best practices to optimize organizational resources effectively. HR managers can be instrumental in
helping the organization capitalize on disseminating and sharing internal knowledge and the transfer of
best practices across various units.
To establish best practices in human resource management, HR professionals must develop competencies
in relationship management, ethical practice, human resource expertise, business acumen, critical
evaluation, leadership, consultation, communication, and global cultural effectiveness. By being proactive, HR professionals can develop a company culture that promotes employee contributions, active
engagement, and best practices.
Human capital is a necessary and critical component of the success of all organizations.
As strategic business partners, HR professionals should develop various measures for accessing employee
concerns and effectiveness of HR management practices. Assessing the value of human resources
demonstrates the importance of implementing effective HR practices to maintain a high-quality, engaged
workforce.
Human resource practices, policies and processes are embedded in company strategy, culture, and
organizational structure. In addition to scanning the external environment, organizations must also asses
their internal environments as these have a great impact on human resource management. An
organization’s internal environment is influenced by its mission, CEO’s vision, leadership, management
priorities, organizational structure, communicational and operational practices (Pfeffer, 2010).
Organizational culture is the pattern of shared values, behavioral norms, systems, policies, and procedures
that employees learn and adopt. It influences workplace behavior greatly. New employees should be
asked to participate in a company orientation program to assure that they learn the organization’s
standards for acceptable behavior and employment practice.
Effective organizations share open communication, sharing knowledge and information, develop problem
solving capabilities through organizational learning, encouraging innovation, risk taking, and creativity,
promote collaboration, cross-functional teamwork, and strategic alignment of performance standards,
employee policies, and procedures with transparent leadership and management practices. Organizational
culture is embedded in the collective mindset of its employees and it may be difficult to change. To
change an organizational culture, organizational strategy and HR management must be closely aligned
through the redesign of an appropriate company reward system (Konyu-Fogel, 2015).
Research shows that firms that regularly make adjustments in their internal environments to match
environmental changes are likely to outperform those whose culture is rigid and unresponsive to external
factors (Cavusgil, Knight, Risenberger, 2012, p. 312). An excellent case to illustrate this concept is
Hyundai, a South Korean firm, which developed a strong company culture where leadership has set clear
goals and used benchmarks to promote the company vision of becoming a world-quality leader in the auto
industry. Top managers held regular quality oversight meetings every two weeks to communicate with
employees through open employee forums. As a result of these efforts, based on a survey of 60,000 new
car buyers, Hyundai was ranked third in overall quality just behind Porsche and Lexus (Taylor III, 2010).
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To assess the effectiveness of HR practices and policies, HR managers may conduct HR audits to help the
company examine the attitudes and activities of their workforce. Employee surveys may be used to
measure how employees feel about the company, their workloads, bosses, morale level, quality of work
life, and so forth.
The main advantage of conducting an HR organizational cultural audit is that this provides an opportunity
for managers to understand how employees view the organization. Findings of the cultural audit could be
used in HR planning to improve employee policy and operational practices. Figure 1 below shows
examples of questions that may be used in an organizational culture audit.

FIGURE 1. ORGANIZATIONAL CULTURE AUDIT

Company culture can be enforced explicitly by written codes of conduct, employee standards, rules and
policies, rewards and performance appraisal systems, employee handbooks, company memos,
newsletters, company messages, leadership forums, and CEO speeches. Implicitly, company culture may
be enforced by informal communications called "grapevines" that are used to share company information
to model desirable or undesirable behaviors as perceived by the employees of the organization.

Capabilities Through People as a Strategic Resource
The success of organizations increasingly depends on people-embodied know-how—the knowledge,
skills, and abilities (KSAs) of an organization’s members. The KSAs are the foundation of an
organization’s core competencies that can distinguish the firm from its competitors and deliver value to
customers. As a result, many firms are seeing the value of tailoring the training for their employees and
helping them to develop personalized career paths.
Developing competitive advantage through people depends on achieving four main criteria: valuable,
rare, difficult to imitate, and organized, described in Table 2 below.
HR managers can be pro-active helping to improve efficiency and effectiveness or both by providing
unique value to customers or by decreasing costs of operations. Companies such as Nordstrom and UPS
both achieved competitive advantage by empowering people and using total quality management,
motivation, continuous improvement, and flexible work arrangements to create value (Konyu-Fogel,
2015).
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TABLE 2. CAPABILITIES: PEOPLE AS A STRATEGIC RESOURCE

People can be a source of competitive advantage when their skills, knowledge, and abilities are not
equally available to all competitors. Furthermore, people are a source of competitive advantage when
employee capabilities and contributions cannot be copied by others. In addition, when managers combine
talents and rapidly deploy people to work on new assignment organizing the skills, knowledge, and
abilities that are unique and are rare to match, the organization has the ability to develop capabilities
through people as a strategic resource.

CONCLUSION
The new SHRM Competency Model provides a comprehensive perspective on human resource
competencies needed in a global environment. The benefits of developing behavioral and technical HR
competencies required by SHRM for HR Professional Certification are manifold. HR professionals
possessing these competencies can develop a culture of respect, trust, and open communication,
promoting learning and developing core competencies within the organization.
By exercising best practices in human resource management, employees can understand what is expected
and desirable in the workplace. Human capital can be continuously developed to increase capacity.
Through effectively managing employee relations, ethical practice, critical evaluation, leadership,
communication, and consultation, HR managers can pro-actively influence organizational strategy and
decision-making to achieve organizational success and competitive advantage through developing people
as a strategic resource.
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Correlation Between Turnover and Organizational Performance:
An Exploratory Study
Lee L. Hisey
University of Louisiana at Lafayette
Abstract: Survey methodology was utilized to measure the effects of turnover on civilian employers of enlisted
personnel in the National Guard and Reserve, where turnover is operationalized as deployment of a National Guard
or Reserve employee. The sample was randomly selected from the Louisiana Guard and Reserve database. The
results indicate that respondents perceived that as a result of deployment there is a positive correlation between the
predictors level of organizational output, change in the number of customers served, and the number of team efforts
with the criterion quality of the organization’s output. Conversely, when the predictor amount of work effort was
included in the stepwise regression, respondents perceived that it was negatively correlated with the quality of the
organization’s output.

INTRODUCTION
Literature on the resource-based view of the firm argues that turnover of employees adversely affects an
organization’s resource mix by removing the resource from the organization (Barney, 1991; Penrose
1959). Understanding how turnover affects the operations of organizations will increase awareness of the
effects of labor stability on organizations. Targeting a specific turnover phenomenon is consistent with
Abelson and Baysinger’s (1984) suggestion that “…statistically significant deviations from the optimum
rate of turnover….” should be researched (p. 340).
Extant literature has focused on turnover from the employee’s perspective, rather than effects on the
organization (Glebbeek & Bax, 2004; Grinyer & Singleton, 2000; Hansen, 2000; Hutchinson et al., 1997;
Staw, 1980; Steers & Rhodes, 1978). This is problematic for two reasons: first, this approach restricts
research to describing factors, which cause turnover, such as behavioral concerns, without expanding
research to explore the effects of turnover on the criterion, organizational performance. Unless
researchers explore correlations between the predictor turnover to the variance in the criterion
organizational performance, they will be unable to explain the relationship between turnover and
performance (Glebbeek & Bax, 2004).
Second, the inability to explain the relationship between turnover and organizational performance
confounds researchers’ attempts to construct a theory to explain the effects of turnover on organizational
performance (Morrow & McElroy, 2007). Turnover is defined as an intra-organizational and extraorganizational employee movement which occurs due to downsizing, termination of employment,
extensive absenteeism and transfers. Such actions affect organizational operations in a material fashion
(Abelson & Baysinger, 1984; Droege & Hoobler, 2003; Hom, Katerberg, Hulin, 1979; Hopkins &
Weathington, 2006; Ruby, 2002).
Historically, a barrier to the study of organizational turnover involved an inability to separate an
organization’s functional or optimum turnover from other statistically significant forms of turnover,
which adversely affected an organization’s operations (Abelson & Baysinger, 1984). Thus, differentiating
between functional and dysfunctional turnover would allow researchers a measurement of the relationship
between the predictor turnover and the criterion organizational performance. In this study the effects of
dysfunctional turnover on the civilian employer are operationalized as the deployment or activation of a
Reserve or National Guard employee. The dysfunctional natures of deployment and activation are due to
the fact that the timing of the deployment cannot be predicted, the length of deployment is unknown, the
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employer cannot negotiate the terms of the deployment, and upon return, the soldier’s employment status
must be as if he or she never left.

REVIEW OF LITERATURE
Effect of Turnover on the Predictor Level of Organizational Output
Loss of employee assets may have a deleterious effect on the organization’s output (Bhavani &
Tendulkar, 2001; Hutchinson et al., 1997). Moreover, Morrow and McElroy (2007) found a negative
correlation between turnover and bank output operationalized as profits (r = -.61, p < .01), turnover and
customer satisfaction (r = -.64, p <.01), and a positive correlation between turnover and costs (r = .50, p
<.01, N = 31). These findings support the tenet that human resources are an integral part of the resource
mix and, when any resource is removed from the mix, a deleterious effect on organizational output and
quality, as measured by customer satisfaction, results.

