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Introduction 
Learning objectives 

Upon completing this chapter, the reader will be able to: 
 • Understand what makes one organization more successful than another; 
 • Determine who the customers of an organization are; 
 • Know why some stakeholders are not customers; and 
 • Discover a system to improve customer service. 

 
Let’s take a few moments to talk about what to expect in this program and why it is being produced.  

I.  Goals of the program 

A.  Make you more valuable 
Simply put, the objective is to make you, the finance professional, a more valuable asset to the 
organization. To accomplish this task, we will work on making the organization more successful, giving 
you the opportunity to suggest those changes. 

B.  Be prepared for change 
We recognize that the world is constantly changing, and consequently we need to be changing with it. For 
that reason, in each chapter and for each subject we will talk about the trends that are occurring in that 
particular discipline. Change has never been more obvious than in this recent time with the pandemic. We 
are still experiencing changes in every part of our organizations, many of which started with the response 
to COVID-19. This idea of change often develops a great amount of controversy. Generally, people don’t 
like change. It’s never terribly comfortable and usually means transforming thoughts and behaviors using 
methods with which we are not familiar.  
 
But, look at the alternative. I also ask this key question at the beginning of each live seminar that I teach, 
and the answer to it can be very revealing. The question is: 
 

Is your organization changing as rapidly as the world around it? 
 

Obviously, that is a question of opinion, so there is no right or wrong answer. But, stop and think about 
the consequences. If the organization does not change as fast as the world around it, you can make a 
very good case that the organization will eventually fail. That is, it will eventually go out of business or be 
merged into another organization that may be making faster changes. We will come back to this question 
and answer several times during this program, since it comes up in virtually all subjects. 
 
Throughout this program we will discuss the changes to the organization, the economy, and society as a 
result of the pandemic. Rather than handle it one chapter, which we could call “what we have learned 
from COVID-19,” we will look at what has changed, and is changing, as we discuss each subject and 
handle each chapter.  
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C.  Be challenging 
I can guarantee that you will not agree with everything discussed in this program. But, I can also 
guarantee that it will make you think. Already, I stated that an organization that does not change as fast 
as the world around it will eventually fail. When I ask this question in class, I probably get 75 percent or 
more of the participants saying that their organization is not changing as fast as the world around it. If that 
is you, I can promise that you are not happy about either the question or the answer. But I can also 
promise that it will get you thinking about the concept of change and may even motivate you to talk with 
the other senior people in your organization about what should be done to increase your ability to make 
changes. 

II.  Organization of the course 

A.  Two parts 
Finance professionals need two types of skills to be successful -- technical skills and leadership skills. 
Often the leadership skills are seen as less important; however, if we think about it, when finance 
professionals hit an area where they lack the required skills, those lacking skills are usually related to 
leadership. Automatically, we tend to stay up on the technical skills, but we often fall behind in the 
leadership skill area.  
 
For this reason, we will present both in this program. We will spend a good amount of time in the 
leadership skills area understanding which ideas work, which don’t, and what changes are occurring in 
the leadership and management area. 
 
In addition, we will also cover several very important technical aspects necessary for the success of the 
organization and the success of the finance professional. Again, we will concentrate on what is changing 
and how we can keep up with that change. It’s interesting to note that both the leadership and technical 
sides of financial skills have change as a result of the pandemic. 

B.  For all types of organizations 
Since probably the majority of organizations represented in our seminars are for-profit, obviously, the 
concepts apply directly to them. But we also recognize that governments and non-profits also are 
important organizations in our economy and need to be addressed. The concepts presented here will 
apply to all three. Organizations need to be successful, regardless of who they are. Yes, sometimes the 
definition of success is unique to the type of organization, but the need to be successful is still there. 

C.  Designed for the decision maker 
Almost all finance professionals are decision makers at their own level. If you are the CFO, obviously you 
are part of the leadership team. On the other hand, if you are the controller, you may also be the only 
finance individual in a small organization, or you may be a department head in a larger organization. At 
any case, you make decisions affecting people. For this reason, this course will not use the titles 
“controller” or “CFO,” but instead will use “finance professional” to include us all.  
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D.  What do we need in order to succeed in this changing environment? 
According to a recent article in Business Insider, finance professionals need the following traits to 
succeed in today’s environment. We must: 

1. Become analytical wizards. 
2. Manage increasing risks. 
3. Adapt to new technology. 
4. Be better at leading people. 
5. Guide decisions in a politically charged atmosphere. 
6. Manage big data. 
7. Make effective decisions from data from outside the organization. 
8. Understand business drivers from outside the organization. 
9. Make better hiring decisions. 

 
In this program, we will attempt to take a close look at each one of these areas. 

III.  What is success? 
As we consider how to manage our organization, we must first determine what we want. Naturally, we 
want the organization to be successful, but how will we measure that? 

A.  Case Study 1-1 
How do you measure success in your organization? 

B.  Needed for success 
While we often believe that operating an organization is complicated and highly complex, the truth is 
exactly the opposite. In fact, there are actually only two things that an organization has to do to be 
successful. If it does these two things it will be successful, and if it fails to do either of these things, it will 
fail. It’s really that simple. Okay, then what are the two things that every organization has to do? 
 
Here are the only two different actions needed for organizations to be successful:  
 

To serve their customers better and to accomplish that in an efficient fashion. 
 
Believe it or not, it’s really that simple, but we never said that it was easy. Simple and easy are not 
synonymous. The devil is in the details, and we will take a few moments to sort out some of those details. 
 
In defending our position that these are really the only two things that have to be done, we need to make 
a case where all organizations must achieve these two things. The fact that for-profit corporations and 
businesses are required to achieve these two things is more obvious due to competitive pressures; 
however, some would argue that non-profits, monopolies such as utilities, and governments do not need 
to achieve either customer service or efficiency. After all, they do not have the competitive pressures, and 
consequently don’t have to be customer-friendly or efficient. 
 
A government worker would quickly disagree with that statement. While it is obviously true that they don’t 
have the same amount of competition, I would suggest that, in the long run, they have just as much to 
gain or lose. In the long run, there is competition for almost everything in our economy. The local public 
school district may have a monopoly in education, but not so fast. Many states now allow parents to take 
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their children to other districts, there are private schools, and even an increasing number of parents are 
turning to home school. Does the school system have competition? You bet! 
 
But what about the government? If the government does not serve its customers in the long run the 
elected officials will be voted out of office. If the taxpayers do not believe that the government is efficient 
in its use of funds, they will pass legislation prohibiting the government from increasing taxes.  
 
The fact is that every organization must serve its customers well, and it must do it efficiently. If it doesn’t, 
it will lose to the competition. It’s really that simple. 

C.  Who are the customers? 
If we accept the two premises, then we need to define the customer. In one way of thinking, it’s really 
simple. The customer is the person or organization who receives the product or service being distributed 
by the organization. So, in the case of the school, the customer is the student or the parents. In the case 
of the computer store, it’s the person who buys the computer. In the case of the electric company, it is the 
person or organization that gets the electricity. 
 
That part is simple, but within the organization it can easily become more difficult. If you are the accounts 
payable clerk who is paying expenses, is the customer the person in marketing whose expenses you are 
reviewing and paying? Or, is it your boss, the internal auditors, external accountants, or someone else? 
 
One smart executive once said that in his company, “Everyone either serves the customer or serves the 
person who serves the customer.” That philosophy sets up the culture that the organization is in the 
service business. Customers are either internal or external, but they are customers, and they need to be 
served well. 

1.  Customers are not stakeholders 
As we look at the customers, we see that there are several other people within the organization who are 
important and have a stake in the outcome of the business, but they are not customers. The head of 
accounting, the external auditors, various regulators, and other similar people are important. In fact, they 
are crucial. But they are not the customers. They have a major stake in the organization. They need to be 
satisfied and kept happy, but they do not buy the organization’s products and services. They do not 
contribute revenue to the organization. Consequently, they are not customers. 

D.  How do customers determine value? 
Once we have determined the customers, we need to determine how they look at value. Is it always 
based on cost? How important is customer service? Is product quality that important, or is price more 
important? What does speed have to do with value? 
 
Both external and internal customers react by how they determine value. For example, I personally prefer 
Apple computer products to Dell. The reason is simple: I appreciate that Apple’s customer service and 
help lines are domestic, and not offshore where I have a difficulty understanding the person helping me 
and where my call is often disconnected. To me, that has a lot to do with value, and I’m willing to pay 
more for the product to get that value. 
 
Generally, the marketing and sales departments have the most to do with this thinking within the 
organization, but all departments must analyze this aspect of customer service when thinking about 
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internal customers. The payroll department deals with the employees in sending pay information and 
answering questions. Those other employees are the customers. How do they determine value? If the 
organization is to have a culture of great customer service, and be successful, it must constantly look at 
the internal customer service. Every person in every department must ask who the customer is, and how 
that customer determines value. 

1.  Exercise 1-1 

Tom Stanford is an accounts payable clerk at the Last Manufacturing Company. The firm manufactures 
and sells auto parts primarily to auto manufacturers and also through distributors to the auto parts stores. 
The company has a sales department of 15 salespeople who travel all over the world; however, most of 
the travel is domestic. 
 
Among his various responsibilities, Tom is in charge of reviewing and paying travel and entertainment 
expenses. The sales department has submitted most of these, but they also come from other executives 
within the organization. The company has a complete expense policy and a relatively complicated form 
that allows Tom to categorize and record the expenses into their proper spots. Naturally, sometimes 
mistakes are made, and Tom has to contact the person submitting the form for more information. Tom 
also has the responsibility for being sure that the expenses are backed up with the proper documentation 
and receipts. Prior to his receiving the request, it has already been reviewed and approved by another 
executive in the company, often the sales manager. 
 
Required: 
 
Who are Tom’s customers?  
 
How might they determine value? 
 
Who are some of Tom’s other stakeholders? 

E.  Improving customer service 
While we will not spend much time on improving customer service, we must understand that it is easily 
half of what is needed to be successful. Remember, all we have to do is better serve our customers and 
do so efficiently. Improving customer service is easily a course in itself, and not usually under the area of 
responsibility of the finance professional. However, we must remember that customer service must be 
improved for internal and external customers alike. For the finance professional, the customers are 
usually internal customers.  

F.  Customer service or compliance -- Which is more important? 
In an organization, this simple question often comes up because there is no simple answer. Obviously, 
both are important. But, when looking at organizations, it becomes relatively easy to see which have 
placed more emphasis on one over the other. As a seminar leader and consultant, I have the opportunity 
to get on and off a whole lot of airplanes in a typical year. Consequently, I have become rather critical of 
certain airlines and far fonder of others. Obviously, the airline industry must focus on compliance. As a 
passenger wanting a safe flight, I certainly hope so. But I also want to be shown a degree of respect, and 
therefore I am interested in customer service.  
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In my experience, I believe that Southwest Airlines places more emphasis on customer service than most 
of the others. While all of the airlines are under the same regulations, it is obvious that Southwest seems 
to allow its employees more latitude in following those rules and more personal authority in handling 
situations. The customer service, complaint, and similar rankings all show Southwest at or near the top in 
the eyes of the customer. 
 
A perfect example of this is with the typical pre-flight cabin announcements. Obviously, the flight 
attendants are required to say certain things. In all of the other airlines, I hear the required verbiage with 
nothing more. On a Southwest plane, I’m apt to hear some creative way to making the same 
announcements to the point where I actually pay more attention and enjoy it. In my opinion, that’s a 
perfect example of where the company has decided to be compliant and more focused with customer 
service at the same time.  
 
Different departments in the company often have different views of the relative importance of customer 
service and compliance. Probably the marketing or sales group would say that one has to focus on 
customer service since without customers there would be no company. The accounting department, on 
the other hand, may say that compliance is most important since the government will shut us down in a 
second if we are not compliant with the rules. 
 
Because of this anticipated disagreement, it’s necessary that the subject be discussed at the highest 
levels of the organization where both marketing and accounting are equally represented. Both are 
needed, and one cannot be put above the other. To be truly successful, we have to be both excellent in 
customer service and compliance. 
 
Improving the level of customer service within the organization and/or the department is really relatively 
easy. It usually does not require great pains, expenses, or training. While it might require some of these, 
the main thing is for the organization or department to be aware of the need and have the desire to do 
something about it. Companies that are great with customer service obtained their positions because of 
their awareness and commitment. If the organization does not place a high value on customer service, 
the level of service will be poor.  
 
There is a very simple way to improve the customer service for any department within the organization. 
This works for those departments with internal customers, external customers, or both. 

a. In this first step, at a department or team meeting, make a list of every regular process 
that is done by the department. At this point, don’t worry about anything other than 
getting each and every task down on paper.  

b. After the list has been made, draw vertical lines following the list so you have three 
columns after the list. Label the columns, “wow,” “average,” and “poor.” 

c. Now, go back to the list and, one-by-one ask the simple question, “what could we do that 
would “wow” the customer with this particular task? Or, what could we do that would give 
average customer service? Or, what would constitute poor customer service. Once all of 
the items on the list have been covered, review your list and you will have put into place a 
plan for improving the customer service of the department.  
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 Customer Service Improvement 

     
Item Wow Average Poor  

     
Collect from customers     
Collection calls     
Mailing statements     
Paying bills to suppliers     
Sending payroll checks     

G.  Customer service and COVID-19 
The COVID pandemic has had a huge change in how we interact with people, and therefore a huge 
change in how we handle customer service. With far less face-to-face contact, many people are craving 
relationships. Consequently, reaching out to them on a personal basis can make a larger difference than 
it did in normal past times. We have found that the telephone and personal conversations are often more 
appreciated than e-mails, and video calls are even more appreciated so that we can actually see 
someone for a change. This change in customer service is for both internal and external customers. 

H.  How about efficiency? 
Now that we have spent some time talking about customer service, how about the other side of the coin -- 
efficiency? The fact is that, to be an excellent organization, we have to do both. We need to concentrate 
on customer service, and we also need to concentrate on efficiency.  
 
Since this is a seminar for accountants, I must admit that the latter is more “near and dear” to the hearts 
of the typical accountants. Efficiency is usually where most accountants are focused, and that part of the 
equation is where the entire rest of the day will take us. Literally, the rest of the book and the rest of the 
course will concentrate on efficiency. So, please don’t think that we have forgotten that side of the issue. 
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Understanding Why Organizations  
Are Successful 
Learning objectives 

Upon completing this chapter, the reader will be able to: 
 • Understand the keys to an organization’s success; 
 • Know the different organizational cultures; 
 • See the advantages and disadvantages of the different cultures; and 
 • Understand the trend in organizational cultures. 

I.  Introduction 
As we dive into this coursework, we must start in the broadest fashion looking at the organization from the 
50,000-foot level. We must ask ourselves, in the broadest sense: What makes some organizations 
successful while others fail or go out of business in a relatively short time? Why do some organizations 
seem to thrive for a couple of years, and then fail? We can even extend these questions to governments 
and nonprofits since all organizations need to be successful to stay in existence and satisfy their 
stakeholders. 

A.  Exercise 2-1 
Take a few minutes and make a list of successful organizations. Don’t worry too much about how you are 
defining success but be sure to include other than for-profit organizations as you are considering your list. 
(When I do this exercise in class, the list most often includes Apple, Google, Southwest Airlines, Amazon, 
Walmart, and many others.) After completing this, next to the first list, make a list of unsuccessful 
organizations. While it is tempting to only list companies that have gone out of business, such as Enron, 
be sure to include some that are still in business. Often it is helpful to contrast organizations in the same 
industry. For example, UPS and FedEx might be on the successful list and the USPS might be on the 
unsuccessful list. Southwest Airlines contrasted with many of the other majors, and Walmart contrasted 
with K-Mart or Sears, would be other examples.  
 
After you have made the two lists, get a good brainstorm session going about why. What makes some 
organizations more successful than others?  

II.  Historical studies 
Writers, analysts, academics, and other industry experts have been studying this subject under different 
headings for years. People like Skinner, Maslow, Taylor, and others have been writing about the area for 
over 100 years. Many people consider the answers to be classified under the “fix of the week.” Authors 
like Peters and Waterman have written books such as In Search of Excellence, and William Ouchi 
developed “Theory Z Management.” 
 
I’ve read theses, and many other works, in search of the “silver bullet” spelling out organization success. 
What I’ve discovered is that these authors are all talking about the same thing, while using different 
terms. 
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About thirty years ago, different authors started narrowing down their thoughts on the meaning of success 
with a new focus on the word “culture.” Without a doubt, organizations have very different cultures, and 
the cultures seem to correlate with success. In observation, management consultants have found that the 
organizations with the strongest and healthiest cultures will be the organizations with the most success. 
On the other hand, organizations with toxic and dysfunctional cultures will struggle to be successful.  
 
For this reason, this chapter will delve into the culture issue, see how different cultures can be measured, 
and then try to correlate different cultures and success. 

