CRIC Management Course – Lecture 8

People and Relationships
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Developing the link between marketing and operations

· Long-Range Market Forecasts: 

· guide decisions about facility size and process

· Marketing Data on Customer Needs:

· can help location decisions 

· Which is most important? - cost, customer convenience or access to scarce resources?

· Promotions and Ordering Cycles: 

· should be built into production schedules

· seasonal peaks matter too
The relationships within business

· Kay (1993: 66) says:

· “Architecture…is a network of relational contracts within, or around, the firm”

· Internal architecture: relationships of management with employees, and employees with each other

· External architecture: relationships with suppliers and customers

· Networks: relationships “among a group of firms engaged in related activities

We need to think of links between stakeholders and relationships
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We need to be aware of the relationships that develop with external stakeholders
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We also need to consider the links between stakeholders and the external image of a business
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Link to : Stakeholders and Environmental 

Change

(Harrison, 2003: 37)
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We must not forget the relationships that exist within the business – internal stakeholders

· The world is complex and changing (Stacey 2003)

· Businesses need to avoid complacency, slow reactions or resistance to change: strategic drift 

· Junior managers with fresh ideas can stop chief executives getting set in their ways

· Learning is key to success, and often comes from staff directly involved in operations and sales

· Frontline staff can help the organisation develop proactive strategies to anticipate and shape the process of change within its industry

· Emergent strategy, well directed, can turn the leader’s vision into reality (Mintzberg et al 1998: 175-231)
How can we build good relationships within internal stakeholders?
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Are there opportunities for collaboration?
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We need to consider how we build successful chains between stakeholders
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Let’s look in more detail at how we gather the information to build these important relationships.

Sales Forecasting

Introduction

Sales forecasting is a difficult area of management. Most managers believe they are good at forecasting. However, forecasts made usually turn out to be wrong! Marketers argue about whether sales forecasting is a science or an art. The short answer is that it is a bit of both.

Reasons for undertaking sales forecasts

Businesses are forced to look well ahead in order to plan their investments, launch new products, and decide when to close or withdraw products and so on. The sales forecasting process is a critical one for most businesses. Key decisions that are derived from a sales forecast include:

- Employment levels required

- Promotional mix

- Investment in production capacity

Types of forecasting

There are two major types of forecasting, which can be broadly described as macro and micro:

Macro forecasting is concerned with forecasting markets in total. This is about determining the existing level of Market Demand and considering what will happen to market demand in the future.

Micro forecasting is concerned with detailed unit sales forecasts. This is about determining a product’s market share in a particular industry and considering what will happen to that market share in the future.

The selection of which type of forecasting to use depends on several factors:

(1) The degree of accuracy required – if the decisions that are to be made on the basis of the sales forecast have high risks attached to them, and then it stands to reason that the forecast should be prepared as accurately as possible. However, this involves more cost

(2) The availability of data and information - in some markets there is a wealth of available sales information (e.g. clothing retail, food retailing, holidays); in others it is hard to find reliable, up-to-date information

(3) The time horizon that the sales forecast is intended to cover. For example, are we forecasting next weeks’ sales, or are we trying to forecast what will happen to the overall size of the market in the next five years?

(4) The position of the products in its life cycle. For example, for products at the “introductory” stage of the product life cycle, less sales data and information may be available than for products at the “maturity” stage when time series can be a useful forecasting method.

Creating the Sales Forecast for a Product

The first stage in creating the sales forecast is to estimate Market Demand.

Definition:

Market Demand for a product is the total volume that would be bought by a defined customer group, in a defined geographical area, in a defined time period, in a given marketing environment. This is sometimes referred to as the Market Demand Curve.

For example, consider the UK Overseas Mass Market Package Holiday Industry. What is Market Demand?