Effect of Turnover on the Predictor Change in the Number of Clients/Customers
Served
One negative effect of turnover may include a reduction in customer satisfaction (Anderson, Fornell,
Mazvancheryl, 2004; Gruca & Rego, 2005; Koys, 2001; Lapre & Tsikriktsis, 2006; Mittal, Anderson,
Sayrak, & Tadikamalla, 2005; Rust & Chung, 2006). Moreover, Luo and Bhattacharya (2006) found a
positive correlation between employee innovation and customer satisfaction. In addition, there is a
positive correlation between customer satisfaction and shareholder value, as measured by an increase in
shareholder equity resulting from capital appreciation (Anderson et al., 2004; Mittal et al., 2005). Finally,
the customer’s perception of the organization is derived from his interaction with the organization’s
employees. If the customer experience is compromised due to dysfunctional turnover this may have a
deleterious effect on customer retention.

Effect of Turnover on the Predictor Level of Effort
Loss of a co-worker or unwanted job expansion, resulting from turnover, may negatively affect employee
behavior and possibly lead to a reduction in work performance (Ford, Quinones, Sego, & Sorra, 1992;
Rouiller & Goldstein, 1993; Tracey, Tannenbaum, & Kavanagh, 1995). Resentment by employees as a
result of an increase in workload due to turnover may lead to negative types of behavior, such as
increased absenteeism, decreased job performance, and an overall organizational climate not conducive to
supporting the organization’s mission (Rhodes, 1990).
Dissatisfied employees may lead to a reduction in job performance, which is due in part to the correlation
between the behavior of the employee and job performance (Kopelman et al., 1990). In addition, Hom et
al. (1979) found that it is common for employees with low morale to exhibit “…unfavorable behaviors
towards an organization …” (p. 280). Moreover, Rosen, Levy, and Hall (2006) found that morale was
positively related to performance outcomes (B = .45, p < .05). Thus, the Hom et al. and the Rosen, Levy,
and Hall studies indicate that there is a positive relationship between employee morale and organizational
performance.

Effect of Turnover on the Number of Team Efforts
Respondents perceived that an association existed between the predictor number of team efforts and the
criterion quality of output (Hisey, 2012). Moreover, a study performed by Fazzari and Mosca (2009)
supports Hiseys findings. In their 2009 study Fazzari and Mosca state that an employer compensated team
members over their regular pay for team participation. The compensation metrics for the team members
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were based on quality, productivity, customer satisfaction, and attendance. Finally, Amundson et al.,
(2004) found that turnover has a deleterious effect on team performance which may affect organizational
performance as well.
Additionally, Cantarello, Filippini, & Nosella (2012) state that team work and human resource practices
have a positive impact on product quality. Further, team work, job satisfaction, and employee
empowerment have a positive effect on customer satisfaction (Cantarello, Filippini, & Nosella, 2012;
Vermeeren et al., 2014; Yaacob & Abas, 2011).
Thus, teams along with human resource practices have a positive impact on product and service quality.
Further, teams in addition to job satisfaction and empowerment have a positive impact on customer
satisfaction. Employers are willing to pay team members a premium to reduce turnover and improve
product quality and customer satisfaction. Finally, turnover has a deleterious effect on team performance.
Therefore, turnover moderates team performance which in turn may have a negative influence on product
quality and customer satisfaction.

Summary
Dysfunctional turnover reduces employee morale which has a negative effect on organizational output.
Moreover, there is a positive relationship between internal customer satisfaction and customer service
quality (Minjoon & Shaohan, 2010). In addition, increased level of effort diminishes employee morale
which has a moderating effect on organizational performance. Conversely, Vermeeren, et al (2014) found
a positive relationship between job satisfaction and higher organizational performance. Finally, team
work has a mediating effect on the quality of the organization’s output.
Extant research on the effects of turnover has led many researchers to call for more studies on the effects
of turnover on organizational performance and to call for further research on the strategies employed by
organizations to counter the effects of turnover (Hutchinson et al., 1997; Staw, 1980). Moreover,
researchers have called for the creation of a theory to explain the effect of turnover on organizational
operations (Abelson & Baysinger, 1984; Glebbeek & Bax, 2004; Grinyer & Singleton, 2000; Hansen,
2000; Hutchinson et al., 1997; Morrow & McElroy, 2007; Staw, 1980; Steers & Rhodes, 1978).

PURPOSE OF THE STUDY
The purpose of this study is to determine if, as a result of dysfunctional turnover a correlation exists
between the predictors level of organizational output, change in the number of customers served, amount
of work effort and the number of team efforts with the criterion quality of the organization’s output as
perceived by the respondents.

OBJECTIVES AND METHODOLOGY
Research Objective One
Research Objective One is to describe employers on number of employees supervised and type of
industry in which the respondent organization participates.

Research Objective Two
Objective Two is to determine if there is a correlation between predictors affected by turnover and the
criterion organizational performance where turnover is operationalized as deployment of a Reserve or
National Guard employee. The predictors are change in the level of organizational output, changes in the
number of customers served by the organization, change in the level of effort required to produce the
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organization’s output, and change in the number of team efforts. The criterion is a perceived change in the
overall quality of the organizations’ output (Anderson et al., 2004; Lapre & Tsikriktsis, 2006; Mittal et
al., 2005; Morrow & McElroy, 2007). The respondent will be asked to compare the pre-turnover to postturnover change in the measures listed above for his organization, using a five point Likert-type scale that
ranges from (1) “substantial decrease”, (2) “some decrease”, (3) “no change”, (4) “some increase, to (5)
“substantial increase.”

Research Design
This study applied survey methodology to describe the effects of turnover operationalized as deployment
of Reserve and National Guard employees on the operations of a civilian organization. The survey was
administered during May 2009 to employers of Reserve and National Guard employees in the state of
Louisiana who have signed a statement of support with the Employer Support of the Guard and Reserve
(ESGR).

Procedures
The target and accessible population for this study was comprised of 1109 employers of reservists in the
state of Louisiana who have pledged support for the ESGR, ESGR (2006). The primary sampling unit
was the employer organization, and the secondary sampling unit was a respondent who had knowledge
regarding the effect of an employee’s absence on the organizations’ operations. The respondent’s position
in the organization was determined by phone or email prior to mailing the questionnaire. Sample size
calculations were derived from Cochran’s sample size formula (Cochran, 1977).
The instrument was developed from the researcher’s experience, the review of literature, the research
objectives, and the pilot study. Finally, the researcher created the survey instrument for this study after a
thorough search of the literature revealed that existing instruments would not be valid for this study.
The instrument scored a Content Validity Index (CVI) of .81 and a Factorial Validity Index (FVI) of .91.
The CVI indicated that there was 81% agreement among the content experts on the content validity of the
instrument. The FVI indicated that there was 91% agreement amongst the content experts on the
correlation between the objectives of the study and the questions in the instrument.
Data collected from the pilot study indicated that the instrument appeared to be reliable for the study,
based on a Cronbach alpha of 0.733, which was in the range of acceptance established á priori for this
exploratory study. Based on the results of the pilot study the instrument remained unchanged for data
collection, thus the responses for the pilot study are incorporated into the data collected for the study.
Data collection began on March 9, 2009, and culminated on May 11, 2009. Including the data gathered
during the pilot study, there was a total of 534 contacts attempted, which led to 206 agreements to
participate in the survey, which in turn provided 125 responses; 117 of the 125 responses were usable for
a response rate of 56.8 %. Finally, 21.4% of the responses were gathered from the third mailing. There
was no statistically significant difference between early and late respondents (p < 0.05).
The predictors used in the regression equation were chosen using principal component analysis (PCA)
utilizing varimax as the rotation method (Hisey, 2012). The Kaiser-Meyer-Olkin Measure of sampling
adequacy (KMO) was a .681 after removal of all measures with a sampling adequacy value below .500.
Eighteen variables from the questionnaire using a Likert-type scale were analyzed with 117 usable
responses providing over six cases per variable. Utilizing these criteria 13 variables remained; five had
extraction values greater than 0.5, four of the values ranged between 0.4 and 0.5, and the remaining four
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ranged from 0.185 to 0.281. Finally, there were 51 (65 %) non-redundant residuals with absolute values
greater than 0.05. This may be a result of the multi-dimensionality of the instrument.
Of the 13 remaining variables from the PCA, four were chosen as predictors for the regression analysis
from the review of literature and the criterion, quality of the organization’s output was chosen from the
remaining variables as the measure of organizational performance. Stepwise Multiple Regression chosen
as the method to build the regression equation was selected by the researcher due to the exploratory
nature of the study and due to the discrepancy in the literature over whether quality of the organization’s
output or customer satisfaction should be a predictor or a criterion in the regression equation (Minjoon &
Shaohan, 2010). Finally, the researcher’s rationale for choosing the predictors and the criterion are based
on the perception of the respondents.