III.  What is culture? 

A.  How the organization works 
Some organizations work quickly, make fast changes, are always evolving, and always keep up with 
ever-changing markets. Other organizations, however, seem to take forever to change. To get them to 
change a process or procedure, even when the need is obvious, seems to be more like getting an act of 
Congress passed. Some organizations have strong leaders who are very prominent, while others have 
leaders who are very reserved.  
 
Everyone seems to know how things work within a certain organization. Ask any employee who has been 
on the job for more than a couple of weeks, and that person can tell you exactly how to get things done, 
how to get proposals accepted, and who will be the next to be promoted.  

B.  How decisions are made 
In some organizations, the decisions are made by the top person or by a few people who seem to be on 
the top of the organizations. This organization may be diagrammed like a steep pyramid with most of the 
power concentrated at the top. On the other hand, decisions in other organizations are made by 
committee and it seems like every decision must move through the bureaucracy from committee to 
committee with each one studying the merits before passing the idea along. Finally, in other organizations 
decisions are mostly made by teams where people discuss the merits, but then make the decision rather 
than passing it along for another team’s decision.  

C.  Who gets hired, fired, and promoted 
In some organizations all personnel decisions are made by the top management. In others, detailed rules 
are established about who is eligible for employment and who gets promoted. In still other organizations, 
teams make the hiring and firing decisions depending on who will work best with the others on the team 
and has the skills to do the job. 

D.  How people are motivated 
Does the organization motivate its best people with raises and increases in benefits, or does it stick to a 
strict salary schedule that rewards people for the number of years they have been with the organization 
as well as their education, having nothing to do with their contribution to the organization? Finally, there 
are other organizations that reward strictly due to a person’s contribution to the team.  
 
In many cases one way of doing things is not necessarily better than another, just different. But, we can 
all see that when we add up all of these things, they spell out the culture of the organization. 
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E.  Who knows culture? 
For years it has been difficult to explain or describe an organizational culture, but when you experience it, 
you know it. If you have worked for an organization, as an employee you certainly can feel the culture. In 
fact, you quickly know how to act, how to make suggestions, and what you need to do to survive. 
 
It’s also fascinating to feel the organizational culture when you are a customer. I often ask classes about 
the difference between Southwest Airlines and several other major airlines. Most answer that they enjoy 
the culture of Southwest better than that of the others.  
 
For example, not too long ago I was traveling on the light rail train from a remote parking location to the 
terminal at Sky Harbor Airport in Phoenix. The terminal serves Southwest and American (then America 
West). As I was riding, I overheard two TSA agents talking about their morning assignment. One said that 
he was on the Southwest side and the other said he was going to American. The one going to American 
commented on how lucky the one going to Southwest was. 
 
After we got off and were heading to the gates, I stopped one and inquired about why they apparently 
preferred to work the Southwest side. He told me that the passengers riding on Southwest were friendlier 
and more relaxed than the ones on American. Interesting! Do you think that it might have something to do 
with the different cultures of the two airlines? 

IV.  Charles Handy and culture 
In my opinion, the British management consultant and prolific author Charles Handy has written the most 
and done the most work in the area of organizational cultures. While several of his books mention the 
topic, his book entitled Understanding Organizations does the best job of helping us understand cultures. 
 
Following a lot of research, Handy breaks all organizations down to having one of the following dominant 
cultures. He emphasizes that no organization only has characteristics of one culture; however, there is 
one dominant culture that identifies the organization. There is no particular importance to the order in 
which he describes the cultures, but I’ll present them in the same order as does Handy. 

A.  Power culture 
The power culture (sometimes referred to as autocratic culture) organization is often a smaller, more 
entrepreneurial-type organization that was started and is still led by a single individual. The culture 
depends on a central power source, which is usually the founder, owner, and his or her immediate staff. 
The boss is truly the boss, and power is vested in his or her office. Hence, power generally rests at the 
top of the organization, and most important decisions are made either by the leader or one of a few of his 
or her direct reports. 
 
The organization tends to be rather small since growth can be difficult in this culture. The leader isn’t 
against growth, but he or she has a tendency to control power rather than delegate it; consequently, it is 
difficult for the person to have a large span of control. The organization depends on trust among the 
employees and a rather informal method of communications is developed among the people of trust.  
 
Sometimes the culture is referred to as a “spider” culture for several reasons. The channels of 
communication are relatively informal, perhaps resembling a spider web. Also, the culture will tend to 
develop “in” and “out” groups. The groups most favored by the boss or top management team will be 
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seen as more favored and given more perks, whereas members of the less-favored groups will 
sometimes be seen as outcasts. This can be a major problem if and when the financial side of the 
organization can be viewed as obstructionist to ideas put forth by the marketing side of the business. 
Finance professionals can tend to be more exacting over meeting standards, and if this behavior is 
perceived as getting in the way of the marketing team, the financial group can be seen as being out of 
favor. 

B.  Role culture 
This culture gets its name from everyone having a role in the organization. Procedures, policies, rules, 
and regulations dominate this culture. It is often seen as the bureaucracy; however, that word has 
become so negative that Handy chooses to use the present name. 
 
Very unlike the power culture, which tends to be smaller, the role culture organization tends to be larger. 
Like the power culture, this organization chart also is relatively top-heavy with most of the power coming 
from the senior staff; however, the leaders tend to disseminate this power through rules and regulations 
rather than through executive statement.  
 
In this culture, the position held in the organization is more important than the person who occupies it. In 
the power culture, the person is more important than the position. Consequently, competence above that 
which was necessary to occupy the position is not required in the role culture, whereas in the power 
culture, the individual is evaluated. 
 
The role culture can be very successful as long as it is in a stable environment. When there is relatively 
little change and the organization has a protected position in the market through monopoly or oligopoly, 
the life of the organization will be long. On the other hand, when the environment is changing rapidly and 
the organization must change quickly to keep up with the market, this culture will suffer.  
 
Role cultures often offer a protected and stable work environment for the employee. Raises and 
promotions are most often based on seniority, and as long as the employee doesn’t do anything terribly 
wrong, he or she can be relatively sure that the job will not be in jeopardy. However, this trait of the 
culture can be a detriment since it promotes a relatively riskless culture where people are reluctant to take 
any risk with a new idea. This is one of the important reasons that role cultures tend to be slow to change. 
 
The role culture is often found in several specific areas. First, when the regulatory environment is very 
high, there is a tendency for role culture. The government is generally a role culture, and that often 
extends to where governments regulate. Airlines and medical institutions are good examples of this, but 
there are some interesting exceptions that will be noted elsewhere. The culture is also often found when 
economics of scale are more important than quick change and flexibility.  

C.  Task culture 
This culture, often referred to as the team culture, is represented by organizations that are groups banded 
together to accomplish a particular task. While the culture will usually have a CEO, that person is more of 
a coach than either a dictator or the head of a bureaucracy. The culture seeks to bring the best people 
together to fulfill a specific mission or accomplish a particular task. This culture primarily concentrates on 
tasks, and less so on the process.  
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The culture is very flexible because teams can often change relatively quickly, being empowered by the 
leaders of the organization. Individuals have a high degree of control over their work and autonomy is 
accepted as long as the task is met. Because of this flexibility, these organizations are well suited to fast-
changing competitive markets where the organization must change to keep up with society. 
 
One interesting thing about the task culture is its need for resources. When the teams of the task culture 
have sufficient resources to get the job done, the culture runs well. But, when the resources become 
scarce, top management tends to want to control those resources similarly to how it may be done in a 
power culture, or the organization sets down the same procedures and rules used in a role culture. The 
bottom line is that the task culture is hard to maintain in difficult times. 

D.  The person culture 
This culture, sometimes called the individual culture, is far less prevalent than the other three. Often, we 
see the culture in smaller professional firms such as legal and accounting firms. In this culture, the 
individual professional is the central point. Often groups of professionals will combine to share offices and 
clerical staff; however, they still operate as individuals. They still “do their own thing,” keep their own 
hours, and make their own decisions. They may say that they act as a team, but in reality, they usually 
act individually. 

V.  Specific aspects of organizations 
In the following, we will take a good look at several specific aspects of all organizations and discuss how 
differently they act within those areas depending on their respective cultures. 

A.  Leader 
Within the power culture, the leader is often referred to as the “jungle fighter.” This person is extremely 
well known to everyone and is seen as the key person who will fight for the organization. In the role 
culture, however, the leader is the company man or woman who has risen through the ranks of the 
organization. In this case the position is important -- rather than the person being well known, as is the 
case with the power culture.  
 
In the task culture, the leader of the organization is seen more as a coach, providing the teams and 
employees the necessary raw materials and education to get the tasks accomplished. Finally, in the 
person culture the leader is rather difficult to find. Since the culture is made up of professionals and their 
staff, often no individual wants to take the leadership position. 

B.  Goal 
Every organization has a goal; however, that goal may be expressed in several different ways. In the 
power culture, the goal is generally around a crisis. It seems like the power culture is always fighting one 
fire or another and the task keeps everyone focused on the common mission. The role culture generally 
has the goal of producing a product or delivering a service to the customer. The culture is generally 
focused on that delivery, with everyone carefully moving onto that purpose. This is especially true for 
healthcare or airline organizations. They are highly regulated, and therefore, everything must be directed 
to fulfilling that mission. 
 
The team members in a task culture have the goal to solve problems together. In the same way, the team 
members focus on delivering products and services, but they often see these tasks as problems to be 
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solved or processes to be improved. While the role culture will often operate with the slogan, “If it ain’t 
broke, don’t fix it,” the motto of the task culture might be similar to the title of a book published a few years 
ago: “If it ain’t broke, break it.” 
 
In the personal culture organization, the goal totally revolves around the profession. The goal is to serve 
clients and make people well. 

C.  Employee identity 
In any organization employees have their identity and will describe their positions according to how they 
see themselves. In the power culture, they will often express that they work for Ms. Xxxx or Mr. Xxxx. 
Since the personality of the leader is often paramount, that personality transfers over to the employee. In 
the role culture, on the other hand, the employee is identified with the company. The employee is more 
likely to say, “I work for X Company.” 
 
In the task culture, being much more team oriented, the employee is identified more with being on a 
particular team. For example, the accountant might express that she is part of the financial team. Finally, 
the person in the personal culture will probably identify with the profession.  

D.  Change 
All organizations occasionally change; however, they do so at different rates and in different ways. The 
power culture organization can change very quickly and often does so by recruiting new people. If 
something isn’t working, rather than attempt to fix the system, the power culture will usually fire the 
responsible person in the area and replace him or her with a different person. This can have its 
advantages of quick change, but sometimes can cause the organization not to look at systemic problems. 
 
In the role culture, change is very slow, often evoking the metaphor of turning a large ship. The role 
culture must go through several steps to effect change. First, someone has to have suggested the 
change, and even that is difficult since suggesting change constitutes risk for that individual. Since the 
culture is run on rules, after change is determined, new rules and regulations are put in place attempting 
to force everyone to change. 
 
The task culture organization changes relatively easily through the teams. When a team sees a need to 
change, that team usually has sufficient autonomy to make the change. The stimulus for the change 
becomes convincing the others on the team that the change is needed. Finally, the personal culture will 
change when there is change in the professional requirements or popular literature of the profession. 

E.  Values 
Different cultures will value different things as being the most important. In the case of the power culture, 
statements made by the leader will be the things most valued by the employees. The breakroom and 
other employee spaces often display quotes and statements attributable to the boss. In the role culture, 
on the other hand, stability is probably the key value. Employees are taught not to rock the boat, and to 
keep all things stable. The task or team culture will value a variety of tasks since solving problems often 
requires taking many actions. People who work in this culture should be the kind who get bored with 
repetition, whereas the people working for the role culture probably don’t mind that type of stability. In the 
case of the personal culture, the key value is personal freedom. The professional in this culture works 
more as an individual and therefore will want to go and come as he or she pleases. 



surgentcpe.com / info@surgent.com 2-7 Copyright © 2022 Surgent McCoy CPE, LLC – TCF4/22/V1 

F.  Control 
Every organization must control itself, yet the method of control is very different depending on the culture 
type. The power culture will be controlled from the top and loyalty to the boss is paramount. If an 
employee is seen as less than loyal to the boss and her mission, then that person probably will be 
happier in another organization. In the role culture, the control is maintained by rules and regulations. In 
both cases, power emanates from the top; however, this power comes from individuals at the top in the 
power culture, and from rules from the top management team in the role culture. 
 
The task culture is very different. Here actually the power comes from the teams and the organization is 
controlled not by edict or rule, but by measuring the results. The task culture makes extensive use of 
measurements, metrics, and standards to measure if the tasks are being accomplished in a satisfactory 
way and in an efficient manner. Efficiency and effectiveness are important in all cultures, but in the task 
culture the results are measured. Another contrast is between the role and task cultures. In the role 
culture, the organization attempts to control the processes through rules about the processes. For 
example, the role culture school may try to control the effectiveness of education and measure success 
by measuring the class size and how much money is spent on education. The task culture school will 
measure success on how much the students are learning. The role culture organization will be more apt 
to measure process, whereas the task culture will measure results. 

G.  Learning 
How the organization and its employees learn is another interesting way the cultures are differentiated. In 
the power culture, learning stems primarily from the boss or others in the senior management team. They 
are deemed to know the most about anything within the organization, thus they do the teaching and give 
the employees new instructions. In the role culture, learning takes place from a training program that is 
properly approved by the human relations department, is certified, and probably comes from a training 
director.  
 
In the task culture, learning comes primarily from others in the team. They, as individuals, may pursue 
unique online training alternatives such as free online college courses, YouTube videos, and TED Talks. 
If that learning is good and works, the team members then share the information with the team. Finally, in 
the personal culture, learning almost always takes place by the individuals through reading peer-reviewed 
professional papers pertaining to a particular subject. Learning in the individual and task cultures are 
similar; however, in the task culture the learning usually goes further down the hierarchy of the 
organization. 

H.  Focus 
Each culture has a dominant area of focus. In the power culture, most people focus on and talk about the 
competition. This culture is apt to be more combative and see the competition as the enemy. I used to 
have a partner in a business who was always saying that we have to “beat they.” He was always talking 
about how our beating the competition was the most important part of our business. He was obviously 
most comfortable in a power culture. 
 
The role culture will generally focus inward and upward. When the employees are thinking inward, they 
are analyzing the internal processes with the idea of improving them. When they are focused upward, 
they are always looking to see what the boss or board wants. The task culture will primarily focus on the 
customer. Those employees understand that the customer is the most important part of the organization’s 
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sphere, and therefore, this culture generally gives the best customer service. The personal culture will 
generally concentrate or focus on the profession. 

I.  Trust 
Every culture will trust something more than everything else, and that aspect of trust will have a lot to do 
with shaping the culture. In the power culture, the employees will mostly trust the boss. That strong leader 
will generally dictate what is to be done, and if done well, the employees will trust that this good action will 
continue. For that reason, trusting the boss is what holds the culture together.  
 
In the role culture the procedures, rules, and regulations are most trusted. After all, those rules have been 
vetted by many leaders and committees, and therefore must be right. The task culture trusts people the 
most. Those people may be part of the organization in the form of teams or they may even be the 
customer. As a customer, when you interface with the task culture, you feel trusted. Finally, the personal 
culture trusts the profession itself and the peer-reviewed papers coming from the profession. 

J.  Hiring policy 
We will devote a complete chapter to how to hire the best people for the organization, but we should also 
quickly review the cultural differences on how people are selected to work for the company. In the power 
culture, the boss or other members will generally decide on who gets hired and promoted. As with almost 
everything else, decisions come from the top. In the role culture, the people having the best technical 
skills will usually get the best jobs. In many cases, standardized tests are administered to see who is 
selected and who gets promoted. 
 
In the task culture, the primary determinant of who is hired and promoted is the person who will fit best 
with the culture of the team. In fact, in most cases, the team, along with the team leader, will make the 
final decision. That decision will ensure that the person has satisfactory technical skills, but also 
possesses the personal skills and attitude to fit with the group. For this reason, the task culture usually 
has the lowest employee turnover -- people are more apt to enjoy their jobs. In the personal culture the 
hiring decision will be made on the basis of the applicant’s professional skills. 

K.  Work rules 
One of the most important trends we are seeing in organizations today is a shift in how and from where 
employees work. Does everyone come to the office at 8:30 and leave at 5:00, or is work scattered and 
often done from home? Well, like almost everything else, it depends on the culture of the organization. 
The power culture will generally allow the most senior people great amounts of flexibility; however, since 
the trust level in this organization is relatively low, most employees are not trusted to work hard when not 
supervised. In the role culture, there also is relatively little work flexibility, but for a different reason. Role 
cultures tend to be most concerned about “fairness,” and therefore will only allow flexibility when 
everyone can have the same flexibility. That makes things difficult when we realize that we can’t allow our 
receptionist to work from home. 
 