FINDINGS
Research Objective One
The range for the number of employees supervised was 5199 with a minimum of 1, a maximum of 5200,
and a median of 35. The mean for the number of employees supervised was 273 (SD = 697.24). Of the
respondents, 25% supervised 10 employees or less, 50% supervised 37 employees or less, and 75%
supervised 143 employees or less.
The majority of respondents, 68 (58.1 %) indicated that their organization was involved in some type of
service industry; the next highest number of respondents, 23 (19.7 %), indicated that their organization
was a professional firm; 11 (9.4 %) of the respondents indicated that their organization was involved in
construction, and 9 (7.7 %) of the respondent organizations were involved with transportation. Finally, 2
(1.7 %) of the respondent organizations were involved in sales, and one (0.9 %) in farming. Three
organizations (2.6 %) did not indicate an industry type.

Research Objective Two
Table 1 illustrates the question from the instrument, its associated variable name, the standard deviation,
sample size, and mean for the responses. The criterion is custsat6. The remaining variables are the
predictors. None of the variables deviated more than one standard deviation from the grand mean of 3.04.
A comparison of the means in Table 1 indicates that both the level of team efforts and the level of effort
to produce the organization’s output are above the grand mean of 3.04. The level of clients/customers
served remained basically unchanged and overall quality of the organization’s output and the level of
output were below the grand mean.
Based on the results of the Q-Q plot, two responses were removed from the regression analysis. The Q-Q
plot provides a graphic representation of the observed, versus expected normal values to determine if the
data are normally distributed. In addition, the frequencies for the regression standard residual were
normally distributed around zero, indicating that observed values for the criterion (custsat6) were evenly
distributed around the regression curve.
As indicated in Table 2, the correlation between the criterion quality of the organization’s output and the
predictors level of organizational output, the change in the number of customers served, the level of effort
required to produce the output, and the number of team efforts, is significant (R2 = .512, F = 29.14, p <
0.001) with a moderate relationship (Davis, 1971). The difference between R2 and the adjusted R2 is 0.017.
This indicates that the adjusted R2 accounts for 1.7% less of the variance in the criterion quality of the
organization’s output. However, this relationship is still moderate. Finally, the Durbin-Watson statistic
indicates that the test for independent observations has been met (p < 0.01).
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TABLE 1. DISTRIBUTION OF RESPONSES
Question from the Instrument
Variable
SD
Name
How much did the number of clients/customers served
Custsat4
.46
by your organization change?
How much did the overall quality of the organization’s
Custsat6
.56
output change? (Criterion)
How much did the number of team efforts change?
Empbehav6 .64
How much did the level of output change?
Orgoutput1 .66
How much did the level of effort required to produce
Orgoutput2 .61
the organizations’ output change?
Grand Mean
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N

Mean

116

3.00

116

2.81

116
117
117

3.12
2.90
3.38
3.04

TABLE 2. RESULTS FROM THE STEPWISE REGRESSION ANALYSIS
Std. Error
R
R
Adjusted
of the
Square
F
Sig. F
DurbinR
Square R Square Estimate Change Change df1 df2 Change Watson
.716
.512
.495
.393
.031
7.042
5 111
.009
2.148
Predictors: (Constant), orgoutput1, custsat4, orgoutput2, empbehav6
Criterion: custsat6
The t test results in Table 3 indicate that all of the predictors are significant (p < 0.05). The tolerance
values for each of the predictors are close to one, with the lowest tolerance value of 0.746 for the
predictor change in the level of output (Orgoutput1). Thus, none of the predictors appears to be linearly
related. In addition, the variance inflation factor (VIF) indicates that multi-collinearity does not appear to
have a significant effect on the regression analysis results. Further, the predictor level of effort required
to produce the organization’s output (orgoutput2) has a negative relationship in the presence of the
remaining predictors, indicating that as level of effort increases, quality of output decreases. The
remaining predictors are positively correlated with the criterion.

TABLE 3. CRITICAL ANALYSIS OF THE STEPWISE REGRESSION EQUATION
Unstandardized Standardized
95% Confidence
Model
Coefficients
Coefficients
t
Sig.
Interval for B
Std.
Lower Upper
TolerB
Error
Beta
Bound Bound
ance
(Constant)
1.10
.348
3.16 .002
.409
1.788
orgoutput1
.39
.07
.46
5.94 .000
.258
.516
.746
custsat4
.24
.09
.20
2.65 .009
.061
.423
.773
orgoutput2
-.22
.06
-.24
-3.61 .000 -.341
-.099
.956
empbehav6
.20
.06
.23
3.31 .001
.079
.317
.944
a. Criterion: custsat6

VIF
1.340
1.293
1.046
1.059

62 Journal of the North American Management Society

Hisey

CONCLUSIONS
Conclusion One
The majority of the respondents were employed by service organizations. The second largest number of
respondents reported that they were employed in management or in a professional organization. The
range for the number of employees supervised was 1 to 5200, the median was 35. The mean for the
number of employees supervised was 273.

Conclusion Two
Based on the responses, a perceived decrease in the level of output as a result of deployment is correlated
with a perceived decrease in the quality of the organization’s output. In this case, respondents perceive
that a reduction in output is correlated with diminished product or service quality. In addition, the means
for both the reported output measures and the reported quality measures are below the grand mean.
Respondents also perceived that a relatively stable number of customers served as a result of deployment
was positively correlated with the quality of the organization’s output. However, the mean for the
number of customers served remained basically unchanged, while the mean for the quality of the
organization’s output was below the grand mean. This seems counter-intuitive. One would expect that if
the number of customers remained constant that the perceived quality of the organization’s output should
also remain constant.
However, one possible explanation for the lack of change in the number of customers served as opposed
to a decrease in customers served is that the loss of customers is perceived to occur slowly. For example,
long term contracts, purchase orders with 90 day terms, and established supplier – customer relationships
all require time to terminate. This creates a time delay between the moments the customer is adversely
affected by a supplier’s product or service to the time that the respondent perceives the effect. Moreover,
there is an additional delay while the respondent determines the connection between the static customer
base and why market share is not increasing. As a result of the time delay, it is difficult for the
respondent to connect a variance, if any, in the number of customers served with the quality of the
organization’s output. Finally, these findings are consistent with earlier findings on the effects of
turnover on organizational performance (Ford, Quinones, Sego, & Sorra, 1992; Rouiller & Goldstein,
1993; Tracey, Tannenbaum, & Kavanagh, 1995).
Conversely, an increase in work effort was perceived to be correlated with a decrease in product or
service quality. These findings are consistent with the descriptive measures in that the mean response for
level of work effort was above the grand mean, while the mean for the level of quality was below the
grand mean. One possible explanation for this finding is that respondents perceived that additional work
effort does not improve product or service quality.
However, the use of teams is positively correlated with the quality of the organization’s output. The
conclusions from this study are that a perceived increase in team efforts as a result of deployment is
positively correlated with the quality of the organization’s output. However, the mean for the responses
for the quality of the organization’s output was below the grand mean, while the mean for team efforts
was greater than the grand mean. One possible explanation is that the team intervention moderated the
adverse effects that deployment was perceived to have on the quality of the organization’s output. Thus, it
is possible that if the organization had not incorporated the use of teams to combat the perceived negative
effects that deployment had on the quality of the organization’s output, the effects of activation on quality
would have been worse. These findings are consistent with current literature on the effects of teams on
product quality and customer service (Cantarello, Filippini, & Nosella, 2012; Yaacob & Abas, 2011).
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Finally, the selection of the predictors and the criterion are based on the researcher’s experience, the
principle component analysis, and the review of literature. Based on the responses from the questionnaire,
respondents perceived that output, number of customers served, work efforts, and team work were the
precursors to the quality of the organizations’ output.
The sequence of events from the perception of the respondent is;
1. the respondent produces a set amount of products or delivers a service which meets or exceeds
the customer’s requirements
2. the customer receives the defective product or service
3. the customer reduces or suspends future orders for the product or service, which reduces the
output of the respondent’s organization (Orgoutput1).This is the first point at which the
respondent first perceives a problem
4. the respondent perceives that if one customer suspends its order then more customers will
suspend their orders, thus market share will fail to grow (Custsat4)
5. the initial programmed response by the respondent to address the problem is to increase the level
of effort (Orgoutput2) The rationale for this is that this response has worked for the respondent in
the past or this is the first response that the respondent can take autonomously
6. after increased work effort, the respondent chooses team work as the next most viable response
choice on the questionnaire for problem resolution (Empbehav6)
7. based on the answer choices provided in the questionnaire and the experience of the respondent,
the respondent perceives that the sequence of events is consistent with a quality problem
(Custsat6)
8. all of these events culminate in an increased attention to quality perceived by the respondent to be
the result of a decrease in output and a stagnant customer base, resulting in an increase in work
effort and the use of teams in order to improve product and service quality.

IMPLICATIONS AND RECOMMENDATIONS
Understanding the effects of turnover on organizational operations will assist practitioners in the
implementation of interventions to enable organizations to adapt to the loss of key personnel. For
example, the use of teams is perceived by respondents to be an effective means to address poor product
and service quality as opposed to increased effort. By emphasizing team work over increased employee
work load, management may be perceived as being more behaviorally oriented as opposed to task
oriented in its decision making. Thus, the use of teams may be perceived by the employee as empowering,
particularly if management incorporates teams into the established organizational structure which may
possibly increase employee morale and motivation.

FUTURE STUDIES
Future studies should seek to create a conceptual model to describe the relationship between
dysfunctional turnover and the organization’s capacity to adapt. The purpose of the model should be to
provide a template for industry leaders to map out how dysfunctional turnover might potentially affect
their organization. Finally, the model should offer guidance on various strategies that may be employed
by the organization to counter the effects of dysfunctional turnover on the organization’s operations.
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CHS Country Operations’ International Business Strategy
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Abstract: In 2012, U.S.-based CHS Country Operations executed their first steps in an international business
strategy with the acquisition of Canadian agriculture retail company, DynAgra. In 2014 they purchased more retail
locations from CPS and Viterra, and in the time since these international acquisitions, management at CHS has
worked to bring the company’s core values and business culture to their new employees, customers, and market.
Through a qualitative analysis of the company through interviews with key stakeholders in the acquisition and
operation of the Canadian assets, a case study is formed to better understand the overall international business
strategy of CHS Country Operations. This paper discusses CHS’ adjustment to the culture, the differences they
identified between the U.S. and Canada, the strategic fit of the acquisitions, the performance mindsets, and the
perceptions of Canadian employees and communities of CHS as an American company operating a Canadian
enterprise.

Keywords: international business, CHS, culture, foreign ownership, performance mindset
The global population is currently 7.2 billion people, and is projected by some scholars to grow to 9.7
billion by 2050 (PRB, 2015). The burgeoning world population will require a substantial increase in
energy production to sustain itself. This includes energy in the form of grains, fertilizers, transportation
services, and fuels. Cenex Harvest States (CHS Inc.), based in Inver Grove Heights, MN, is an
agricultural and energy company with a global strategy that focuses on serving this increased demand for
energy around the world. Their agriculture retail subsidiary, CHS Country Operations, was entirely a
domestic operation until 2012 when they acquired DynAgra, a retail operation in western Canada. The
purpose of this paper is to identify the components of CHS Country Operations’ (CHSCO) international
business strategy. Using a case study method, specific focus will be placed on the initial decision to
expand operations beyond the U.S., the strategic fit of the acquired retail locations, as well as the
implementation of their international business plan as it relates to the new culture and community in
which they now operate.

HISTORICAL CONTEXT OF BUSINESS STRATEGY
The term strategy is a derivative of the Greek work stratego, which means “to plan the destruction of
one’s enemies through effective use of resources” (Bracker, 1980, p. 219). The modern understanding of
business strategy developed from research in the 1960’s and 1970’, as businesses began learning the
importance of maximizing shareholder value through efficient use of corporate resources (Ankli, 1992).
Even prior to this period, scholars identified a need for a cooperative effort of all functional areas of a
business that requires management’s intentional focus. In a precursor to the generally acknowledged field
of strategic management, Fayol (1949) recognized that “general management is to conduct the enterprise
toward its objectives by making optimum use of available resources” (p. 60-61). Drucker (1954)
implored the use of strategic thinking by imploring managers to seek out the conditions of the external
environment and to change the course of action accordingly. Strategic planning evolved during this time
to include the management of both knowledge (Penrose, 1959) and the necessary planning on
organizational structure (Chandler, 1962; Hopf, 1944). Establishing an organizational structure prior to
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establishing an overall strategy would lead to inefficiencies and a rigidity that prevents functional
progress.
Scholars and business leaders alike were beginning to recognize the need to incorporate all decisions
under the umbrella of a unified corporate strategy. In the first attempt to formalize the burgeoning school
of thought on business strategy Ansoff (1965) prescribed a four step process business could follow to
formulate strategy – define objectives, identify the gaps, propose a strategy, and review results. It was
during this same decade that the analytical tool of SWOT analysis became prevalent in both industry and
academic literature (Ghemawat, 2002). These concepts and seemingly simple steps that are readily used
today laid the foundation for the next two decades on strategic thinking. Schendel and Hofer (1979)
identified the need to separate business strategy from the general planning process by placing it in its own
field and imploring managers to make explicit efforts in tending to it.
Porter (1980) outlined competitive strategy in a new light, and became the basis for vigorous scholarly
inquiry on the subject. This included the need to “integrate, build and reconfigure” internal and external
resources (Teece, Pisano, & Shuen, 1997, p. 524), while managing them in such a way that makes it
“more difficult for others to catch up” (Wernerfelt, 1984, p. 173). This resource-based view of strategic
management gained standing years later when the concept of core competencies was introduced. Instead
of focusing on the products made by a company (utilizing available resources), the strengths,
characteristics, and abilities of a company in the management of those resources was the source of
competitive advantage (Prahalad & Hamel, 1990).
Despite the growing optimism and new approaches to strategic planning during the 1980’s and 1990’s
Mintzberg (1994) cautioned business leaders against a formalized view of strategic planning. The
downfall of business planning lies in management’s assumption that the future will represent some
iteration of the past. He argued that strategic planning stems organically from the day-to-day recognition
of changing market and organizational forces. Successful business planning requires synthesis of real
time information and the inclusion of “soft data” which cannot be quantified.

THEORETICAL FRAMEWORK
The theory of business strategy in modern times rests on the theories postulated by three major thinkers
on the subject. Porter’s monolith on competitive strategy was a watershed moment in strategic thinking,
as the basic constructs of corporate strategy were uncovered. His contribution is regularly considered by
most as the “rules of the game” (Cranier, 2006). Schrumpeter’s (1950) insistence that the market
continually reinvents itself through “creative destruction” implies that managers must continue to change
business offerings, and Christensen’s (1997) theory on disruptive innovation created a conundrum
whereby successful businesses undermine themselves in the long-term by allowing the market to displace
their core business.

Porter’s Competitive Strategy
Porter (1980) describes three strategies that a business might employ to gain a competitive advantage.
The first strategy is differentiation, whereby a business competes on the basis of the value they create for
their customers such as quality, service, or product uniqueness. The second strategy is cost-based
leadership where cost reduction and price offering entice loyalty from the customer base. Finally, he
identified a focused strategy, where customer segmentation allows for a target market to be sought and
catered to. Porter cautioned that failing to implement one of these strategies or attempting to employ
more than one of them at a time for the same customer base would create a poor economic result for the
company (Porter, 1980).
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Prior to establishing a strategic plan, a company must first understand the external environment and the
makeup of the industry in which they compete. The five forces model created by Porter allows such an
analysis. Both the rivalry among industry players and threat of new entrants will lead to waning profits
and force businesses to reinvent themselves and the products and services they offer the market. The
threat of substitutes forces a business to consider the alternatives for their product and caps the price a
company can charge. Bargaining power of suppliers and buyers will adversely affect profitability
inasmuch as these stakeholders wield the leverage they hold over a business.
Literature and commentary abound on Porter’s definition of competitive strategy. The original theory has
been added to, criticized, praised, and reaffirmed since its publication in 1980. Porter himself has been a
prolific contributor in advancing his original work. He cautions that competitive strategy is not the same
as operational effectiveness. Operational effectiveness means doing performing in a functional and
efficient manner that is better than the competition. Strategic planning requires a company to identify
how they can perform in different (and unique) ways than their competition (Porter, 1996).
Porter further emphasizes that corporate strategy is different from business unit strategy. Business unit
strategy is concerned with how the individual sub-companies can create a competitive advantage, but
corporate strategy focuses on the industries and sectors in which the company chooses to compete (Porter,
1987). In choosing the portfolio of businesses, a company must consider three primary factors. The
attractiveness test reflects how structurally complimentary the new business is to existing ones in the
portfolio. The cost of entry test considers all opportunity costs associated with acquisition, and the betteroff test identifies the competitive advantage a new business would afford the company as a whole.
In addition, Porter recognizes the contemporary changes in the business environment and identifies the
need for businesses to confront the international competition as a result of globalized markets (Porter,
1991). He argues that business strategy must include considerations for corporate social responsibility at
both the local and global levels. Businesses operate in the context of society and society functions
because of successful business operations. This symbiotic relationship means that business strategy must
reflect a long-term responsibility to society (Porter & Kramer, 2006).
Porter’s second most recognized contribution to competitive strategy arose from his publication of the
diamond framework on the competitive advantage of nations. He recognizes that countries themselves do
not compete globally, but businesses within each country are engaged in international business and must
consider the factor conditions, demand conditions, supporting industries, and the firm strategy, structure
and rivalry in each country in which they conduct trade or operations (Porter, 1990).
One major criticism of Porter’s original work was that it was purely theoretical and did not provide a
guide to business strategy implementation. Porter (2008) responded with a prescription for practical
application of the five forces model by advising companies to position themselves where the forces are
weakest, to exploit changes in the forces (real and anticipated), and to reshaping the forces in their favor.

Creative Destruction and Disruptive Technology
Traditional economic theories postulated market gravity towards equilibrium as businesses operated in
their rational self-interest towards profits (Wiggins & Ruefli, 2005). Sustained economic growth above
the market average was considered by many to be an anomaly, a condition that market equilibrium would
periodically reset (Debreu, 1959). However, Schumpeter (1947) propagated the notion of market
disequilibrium as he claimed that businesses must continually adapt to the business environment which by
its very nature is in constant change and reinvention. He claimed that a company that achieves superior
economic results does so via entrepreneurial innovation and imitation (Schumpeter, 1939). This constant
cycle of new product offerings and new corporate offerings he termed “creative destruction”
(Schumpeter, 1947).