The task culture is exactly the opposite. The employers have determined that they want to pay people to 
work rather than put in time. Consequently, the culture will allow the workers to accomplish that work from 
wherever and however it is best accomplished in the most efficient fashion. For this reason, we see the 
most work flexibility in the task culture and the least in the role culture. In the personal culture, there is 
tremendous work flexibility at the professional level, but relatively little further down in the organization. 
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L.  Dress code 
Believe it or not, even dress codes are very different depending on the culture. In the power culture, the 
boss will determine the dress code, ether by memo or just by example. Because everyone will be looking 
at the boss, they will quickly figure out that his or her wishes about dress will show, and therefore should 
be followed. In the role culture, the dress code will be relatively formal and will be carefully spelled out in 
the employee handbook. 
 
In the task culture, the dress code will be set informally by the team and will depend on what works best 
with customers and clients. For this reason, employees who do not interface with clients may be working 
in shorts and jeans while those with customer contact may be formally dressed. In the personal culture, 
while the professionals will have the freedom to dress the way they wish, the rest of the staff will generally 
be more formal. An interesting example about the difference between culture and dress can be seen in 
the airline industry. The flight attendants on Southwest (a task culture) will generally be far more casually 
dressed than those working for the other lines (role cultures). 

M.  Information 
All organizations handle information, but different cultures do it very differently. The power culture will 
generally guard information at the top with only the top management disseminating it. This trend has led 
directly to trouble for more than one power culture when the CEO speaks to the press without good 
advice. In the role culture, information is also guarded at the top, but with a lot of rules and procedures. 
Most role cultures have Public Information Officers or official spokespeople who are the ones in charge of 
public information. 
 
The task culture tends to be much more open with information. Because these cultures are far less 
political, everyone is free to share information both internally and externally. This also has a lot to do with 
the higher trust level of the organization. In the personal culture, communication tends to be direct and 
the culture is relatively tight with information. 

N.  Parking  
As a consultant dealing with cultures, I am often asked how a person can tell his or her organization’s 
culture. While all of the above are indicators and can be felt, this final aspect might seem rather silly but is 
quite telling. That is the parking lot. In the power culture, there may or may not be assigned parking 
places, but even if they are not formally assigned, everyone knows where the top people park and are 
cautioned not to take those spots. 
 
In the role culture, the parking is almost always assigned, and the spots change often depending upon 
promotions and demotions. The highest-ranking people always have the best spots. In the task culture, 
there are generally no assigned spots and the spots closest to the door end up going to the first ones who 
arrive at work. Finally, the personal culture is more like the role culture. 

1.  Case Study 2-1 

A new CEO was selected to lead a large organization having several thousand people at the 
headquarters. This was a strong role culture organization, and the new CEO knew it from previous visits 
and interviews. He was coming from a task culture and wanted to introduce that culture into this new 
organization.  
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As would be expected, when he arrived on his first day, there was a reserved parking place with his name 
on it right by the back door. He parked there, went up the elevator, greeted his new administrative 
assistants, went into his office, and closed the door. A few minutes later he reappeared from his office 
dressed in old coveralls. He didn’t say anything, but walked past his assistants, rode the elevator down, 
got into his car, and left.  
 
At this point, the place was buzzing. What was going on? Where was Mr. Smith going?  
 
About 30 minutes later, he returned, parked in his parking place, but didn’t go all the way to the front of 
the space. He got out, popped his trunk, retrieved two paint cans and some brushes, and proceeded to 
his knees to paint the parking spot. He painted out his name, and painted in the words, “for the first one 
here.” He then replaced the tops to the cans, put everything back into the trunk, and proceeded to drive to 
the far corner of the parking lot. Here he parked, walked back, up the elevator, past the assistants, into 
his office, and closed the door. Ten minutes later, he reappeared in his grey suit and tie more fitting the 
CEO of a large corporation.  
 
It is said that he never spoke about this to anyone and never sent out a memo. But it is also said that no 
fewer than 2,000 people were watching him paint out his name. They say that the following morning, 
there was not one reserved parking place in the lot.  
 
Did he change the culture with that one symbolic act? It is said that was not the only thing, but that one 
act started the ball rolling. A year later the culture was significantly different, and the company was far 
more successful. 

VI.  Best cultural fits 
While it is obviously possible to have any of the four cultures in any type of organization, certain cultures 
seem to be the best matches for certain organizations. That may be because of what the organizations 
have always been or for some other reason. 

A.  Power culture 
Most smaller entrepreneurial organizations start as power cultures. This is for several reasons, but mostly 
has to do with the leader. These leaders are probably high-risk-tolerant individuals and are probably more 
assertive personality types. Consequently, such a person will be more apt to take a dominant role. In 
addition, the person will have the most knowledge about the field and be the one to teach the others as 
the organization grows.  
 
In addition, because the organization is either new in a field or in a completely new field, it will probably 
face competition and need to move quickly to change according to the market environment. 
Consequently, it must change quickly. Many of these traits are also true of the organization that is in 
crisis. This organization will often need to quickly shed employees and reduce expenses to correct a 
negative cash flow. This is usually done best by one individual who calls the shots and makes the 
changes happen.  

B.  Role culture 
This culture is generally best suited for the large organization, often in a highly regulated industry that 
does not need to change quickly. This may be a financial institution, healthcare institution, or part of the 



surgentcpe.com / info@surgent.com 2-11 Copyright © 2022 Surgent McCoy CPE, LLC – TCF4/22/V1 

old-line manufacturing environment. Often more traditional organizations are in this group. These 
organizations often have monopoly or oligopoly positions in their industries and don’t have a need to 
quickly respond to market changes.  
 
There is another group of organizations that are usually role cultures for a different reason. These are 
many non-profits and most governments. These organizations may need to respond to the markets; 
however, they frequently do not have a high trust level. These organizations are led by boards of 
individuals, and the boards attempt to control the organizations through rules and regulations.  

C.  Task culture 
Most of the technology organizations are of this culture. They are in rapidly changing markets and 
constantly have to adjust to the times. They have a highly educated workforce that is often young and 
enjoys working in a team environment. The culture, and its employees, enjoy flexible work arrangements 
and love working hard to serve the customer well. Customer service is required in their industries and is 
usually most attainable in a team environment. 

D.  Personal culture 
As said earlier, these cultures are rare and almost always small professional organizations. 

E.  Exercise 2-2 
Take another look at the list of successful and unsuccessful organizations you made at the beginning of 
this chapter. Now that we have a better understanding of organizational cultures, do you see any 
correlation between culture and success? 

VII.  Trends in cultures 
As previously stated, most organizations start as power cultures, but as they expand, they tend to 
outgrow the culture and must impose more controls, rules, regulations, standards, and procedures. As 
this happens, the role culture is born. As long as the organization has good control over its market 
advantage that has allowed it to grow, it gets away with the additional overhead expenses required of the 
role culture. But, as the market matures and more competition is interjected into the market, the role 
culture organization starts to feel the earnings pinch. At this point, it must either change to more of a team 
or task culture or it will eventually fail.  
 
For this reason, at the present time, we are seeing a major shift from role to task culture. We need to 
remember that we started this discussion by saying that there were only two things that an organization 
needed to do to be successful -- serve the customer well and do it efficiently. Research has found that 
generally (not always), the task culture serves the customer best and is the most efficient. That is the 
reason for the shift. 

VIII.  Proactive approach to culture 
For years, most organizations have taken a reactive approach to their culture. It has generally evolved 
over years and often depending upon the senior leadership. Now that we understand more about culture, 
and especially that culture may well be the most important single thing determining the success of the 
organization, many institutions are taking a much more proactive approach. This is accomplished in two 
steps: (1) determining what culture we want to have; and then (2) determining a strategic plan on how to 
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achieve the task. These steps are relatively simple, but in no way easy. Cultures develop over time, are 
made up of long-held beliefs and values and become very difficult to change. Everyone knows that 
change is difficult, and there is probably nothing more difficult in an organization than trying to change its 
culture. For that reason, the first thing management needs to determine is if all of the effort is worth it. 

A.  What do we want? 
The first decision to be made is to determine the desired culture. If we are a relatively new entrepreneurial 
organization headed by a strong and somewhat authoritarian leader, we may be facing some of the 
negatives that often go along with that culture. We may have high turnover, low morale, and many 
employees feeling that there are groups that get favored over others. In addition, the growth of the 
organization may be limited due to the concentration of power at the top and the lack of delegation and 
empowerment.  
 
In addition, that organization may also have trouble developing effective governance, separation of 
duties, and other aspects of adequate controls. You, the finance professional, may easily see that the 
organization would be far better if it had more controls, more accountability, and if the employees were 
more aligned. For this reason, you see that becoming more of a team or task culture would probably 
improve the future. 
 
On the other hand, possibly you are part of a large bureaucratic organization that is having trouble 
keeping up with the rapidly changing markets and economy around it. While management comes up with 
good ideas, implementing those ideas down through the organization seems almost impossible. People 
just don’t want to change.  
 
Morale in this organization is also rather poor because of the constant politics that seem to go on just 
under the surface. Everyone says that everything is just great, but everyone also knows that it isn’t. We 
keep making more rules to correct things, but things don’t seem to get fixed. Customer service is 
relatively poor, and the organization seems to be getting less efficient as it grows. As a finance 
professional you know that many of the expenses should be fixed, but your total expenses are actually 
going up faster than income and your margins are falling. Consequently, you think that becoming more of 
a task culture organization might improve things. 
 
Finally, you may be totally happy with the culture you now have. You are growing in both income and 
profits, your employee engagement and morale are high with low turnover, and you are meeting your 
objectives. In this case, it is suggested that you stay with the culture you have. Obviously, it’s working. In 
the first two situations, however, you may consider a plan to change the culture. 

B.  How do we get it? 
Let’s assume that you would like to move your culture from where it is to more of a task culture. How will 
you go about it? First, understand that movement is slow and difficult, and won’t happen overnight; 
however, as with any change, sticking to the course is the first step. You may not become a total task 
culture like Google, Apple, or a healthcare organization like the Mayo Clinic, but you can move far toward 
that ideal. Once again, it’s simple, just not easy. 

1.  Look at how each decision will affect culture 

The most important step to changing culture is to determine that you want to! It should be a conscious 
decision that is well publicized among the entire staff. It is only that way that everyone can be held 
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accountable to directing the organization toward the desired culture. Once you do that, then make sure 
that culture is brought up in every decision that is made. 
 
For example, let’s say that the attorney tells you that your organization needs an employee handbook to 
ensure that everyone understands the work policies and has agreed to abide with them. Should it be a 
large, exhaustive book or a simple one? Believe it or not, the nature of the employee handbook has a 
huge effect on the culture of the organization. For years, the well-known retailer Nordstrom was famous 
for having what could be the shortest employee handbook around, essentially saying, “Use your best 
judgment.” It’s important to note that, at the time, Nordstrom had the highest sales per square foot as any 
similar retailer.  
 
So, when deciding on what your employee handbook should resemble, ask the question, “How will our 
handbook affect our culture?” When drafting their handbook, most organizations wouldn’t ask that 
question. Organizations that want to change the culture will. In fact, those organizations will ask that 
question for almost each and every decision made by the company. 

2.  Plan unintended consequences for all decisions 

We all know that almost every decision we make, or our organization makes, will have unintended 
consequences. That’s nothing new, and smart organizations spend a lot of time reviewing those 
consequences attempting to either avoid or mitigate the problematic ones. When we are changing 
cultures, it is most important to factor culture into that decision making. How will the decision affect the 
culture? 
 
For example, let’s say the company was considering raising the salary level or instituting a generous 
bonus system to incent senior management. The analysis that would go into such a decision would 
probably center around motivation return on the investment to determine if the plan would be worthwhile. 
But, if the organization was also trying to become more of a task culture, it would also ask the question 
about how such a bonus for senior management and not the lower-level people would affect the overall 
culture of the organization. 

3.  CCO 

We are well familiar with the CEO, CFO, and COO, but what is the CCO? It is the Chief Culture Officer, 
and it is probably the hottest trend in “C”-level management. Probably the best-known CCO is Google’s, 
but Southwest also has one, as do many other organizations. Most importantly, the trend is growing. The 
job of the individual is simple -- but again, not easy. This person has the responsibility to keep the culture 
on target and going in the direction planned by the senior team. This person makes sure that virtually 
every decision being made by the organization takes into consideration what that decision might do to the 
culture of the organization. 
 

IX.  Has culture been affected by COVID-19? 
The simple answer is yes. We would suggest that while the pandemic probably hasn’t changed the 
culture of the organization too much, how the organization has adopted to COVID-19 is very different 
depending on its culture. Most of these changes affect how the organization has delt with change. Power 
culture companies adapted depending on the owner/CEO. If she saw the future and what the organization 
should do, changes were quickly made, and the organization had a better chance of survival. 
Unfortunately, role culture organizations had the most difficult time with the pandemic because they are 
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usually the slowest to change. The team culture organization generally changed quickly with the needs 
and managed to remain open and serving the customer. This is because the changes were made at the 
department level where they could be made quickly rather than from the top where they had to receive 
numerous approvals. 
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Having the Best People 
Learning objectives 

Upon completing this chapter, the reader will be able to: 
 • Recognize the best employees we need to have an excellent organization; 
 • Gain interview skills to get the best employees; 
 • Understand personality types; and 
 • See how emotional intelligence is vital to success. 

I.  Introduction 
Okay, we have determined that the most important thing for an organization is to be successful, and that 
the finance professional has as much to do with achieving that success as anyone. Then, we established 
that there is a good chance that the culture of an organization is the most important aspect to determine 
that organization’s success. Following that, we learned about different types of cultures along with the 
advantages and disadvantages of each of them. From there, we can get together with the senior 
management group of the organization and start to strategize on how we want to achieve the ideal culture 
for us. This section will delve further into that strategy and look at how the people, including the staff and 
possibly even volunteers, will determine the culture and therefore the success. Most importantly, we will 
continue to look at the latest developments in recruitment and interviewing so that we can get the best 
people in the most efficient way. 

A.  Reactive or proactive 
All too often, as managers or leaders, we accept the staff we have been given either from a former leader 
or from the human-relations department. We are then asked to motivate those people to achieve the best 
customer service in the most efficient way. This program assumes that we need to be proactive rather 
than reactive and just accept the team we inherit or are given. Here we will look into who the best 
employees for our team are, and then how to get them. In the next section, we will look at the latest ways 
to motivate and keep them. 

B.  What’s new from COVID? 
Acquiring, interviewing, on-boarding, training, and almost every other aspect of dealing with new 
employees has changed due to the pandemic. As many of us have learned to deal with working from 
home, we have discovered creative ways to locate new employees, and we have also learned how they 
may want to be treated from the trauma they have experienced. Let’s be clear about our experiences of 
2020, for many people this has been true trauma, and they will have developed ways for dealing with that 
trauma which will last for a long time. As employers, we need to recognize that fact. 
 
We will see those effects of trauma in a small, but significant number of situations. When we are 
interviewing a possible employee, he or she may not want to conduct the interview in person, so we need 
to be ready to do it on Zoom. Or, even if in our office, where, in the past, someone was perfectly 
comfortable with being two or three feet apart, now that person may feel that you are invading their space 
if you move within six feet. We need to expect this. 
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II.  Who are the best employees? 
Before we go out and seek the best employees, we must define what makes them the best. Obviously, 
different organizations will seek different types of people; however, there are certain traits that are wanted 
by almost all. For the first designation, we must ask ourselves: are we most interested in particular 
technical skills, or are we most interested in particular attitude or personality types? The obvious answer 
is that we want both. Most jobs require particular technical skills, such as a reasonable acumen for 
numbers for the person on the finance team or good medical training for the doctor. But, in addition to 
those skills, we also want people who will fit well into our teams. 

A.  Types of skills 
Determining the types of skills we want for our employees is a key to our success. Not surprisingly, that 
list of skills has radically changed in the past few years. As mentioned above, we once wanted a 
technically proficient person who did a job well. That was much more important than having the person 
get along with fellow workers or working well on a team. Today, things are different. We now know that 
the culture matters and having people who get along well and work well on creative teams contributes to 
the enjoyment of that culture. 
 
The trick is to get employees into the organization who both possess the technical skills to do excellent 
work, and also have personalities causing them to be creative and get along with others in the 
organization.  

1.  Technical skills 
The technical skills needed for a financial position might include things like numbers ability, math, 
computer skills, and accounting skills. We might test these abilities through looking at grades, education 
level, certifications, degrees, and even specific tests that we might administer. We also usually correlate 
technical skills with experience level, figuring that a person with 10 years of experience in an accounting 
department probably has a better skill set than one directly out of school. While assessing experience we 
will also evaluate the reputation and stature of the experience, figuring that a person with experience with 
a more prestigious company would be more highly skilled than one from a local business. 
 
The same is true regarding an applicant’s school. If a person has a degree from an Ivy League university, 
we might figure that he or she has a better education than an applicant who went to a state school. But 
then we can also look at grades as a determinant. Many organizations will also use testing to determine if 
the applicant has the technical skills required for the job. 