CHS Country Operations’ International Business Strategy

Spring 2016, 69

In terms of strategic planning, it is essential for businesses to acknowledge that creative destruction will
continually erode profits and leaders must find new ways to compete. Moreover, he claimed that the
ability to innovate defines a business’ competitive advantage, but more so defines the foundation of their
company and even “their very lives” (Schumpeter, 1950, p. 84).
Schumpeter’s theory of creative destruction reflecting market disequilibrium evolved over time (Holm,
2009). Creative destruction as he described it originally stemmed from the idea that market reinvention
came about as a result of new firms creating innovative products (Schumpeter, 1934). In this case
established firms reacted to market innovations by adapting and reacting. He later recognized that firms
were becoming larger and that corporate research and marketing efforts were the impetus for creative
destruction (Schumpeter, 1950).
In tandem with the idea of creative destruction is the construct of disruptive technology. Christensen and
Bower (1995) recognized that innovative and consistently high-performing companies could not stay at
the top of the industry for a sustained period of time. “The logical [and] competent decisions of
management that are critical to the success of their companies are also the reasons why they lose their
positions of leadership” (p. 9-10).
This seemingly contradictory conclusion was explained in terms of how companies deal with disruptive
and sustaining technologies. Sustaining technologies are a reaction to customer needs as businesses
recognize the incremental value they make through small advancements to the products they already
offer. Traditional strategic planning would indicate this is good marketing and a path to successful
growth. However, companies that focus on their customers’ needs do so at the expense of anticipating the
disruptive technologies. Disruptive technologies are innovations that are designed for a new set of
customers, or customers that do not even exist yet. In short, these technologies are innovations that the
customers did not even know they value yet because they could not conceive of their reality. Christensen
(1997) cites floppy disks manufacturers as victims of disruptive technologies. These manufacturers
strived to find new ways to make disks thinner and hold more data while the invention of mainframes and
hard storage capacity of desktop computers made floppy disks obsolete.
Christensen (1997) defines disruptive technology by identifying five principles that characterize it. First,
customers ultimately decide where resources are allocated in the market. Disruptive technologies
anticipate a need in the market, whether a customer can articulate it or not. Second, disruptive
technologies begin in emerging markets and established companies are reluctant to allocate the time and
energy to projects that do not represent an immediate large market growth. “Small organizations can
most easily respond to the opportunities for growth in a small market” (p. 15). Third, disruptive
technologies create new markets. This makes it difficult for companies to analyze and to understand
markets that previously did not exist. The fourth principle that characterizes the theory of disruptive
innovation is the concept that companies have a difficult time embracing the change because they rely
heavily on the processes and values they already possess, which grounds their perspective. Finally, the
speed of technological change can outpace the demands of the market. As established companies
progress towards sustaining technologies, they often outstrip the actual demands of their market. This
creates an opportunity for disruptive technologies to satisfy the actual needs of customers at lower price
points.

LITERATURE REVIEW
The globalization of markets over the previous three decades has led to considerable inquiry by scholars
into its causes, implications, and effects. Globalization entails not only an expansion of commerce
between countries such as trade and foreign direct investment (FDI), but also the communication of ideas,
technologies, and cultures. To provide a context for CHSCO’s international business strategy, these ideas
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will be outlined in the literature review. This discussion will cover the significance of both organizational
and national culture, the impact of foreign ownership on the country, community and employees, as well
as the unique commercial relationship that exists between the United States and Canada.
CHSCO’s acquisition of Canadian agriculture retailer DynAgra would be classified as foreign direct
investment (FDI). The most common operationalization of FDI in the literature is provided by the
International Monetary Fund (IMF). They defined it as “an investment that is made to acquire a lasting
interest in an enterprise operating in an economy other than that of an investor, the investor’s purpose
being to have an effective voice in the management of the enterprise” (1977, p. 136). In more functional
terms, FDI is when investors of a country outside the host country acquire an equity interest in a business
within the host country (Ramasamy & Yeung, 2010).

Culture
One of the most significant challenges for organizations as they grow internationally is the new cultural
environment at the organizational and national level. Maintaining a common organizational culture was
identified as the greatest concern among top global executives, while the second most common challenge
was identified as a need to understand local customs and business practice (Bellin & Pham, 2007). Doug
Ivestor, former CEO of Coca-Cola, stated the problem succinctly: “As economic borders come down,
cultural barriers go up, presenting new challenges and opportunities in business” (Rosen, Digh, Singer, &
Phillips, 2000, p. 21).
While it is true that culture is an ever-important component to a successful international business strategy,
Javidan and House (2001) pointed out that the challenge with managing culture lies in the fact that there
is “no standard definition. . .and no universal set of cultural dimensions” (p. 293). In response to this
problem, they identified nine cultural dimensions through the extensive cultural study they conducted,
referred to as Project Globe. These cultural dimensions include assertiveness, future orientation, gender
differentiation, uncertainty avoidance, power distance, institutional emphasis on collectivism, in-group
emphasis on collectivism, performance orientation, and humane orientation. The global manager must
understand the differences between the home-country and the host-country dimensions in order to
facilitate a successful merger between two cultures and to more effectively communicate with employees,
customers, shareholders, and regulators (p. 302).
Much of the literature discusses the need for international businesses to balance execution and economies
of scale and scope with the responsiveness to local conditions (Ghemawat, 2007). As such, foreign
acquisitions are more successful when they are both a strategic fit for the organization (Jaruzelski, Loehr,
& Holman, 2011) and when they support an organizational culture of change and innovation. Successful
international companies integrate culture while maintaining a focus on performance mindsets. This
allows for global uniformity in some areas while leveraging the local cultural conditions. These
performance mindsets were identified by Bellin and Pham (2007) as:
1. Balancing market making and execution – Companies must expand into new markets while
maintaining an emphasis on base business execution.
2. Cultivating and managing talent – Managers in the host country have valuable insights and this
knowledge needs to be leveraged.
3. Leveraging information technology as a strategic asset – Technology allows for better
communication, work flow and can help overcome the logistics challenges associated with
international expansion.
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4. Measuring performance – Common performance scorecards across the organization help a
manager gauge success using standard measures.
5. Seeking continuous innovation – The diverse markets and cultures will facilitate new ideas and
allow for integration and innovation throughout the company.

The Response to Foreign Ownership
Much of the literature on globalization focuses on its determinants, impact, and consequences at the
national level. However, a unique research focus has emerged that endeavors to uncover how countries,
communities, and employees respond to foreign ownership in their country.
During the 1970s there was a sentiment among some Canadian policy makers that the U.S. had far too
great an influence on Canadian commerce through the ownership of subsidiaries within Canada (Stranges,
1976), but what held the Canadian government from employing an interventionist strategy was a
“diplomatic culture” (p. 47) between the two nations. Caves (1971) found that U.S. companies could
exploit the intangible assets of Canadian subsidiaries such technology, innovative designs, and unique
promotion strategies. A common perception during the era was that Canadian workers were deprived of
the management experience that was required to drive innovation and progress within Canada
(Globerman & Meredith, 1984). Moreover, Saunders (1982) concluded that U.S. companies saw Canada
as an extension of their domestic operations with the added benefit of lower labor costs.
Since the 1980’s, globalization has further strengthened the economic ties between the two nations.
Canada has continued to struggle with the issue of foreign ownership of U.S subsidiaries within Canada.
Specifically as it relates to energy policy, the nations have separate focuses. The U.S. continues working
towards energy independence, while in Canada, “the debate has less to do with energy independence and
more to do with foreign ownership” (Kranc, 2013). The national debate over foreign ownership has
abated somewhat over the previous decade as Canada itself has become a prolific global investor. The
national discussion of the issue took center stage during the negotiations of the Free Trade Agreement,
but since that time the issue of foreign companies owning Canadian assets has been suppressed to some
degree. Today, Canada welcomes foreign investment by private investors but has put in place restrictive
measures for state owned enterprises (Lally, Turner, Glossop, Murray, Rodal, & Franklyn, 2012).
Limited research has been conducted on the perceptions of foreign ownership at the community level.
Miller (2006) conducted one such study and identified several important factors for a foreign company to
maintain a good relationship with the local community. Communities are concerned with the foreign
company’s impact on their long-term economic viability as well as the support the foreign company
shows for the community, in particular the school systems.
Finally, it’s important to note the perception of foreign ownership by the employees of the foreign
subsidiary. Dill and Jirjahn (2014) analyzed the perceived job insecurity of employees of foreign owned
companies. They found that perceptions of job insecurity had a positive relationship with foreign
ownership especially within companies with a history of turnover and limited growth. Interestingly, the
relationship was negative for companies which maintained a focus on product innovation.

Connections between Canada and the U.S.
On January 1st, 1994, the U.S., Canada and Mexico entered into the North America Free Trade
Agreement (NAFTA) which eliminated the barriers to trade between these three nations (CBP, 2015). In
the twenty years since this trade agreement was implemented, FDI flows from the U.S. to Canada have
increased 345 percent and currently represent 51 percent of all of Canadian FDI inflows (FATDC, 2015).
Tinbergen (1962) suggested that FDI flows are directly related to the size of the economies and the
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proximity between two trading partners, while later studies have shown market growth and labor costs
impact FDI as well (Groh & Wich, 2012). This would in part explain the significant FDI flows between
these neighboring countries.
Myriad factors influence this commercial relationship. Canada represents a stable market opportunity for
U.S. companies as the country’s GDP growth rate has averaged 2.46 percent since 1994 (World Bank,
2015). The overall risk profile of Canada is considered “stable,” the country carries a AAA bond rating
(IHS Global, 2015) and is ranked sixth on the 2014 Index of Economic Freedom (Heritage Foundation,
2015). These factors afford U.S. companies a safe and growing market in which to invest their
organizational resources.
From a cultural standpoint, the U.S. and Canada are similar in many of the cultural dimensions outlined
by Hofstede (2015). The countries are nearly equal in terms of power distance (2.5 percent difference in
rating) and indulgence (0 percent), and moderately close in uncertainty avoidance (4.3 percent) and
individualism (9.8 percent). In the last two categories, long-term orientation and masculinity, the nations
are only 27 percent and 16 percent apart respectively. Hill (2002) found that nations with similar cultures
seek each other out when looking for FDI targets. The similarities of these two nations’ cultures play an
important role in the commercial relationship that exists between them.
One final note needs to be made on the connection between Canada and the U.S. Hejazi and Ma (2011)
found that countries which have English as an official language tend to be more attractive as FDI targets.
Both Canada and the U.S. are native English-speaking countries, so this cultural dimension, in addition to
those outlined by Hofstede, plays a role in the trade relations between the U.S. and Canada.

CHS and CHSCO
Cenex Harvest States Inc. (CHS) was formed in 1931 as the Farmers Union Central Exchange and has
grown into a global operation in its 80 years in business. CHS operates as a global cooperative based in
Inver Grove Heights, MN with primary business functions of energy and agri-business. CHS conducts
operations in refining, wholesaling, and retailing of petroleum products. In addition they supply crop
nutrients, chemicals, feed, seed, grains, food, food ingredients, and offers business solutions such as
insurance and risk management to its customers (CHS, 2015).
Marketline (2015) identified the following characteristics and environmental conditions of CHS in a
company analysis. Strengths include a diverse business portfolio and large scale of operations while
weaknesses include assets that are heavily leveraged and an overall dependency on the U.S. market.
Opportunities for CHS include strategic international acquisitions and the reformation of business entities
to take advantage of joint ventures and limit legal liabilities. Threats to their business include intense
competition in each of their sectors, environmental regulations, and technological advances in agriculture.
As part of their agri-business operation, they maintain a U.S. retail presence through their subsidiary CHS
Country Operations (CHSCO). CHSCO has more than 500 retail locations in sixteen U.S. states and
serves 75,000 producer-owners. Each year CHSCO originates 600 million bushels of grain, handles two
million tons of fertilizer, and supplies more than 200 million gallons of energy products (CHS, 2015). The
retail business operation of CHSCO includes selling fertilizer, seed, pesticides, herbicides, insecticides,
fungicides, fuels, and various other agriculture services to farmers.
CHSCO was entirely a U.S. based organization until 2012 when they purchased western Canadian retailer
DynAgra Corp. As described by DynAgra general manager, Tasha Scmaltz, “new products, new markets
and new perspectives have opened for us by joining CHS” (Jordan, 2012). Customers were promised a
smooth transition from the Canadian-based retailer to foreign ownership by CHSCO. The locations
would maintain their current staffing, and Tasha Schmaltz would continue as the general manager of
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operations. This new subsidiary was restructured as CHS DynAgra and included retail locations in
Beiseker, Standard, Rolling Hills and Carseland, Alberta (Ag Canada, 2014).
In 2013, Canadian agriculture company Agrium acquired Canadian-based retailer Viterra’s outlets in
Canada. Agrium already owned retail locations under their subsidiary Crop Production Services (CPS) in
many of these same areas so the Canada Competition Bureau forced Agrium to divest seven retail
locations as a condition of the Viterra acquisition (Ag Canada, 2014). CHS purchased these retail outlets,
located in Edenwold, Saskatchewan, and in Alix, Alliance, Craddock and Vauxhall, Alberta. In addition,
CHS acquired Agrium’s CPS stores at Bow Island, Eaglesham and Lacombe, Alberta. This latest
acquisition increased CHSCO to eleven total retail locations in Canada.
CHSCO’s acquisition and management of the DynAgra and Agrium Canadian retail locations will serve
as the basis for inquiry in this study. This literature review lays the underpinnings for the qualitative
research in that it outlines specific implications for CHSCO’s international business strategy. How does
CHSCO balance culture and the performance mindset, and did their Canadian acquisitions reflect a
strategic fit that still allows for innovation through localization? Which of the cultural dimensions created
conflict within the organization and which ones allowed for synergies? What is the response of foreign
ownership by the local community and employees? Finally, what roles do the differences between
Canada and the U.S. play in CHSCO’s operation in that country? These questions all served as the
foundation for the qualitative inquiry of this case study on the company.

INDUSTRY STRUCTURE OF CANADIAN AGRICULTURE
The agriculture industry in Canada includes a variety of products and services which are directed towards
the production, harvest, storage, transportation, and processing of grains. Each sector has a slightly
different structure consisting of manufacturers, wholesalers, importers and exporters, retailers, and
farmers while each sector is influenced by unique supply and demand forces. The following section
describes the Canadian agriculture market and the competitive environment that shapes the industry.

Crop Inputs
According to the United States Census Bureau (2015), the world population currently exceeds seven
billion people, and by the year 2025 the world will be home to over eight billion people. The world’s
increasing population will necessarily increase the need for food and subsequent demand for crop inputs
(Quinn, 2014). Moreover, as developing nations such as China, Brazil, Russia, and India see higher
annual incomes for their citizens, the consumption of meat and dairy increases, which puts further
demand for grain production towards animal feed (Sundaram, 2010). This means more acres of crop land
need to be planted and harvested, while farming practices need to be more efficient.
Crop inputs such as fertilizers and chemical protectants contribute to efficient production of grains, and
constitute a large portion of revenues in the Canadian agriculture industry. In 2010, Canadian application
of commercial fertilizers included 4.2 million metric tons of nitrogen, 1.1 million metric tons of
phosphate, and 600 thousand metric tons of potash. The Canadian market exports a vast majority of the
fertilizer it produces. In 2010, exports consisted of eighty five percent of domestic production, most of
which were destined for the U.S. market (TSA, 2013).
Agricultural protection chemicals can generally be categorized into pesticides, herbicides, and fungicides
which allow plants to operate efficiently by “[controlling] the population of organisms considered
harmful or those that can potentially damage or adversely affect the growth of crops.” (PR Newswire,
2013, para 1). Crop protection allows for better yields and higher quality grains at harvest. Crop Life
Canada (2011) estimates chemical protectants used in Canada prevent $6.4 billion each year of lost grain
production.
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Canadian agronomy retailers that offer crop inputs to farmers also serve an important role in the delivery
and service of those inputs. Agronomic service and consulting includes offering soil sampling and
analysis, customer application and blending of fertilizer, crop scouting, global positioning application,
field management services, data management, credit services, grain originating, risk mitigation planning,
and myriad transportation services. The services offered by retailers create value for the farmers that no
other channel in the supply chain offers.

Seasonality
The dramatic weather changes and distinct seasons not only limit the types of crops that can be grown in
Canada but also limit the timing of planting and harvesting. Western Canada makes up a substantial
portion of agriculture production in the country where main crops include wheat, oats, barley, canola,
pulse and flax crops (Toma, Bouma, Canitz, & Baldwin, 2014). Advancements in seed genetics have
improved farmers’ ability to manage the crops through shorter season varieties and have allowed crops to
withstand harsher conditions. These improvements are considered a driving force for innovation in the
industry (AAF Canada, 2014).
Grains in Western Canada are typically planted in May when the snow melts and the ground thaws. After
seeds are planted, applications of nitrogen, phosphate, and potash fertilizers are applied, followed by
chemical protectants to prevent disease and pests. During the summer months retailers offer the
agronomic services to help farmers manage crop conditions. Crops depend on essential rainfall and
temperate summer weather across the western provinces to develop and are ready for harvest usually from
late August and early September (CSX, 2014).