2.  People skills 

The other type of skill needed in any position is defined as “people skills.” These represent a person’s 
personality, how well he or she gets along with people, how well he or she works in teams, how creative 
he or she may be, and his or her general enthusiasm and attitude toward a job.  

a. Desire -- Personally, I would suggest that the most important personal trait that a person 
should have in relation to a job is his or her desire to have the job. I’m not talking about 
the desire to have any job that makes a reasonable living, but rather the desire to have 
that particular job or to have a job at a particular organization. Loving one’s job is 
probably the most important thing about doing a good job. If the person is just taking the 
job because it puts food on the table, that person will probably not do a very good job. 
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But, if the person really loves what he or she does, there is a much better chance that the 
job will be done well. 

b. Excitement -- Excitement is similar. If a person is excited about the challenges of 
working for a particular organization or in a particular position, then the chances are that 
the job will be done well. Excitement is not always easy to measure, and different people 
will show it in different ways, but it is an important quality to attempt to determine. 

c. Compatibility -- How well does a person appear to work with others? In today’s work 
environment, we must get along and work with others. If we have abrasive personalities, 
there is apt to be friction in the office.  

d. Collaboration -- In the old-style organization, many jobs were solitary and didn’t require 
much interaction with others. That’s not the case today. In almost all of our positions, 
people, have to work with others in collaborative teams. 

e. Creativity -- In my seminars I often ask the question, “Which is more important to you: 
obedience or creativity?” Several years ago, almost everyone would say that obedience 
was more important; however, that has now changed. While we don’t want disobedient 
people, we need people who are good problem solvers and can find more creative ways 
to serve the customer better and do it more efficiently.  

B.  Which is more important? 
The technical skills will often determine how well a person does a job, whereas the people skills will often 
determine the culture of the organization. Theoretically, it’s possible to have a group of employees who 
are great technicians, but no one gets along, and the culture of the organization is terrible. On the other 
hand, it would be possible to have a wonderful friendly place to work, but no one would know what they 
are doing and be terrible technicians. This work environment might be fun, but not very efficient. 
 
The author has conducted numerous informal surveys on this question. The following questions are 
asked: 
 

1. When hiring an entry-level clerk for the accounting department, which is most 
important, technical skills or people skills?  

2. Which is easier to train? 
3. For which do we usually hire? 

 
The answers to the questions are interesting. People usually say that people skills are more important, 
technical skills are easier to train, and technical skills are for what we usually hire. Obviously, that logic is 
faulty. If people skills are more important, and technical skills are easier to train, we should hire for people 
skills and train in the technical skills. Why don’t we do that?  
 
Most companies make the mistake of paying too much attention to the technical skills with too little 
emphasis on the people skills. The reason is twofold. First, it’s generally easier to test for technical skills. 
Grades, degrees, and certifications are easily quantifiable. It’s easy to see how much experience a 
person has, what grades she received in school, and if he has passed his CPA exam. It’s much more 
difficult to determine if the person will get along well with the accounting team. Technical skills are more 
easily determined analytically whereas people skills are mostly subjective. Consequently, since it’s easier 
to determine technical skills, we usually place more of the emphasis on that factor. 
 
The other thing is the fear of discrimination and litigation. If we stay completely objective with our 
interviewing and hiring decisions, we feel that we are far less apt to be brought into a job-discrimination 
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lawsuit. So, what do we do? We make our decisions completely objectively and based on technical skills. 
The result, however, is that we often end up with people who don’t get along and are less enthusiastic 
about their jobs, and we end up with a less productive culture.  

C.  Hierarchy of Human Capabilities 
Just as in 1943, Abraham Maslow came out with his, now famous, hierarchy of needs; recently, author 
and consultant Gary Hamel introduced his Hierarchy of Human Capabilities. As we see the following list, 
we can easily see the benefits of having people who would score on the top of the hierarchy.  

1. Obedience -- These people don’t do much extra than the regular work assigned, but it’s 
almost impossible to fire them because they are obedient. 

2. Diligence -- These people probably work a little harder than the obedient because they 
put in a little extra time. Their productivity is high, and you have little room for complaint. 

3. Expertise -- Members of this group are not only obedient and diligent, but also have a 
good feel for the work and must be considered to be very competent at what they do. 
They have the expertise for the job. 

4. Initiative -- This group of people has all of the first three, but they also are the ones who 
seem to always step in when something needs to be done. They don’t just do what they 
are asked, but they have the initiative to move into what they have not been asked to do. 

5. Creative -- This group has all of the above attributes, but they also show a special 
creative spirit. While they are obedient, they are also willing to buck the trend and ask the 
critical questions that are needed for real creativity. 

6. Passion -- This person is at the top of the list. He or she has all of the other skills and 
attitudes, but also has a special passion for the job. If you could have a company of these 
people, you obviously would have a winning organization. But there can be a drawback. 
You have to keep these, and similar people challenged, or they will quickly go elsewhere. 

D.  How to have both 
The obvious secret is to have employees with both people skills and technical skills. It is possible, but not 
necessarily easy. The trick is to recognize the objective and put into place a program to make it happen. 
 
The first part is to determine the objective technical skills needed for the particular job, and then 
determine the benchmarks to make sure of obtaining those objectives. For example, if you want a CPA 
with 10 years of experience and a degree from a top school, stipulate those objectives. Then, do your 
advertising, both internal and external, stating those requirements for the job.  
 
Verification of the technical matter is important, as there has become more and more incidence of résumé 
fraud. In my opinion, that kind of verification cannot be done through an interview but must be 
accomplished through outside means. 
 
Once we have the verified technical skill information, it is time to determine the people skills. This part is 
more difficult. While some have developed some testing instruments for teamwork and personalities, with 
one important exception mentioned below, most of this has to be done through interviewing. Yes, 
interviewing is both time-consuming and expensive, but is crucial if we want to hire the best people. 
 
Descriptions of the habits of the best companies all point out that they take more than the normal time to 
interview and determine that they have the best people who will fit well into the organization. When we 
read about top-rated organizations such as In-N-Out Burger and the Ritz Carlton Hotel organization, we 
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learn that they schedule multiple interviews, having perspective employees meet with many different 
people to get a wide cross-section of opinions. Achieving the top culture requires extensive interviewing 
to make sure that we only hire people who fit into our culture. That kind of extensive interviewing is 
expensive, but many organizations have found that the expense pays off in the long run. 

1.  Group or personal interviews 

Personally, I don’t know that this really matters that much; however, it is important that prospective 
employees interview with the team with which they will be working. If you are the department head, and if 
you believe that only you should interview the employee, you are probably making a large mistake. Sure, 
your opinion is important, but the others in the department will probably have a better idea if the person 
will fit well with the group. 
 
If you are going to have others in the interview process, they must be trained well to be sure that they 
don’t ask questions that could open the organization to potential litigation; however, that isn’t really that 
difficult to achieve by requiring that people stick with approved questions. 

2.  Interview questions 

Developing interview questions that test for attitude is tricky, but by no means impossible. There is an 
excellent book in print by Mark Murphy called Hiring for Attitude. Murphy suggests a multi-step process 
that I will summarize here. 

a. Determine the trait that you want. You will probably want several attitude-related traits 
in your employees. Such things as desire to learn, creativity, cooperation, honesty, and 
many others will all fill out the list. For this step, make a list of the most important traits, 
and perhaps even put that list in the order of importance. 

b. Develop an interview question that seeks to determine that trait. In this step, write 
down a question that you think will give you a good idea of whether that person fulfills 
that particular trait. For example, if you are seeking a person who enjoys working on 
teams, then you might ask a question like, “Tell us about a time when you were 
particularly stumped for the right answer to a problem. How did you go about finding the 
answer?” 

c. Determine how you will grade the answer. One of the reasons why attorneys often 
don’t want us to interview for attitude is that the interview process is primarily subjective, 
and that leaves the organization open to discrimination lawsuits. In my opinion (I’m not a 
lawyer, so don’t consider this legal advice), you have less risk of such suits if you 
objectively evaluate the answers to the questions. For this reason, I would suggest that 
you determine ahead of time the answer you want, and then immediately following the 
question, rate the answer on a scale of 1-5 or 1-10. If you do that equally for each 
applicant and be sure to ask each applicant the same questions, you will be working 
toward turning a subjective process into more of an objective process. 

3.  Case studies used in interviewing 

A very effective way to determine how a person would handle a situation is to present them with a case 
study and ask them for their reaction. The reactions can be answered either in written or verbal format 
while telling the company a lot about the person. Personally, I love case studies and like to have the 
prospective employee answer both in writing and verbally for different case studies. Not only can we get a 
good understanding of how the applicants would handle a situation, but we also learn how well they 
express themselves either in writing or verbally. 
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Use the same process in determining the “right” answer for a case study as you did for interview 
questions. Determine the answer you want ahead of time and then rank the answers on some kind of 
scale. 

III.  Exercise 3-1 
Assume you are the controller of an organization and team leader of the accounting department. You are 
seeking another person in the department who will be in an entry-level position to handle any assigned 
task. You have written the following case study to help with the interview. Each applicant will read the 
case study and then answer what they would do in the particular situation. 
 
Here is the case study, including the answer choices. Consider the case study and what each of the 
possible answers says about the applicants. 
 

Accounts Payable Case Study 
 
You are the accounts payable clerk for a relatively large organization. Your job is to pay the accounts as 
you receive them. They have already been approved, so approval is not your job. Many of the accounts 
you pay come as expense reimbursement requests from the sales department. In such cases, all you 
have to do is to double check and make sure that the requests have been approved by the head of 
accounting and also the sales manager. If those approvals are on the request, your instructions are to 
pay the request. 
 
One day you get a request that seems familiar. Because you are curious, you check in the file and find 
that the same salesperson submitted a request last month listing the same customer, at the same 
restaurant, and for exactly the same amount. The only difference is that the backup to the request this 
month was a credit card receipt and last month it was the restaurant receipt.  
 
 
Please select which of the following choices you would pick: 
 
1. Do nothing. Your instructions are to pay the invoice, not to approve it. 
 
2. Go to the salesman and alert him that he probably made a mistake. 
 
3. Go to your boss and ask her what to do. 
 
4. Go to the sales manager and report a possible fraud. 
 

IV.  Job descriptions and salary ranges 
Job descriptions and salary ranges have often been seen as a crucial part of any company’s HR policy. 
The job descriptions tell the employee what is expected, and the salary ranges ensure equality and 
fairness in salary administration. However, more and more companies are seeing the detrimental effects 
of both systems and are designing creative ways to achieve good communications and fairness in some 
other way. 
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We have all heard stories about employees saying, “It’s not in my job description,” when asked to do 
something. The obvious way to correct that problem is to include some line in the descriptions like, “…and 
everything else asked to do by the supervisor.” Theoretically that line works, but it then does away with 
the desire to narrowly define the position duties. 
 
What more and more companies are doing today is to be sure to have goal-oriented rather than task-
oriented job descriptions. For example, one aspect of the job description for the head of accounting might 
be: 
 
“Monthly prepare a balance sheet, income statement, and flow of funds statement by the 10th of the 
month and present to the board of directors.”  
 
Another similar job description might say, “Keep the board of directors informed about the financial 
condition of the company.”  
 
If you saw these two job descriptions in two different companies, for which would you rather work? When 
asked this question in seminars, I overwhelmingly get the answer that people would rather work for the 
company having the latter description. Why? Because it indicates more flexibility giving the employee 
more latitude on how he or she would fulfill the requirement. 
 
Some companies, such as Edward Jones and Company, have done away with traditional job descriptions 
and created what they call “responsibility statements.” These are mutual agreements between the 
employee and company where both agree upon the goals and the ways that the attainment of those goals 
will be measured. With this system, the company finds that the employee feels more in control of his or 
her situation and therefore, is more motivated to achieve the objectives.  
 
We are seeing a major trend in this area where employees are having more of a say in what they 
accomplish, how the goals are accomplished, and how they will be measured. Later we will discuss 
“autonomy” as an important aspect of motivation. This trend in job descriptions is clearly a step in that 
direction. 
 
Salary ranges are similarly evolving. Set up to have what is considered to be fair pay, salary ranges have 
created some real problems in companies who are trying to become more flexible and creative in their 
methods of salary management. The term, “broad banding,” was coined several years ago and simply 
means doing away with so many different salary ranges and making each range much wider. In this way, 
the organization has much more flexibility in salary administration. 
 
Where traditional salary ranges may have a 40-percent difference between the high and low of a range, 
broadband ranges may have as much as a 100-percent difference. Obviously, this flexibility allows 
managers much more latitude in rewarding top performing employees; however, it also gives the same 
managers the opportunity to misuse the system and reward some employees out of line. These trends of 
both more flexible job descriptions and salary ranges fit in well with the trend to have flatter and less 
bureaucratic organizations. 
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V.  Understanding and the importance of EQ 
Similar to IQ, standing for a person’s intelligence quotient, EQ has become an important measurement for 
how well an individual might fit in with the organization. EQ stands for “emotional quotient,” and generally 
is meant to describe how intelligent a person is with respect to handling both his and another’s emotions. 
 
Let’s face it. Some people just seem to be smarter with respect to how to handle emotions and others 
seems to be totally “out to lunch” in this area. The end result is that the higher-EQ people tend to be 
easier with which to get along, and the others don’t seem to care how well they get along with others. 
When most of the employees worked alone, and only had to be productive, EQ was not as important. 
Now we need our employees to work in collaborative groups and therefore, to get along with others. This 
is a skill, and theoretically, can be measured in the form of EQ. There are four attributes to EQ as follows. 

A.  Self-awareness 
You recognize your own emotions and how they affect your thoughts and behavior, know your strengths 
and weaknesses, and have self-confidence. 

B.  Self-management  
You are able to control impulsive feelings and behaviors, manage your emotions in healthy ways, take 
initiative, follow through on commitments, and adapt to changing circumstances. 

C.  Social awareness  
You can understand the emotions, needs, and concerns of other people; pick up on emotional cues; feel 
comfortable socially; and recognize the power dynamics in a group or organization. 

D.  Relationship management  
You know how to develop and maintain good relationships, communicate clearly, inspire and influence 
others, work well in a team, and manage conflict. 
 
Clearly, looking at these aspects of EQ, we can see that being better at these four things will make us 
more successful in life, and especially within the work environment.  

VI.  Understanding ourselves and others 
One of the best psychological models explaining how EQ can work is the SOCIAL STYLE Model, 
developed by the Tracom Group from Denver, Colorado.  
 
The following material is developed from their work and is used with permission. 
 
Many years ago noted psychologist Carl Jung did pioneering work on personalities, and since then, many 
others have continued his work giving us valuable tools to help us better understand our fellow and future 
workers. 

A.  Basics of the model 
The model starts with a basic understanding that we can all observe the behaviors of individuals. From 
that observation, we can predict their behavioral style. Once we make that prediction, we better 
understand them, and can further predict how they might behave in certain situations.  
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The process is simple: 
• Observe behavior; 
• Predict SOCIAL STYLE; 
• Predict how people will react in certain situations. 

 
According to the SOCIAL STYLE Model, everyone can be measured on two separate and different 
scales, Assertiveness and Responsiveness. 

B.  Different -- not either wrong or better 
As we discuss the SOCIAL STYLES of individuals, it is crucial that we recognize that one style is not 
better than another – it is just different. Both my wife, Carroll, and I have been tested under the model, 
and I have used it in my consulting practice for over 30 years. I can honestly testify to you that what I 
have learned has probably had more to do with the fact that we have been happily married for over 50 
years than almost anything else.  
 
Prior to my learning about the model, I used to think that the things that she did were “wrong,” and I 
should show her the “right” way to behave. She also would think that the things that I did were “wrong” 
and try and change me. After we both learned the model and more about our own SOCIAL STYLES, I 
learned that her behavior was not “wrong,” but just typical of Amiable behavior. She, on the other hand, 
learned that my behavior was not necessarily wrong, but typical of a Driving Style. As we present the 
SOCIAL STYLE Model in the following pages, you will have a better understanding of what we learned 
and how you can use the skills in both the workplace and in your personal lives. 
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1.  Assertiveness 

I have found that the easiest way to understand the Assertiveness continuum is that it is mostly about 
speed. Assertive people tend to do things faster. They move faster, talk faster, make decisions faster, and 
generally do almost everything a little faster. Regarding speech, they not only talk faster, but they 
probably also talk louder and more.  
 
When we see that speed is the key to Assertiveness, we can go to a public place and watch groups 
interact. I love to watch small groups in an airport and try and pick out the more ‘Tell’ Assertive people in 
the group. They are usually the ones talking faster and getting more of the “airtime.” Others are doing 
more of the listening, thinking, and reacting slower. These are the more ‘Ask’ Assertive people. Neither 
end of the continuum is wrong -- they’re just different. 

2.  Responsiveness 
The other continuum on which we can all be observed and measured is Responsiveness. This is a little 
more subtle, but still relatively easy to see. We all feel emotions equally, but some of us tend to show our 
emotions, whereas, others tend to control their emotions. The ones who show are said to “emote,” 
whereas, others tend to “control.” While not always the case, people who tend to show their emotions are 
often called “people” people, and the ones who tend to control their emotions are said to be more “fact” or 
“task” people. Again, neither is right or wrong -- just different. 
 
The easiest way to determine on which end of the Responsiveness continuum someone might reside is to 
watch the face. Some of us will quickly show our emotions through facial expressions; others are far more 
difficult to read. Other indicators of “emote” people are talking with their hands, more flamboyant dress, 
and anything else about them that shows what they are feeling. Again, like anything else, being on one 
end or the other of this continuum is not right or wrong – it is just different. 
 
Next time you are in a public setting, watch groups. Look for the ones who are showing emotion, and the 
ones that are controlling their feelings. You will find it relatively easy to determine. 

C.  Put the continuums together 
The SOCIAL STYLE Model takes the Assertiveness continuum and places it on the horizontal scale and 
places the Responsiveness continuum on the vertical plane creating the model, giving us the four 
quadrants of Driving, Expressive, Analytical, and Amiable styles. 

D.  Details of the four SOCIAL STYLES 

1.  Driving style 

The person with the Driving Style, is on the right side of the Assertiveness continuum and the upper end 
of the Responsiveness continuum. He or she tends to make fast decisions based on facts. How many 
facts? Only enough to make the decision. This person loves productivity and seems to be always doing 
something. The person doesn’t like delays but will tolerate them if given a way to remain productive.  
 
One of my favorite ways to describe the Driving Style person is that he or she probably has at least one 
or two cell phones going all the time. If caught in a traffic jam, the person won’t necessarily get too 
frustrated, but will find a way to utilize the time by making some phone calls or answering emails on the 
smart phone. I would have to guess that the smart phone manufacturers have to sell more to this Style. 
 



surgentcpe.com / info@surgent.com 3-11 Copyright © 2022 Surgent McCoy CPE, LLC – TCF4/22/V1 

Working with people is a bit of a challenge for the Driving Style, but actually this person is a good 
delegator. Because efficiency is important, delegation is often the road to that efficiency. The biggest 
challenge for this person, however, will be spending the necessary time to nurture the rest of the team. 
 
The Driving Style will often embrace the new-style organization because of its efficiency; however, he or 
she might have a more difficult time embracing some of the team and collaborative things needed for the 
new organization to work well. 
 
The greatest need of the Driving Style is results. 

2.  Expressive personality style 

The Expressive is as assertive as the Driving style but is more of a “people” person and shows much 
more emotion. I often describe this person as the “cheerleader” of the group. The person loves to do team 
and group activities and has a great ability to stimulate team behavior. The Expressive tends to be a fast 
decision maker with much of the decision based on gut feelings. This Style tends to have great intuition. 
 
Similar to the Driving, the Expressive will not like delays. But he or she will be more apt to personalize the 
delays and strike out at the person causing them. If the Expressive is caught in a traffic jam, he or she is 
more apt to be looking for the car that caused the mess. 
 
Because the Expressive is both highly productive and loves to work with people, he or she often finds 
himself or herself in a marketing or sales role; although, we need to avoid stereotyping and understand 
that someone from any of the SOCIAL STYLES can be successful in sales. It’s just that the selling will 
often be done in a different manner. 
 
The Expressive loves to do “fun” things but can easily postpone or even procrastinate the things that are 
not fitting within the normal behavior. That is probably the greatest reason why Expressive salespeople 
will so often be late in handing in expense reports. They are not fun! 
 
The greatest need of the Expressive is personal approval.  

3.  Analytical style 
This person is ‘Ask’ Assertive, and also controls emotions. He or she is very fact-oriented, loves to 
analyze things, and often enjoys history. The person tends to be a slow decision maker based on facts. In 
fact, this person wants all of the facts. When making a presentation to the Analytical, be sure to have all 
of the details because you will need them. 
 
The person can often tend to be a perfectionist and is seen by all as extremely competent. Work is 
generally completed very well because the Analytical will take the time to make sure it is right. Delays 
don’t really bother the Analytical too much since they are often necessary for things to be right. 
 
Working with people can be a challenge for the Analytical because he or she wants things to be done 
correctly. Consequently, the person will often do it himself or herself. The Analytical can often have a 
problem with the new-style organization due to his or her Style. The new-type organization tends toward 
more risk management and less risk avoidance. The Analytical tends to be less of a risk taker because of 
the desire to have things correct.  
 
The greatest need of the Analytical is to have things right. 
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4.  Amiable style 

I take pride in being an expert on this SOCIAL STYLE. Not because I am one, but because I have been 
married to one for a long time. Trust me; do not get this style wrong. Often people see it as a more 
subdued style because it is both ‘Ask’ Assertive and tends to be very people oriented. But, don’t kid 
yourself – this person is very strong in a unique and non-combative way. The Amiable will go with the flow 
on the surface issues but dig in his or her heels with the important things. 
 
This person is very easygoing, loves to work with people, and is very cooperative on a team. He or she 
will volunteer often, but sometimes have trouble saying no. The Amiable is relatively slow to make 
decisions and will make them with gut feelings. Intuition is very high. 
 
Delays are generally not a problem for the Amiable, especially if they are caused because of relationships 
and dealing with people. After all, to the Amiable, people come first. 
 
The primary need of the Amiable is personal security. 

E.  Versatility, the key to success 
According to the SOCIAL STYLE Model, the word Versatility has a very important definition. It is the 
ability of an individual to reduce the tensions in others. Essentially, that means the ability to play in the 
court of others or adapt his or her behavior to effectively accomplish tasks. For example, an Expressive 
salesperson might normally approach a prospect in a relatively aggressive and strong manner. But, the 
highly versatile salesperson might see that the prospect is an Amiable, and therefore, proceed slower and 
win the prospect over with trust before trying to close the sale. 
 
The concept of the model is that there is no right or wrong with styles, and people can be equally 
successful in life and business from any of the quadrants. Versatility, however, is a different matter. There 
is a correlation with success. The person who has skills of reading people and shaping behavior to appeal 
to their style will tend to be more successful in accomplishing tasks.  
 
Therefore, the best way to practice versatility is to understand the quadrants, what the people want and 
need, and how to adapt one’s behavior to better get along. This is especially true with the new-style 
organization that recognizes the importance of employees and makes every effort to improve the 
organization by improving relationships. 

F.  SOCIAL STYLE and EQ 
Understanding about ourselves, others, and how both we and others react is both the key to Versatility 
and also the key to EQ. In fact, in my opinion, EQ and Versatility are synonymous. We can have greater 
EQ when we better understand the aspects of SOCIAL STYLE.  

G.  How to know if you have achieved your mission? 
Over the past several years, more companies are taking notice of the difficulty of hiring the best 
employees and are consequently becoming more aggressive in their attempts to be recognized as a 
preferred place to work. Consequently, we are seeing more surveys on both a national and local level 
where newspapers and magazines are publishing lists of organizations that are considered to be some of 
the best places to work.  
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Being known as a preferred employer in your particular market is important primarily because it will help 
you get a better class of employee at a better price. It’s just like any other kind of marketing. If you have 
the reputation of having a good product, you will benefit from the reputation regardless of the real quality 
of the product. It’s the same thing about employment. If you have the reputation of being a good place to 
work, you will have an advantage over those companies who might not be on the list. 
 
Using the example of airlines again, Southwest Airlines shows up as the best airline for which to work on 
the list compiled by Glassceiling.com. Does that mean that they are necessarily better than the others as 
an employer? No, but I can guarantee that they have an advantage in hiring because of the designation. 
Another prominent list is the “100 Best Places to Work” List, published annually by Fortune magazine and 
compiled by Greatplacestowork.com. One criticism of that list is that to appear the organization has to 
make an application. Therefore, it can be argued that there are some very good places to work that do 
not show up on the list. I’m not about to say, but I can say that the companies that do show up on the 
Fortune list are certainly great places to work, are creative about their management systems, and attract 
a high-quality caliber employee.  
 
You might easily ask the question if it is worth it to be on such a list. After all, to make that cut you 
probably have to have high salaries, great fringes, and many other things that cost money. Obviously, the 
answer takes a lot of analysis to determine the return on the investment. On one side represent the 
expenses for providing those services. On the other side is the competitive advantage obtained from 
being on the list. Having an easier time hiring better people is a cost savings as are the benefits from 
having a lower employee turnover rate. Yet, those fringes and management systems to get on the list 
represent a cost. Financial analysts should have a reasonably easy time determining the trade-offs. 
 
One of the keys is to do things that will accrue points toward being higher on the list without spending a 
lot of money. Surprisingly, that’s really not that hard. The best companies usually have cultures where 
employees are happier, and those cultures are obtained because of better motivational systems. We will 
see that later when talking about how people are motivated. The key is to find ways to have happier 
employees without spending a lot of money. It is possible. 

VII.  Activity 3-1 

A.  Situation 
Tom Smith was recently hired as the controller/CFO of a small, family-owned company that manufactures 
a specialty product for the construction industry. Tom was recommended by the company’s banker for 
this position and was told by the banker that the company needed a lot of help in the back office. In fact, 
the banker had told the owner that a financial person was a requirement for the bank to increase the line 
of credit. 
 
The company has been quite profitable and has nicely survived the construction downturn; however, after 
close inspection Tom quickly knew that he had his work cut out for himself straightening out the back 
office.  
 
One of the first things Tom saw was that the company apparently had no serious policy about travel and 
entertainment expenses. While the salespeople and executives would turn in sheets and some receipts 
for reimbursement, there seemed to be no organized system. There was no form – with most of the 
requests for reimbursement written on yellow pads and then submitted to accounting. Some had receipts 
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for expenses as small as $1.00, while other requests were missing receipts for large dinners costing over 
$200.  
 
Tom reports directly to the CEO, Susan Tompkins. She is a relative to the ownership family, but the only 
one in management.  

B.  Assignment 
Your job is to present Susan with a case for a T&E expense policy including a form. You know that there 
are many good reasons for such a policy and form, including increasing profit and legal compliance. 
Additionally, you have been informed that Susan is in a specific SOCIAL STYLE Model group. She will be 
a Driver, Expressive, Analytic, or Amiable. (Randomly select one for this exercise.) 
 
Based on that social style, your job is to answer the following three questions: 
 

1. What is the primary argument you will use to convince Susan to adopt your policy? 
 
 
 
2. List some of the things that you would include in the policy. 
 
 
 
3. Briefly describe the look of the form you will design. 

 
 
 
Remember to answer these questions based on Susan’s social style. 
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Trends in Employee Motivation 
Learning objectives 

Upon completing this chapter, the reader will be able to: 
 • Determine what causes employees to be motivated; 
 • Understand how to structure an incentive system; 
 • See how to organize the department for productivity; and 
 • Discuss what to do with a problem employee. 

I.  Understanding employee motivation 
A traditional understanding of employee management is with the old “carrot and stick” system. The carrot 
is money, and the stick is unemployment. If you do well, I will pay you more, and if you don’t do well, then 
I will fire you. The system is based on fear, and we are now finding that it doesn’t work very well. 
 
More recently, leaders have found through vast amounts of research that people are motivated by many 
things. We will now look at some of these other aspects of motivation, how they may apply to our 
organizations, and how they might be changing. An important source for much of this chapter is one of 
the best books on employee motivation written in many years. That book is Drive, by Daniel Pink.  

A.  Monetary compensation 
In our capitalistic system, salary or money is still the most popular method of employee motivation; 
however, for many of the worker classes, it has been found to be far less effective. Studies have 
discovered that, at the lower salary levels and entry-level positions, money is still probably the best 
motivator. However, at the higher ranges and most jobs above the entry level, there are other non-
financial motivators that have been found to be more effective. 
 
The reason why money is most important at the lowest levels is for two reasons. First, the most basic 
necessities must be satisfied before a person can be terribly concerned about some of the other aspects 
of life. You have to eat and be clothed before you are going to be overly concerned about our personal 
freedom. As Abraham Maslow postulated with his famous “hierarchy of needs,” you have to take care of 
the basics before a person can be overly concerned about some of the other aspects of life. 
 
The other reason why money is such an important motivator for the lower positions is that they often 
require less creativity, thinking, and are usually more boring. There is far less thinking with these jobs, 
and far more repetition.  
 
In the accounting department, we are finding fewer of these jobs around – most of them have either been 
automated or shipped offshore to places of lower cost wages. What we are left with are the jobs requiring 
more creativity and more thinking. Consequently, we need to understand how these employees want to 
be motivated. 

1.  Compensation and fairness 

While compensation may not be a motivator at the higher levels, it is certainly a de-motivator if it is seen 
as unfair. The problem is that fairness is such a nebulous word, meaning different things to different 
people. Some think that compensation is fair when all people are paid the same amount if they have the 
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same seniority or education level. Others think that fairness has nothing to do with seniority or education 
level but should only be determined by the output and productivity of the individual. Which is “fair?” 
 

Questions to ponder: 

If your boss were to tell you that you were to receive a 15-percent raise for next year, would you 
be happy with that increase?  
 
If you later found out that the majority of your peers were receiving a raise for next year of 20 
percent, would you still be happy? 
 
I have done this little exercise in my classes many times and always get the same result. Most 
people are totally happy with the 15-percent raise until they find out that their peers are receiving 
more. Consequently, this proves the point that most people aren’t really motivated by the money; 
rather, they are more motivated by how well the company thinks of them, and the proof of those 
thoughts are proven by the amount of the raise. Thus, fairness is a larger motivator than the 
funds. 

2.  Compensation and motivation 

When determining your compensation system, it’s important to make sure that you are motivating the 
right things and not motivating the wrong things. That’s obvious, but unfortunately, many organizations do 
it. Allow me to give you some examples. Let’s say that you are compensating hourly workers in tasks that 
directly lead to the productivity of the firm. If you are paying them to put in a fixed amount of time with no 
additional bonus for productivity, they are actually being incented to be non-productive. After all, if they 
can work slower, and therefore need more time to get the job done, they will need to put in overtime and 
gain the reward for the extra time at the overtime rate. For that reason, you need to have supervisory staff 
to make sure that the people work hard. 
 
But what if you added a bonus for greater efficiency or somehow paid them for the work being done 
rather than the time being spent? Then, they would be incented to work faster and be more productive. 
You might even save money because you might not need the supervisory staff and thus save even more 
money. So, a key question has to be how you will accomplish your motivation with monetary 
compensation. 

B.  Autonomy 
We have found that employees today want to have more to say about their own destiny, their jobs, and 
how they do the jobs. In short, they want to be able to use their own creativity in finding out the best way 
to accomplish the task. We refer to this as autonomy. 
 
There are a lot of different ways that people exercise their autonomy, and companies are finding new 
ways every day. Probably one of the most significant ways is to evaluate for what we pay people. Do we 
pay them to do work, or do we pay them to put in time? The obvious answer is that we pay them to do 
work, but I would question that. In fact, since we are paying them to put in a particular amount of time, we 
are really paying them to put in time. Naturally, we would like to think that they are working while they are 
putting in the time, but that may not be the case. That is why, in many situations, we have to hire 
supervisors who are paid to make sure that the workers work while they are putting in the time. 
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Ask yourself a simple question. “What would happen if we paid people for the work they did, and not the 
time they put in?” Then, if they were finished with their work, they would be free to do some other work, 
play, go home, or anything they wanted. After all, they did the work for which they were paid, and 
therefore, as employers, we should be happy. 
 
Such an idea is considered to be quite radical to most but is being tried in more and more companies 
today. More and more companies are discovering ways to pay for work and then trust the worker to find 
the best way, the best time, and the best detailed method of accomplishing the task. Allowing the 
employee this freedom to think for herself is actually giving autonomy – a prized way of motivation. 
 
We hear of companies like Google, which is at the top of the Fortune magazine list of the best places to 
work, who have rooms to take a nap, game rooms, and even company-sponsored massages for the 
employees. Why would a company ever want to have a place for employees to play games instead of 
working? The answer is simple. They pay their employees to do work, and not to put in time. 
Consequently, they really don’t care what they do with their time as long as the work gets done. If they 
want to take a nap, play a game, or take a massage break in between projects, that’s up to them. After 
all, only the work is measured – not the time.  
 
Google is certainly at the top of the list of companies that have learned how to motivate using autonomy 
and how to pay for work and not time. Other, possibly less drastic ways include job-sharing, flextime, 
flexible hours, and similar programs. All of those ideas have one thing in common – they are based on the 
idea of paying for work, and not time. 
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I would suggest to you that this this is possibly the most important change that we have learned from the 
pandemic. Many organizations have had no work-at-home programs, didn’t have the computer ability, 
really didn’t want to allow it, and the culture was against it. Suddenly, it was thrust upon them, and they 
had to adapt if they wanted to stay open. Consequently, the IT staff met the challenge, and management 
discovered that employees could and would work efficiently from home. Most importantly, many 
employees enjoyed the greater freedom from the exercise, and will no longer be willing to work a “normal” 
9 to 5 job in an office. They have enjoyed autonomy. 
 