Competitive Analysis
Consolidation of Canadian retail locations over the previous five years has fostered fierce competition
among rivals in the industry. Agrium’s retail division, Crop Production Services (CPS) became the
largest retailer in Canada when they purchased 200 retail outlets from Viterra in 2013 (Cross, 2014). CPS
considers itself “best in class” and represents a strong competitive presences for independent dealers as
well as established co-ops across Western Canada (Agrium, 2014).
Limited substitutes exist for the fertilizer and chemical products Canadian retailers provide. Moreover, in
a survey of 1,100 Canadian farmers, Stratus Ag Research found that trust was one of the most important
in choosing their agronomic retailer (Weddel, 2013). They want reliable and timely service that is offered
at reasonable prices. Some farmers see their retailer as a “partner in maximizing productivity” (para 6).
The need for a local relationship that fosters trust, knowledge sharing, and mutual focus on productivity
would seem difficult to substitute.
While the products and services offered by retailers are difficult to replicate, new trends are changing who
is offering the services. Some farmers are skipping the agronomic guidance of their local retailer and
outsourcing those technical consulting services to firms outside the region and in some cases, even the
country (Maclean, 2014).
In this case, the form of new entrants is coming vis-à-vis distance
consultations through online and telecommunication media.
In 2006, The Western Canadian province consisting of British Columbia, Alberta, Saskatchewan, and
Manitoba contained 131,000 of the 229,373 total farms in Canada (Statistics Canada, 2014). While this
vast number of farms that exist limits the bargaining power of farmers as buyers, the trend is slowly
changing. Canadian farms are becoming fewer but the average size is in increasing. From 2001 to 2006,
the aggregate number of farms dropped by 7.1 percent, while the average farm size increased from 676
acres to 738 acres (Statistics Canada, 2014).
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Bargaining power of suppliers to the agriculture retailers in Canada is substantial. In particular, the
potash mining companies have been dominated by three players, Mosaic, PCS Corp., and Agrium. When
they are not competing for Canadian retail business, they work collectively to export their product
through a national marketing consortium, known as Canpotex. Through Canpotex, Canadian producers
export ninety five percent of their 10 million metric tons of annual production. This means they rely little
on the demand of domestic retail use and increases their bargaining power. Potash suppliers further yield
their power over the market through reduction in output. From 2004 to 2009, the potash industry average
for capacity usage was sixty six percent (Stone, 2009). New production capacity in Canada from foreign
owners (Germany and Australia) over the next five years is expected to reduce this power of domestic
producers.
Nitrogen-based fertilizer suppliers also command a strong bargaining power. Low natural gas, a key
input to nitrogen fertilizers, affords Canadian manufacturers a healthy profit margin structure (Morris,
2013). Four key manufacturers (Yara, CF, Agrium, and Koch Fertilizer Canada) supply a majority of the
2.2 million metric tons of annual domestic consumption, and export the remaining 800 thousand metric
tons of annual production, most of which goes to the U.S. market. Unlike potash, where the country
exports 95% of production, nitrogen producers rely more heavily on domestic consumption (75%) and
export only 25% (Agrium, 2014). This dependence limits the bargaining power of these suppliers of
nitrogen.

METHODOLOGY
The research methodology was a qualitative use of case study through personal interviews with
stakeholders of CHSCO. This entailed telephone conversations with current and former CHSCO
managers, community members in the locations where CHSCO acquired Canadian assets, and one
Canadian supplier to CHSCO. Table 1 shows the stakeholders interviewed and their relationship to
CHSCO.
Table 1
Summary of CHSCO Stakeholders that Provided Responses to Qualitative Inquiry
Name
Position
Organization
Stakeholder Relative to CHS Country Operations
Bryan Strickler
Crop Nutrients Manager
CHS Country Operations
Former U.S. Manager
Larry Cook
Crop Nutrients Manager
CHS Country Operations
Current U.S. Manager
Mark Biedenfeldt
Regional Director
CHS Country Operations
U.S. Manager Expatriate in Canada
Tasha Scmaltz
General Manager
DynAgra
Acquired Company Employee
Wayne Rempel
Member of City Council
City of Lacombe, Alberta
Community Member
Greg Lendvay
Associate Principle
Standard School, Standard, Alberta
Community Member
Eric Spletzer
Pastor
Tri Community Church, Beiseker, Alberta
Community Member
Rod Krip
Fertilizer Salesman
Koch Fertilizer Canada, ULLC
Canadian Supplier

Each of the interviewed stakeholders offered a unique perspective on CHSCO’s international business
strategy through expansion into Canada. The managers and employee provided insights into the strategic
fit, cultural adjustments and performance mindsets, while the community members offered their
perspectives on how CHSCO has impacted each of their communities. The fertilizer supplier provided a
market perspective of CHSCO’s entry into the market. These stakeholders’ comments are summarized
and incorporated into the findings section.

FINDINGS
Country Differences
As CHSCO transitioned into Canada, a few differences became apparent. Mark Biedenfeld, the Canadian
Region Director and U.S. expatriate manager of the Canadian business, indicates the first challenge that
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CHSCO had to overcome was a difference in currencies (personal communication, April 21, 2015). As
the exchange rate flows in favor of either currency, Biedenfeld sees an impact on both fertilizer and fuel
prices. Larry Cook, the current U.S. manager of CHSCO, notes that transportation costs are significantly
higher in Canada because of base commodity costs, but also because trucks and railcars have to travel
farther distances across the western provinces of Canada to deliver products (personal communication,
April 21, 2015). This means that even the slightest change in currency exchange can have a significant
impact on operational expenses. The company accounts for this by using the risk management tools in
corporate headquarters in Inver Grove Heights, MN by utilizing financial hedging and options strategies.
A less impactful difference between the two countries is the systems of measurement. Canadians use
liters, kilometers, and metric tons while their U.S. counterparts measure in gallons, miles, and short tons.
This has required some adjustment for accounting and tax purposes but the difference in systems did not
impact their operation in any significant ways.
In regards to the government regulations, Biedenfeld suggests that both countries have similar,
conservative approaches. Therefore, the adjustment to the Canadian regulations was not a noteworthy
change, particularly in reference to environmental and accounting practices. However, he does note two
areas where the countries differ. The first significant difference is in labor laws – Canadian rules tend to
“favor the employee more than U.S. governments allow.” For example, a U.S. employee is allowed six
weeks of unpaid leave for illness or the birth of a child under the Family Medical Leave Act (FMLA). In
Canada, maternity leave allows parents to take off a full year to spend with their newborn child. The
second regulatory difference revolves around toxic inhalation hazardous (TIH) materials. Anhydrous
ammonia, a nitrogen based fertilizer, is a deadly chemical if ingested, and Canada takes a more extreme
approach to requirements for storing, handling, transporting, and labelling this chemical. Biedenfeld
indicates that several of the retail locations had to improve operating practices to bring them into
compliance with these standards. Safety was the first priority upon acquisition of the DynAgra assets and
continues to be a focus for him and his location managers.

Cultural Adjustment
Biedenfeld admits that the choice to enter Canada was influenced by its close proximity to current
operations, the strong similarities in cultures, and the prevalence of English as the preferred language in
the western Canadian provinces. Biedenfeld was transferred to Canada in 2014 as a U.S. expatriate to
manage the Canadian assets acquired from DynAgra in 2012 and the Agrium locations acquired in 2014.
Prior to being transferred to Calgary, Alberta, he had worked on several projects with Canadian customers
and suppliers. Therefore, the company decided that no cultural training or expatriate adjustment training
was necessary. He indicates that his previous experiences and the reality that the two cultures are similar
in many ways were important factors in foregoing any sort of training.
After having some time to adjust, Biedenfeld remarked that in regards to management and national
cultures, there are many more similarities than differences. This has facilitated a smooth transition,
particularly as it relates to a focus on what Project Globe would categorize as performance orientation.
He states that salesmen and managers at all of the Canadian locations are focused on adding value for
their farmers, and want to offer the expertise they have as agronomist and business professionals to serve
their customers. Rod Krip, a salesman for Koch Fertilizer Canada, and supplier of CHSCO, offered his
perspective on how CHSCO has had to adjust to national culture (personal communication, April 21,
2015). “Americans are more targeted in their approach to acquiring assets and engaging in strategic
growth,” he stated. Where an American will conduct extensive due diligence, a Canadian company will
tend to grow organically and choose to acquire companies with whom they are comfortable and forego
much of the due diligence. This would indicate that CHSCO entered into a foreign market where
uncertainty avoidance, another Project Globe cultural dimension, was much lower.
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Getting Canadian employees to adjust to CHSCO’s method of due diligence and market analysis has been
a continuing focus for Biedenfeld: “Even after two years, our locations are not fully indoctrinated into the
CHS way of thinking. This will take some time.” The strategy to get their acquired locations conducting
business like the American retail outlets has included bringing in vice presidents of the parent company
CHS, sending employees to development training in the U.S., facilitating company gatherings of both
U.S. and Canadian retail location managers, and providing leadership and example within the Canadian
operation. Maintaining CHS core values across borders is a priority, and he states “that’s why I’m up
here.”
Strategic Fit
The decision to expand the retail operation into Canada stemmed from what CHS identified as a strategic
opportunity. CHS conducts business in twenty five countries, but until 2012, CHSCO was entirely a
domestic enterprise. CHS had originated grain with Canadian traders and growers and procured oil for
their U.S. refineries from Canada, but they did not have “bricks and mortar asset” presence in that
country. The choice to enter Canada was affected by this trading presence and what Biedenfeld defined
as numerous opportunities for arbitrage with these other CHS companies.
Western Canadian market had a strong desire for an alternative choice in retail supply which lead to CHS’
decision to acquire DynAgra (CAAR, 2015). The game plan to continue expanding Canadian assets is
not defined, but the current strategy is to get all of the newly acquired locations up to CHS standards so
that these business units can operate on their own. At that point, Biedenfeld stated, CHS would continue
to look for growth opportunities. Larry Cook agrees that as they become more familiar with Canadian
markets and business practice, the company will consider more locations in that country, and that “other
international locations are not ruled out.”
Tasha Schmaltz was the general manager of DynAgra when they were acquired by CHS and stayed with
the company for two years following the acquisition. He stated that “anytime you expand into a new
country, or in some cases even moving over one province, you have to start over in building a brand”
(personal communication, April 22, 2015). He suggested that CHS has a good brand in the U.S. with a
reputation for good business practice, but it could take some time for the Canadian customer to
understand the value they bring, in some regions maybe as long as five years.
While Biedenfeld, Schmaltz, and Cook are optimistic that CHS is making a strategic expansion, Rod
Krip, one of CHSCO’s suppliers in Canada and the U.S. offers a differing opinion. He states that all of
the “good” assets are taken by a few massive Canadian retail companies, and the Canadian Competition
Bureau will not let them expand much more for competitive reasons. Consequentially, the owners of
many retail locations are limited to whom they can sell their assets. This implies that CHSCO’s
acquisition of Canadian retailers was not strategic but limited in choice and scope.