I am not saying that this is for everyone. Many have hated being at home balancing young children not 
being in school, helping the older children with schoolwork, and making constant Zoom calls with team 
members. They certainly can’t wait for the children to be back in school, and often are looking forward to 
the social interactions at the office. 
 
Moreover, many organizations have found the system to be better. The major retailer, REI, had just build 
a new campus in Belleview, Washington, only to put it on the market when they found that having people 
work from home actually improved the organization. While I don’t pretend that this has been a scientific 
study, over the past year as I have conducted seminars in a “virtual” format, I have consistently asked a 
key question, “has having employees work from home caused your department to be more or less 
efficient?” At the beginning of the pandemic, it was probably 70% reporting that it had hurt efficiency. 
Now, it has moved past 50% saying that the change has improved efficiency, and the number is clearly 
rising.  
 
We have learned that autonomy is a very important motivator, and I believe that many organizations will 
never go back to the old system. Obviously, working from home or with more autonomy will never work in 
all situations, but I can guarantee you that many organizations have found that it can be made to work in 
ways that were never before deemed possible. 
 
Another important aspect of autonomy is giving the employee the opportunity to experiment, make 
mistakes, and learn from those mistakes. Autonomy is the exact opposite of micromanagement. 
Organizations and bosses, who are unwilling to take risk and refuse to allow employees to mess up, are 
organizations that have little autonomy and generally relatively unhappy employees. Creative people 
especially don’t want to work for these organizations because they aren’t given the opportunity to learn. 
Think about it – what fun is it to have everything told to you without any opportunity for creative problem 
solving? This is not a job I would want, and it certainly isn’t one that allows autonomy. 

1.  Exercise 4-1 
Take a few minutes and make a list of some ways that you could allow more autonomy in your 
department. 

C.  Mastery 
Another important non-financial way to motivate is mastery. This is the life-long learning desire that is 
inherent in most people. Naturally, we want to learn. We want to master different subjects, and we want to 
be constantly improving. Some jobs seem to encourage learning more than others. While most bosses 
would say that they want their employees to learn to do their jobs better and even learn to grow into a 
more difficult job, some organizations do not actually foster and encourage learning.  
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Ask yourself, does your organization encourage learning? Does it offer incentives and opportunities for 
people to take courses, read books, and otherwise improve themselves. When I went into the job market, 
banks regularly offered to pay for graduate school for their employees as part of the fringe benefit 
program. Some paid for the entire program including books, others only paid for higher grades, and 
others paid only a portion of the tuition. The point was that they encouraged their people to continue their 
education. 
 
Today, education is both more expensive but also filled with more options. Now, it is possible to take 
many courses and even receive credit for online courses. Some of those courses are even far less 
expensive and even free. 
 
Creativity is an interesting aspect of work that transcends both autonomy and mastery and has a lot to do 
with how engaged people are in their jobs. If we think about some of the best jobs we have had in our 
careers, we will usually list jobs where we were asked to be the most creative in finding solutions to 
problems. Thus, creativity correlates well with engagement, requires a degree of autonomy, and satisfies 
our desire for mastery. 
 

Question to ponder: 

What are some of the things your company or your department can do to encourage mastery? 

D.  Relevance 
Relevance simply asks the question, does my work matter to society? In the old-style organization, the 
company really didn’t care what employees felt regarding the importance of their work. Today, however, 
employees are more sophisticated and want to know that their work matters to their fellow man. Most 
want to work for a company that produces a product of service that benefits mankind and does something 
to improve society. 
 
In addition, they also appreciate the opportunity to personally do something to benefit society. 
Fortunately, we live in a country that highly values generosity. Consequently, many people want to give of 
their time and talents in addition to some of their available money.  
 
Smart companies today use this important motivational aspect in creative ways for the benefit of the 
company, the employee, and society. They encourage employees to volunteer for projects, and even 
make company time and resources available for such projects. These companies have been pro-active in 
encouraging employee volunteerism, donating corporate funds to projects, making employee time 
available for the volunteer work, and capitalizing on the project through smart public relations. In these 
cases, the employee wins, the company wins, the charity wins, and society wins. 
 
Following is a Facebook post by Southwest Airlines about some of the charitable work done by their 
employees. 
 

Today, a child received the chilling diagnosis of a life-threatening disease. Can you imagine 
facing this battle with your child, knowing that they may never win? The outcome is 
incomprehensible; the solution unknown. You would do anything to give your child a fighting 
chance. But what if the best treatment for your child is across the country? How do you afford the 
travel or find a place to stay? How do you find hope when you are simply fighting for another day? 
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These families are facing what may be the most challenging time of their lives, and, at such a 
time, the Ronald McDonald House (RMH) provides what they need most—a place to call home. 
For little or no cost, Ronald McDonald House provides families a place to stay near the hospital 
where their child is receiving medical attention.  

Not only does Ronald McDonald House provide a home away from home, it also provides three 
warm meals a day often provided by caring members of the community. Each month, Southwest 
Employees across the system are those caring members of the community, giving their time to 
create and share a meal with RMH families. From shopping for the groceries to preparing the 
food and sharing the meals together, our Employees are involved every step of the way, 
displaying the Servant’s Hearts that have always set us apart. I am proud to work for a Company 
that has supported Ronald McDonald House charities for 27 years. 

I served my first meal at the Ronald McDonald House ten years ago, and since then have had the 
privilege of sharing my passion with our Company. As a member of the Teams who do 
Community Outreach for Southwest, I not only manage our partnership with Ronald McDonald 
House, but also plan the LUV Classic, our annual golf tournament that has raised more than $13 
million benefitting Ronald McDonald Charities for nearly three decades. This year’s LUV Classic 
will be held on Friday, October 5—stay tuned for more details on how to get involved! 

If you haven’t had the opportunity to provide a meal to those who need it most, I would encourage 
you to get involved. If you are interested in volunteering, please contact your local Ronald 
McDonald House by visiting www.rmhc.org. 

 
Question to ponder: 

Does your company encourage volunteer participation by employees? Should it? 

1.  Exercise 4-2 

Consider the four types of employee motivation: money, autonomy, mastery, and relevance. Now 
consider a middle-level person in the accounting department. Of those four aspects of motivation, what is 
probably the most important for that employee?  

E.  Compensation and culture 
Different cultures treat both monetary and non-monetary compensation very differently. As with all 
aspects of culture, as we learned earlier, nothing is true 100 percent of the time; however, the following is 
generally true. In power cultures, the monetary compensation system is usually up to the boss. It tends to 
be somewhat disorganized and usually favors who the boss likes for whatever reason. People in the “in” 
group are usually compensated better and are given more non-monetary compensation than those who 
are not in as much favor with the boss. In the power culture people are generally paid on the basis of 
contribution, which is what we often call a “meritocracy.” But the boss may be the one who determines the 
amount of contribution rather than basing it on some objective measurement. 
 
The role culture usually compensates based on “time-in-grade.” This type of system rewards people for 
being in the organization longer and having a higher level of education or rank. An excellent example of 
this system is in education, where teachers are usually paid on a step system based on seniority and 
education. Often union work is paid on this kind of system. Role cultures have relatively little non-
monetary compensation -- such as autonomy -- since they are very rule-based. 
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Task cultures often compensate using methods exactly opposite the role cultures. These organizations 
have a lot of meritocracy compensation; however, unlike in the power culture, the amount is more often 
set by objective measurements. In addition, these cultures have a lot of non-monetary compensation -- 
especially autonomy.  
 
The compensation question is one of the most important that the organization has to address. How will 
we compensate our employees? The following short case study is an example of such a discussion. 

1.  Case study 4-1 

Two women work in the same department for the same organization. Susan is 46 years old, has had 15 
years’ experience in the organization, and has a master’s degree. She would be rated a “good” employee; 
however, sometimes fellow employees complain about her negative attitude. Her immediate supervisor 
says that she does an adequate job, but seldom volunteers for additional responsibility or work. 
 
Ann has essentially the same job as Susan. She is 30 years old, has an undergraduate degree, and has 
seven years’ experience with the organization. She would be described as an “excellent” employee with 
great support from everyone on the staff. They especially enjoy her positive attitude and willingness to 
pitch in and help. Her immediate supervisor praises her attitude as well as her productivity. 
In your opinion, who should be making a higher total compensation? How would you describe “fair” salary 
administration in this situation? 

II.  Gain share and incentive systems 
Systems designed to reward employees for contributing to the profitability of the organization actually 
combine several of the motivational techniques. Certainly, they are based on financial rewards, but they 
also allow the employee to see the direct results of his or her contribution and in that way, appeal to 
autonomy. The programs also relate back to the relevance issue since the employee can see how his or 
her efforts make a difference. 
 
Surveys show that almost 60 percent of the most significant recognition techniques cost very little money. 
But they are important because they telegraph to the employee a very important message: 
 

What I do counts! 
 
With gain share and incentive systems the meaning is more important than the money. Simple things like 
cards of thanks, concern, and similar gestures say to the employee that the organization considers him or 
her an individual who is important to the organization.  
 
Many good organizations purposely budget an amount that is set aside for department incentive systems 
at the discretion of the department head. This serves both as an autonomy incentive for the department 
head, but also as a bonus for the employee. Naturally, to do this the company has to trust the integrity of 
the department head to use the funds in a fair and equitable manner. Some companies have that level of 
trust; others do not. 

A.  Gain share case study 
The Last Manufacturing Company has an accounting department consisting of five employees. The 
company has total sales of $20,000,000 and the accounting department has direct expenses of $300,000. 
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As of now, the accounting department is an expense department, but to make it into a profit center only 
requires giving it income. If we determine to give it an amount of income that will directly cover its 
expenses, we could give it 1.5% of company sales. Using sales as a way to give the department income 
is fair since the accounting department serves the entire company. 
 
The first column of the attached worksheet shows that situation with the accounting department making 
0% profit, and therefore the employees not receiving any bonus for any profit. 
 
Now, let’s say that the company grows in sales by 20% next year, but through good conservative effort, 
the accounting department is able to support the growth with only a 10% growth in expenses. Then, by 
keeping the income percentage the same for the department, it would obviously make a profit of $30,000. 
If the gain share system specified that the employees get 10% of the gain, they would get $3,000 and that 
would be divided by the 5 employees with each receiving $600. 
 
One might say that people wouldn’t really change behavior for only $600 per year, but others say that 
they would, since accounting department people generally have not received a bonus based on 
efficiency. 
 
Now, let’s say that one of the employees, Harry, is going to retire. Let’s also say that he has been around 
a while, is 70 years old, and is far less than totally productive. In a normal situation, the other employees 
will immediately be talking to the boss about who will replace Harry since no one wants additional work 
required to cover Harry’s share of the department labor. 
 
But, under the new gain sharing system, we will often see a different attitude. The employees are not 
stupid. They quickly see that if they can eliminate Harry’s salary and benefits, which we can assume 
amount to $50,000, the expenses will be lower, the department profit higher, the bonus pool higher, and 
the pool will be shared by one less person. The results are shown in the third column.  
 
 

 A B C 
Company sales  20,000,000   24,000,000   24,000,000  

    
Accounting dept. direct expenses  300,000   330,000   330,000  
Number of employees  5   5   4  
Average salary  50,000   50,000   50,000  

    
Income percent for accounting 1.50% 1.50% 1.50% 
Department income  300,000   360,000   360,000  
Department expenses  300,000   330,000   280,000  
Department profit  -   30,000   80,000  
Employee share % 10% 10% 10% 
Employee share  -   3,000   8,000  
Each employee share   600   2,000  
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III.  Empowerment 
Empowerment is defined as the giving or delegation of power or authority. When we empower an 
employee, we give him or her the power to get the job done. When we fail to empower the employee, we 
generally put the employee under severe frustration since they have the responsibility for the work, but 
don’t have the power to see it through. 
 
Interestingly, it directly relates to the three aspects of motivation mentioned earlier. When an employee is 
empowered, he or she has the ability to make decisions and do the necessary work to meet the 
requirements. That is autonomy. 
 
Mastery comes into play when the person is empowered to make decisions and learn more and more to 
better make the required decisions. Finally, relevance is impacted because the person better understands 
how the decisions impact society. 
 
When we delegate, we need to remember that it’s important to equally delegate responsibility, authority, 
and accountability. To see how they work together, let’s look at the definitions. The responsibility is the 
job. Authority is like empowerment in that it is the power to make the necessary decisions for the job. 
Finally, accountability means that the person rises or falls depending on how the authority was used. 
 
For an organization to run well, all three things have to go together. If a person gets the responsibility, 
and especially if he or she also has the accountability but without the authority, there is great frustration. If 
we delegate the responsibility and the authority, but the employee has no accountability, then things don’t 
work well. An example of the first problem is in a bureaucratic organization where the department head 
does not have the authority to make decisions and is greatly frustrated. An example of the second often 
occurs in an organization where poor employees can’t be discharged because of union contracts or other 
employment rules. In both of these cases, the organization is dysfunctional. 

A.  Respect 
Another important motivational term relating to autonomy, mastery, and relevance is the term respect. If 
the employee feels respected by the organization, he feels that his or her ideas matter and that 
comments and ideas are heard. If the person does not feel that the ideas are respected, then he or she 
won’t feel motivated by either autonomy or relevance.  
 
It is interesting how this concept directly correlates to customer service. Organizations in which 
employees feel respected and their ideas matter generally give much better customer service to the 
public. Where the employees do not feel respected, then often those feelings are transmitted to the public 
in the form of bad service. If you want your employees to treat your customers better, you must make 
sure that they feel respected. 

B.  What employees desire 
Over the past number of years, companies have surveyed employees to find out what they want in the 
way of an employer and what makes them happy. These kinds of surveys have helped managers 
understand what motivates people. In a recent book, The Great Workplace, author Michael Burchell 
discusses those things that employees want. Theoretically, he is an expert since he is with the 
organization that conducts many of the surveys and comes up with the lists of 100 best employers in the 
country or in a particular city.  
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One can easily ask the question, “Is it important that my company be considered by employees to be an 
employer of choice?” The fact is that we are all competing in the employment market for the best people. 
If one company has the reputation for being a better place to work, it will obviously have an easier time 
attracting the best people and may be able to do so at a lower cost. Consequently, we should pay 
attention. The following is a checklist of things that a manager might ask in determining if he or she is 
maintaining a workplace where people are happy working. 

1.  Honest feedback 
The traditional method of working with employees calls for an annual review where the boss and the 
employee discuss work performance issues and then the boss usually tells the employee what the raise 
might be for the coming year. Unfortunately, we all know that these sessions are tense at best, and 
worthless at worst.  
 
In a good employer/employee relationship, there is never any guessing. In fact, the communication 
should be so great that there may be no formal reason for the review since the parties have been 
discussing performance any time it is needed. The fact is that employees want to know where they stand 
and how they are doing within the organization. They also want to know the direction they are going and 
even what plans the organization might have for their career.  
 
Unfortunately, most organizations don’t give honest feedback to the employees and the review procedure 
is primarily political. This then leads us back to the issue of mastery. Since people want to improve, they 
need to know how that improvement should be made and in what direction. For this reason, good leaders 
today are more like coaches who give honest and timely feedback.  

2.  Caring for employees 

The best employers today have developed vast and sophisticated systems designed to care for 
employees. In the old days, there was an old saying that employees should leave their troubles at home 
and never take problems to work. Today, we understand that the old theory is impossible, and if we want 
good productive employees, we have to care for both their business and personal needs.  
 
Southwest Airlines has an intelligence system operated by several full-time employees that enables 
headquarters to know about what is happening in the field. If a Southwest employee or spouse has a 
baby, it is said that there is a personal note and gift from the Chairman at the home within a day or two. 
And that is only for the great celebrations of life. If an employee has a problem, he or she is directed for 
help. Southwest considers its 35,000 employees to be “family,” and has systems in place making sure 
that the employees feel like they are part of the family. 
 
Some of the things that companies do today to show support and care for the employees include 
counseling services, special health programs, gyms, stress-reliever programs, childcare, and many more 
creative things. Do they pay off? According to the experts, they have a very high ROI.  

3.  Support 
• I enable people to get the training and development they need for their career success. 
• I give honest and straightforward feedback. 
• I know the career “next steps” for each person I supervise, and I create opportunities for 

them to get relevant experience to meet their career goals. 
• I make sure people have the resources they need to do their jobs well. 
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• I recognize that mistakes are a necessary part of doing business. 
• I support people in testing their ideas, even if it has a temporary, negative effect on 

productivity. 
• I talk with people regularly about their growth and development, not just during 

performance appraisal time. 
• I tell people when I think they’ve done a good job or expended extra effort on a task. 

4.  Collaboration 
• I ask that my team members gather input from people, in our department and others, 

before making decisions. 
• I create opportunities for us to decide together on the best course of action. 
• I follow up with people who have shared ideas and feedback with me. 
• I make sure people are involved in the decisions I make that affect them. 
• I seek input, suggestions, and ideas from my team. 