Performance Mindsets
As suggested by Bellin and Pham (2007), an international business strategy needs to make cultural
considerations while still focusing on performance. These performance mindsets were addressed by
CHSCO in various ways. CHSCO balanced market making and execution by implementing a slow
growth strategy. They currently have eleven retail locations, and are open to expanding in the future only
after they get these new assets up to CHS standards. The first priority, Larry Cook stated, was to get
some of the older assets upgraded to ensure safe working conditions and protection for the environment.
As they progress, core values of CHS are communicated, displayed, and taught to employees through
training and the daily execution of the business.
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The second performance mindset, cultivation of talent, has been successful for CHS in its three years of
operation. Biedenfeld observed that workers within the Canadian agriculture labor force move around a
lot. They have continued to search for a company that provides long-term stability, a chance for personal
and professional growth, and the opportunity to be recognized for the contributions they make. The CHS
business model provides these dimensions and has attracted new talent to the organization. In regards to
the last three performance mindsets, CHSCO has taken a simple approach of emulating business model at
their U.S. agriculture retail locations. They leverage information and technology by implementing the
same information and reporting systems in Canada as they do in their U.S. locations. Performance of
Canadian managers and employees are scorecarded using the same metrics as their U.S. partners, and
innovation is encouraged through the same bonus and compensation system.

Response to Foreign Ownership
A lesser researched aspect of globalization is the effect of foreign ownership on the local community and
newly acquired employees. However, this does not diminish the importance of a company’s efforts to
build relationships with these essential stakeholders. As an acquired employee of DynAgra, Tasha
Schmaltz indicated that there was no particular resentment towards an American company making its way
into Alberta. The promises of growth opportunities and job stability were communicated with honest
intent and hence well received by the Canadian employees.
Biedenfeld cited several examples of CHSCO attempting to build relationship with Canadian
communities. They have donated funds to local youth organizations, community hockey rinks, and
partnered with rural fire departments on community events. Biedenfeld indicated that much of the
consolidation in the agriculture and energy industries has created uncertainty for many of the rural
communities in western Canada and he wanted to emphasize CHSCO’s desire to be there long-term.
Although the preference would be for purely Canadian ownership because profits stay local, the
communities in which CHSCO now operates are fairly optimistic about having an American company
owning these assets. Eric Spletzer, pastor of Tri-Community Baptist Church in Beiseker, Alberta,
indicated that since the assets were bought by CHS, it has been “business as usual,” and he is glad to have
American companies choose Canada as a place to invest (personal communication, April 22, 2015).
Greg Lendvay, associate principal at Standard School in Standard, Alberta spoke well of CHSCO’s
presence in their community. “They are one of our biggest employers, and with so much uncertainty in
the economy we are thankful for the opportunity they provide for jobs. Of course, we would prefer the
location be Canadian-owned, but just providing jobs is more important” (personal communication, April
22, 2015). They go beyond providing jobs, however. CHSCO has partnered with Standard School to
offer dual credit education for the students as they search for internship and apprenticeship opportunities.
The community of Lacombe, Alberta also has had a positive experience with not only CHSCO, but many
American-based companies. Wayne Rempel, member of the city council in Lacombe, commented that
“these companies are paying taxes and providing employment, and are therefore welcomed here”
(personal communication, April 22, 2015). He has heard some debate in Lacombe over American
ownership in Canada inasmuch as profits are sent back home, but he characterizes this as shortsightedness. “This is closed-minded thinking because these American companies want to be here, and
they provide much needed stability.”

COMPANY REPORTED RESULTS
The interviews conducted in this research reflect the two years of experiences of CHSCO stakeholders.
The successes and failures of the international business strategy and expansion into Canada can be fully
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assessed after several more years of operation. With this in mind, we can get an initial glimpse of the
impact of the strategy through what is reported in the annual financial reports and company publications.
CHSCO’s Canadian enterprise bolstered the overall financial results of the company, spurred by
innovation, focus on customer needs, and commitment to its employees and to the community. Carl
Casale, CEO of CHS reported in the 2014 financial report that “country operations earnings increased
$19.9 million during the year ended August 31, 2014, compared to the prior year. Overall agronomy and
grain margins as well as service income increased for retail operations” (p. 28).
Innovations drove much of the success in the 2014 fiscal year. CHSCO introduced a private label starter
fertilizer called CHS Aventine® Complete. In concert with the private label products offered by their
wholesale fertilizer division, starter fertilizer sales were up 400 percent in 2014, and were projected to
increase another 60 percent in 2015 (CHS Annual Report, 2014).
Another strategy that characterized their innovation was in the mitigation strategy of Canadian (and other)
currency. While CHS reports minimal fluctuations in 2014, they still committed $2.5 million in
derivative assets of foreign currency. Additionally, CHS expanded the insurance and risk management
tools offered to their farmers. These tools included the forward payments of bonds that protects farmers
from volatility in the futures market of crop inputs (CHS Inc., 2014).
As reported in the qualitative findings, CHSCO strived to focus on the needs of their customers as a
means to growth and stability. The CHS 2014 Annual Report attributes the strong financial performance
to “established customer relationships, backed by supply chain, logistics and risk management” (p. 14).
The tremendous logistics and product availability challenges imposed upon farmers by the seasonality of
the business was a focus for CHSCO. Their customers in southern Manitoba and Saskatchewan will
benefit from the fertilizer plant being built by the parent company CHS in Spiritwood, ND. This $3
billion fertilizer plant will be completed by 2018 and produce more than 2,400 tons of ammonia per day.
In a similar collaborative effort with their U.S. retail counterpart, a storage facility in Shelby, MT will
allow both CHSCO’s U.S. and Canadian teams to expand their market presence. The facility will hold
42,000 tons of fertilizer and 3.2 million bushels of grain (C Magazine, 2014).
The growth into Canada has been stabilized with CHSCO’s commitment to both its employees and to the
communities in which it operates. Throughout both the U.S. and Canadian retail locations, “[CHSCO]
completed more than 100,000 safety training events, with participation from all locations. More than 600
employees completed emergency training and 700 were certified in first aid, CPR and defibrillator use”
(CHS Annual Report, p. 11). The impact to the community has been seen through several efforts.
CHSCO awarded seventy five $1,000 scholarships to students entering the agriculture field and continue
to contribute to research at local universities. Their commitment to Harvest for Hunger raised $930,000
and donations were made to two communities in Alberta in the amounts of $5,000 and $8,000 to serve
local firehouses (Steward, 2014).

LIMITATIONS
This study was conducted with several inherent limitations. The transition into Canada is a fairly recent
occurrence. A longitudinal study over the course of the next five or ten years would provide more
thorough examination of CHSCO’s international business strategy. In addition, while most of the
respondents were candid with their thoughts there is some proprietary information they could not share in
an effort to maintain confidentiality with their employer and preserve their professional integrity. Finally,
as a case study on a specific company, these findings are not generalizable to other companies engaged in
international business in Canada or elsewhere.
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CONCLUSION
The unique relationship between the U.S. and Canada has afforded companies an opportunity to expand
across borders. In particular, the positive diplomatic relations between the governments of these two
nations as it pertains to refraining from protectionist measures, the similarities of their many cultural
dimensions and common language, and the provisions of NAFTA have facilitated both trade and foreign
direct investment between these two countries. CHSCO has taken advantage of this opportunity as a
growing, yet safe market for their agriculture retail expansion.
Through strategic acquisition of Canadian assets, they have engaged in an international business strategy
that will allow them to bring their extensive agricultural experience to a new market. Mark Biedenfeld,
the American expatriate running the Canadian business admits there is still ground to make up in regards
to cultural indoctrination of the Canadian employees, but the core values of CHS have proven sustainable
in at least twenty five other countries around the globe. All of the stakeholders interviewed in this
research study were optimistic that CHSCO’s business model would function in Canada, but it will have
to come with a balanced approach to incorporating local culture and executing what they already do well
as company. CHSCO is a cooperative focused on adding value for their members who serve both as
customer and shareholder.
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