5.  Caring 

• I allow people to take time off when they need to. 
• I attend to the collective stress of my workgroup, be it due to personal, time-

management, or financial causes. 
• I encourage people to balance their work and their personal lives. 
• I have an understanding of the benefits the organization offers, and I help people to 

understand how they can best take advantage of them. 
• I know what people in my workgroup enjoy doing outside of work. 
• I role model a healthy work-life balance. 
• When possible, I attempt to bring the personal skills and passions of people into the 

workday. 
 
The above checklist was first published by Michael Burchell in his excellent book, The Great Workplace: 
How to Keep it, and Why It Matters, published in 2010 by John Wiley and Sons. 

IV.  Employee engagement 
For years organizations have been surveying their employees to see if they are happy and like their job. 
As of late, we have seen that the question is not a good one in that it doesn’t measure what is truly 
important. Anyone can tell you how you can immediately sharply increase the happiness of your 
employees -- give them a 50-percent raise. But that will probably not increase their productivity or some of 
the other things that you truly want. 
 
Recently, organizations have developed surveys to determine the amount of employee engagement in 
the organization. The term “employee engagement” has been defined in several different ways by several 
different experts; however, it seems to be something like the amount of emotional commitment the 
employee has to the organization and its goals. This means that engaged employees truly and 
emotionally care about their jobs and the companies that employ them.  
 
The Gallup public opinion company has been surveying employee engagement for several years, and 
has concluded that overall, in the United States, employee engagement rests somewhere in the 30-to-35-
percent range. The rest of the employees are less than fully engaged and show up to work for the pay, 
not because they truly are engaged. Most importantly, it has been found that there is a direct correlation 
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between employee engagement and the success of the organization. Consequently, we need to look at 
some of the things our organization can do to increase the level of employee engagement. Some of the 
more recent trends in engagement are as follows. 

1. Employee engagement is increasing, although very slowly. Over the past few years we 
have seen a slow increase and we can expect that to continue. 

2. As millennials become a larger portion of the workforce, we have to appeal to their 
wishes. As a group, they are much more interested in corporate culture, open 
communications, involvement with causes, and achieving personal fulfillment.  

3. As we have said before, motivation methods have shifted from the old “carrot and stick” 
system to a more compassionate leadership style. That shift will increase employee 
engagement. 

4. Work/life balance will continue to be more important in a worker’s life. 
5. Technology will focus more on the employee and allow more employees to accomplish 

more creative work and less repetitive work. 

V.  Motivation by leadership 
Everything we have been discussing in this chapter revolves around leadership; however, much has 
changed on the related topics over the past several years. Many of our organizations have moved from 
management to leadership. There have been many books written, and there are more still being written, 
about the difference between the two. But I often consider the difference to be that managers push while 
leaders pull. That is, leaders pull their teams along more like coaches, rather than trying to push them 
with something like the “carrot and stick” method mentioned earlier. 
 
To lead, the leader must have a place to which he or she is leading the team. Consequently, the team 
needs to have a concrete vision -- the place where they want to end up in this future. That timeframe may 
be one year up to 10 years away, and the plan probably should include all of the years in between. In the 
task culture, the leader will not be totally responsible for determining that place or that vision, but the 
leader will formulate the spot with the assistance of the team. 
 
Once we figure where we want to be (vision), we need to determine how we are going to get there. That 
process we will call the mission. The mission will tell us how we are going to achieve the vision. It will 
include such details as what we will need, including people, fixed assets, and other types of resources. 
 
Finally, the leader will present the core values of the organization or department. These are the values 
that will not be violated as we are moving through our mission to reach our vision. 
 
While these three things may not seem to be terribly important, I can promise from experience that vision, 
mission, and values (VMV) may be the greatest motivators an organization has. That is especially true 
when the team members themselves are part of the process in determining the VMV of the team. 

VI.  When trouble develops 
When trouble develops and things just aren’t working, obviously the first thing to do is find out why. 
Unfortunately, many organizations have a habit of wanting to find blame and find the person or 
department that is responsible. The fact is that when problems develop, they are usually the result of 
systemic problems and not people problems. While it may look like a person is not doing his or her job, 
the real problem is often that the systems in place do not allow the job to be accomplished correctly. 
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To discover this is relatively easy. It is just a matter of bringing the team together, broaching the fact that 
something is not working correctly, and then asking the group for help in finding a solution. The ones 
doing the work are usually the ones knowing the best solutions. 

A.  Problem ownership 
Another problem that frequently develops in organizations is that they attempt to solve problems without 
ever really determining where the source of the problem is. For example, let’s look at the following case: 
 
Harry has been an employee for the company for the past 15 years with most of them being in the 
accounting department. Sam is the new controller and manager of the accounting department. Over the 
past several weeks, Sam has noticed that Harry has habitually been coming in about 20 minutes after the 
assigned starting time of the department, which is 8:30. Sam has determined that the situation has need 
of corrective job counseling and has called Harry into his office and shut the door.  
 
Before we go further, let’s realize the stakes here. Certainly, Harry works for us, and we have the right to 
insist on certain behavior. But, if the conversation gets difficult and Harry feels under a lot of stress, then 
most of us will recognize that the conversation will not go well and our objective of changed behavior may 
not be realized. On the other hand, if we are able to keep Harry’s tension level low, we might have better 
success. 
 
So, given that objective, what would be the first words out of your mouth if you were Sam? 
 
Write several possible first sentences below. 
 
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________ 
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________________________
____________________________________________________________________ 
 
When I do this exercise in a seminar, several of the common choices given are as follows: 
 
Harry, do you know what time it is? 
Harry, why were you late? 
Harry, do you have car trouble? 
Harry, do you have commuting trouble? 
Harry, do you have any other trouble? 
Harry, what is your problem? 
 
When we think about it, with all of those first sentences, the tension level is high. But the reason we use 
them is that we want to find out what poor Harry’s problem is. The fact is that he doesn’t have a problem. 
He loves coming in late. The person who really has the problem is Sam. After all, the problem isn’t Harry’s 
- it is Sam’s. He has a problem, and that problem is the work that isn’t getting done.  
 



surgentcpe.com / info@surgent.com 4-14 Copyright © 2022 Surgent McCoy CPE, LLC – TCF4/22/V1 

The correct answer to the exercise is to use the sentence,  
 
“Harry, I’ve got a problem.”  
 
When we say that, stop and think of what is going through Harry’s head. In most cases, he wants to help. 
He might have been expecting to be dressed down for coming in late, and instead, Sam asked him for his 
help. 
 
Harry’s obvious next question is, “What is it?” 
 
At that point, Sam states that the problem is the work that isn’t getting done, and that he needs Harry’s 
help in finding the solution. Obviously, Harry knows that the solution is for him to come in on time, but 
surprisingly, the system works. 
 
While the “I’ve got a problem” system works really for employment situations, it is also wonderful working 
with a team, a boss, or even a spouse or children. Consider what you might say to your team if you have 
to ask them to shoulder more work in a coming change. “I’ve got a problem. We have this additional work 
that needs to be accomplished, and I need your help.” 
 
Or, in a situation where the CEO wants you to do something that you feel is outside your ethical 
standards, you go to your boss and say, “I’ve got a problem.” After all, it’s not really the boss’s problem. It 
is your problem. The boss’s behavior may be causing the problem, but the problem is yours. Problem 
ownership is the first, and most important, step in problem solving.  

B.  Terminating employees 
Sometimes, even after all the wonderful management and leadership techniques employed, sometimes 
we just have to terminate an employee for cause. Sometimes, there is just not the fit, and the employee is 
not the one for the job or for the company. 
 
Before entering into this territory, I must give the required disclaimer. I am not an attorney. I am not a 
human-resources expert. And, I probably don’t live or work in your state and understand your labor laws. 
Consequently, I can discuss a concept, but before putting it into action, I sincerely urge you to talk with an 
attorney with good employment knowledge. What has always worked for me, may not be what you should 
do in your situation or your state. 
 
Second, I want to hold this part of the conversation to situations where the employee isn’t doing anything 
illegal or otherwise deserving of immediate termination. In those situations, such as gross dishonesty and 
defalcation, obviously you terminate immediately. But my experience is that most of the terminations 
actually are far less obvious and therefore, more difficult. 
 
Usually these terminations are needed because the employee just is unwilling to change behavior and 
work according to what is needed by the company. In those cases, my tactic is to allow the employee to 
actually terminate himself. For example, let’s say that we need to terminate the employee for constantly 
coming in late. I might say, “Harry, let’s make sure that we understand something. Coming in late is not 
tolerated, and we both know that you have made it a practice over the past two months. Let’s have an 
agreement that if you choose to come in late one more time, then you are making the choice to terminate 
your relationship with the company.” 
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Notice that I didn’t fire Harry. He made the choice to come in late again, and by doing that, he made the 
choice to disassociate himself with the organization. I made sure that Harry understood that being 
terminated was his choice, not mine.  

VII.  Compensation is a choice 
In this chapter we have examined how people want to be motivated and how an organization can 
motivate its employees in the most effective manner. At this point, it’s important to step back and take a 
look at a couple of factors.  
 

1. What culture do we want to be? 
 
2. What is our compensation strategy? 
 
3. Is our compensation strategy in line with the culture we want to become? 
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Economic Update 
Learning objectives 

Upon completing this chapter, the reader will be able to: 
 • Recognize key emerging economic trends; 
 • See how micro and macroeconomics work together; 
 • Understand how new things like the cloud and social media affect our organizations; and 
 • Better predict what may happen to our business. 

I.  Introduction 
This section on the economy is presented not only to discuss what is happening in the economy, but 
more importantly, to discuss how the changes and expected changes will affect your organization. The 
section will look first at major trend changes, and then go into both micro and macroeconomics. Finally, 
we will wrap up with what may be in the future and how your organization should be positioning itself to 
deal with those changes. 

II.  Learning from the past 
We are all way too familiar with the recent recession and how that has impacted our organizations. While 
we won’t spend a lot of time dealing with the cause, it is necessary to ask ourselves if it could either have 
been avoided or at least forecasted. Looking at a graph of home prices against a reasonable benchmark 
of inflation, we see that for years, housing prices tracked fairly well with inflation through about 2000. 
Then, suddenly, something changed causing housing prices to rapidly expand at a much faster rate than 
inflation. 
 
Determining what happened is impossible since there were so many factors that it can’t be boiled down to 
just one. Certainly, the government encouraged home ownership by instituting easier loans to be offered 
through its quasi-governmental mortgage lending operations. Some say that the Community 
Reinvestment Act forced banks to lend more in places where they needed to ease credit standards to get 
the necessary loans. In addition, lenders and investment bankers became much more creative with new 
loan and derivative products. The total result of all these was to sharply increase the demand for housing. 
 
When you increase the demand for any product, the price of that product will increase until more 
producers are brought into the market to meet that demand. But as prices went up two other things 
happened. First, people saw the home market increasing quickly and thus wanted to jump on the 
bandwagon to capture gains. Thus, speculators moved into the market further fueling the flames of 
demand. Homebuilders moved in to satisfy the demand, but they were late and couldn’t meet the huge 
demand. 
 
The other thing that happened was that consumers saw their newly gained home equity as a huge source 
of capital, and their friendly mortgage broker became their best friend. Couple this to lowering interest 
rates, and we had a mortgage boom that went right along with the housing boom.  
 
Another government policy that further fueled the mortgage boom was the elimination of the interest 
deduction for most consumer loans, but its continuation for homes. This caused it to be even more 
advantageous to increase the mortgage to pay for the new car or boat. 
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Certainly, the government is not totally at fault for causing the housing market to bubble, but it certainly 
has culpability. The mortgage brokers, bankers, investment companies, and the consumers themselves 
were all at fault. Many say that “greed” was the culprit, and most would agree.  
 
But the real learning experience we need to take out of this experience is the question, should we have 
seen it coming? Some did, and they made adjustments in their operations to position themselves either to 
gain from the downturn or, at least, mitigate some of the outcomes.  
 
The key words to take from the recession are benchmarking and sustainability. We should always 
benchmark economic trends to some other indicator. The Consumer Price Index is probably the most 
common, but Gross Domestic Product and other indicators can be relevant in certain situations. If we 
benchmark housing prices against inflation as shown in the graph, it’s easy to see that they were 
increasing much faster than the norm. From this, we can make an assumption. Either something will 
change, or at the least, the risk for a correction sharply increases the further the item gets from the index. 
As home prices veered away from the inflation line, the risk became much greater that there would be a 
correction in prices. There was! 
 
The above chart not only shows the trend we have just discussed, but also takes a look into what is 
possible. Since the real estate market hit a low around 2012, it has been going back up. The chart shows 
an extension of that trend through the present time, leading us to believe that the divergence between 
home prices and inflation has again occurred. Does this mean that we are in for another crash in the real 
estate market? The purpose of this discussion is not to predict, but simply to alert us to the element of risk 
whenever the price of a commodity diverges from a reasonable benchmark. 
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III.  Some key economic trends 
While we will not talk about all of the new things happening in our economy, we will discuss a few of them 
in depth to better understand what is happening and also how those changes can affect our operations. 

A.  Globalization 
Everyone has been talking about globalization for years. In his 2005 economic bestseller, The World is 
Flat, Thomas Friedman focused on this as a major trend that had, and will continue to have, a huge effect 
on our markets. Largely due to advances in both transportation and communications, geographic 
boundaries are far less important than they were only a few years ago. This is also true within the United 
States. 
 
A great example of this is when you drive through a McDonalds restaurant in Colorado, and someone 
comes on the speaker to take your order, that person may be in Texas and not inside the building that is 
right next-door. Why? Because it is more efficient and practical to have those people in a room taking 
care of multiple locations. 
 
For this reason, knowledge is quickly becoming more of a commodity and less of an aspect of 
differentiation. Not long ago, our firms prided themselves on hiring and retaining the best and most 
knowledgeable people. Today, many companies are purchasing that knowledge offshore from the lowest 
bidder. You need a programmer, web designer, or engineer? You no longer have to recruit, hire, and 
keep that person happy. Today, you can get that knowledge from India or China at a much lower rate.  
 
We will look at several effects of globalization in this chapter as they apply to both micro and 
macroeconomics. 

B.  From the industrial to the knowledge economy 
Another huge economic trend is the movement from the industrial to the knowledge-based economy. In 
the industrial economy, ushered in during the 1800s, the name of the game was economies of scale, 
build more for less, manage both operations and people, and value obedience over creativity. The fact is 
that things have changed now. We are no longer a manufacturing economy—we have switched to an 
information economy. Even in manufacturing operations, we more highly value creativity and 
knowledgeable work since most of the regular production line work has shifted to the machines.  
 
This trend has many ramifications that we shall see both later in this chapter and in several other 
chapters. The thing to realize is that it is real, and we have no choice. Unfortunately, many organizations 
do not seem to know that we have changed. They are still managing their operations in ways to 
constantly gain productivity through scientific management and trying to force people to become more 
productive. Unfortunately, it doesn’t work, and those organizations are suffering as a result. 
 
The ramifications of this huge change are felt in how we recruit and lead people, how we go about trying 
to increase productivity, and even how we institute controls in our organizations.  
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Only a few years ago, we found ourselves in our community, our jobs, and maybe one or two social 
groups. Today, chances are we are involved in LinkedIn, Twitter, several other business social 
networking groups, and probably have hundreds of friends on Facebook. Regardless of what we think of 
social networking, the phenomenon is upon us and probably won’t go away for a while. 
 
Not only are individuals far more connected, but businesses are far more connected, mostly through the 
internet. Snail mail has been replaced by electronic transmission in almost everything from invoices to 
receipts for expense reports.  
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1.  Social media 
 

 

 
We either can have a don’t-play policy with Facebook, or we can embrace the media and make money 
with it. We can use it for marketing, recruiting, and even news gathering. We can encourage private and 
closed groups on Facebook that work toward team building. Or, we can try and eliminate the risk, and 
discourage people from going on the site. Do we really think that will work? 

2.  Nonemployee employees 

Recently the U.S. Census Bureau reported that 21 million workers represented workers in the economy 
who were really independent contractors. The census further said that it expected that number to grow 
much faster than “normal” employees. The reason is simple and is not based on tax laws. A major trend 
we are seeing in the employment economy is toward a system of meritocracy – where people are 
rewarded not for how long they have been around or whom they know, but how much they produce for 
the organization. 
 
The other reason for the rapid increase of this kind of employment is the desire for autonomy. We 
naturally want to be rewarded for what we produce, and not necessarily how much time we sit in our 
seats.  

3.  Retail moving to the Web 

After every Christmas season for the past several years we have heard the same thing from the 
economists – retail sales have been relatively flat with only a small increase. But internet shopping has 
increased by double digits. I live in a small town, and I just marvel at the retailers wringing their hands 
complaining about sales because of the bad economy. I have news for them: they don’t offer sufficient 
inventory, I get hassled if I want to return something, and they are expensive. So, I go online and buy it 
from Amazon. 
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Of course Amazon is not the only player in the field, but they sure are the biggest with the most impact. 
For years people have talked about Walmart and how they are hard on suppliers, ruin towns, and don’t 
pay fair wages. You won’t have to worry about Walmart as they continue to lose market share to Amazon.  
 
A study in how Amazon has operated is fascinating. First, they retailed books. While we have no real way 
of knowing, I would imagine that they picked that particular product because it had a relatively old-
fashioned delivery system that could quickly be exploited by new ideas and technology.  
 
Next was the Kindle where they could wirelessly deliver the book to a device where all the books could be 
stored in some place other than home. This solution solved several problems including speed and ease of 
delivery. 
 
Not satisfied with books, the company then started selling just about everything else. They started with 
more expensive things with a high value to weight ratio, and later moved into less expensive and more 
commodity-like products.  
 
They then introduced “Amazon Prime,” which is a system where the customer pays an annual fee and 
receives two-day shipping on everything. This not only makes shipping easier on the customer, but more 
importantly, it increases the loyalty of the customer to the point where he or she is more apt to go to 
Amazon and buy something that could be obtained at the local store. After all, if shipping is seen as free, 
and if it will arrive at my door in two days, why not buy that bottle of shampoo from Amazon rather than 
traveling up to the drug store. 

D.  Technology to the cloud 
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E.  Open-source economy 
 

 

 
People were afraid that “wrong” information could be in the materials, and our children would be 
corrupted. Today, we know better. As a friend recently said to me, would you rather look up information in 
a 10-year-old book, or would you rather get up-to-date information online? Yes, wrong information can be 
put in Wikipedia, but before long someone will correct it and get it right. I don’t pretend to understand the 
rules and regulations about posting in Wikipedia, but I do know that the system seems to work well. 
 
That is, unless you are Encyclopedia Britannica of course. Needless to say, this economic development 
put them out of print after 244 years. While intellectual content was once highly prized, valuable, and 
expensive; now, it has plummeted in price. People can get videos, books, music, and especially good 
knowledge just by going to the internet. We can take classes for free, or we can research almost anything 
just by doing a Google search. 

1.  Democratization of knowledge 

While once information was owned and controlled by governments and large corporations, it is now in the 
hands of the individual. While the old phrase, “knowledge is power,” was once true, it is no longer so. You 
may think that you have knowledge, but don’t look around because you will find that the person next door 
just obtained far more. 
 
Before buying almost anything, most people will go on the internet and find out what it’s selling for other 
places, what are the features, and especially if others who own it are happy with both the company and 
the product. And, they can get this information free! 

2.  Crowd sourcing 

While sometimes not free, the concept of crowd sourcing is similar to the open-source economy. Proctor 
and Gamble wanted to completely revamp their R&D department. Rather than hire a huge group of the 
smartest people in the world to develop some ideas, it put the challenges out on the internet and agreed 
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to pay fees for people to help solve their problems. Essentially, they outsourced, or crowd sourced, their 
R&D department.  

3.  Informal retail 
Looking at this phenomenon, we will look first at a low-tech version happening in the developing world 
before looking at the high-tech applications in our economy. If you go to almost any large city in Africa, 
parts of Asia, and Eastern Europe, you will find a bazaar – a place where merchants set up small stores 
selling almost anything new and old. In the U.S. we call them flea markets, although they aren’t as 
important to trade as they are in the developing world. 
 
Largely unregulated, untaxed, and often illegal, these stands will sell you some ripped-off CDs, counterfeit 
designer clothing, or fresh meat that probably hasn’t had the health department’s blessing and 
certification. These markets provide huge amounts of employment and are terribly important in those 
economies. 
 
In the U.S., we might call those markets E-Bay, Craigslist, or the Amazon Marketplace. They have many 
similarities to the bazaars of Africa in that regulation and taxation is light and the buyer must beware. The 
people who operate these businesses make up a significant portion of the non-employees in the 
economy. This retail also adds an interesting amount of liquidity to collectables. Once you might have 
purchased a special whisky decanter the salesman told you would someday be a valuable collector’s 
item. When you got it home you realized that maybe it would be worth a lot of money, but how would you 
ever sell it if you wanted to. You didn’t know of any used whiskey-decanter stores. Today, it’s easy on E-
Bay.  

F.  World stage 
Some of the current trends in international economics will affect many American organizations, depending 
upon the extent to which each organization deals in the international arena. 

1.  Nationalism 

We have seen a trend developing where individual populations are moving away from a more globalist 
approach to one that is more nationalistic. The first obvious manifestation of this was the “Brexit” 
referendum, in which the British voting majority voted for the United Kingdom to leave the European 
Union; shortly followed by the election of Donald Trump to the presidency in the United States. It is very 
interesting to note that both of those occurrences were misread in terms of likelihood by popular polling. 
As this trend continues throughout Europe and in other locations in the world, we will see some huge 
changes in international trade and political associations. Will this change with the Biden administration? 
We would expect this to be the case; however, it may be too early to tell. 

2.  Decline in China’s economic growth 
While still huge in comparison to western growth rates, the Chinese economy’s rate of growth has 
slowed, and most experts expect that trend to continue. 

IV.  Macroeconomics 
Before we can look at where we have been and where we are going, we need to understand how 
macroeconomics works along with some of the internal struggles. Essentially, macroeconomic theory is 
broken into two parts – fiscal policy and monetary policy.  
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A.  Fiscal policy 
This policy has to do with Washington’s taxing and spending decisions. If we think of our federal 
government as a big business, we see that it takes in income primarily from tax revenue and spends that 
money for its operations, security, funding wars, and everything else it does. Theoretically, it would be 
great if it took in the same amount that it spent, but that is usually not the case. During some times, it 
spends more than it takes in, and in those times, we have what we call a “deficit.” In a business we would 
call that a loss. 
 
If our business has a deficit, it has to fund that loss either by eating into reserves or borrowing more. It is 
the same with government. When it runs a deficit, it has to borrow more money to fund the loss. The 
federal debt represents the accumulated deficits. 
 
Our federal government has an advantage that we don’t have in our business or homes. They can print 
money. They do that by selling treasury bonds, notes, and bills on the open market. Those notes are 
eventually converted into money, and our money supply is increased. 
 
Fiscal policy has an effect on our economy because, theoretically, the economy is stimulated when the 
government spends more money than it takes in. When it spends money, more money goes into the 
system in the form of wages, supplies, equipment, and similar items. When more money is going out than 
coming in, it makes up that deficit by printing more money, thus increasing the money supply, and thus 
stimulating the economy. 
 
From all indications, we can probably assume that spending will be greater and thus, we can expect 
larger deficits until there is a significant change of heart in Washington. So, we can probably expect that 
fiscal policy will have a stimulating effect on the economy.  
 
One significant problem of this forecast, however, is that the Washington climate is becoming more and 
more polarized thus causing the expectations to become more uncertain. Uncertainty has the opposite 
effect on the economy since businesses are more reluctant to make long-term decisions without better 
knowing which way the political climate is going. 
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B.  Monetary policy 
The other major economic policy is monetary policy. This is the workings of the banking system that have 
great effects on interest rates, money supply, and the workings of the economy. In fiscal policy, the 
government creates money when it needs to spend more than it takes in. In monetary policy, money is 
created by the banking system and is controlled by the Federal Reserve System. 
 
Better known as the Fed, the Federal Reserve Bank functions as the country’s central bank deriving its 
power from Congress with its creation in 1913. Despite its close ties to government, technically it is an 
independent central bank, in that it is owned by its member banks and neither the executive nor the 
congressional branch of government controls its day-to-day policies. 
 
This is very significant understanding the huge powers the Fed has over economic activity. Because it is 
a central bank, it has powers to create money and place it into the system. It does that by purchasing 
government bonds in the open market and then paying for those bonds in the form of reserves. When 
bank reserves are increased, banks have more money to lend, and that lending increases the overall 
supply of money. Theoretically, this creation of money in the system will stimulate economic activity as 
individuals and businesses spend it. 
 
Some interesting problems develop when we recognize how everything ties together. People who want to 
stimulate the economy would like to see money creation; however, when money is created faster than the 
goods and services in the economy, the price of those goods and services generally will increase since 
demand is greater than supply. The other side of the same conflict is with the price of money. When 
money creation is greater than money demand, the price of that money decreases. The price of money is 
interest rates. 
 
In today’s economy, the Fed is increasing the money supply, which is exactly what the government wants 
for two reasons. It will stimulate the economy and it keeps the interest rates down. However, the practice 
has some unintended consequences. First, creating money faster than goods and services will have a 
tendency to cause inflation. In addition, creating too much money also has the tendency to weaken the 
dollar on the international scene causing commodity prices to increase domestically. That is a significant 
reason for the increase in crude oil prices over the past couple of years. 
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1.  Economic growth 

Most economists are reasonably bullish in economic growth with the combination of tax and regulatory 
reform being ushered in by the Trump administration; however, with the Biden administration, we can 
probably expect more regulation and more spending. The spending will have a bullish effect on the 
economy but may cause more long-term upward pressure on interest rates if any significant inflation is 
shown. This will most likely be seen in employment statistics and GDP growth rates; however, the results 
will probably be less than promised by the politicians. While trade has obviously had an effect on both 
growth and employment, there have been other technology advances that have had, and will continue to 
have, huge changes in the demand for labor.  

2.  Interest rates 

Most economists see a shift from economic stimulation of the economy to fiscal stimulation. This may 
very well cause some inflation, which, in turn, may cause the Fed to increase rates to fight inflation. 
However, there is a major factor fighting this idea. If rates go up only a little, that will cause a major 
increase in the interest cost of the nation’s national debt. In turn, that will cause the politicians a lot of 
heartburn having to trim expenses someplace else. 

V.  Microeconomics 
When we think of economics education, we usually divide the discipline into the sections of micro and 
macroeconomics. Micro is the theory of the firm and is primarily involved with decisions that individuals 
and businesses make. On the other hand, macroeconomics is primarily concerned with how the economy 
of the country and world works. Most economic updates talk about only macroeconomic trends; however, 
what’s happening on a micro level is key to understanding what’s happening on a macro level. So, we will 
cover both and start with microeconomics. 

A.  Elements of production 

 
The traditional elements of production are raw materials, labor, and capital. While not totally 
interchangeable, we sometimes see a shift from one element to another due to the relative cost of one of 
those elements. One of the best examples I witnessed while traveling was in Nepal. Beside the road we 
witnessed men and women stooped over a huge rock pile in a riverbed crushing rocks with hammers. 
When I inquired, I was told that these people were crushing rock that would later be used for an improved 
road that was being built.  
 
In Nepal, they were crushing rocks by hand. In the U.S., road construction projects crush rocks in large 
machines. The obvious question is, why doesn’t someone give those people a rock crusher and allow 
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them to do this operation much more productively? The answer is that, in that country, labor is very 
cheap, and capital is relatively expensive. Consequently, it is less expensive to crush the rocks by hand. 
 
On the world scene we are seeing some changes to the distribution of the three elements of production. 
Raw material costs are often increasing due to the increased cost of commodities. The dollar is slipping in 
value, therefore increasing costs for any raw materials, such as oil, that is largely imported.  
 
Even with the recent recession, labor rates are continuing to increase in the United States. This is further 
aggravated by increased health costs and other fringe benefit costs. In addition, as our school systems 
are struggling to put out educated students, we will continue to see more of the labor going overseas 
where it is less expensive. 
 
Finally, capital costs are relatively low due to low interest rates; however, as we will discuss under 
macroeconomics, the prospect is for those costs to increase.  

1.  Employee creativity needed 

Because our businesses are becoming more complex, we have need for more creative employees to 
solve problems. The problem is that our education system generally favors teaching a rule-based system 
where people learn facts and not necessarily how to solve problems. Even in financial fields where rules 
are paramount, we need people to come up with better ways to maintain controls and increase 
productivity. If our workers only follow rules and keep their heads down, we will not have those increases 
in production that are needed for international competition. 
 
Because of this trend, we are seeing more and more organizations recognize the need and develop ways 
to increase the creativity in their own workplaces. These may be problem-exercises, team building, case 
study training, or giving people special time to think of creative solutions to problems.  

2.  Spoiled customers 
Regardless of liking it or not, our customers are spoiled. But we better not knock it too quickly, because 
we are part of that group. Due to technology, training, and creativity giving better customer service has 
become a major differentiator. No longer is average customer service adequate. Our customers have 
become used to world-class service, and now they demand it from us. 
 
Customer service has always been a moving bar in business, and now the bar is moving upward even 
faster. We might not like this trend, but it is upon us and it is only getting worse.  

3.  Hyper-competition 

Monopolies are few and all of our organizations are finding the competition to be greater. More 
importantly, it is coming from more places and from all around the world. For this reason, our 
organizations must recognize the two required things in business: to serve the customer better and to do 
it more efficiently. We must constantly be putting those two things in front of all decisions. If we don’t, we 
will fall to the competition. 
 
Is this even true in theoretical monopolies like government? The answer is yes. Relatively few years ago 
public services such as trash collection or electric distribution were considered businesses of the utilities 
or governments. Now, more companies have come into the market and are actually starting to compete 
with the traditional sources of the services.  
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4.  Disintermediation 

The simple definition of disintermediation is the act of cutting out the middleman. The concept started in 
the early 1980s in the financial community when banks were starting to be cut out of many transactions 
because new disintermediated products were being invented. The reason for the disintermediation was 
simple. Banks, who have traditionally not been the most productive operations, lost the services because 
investment bankers were able to invent new products that would lower the spread between the investor 
and the borrower. While the banks often demanded a spread of 5 to 6 points, the investment bankers 
could easily cause the transaction to happen much more efficiently. The key is that efficiency causes 
disintermediation. The pandemic has caused increases in disintermediation as more of the economy has 
moved from a physical presence to a virtual environment.  
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B.  Some industries where we can expect the greatest change 
The above trends will be seen in almost every industry over the future, but there are a few worth singling 
out since we will probably see more change in these specific spots of the economy. 

1.  Education 

 
 
The above chart clearly shows that our country has a major problem with respect to education costs. Like 
so many other things, we could probably say that this trend is unsustainable. There are probably a lot of 
causes of the problem including government subsidies, less-productive teaching systems, and spending 
so much money on research; but the truth is that something will change.  
 
In fact, it already has started. Private colleges, Massive Open Online Courses, and other tech-heavy 
education solutions are already in the market and are leading the way to significant changes.  
 
Change is not restricted to the higher-education arena. K-12 education is also going through some major 
changes for two specific reasons. Education costs per student are exploding at the same time that 
surveys show the results of our education system are declining on the world stage. 
 
For this reason, taxpayers are unwilling to pay for higher and higher costs without seeing a reasonable 
result. Online education and other experiments are being tried to both increase productivity and results. 
 
Without question, the pandemic will cause greater changes to education. While many have hated to see 
online education, some of its benefits have proven true and as the numbers come in, we will see greater 
efficiencies.  
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2.  Government 

While the spending of the federal government has increased due primarily to the recession, spending by 
state and local governments has been checked by taxpayers’ unwillingness to keep increasing taxes. 
Since state and local governments do not have the ability to print money to cover losses, they are 
generally required to operate within balanced budgets.  
 
All things affecting the governments are increasing; however, probably pension and health care costs are 
the most unsustainable. In several states, we are seeing major pension reform, and we are also seeing 
employees absorb more of their health care costs. Because of these trends, state and local governments 
will be looking for more ways to become more productive. They will attempt this through more contracting 
out and outsourcing. While slow to change, state and local governments will be using more non-employee 
employees in the future. A huge portion of government employees have been working from home, and in 
some of those cases, it will continue.  

3.  Energy 

As the cost of oil increases, more technology and capital will go into domestic production. Somewhat 
hampered by environmental interests, drilling entrepreneurs will find more ways to get oil and gas out of 
the ground thus providing much needed employment.  
 
However, contrasting against this trend will be a greater amount of regulation, especially on the federal 
level. With the Biden administration, we can expect to see major changes in this area moving from fossil 
fuel to renewable energy.  

4.  Recent political developments 

As this latest revision of these materials goes to press, we are starting to see a significant change in an 
aspect of the political outlook in the United States. While calling a political leader a “socialist” would have 
previously meant a serious defamation of his or her character, today several political candidates are using 
the name to describe themselves. Is our country turning significantly to the “left”? If so, we can expect to 
see some very specific shifts in our economic order, which will cause significant changes to how our 
organizations operate. These changes include taxation, less competition in certain areas, and similar 
developments. We are not making any predictions at this time; however, it is important that finance 
professionals closely monitor these possible changes regardless of how we might personally feel about 
them. 

VI.  Activity 5-1 
Take your organization or another with which you have worked on a professional level. Then, reflect on 
what aspects of the future economy will affect that business and in what way. If there is time, take another 
company and do the same thing. 
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