Using the definition above, market demand can be defined as:

Defined Customer Group: Customers Who Buy an Air-Inclusive Package Holiday

Defined Geographical Area: Customers in the UK

Defined Time Period: A calendar year

Defined Marketing Environment: Strong consumer spending in the UK but overseas holidays affected by concerns over international terrorism

Recent data for the UK Overseas Mass Market Package Holiday market suggests that market demand can be calculated as follows:

Number of Customers in the UK: 17.5 million per calendar year

Average Selling Price per Holiday: £450

Estimate of market demand: £7.9 billion (customers x average price)

Estimating Company Demand

Company demand is the company’s share of market demand.

This can be expressed as a formula:

Company Demand = Market Demand v Company’s Market Share

For example, taking our package holiday market example; the company demand for First Choice Holidays in this market can be calculated as follows:

First Choice Holidays Demand = £7.9 billion x 15% Market Share = £1.2 billion

A company’s share of market demand depends on how its products, services, prices, brands and so on are perceived relative to the competitors. All other things being equal, the company’s market share will depend on the size and effectiveness of its marketing spending relative to competitors.

Sales Forecast

The Sales Forecast is the expected level of company sales based on a chosen marketing plan and an assumed marketing environment.

Note that the Sales Forecast is not necessarily the same as a “sales target” or a “sales budget”. 

A sales target (or goal) is set for the sales force as a way of defining and encouraging sales effort. Sales targets are often set some way higher than estimated sales to “stretch” the efforts of the sales force.

A sales budget is a more conservative estimate of the expected volume of sales. It is primarily used for making current purchasing, production and cash-flow decisions. Sales budgets need to take into account the risks involved in sales forecasting. They are, therefore, generally set lower than the sales forecast.

Obtaining information on existing market demand

As a starting point for estimating market demand, a company needs to know the actual industry sales taking place in the market. This involves identifying its competitors and estimating their sales.

An industry trade association will often collect and publish (sometime only to members) total industry sales, although rarely listing individual company sales separately. By using this information, each company can evaluate its performance against the whole market.

This is an important piece of analysis. Say, for example, that Company A has sales that are rising at 10% per year. However, it finds out that overall industry sales are rising by 15% per year. This must mean that Company A is losing market share – its relative standing in the industry.

Another way to estimate sales is to buy reports from a marketing research firm such as AC Neilsen, Mintel etc. These are usually good sources of information for consumer markets – where retail sales can be tracked in great detail at the point of sale. Such sources are less useful in industrial markets which usually rely on distributors.

Estimating Future Demand

So far we have identified how a company can determine the current position:

Current Company Demand = Current Market Demand x Current Market Share

How can future market demand and company demand is forecast?

Very few products or services lend themselves to easy forecasting. These tend to involve a product whose absolute level or trend of sales is fairly constant and where competition is either non-existent (e.g. monopolies such as public utilities) or stable (pure oligopolies). In most markets, total demand and company demand are not stable – which makes good sales forecasting a critical success factor.

A common method of preparing a sales forecast has three stages:

(1) Prepare a macroeconomic forecast – what will happen to overall economic activity in the relevant economies in which a product is to be sold.

(2) Prepare an industry sales forecast – what will happen to overall sales in an industry based on the issues that influence the macroeconomic forecast;

(3) Prepare a company sales forecast – based on what management expect to happen to the company’s market share

Sales forecasts can be based on three types of information:

(1) What customers say about their intentions to continue buying products in the industry?

(2) What customers are actually doing in the market?

(3) What customers have done in the past in the market?

There are many market research businesses that undertake surveys of customer intentions – and sell this information to businesses that need the data for sales forecasting purposes. The value of a customer intention survey increases when there are a relatively small number of customers, the cost of reaching them is small, and they have clear intentions. An alternative way of measuring customer intentions is to sample the opinions of the sales force or to consult industry experts

Time Series Analysis

Many businesses prepare their sales forecast on the basis of past sales.

Time series analysis involves breaking past sales down into four components:

(1) The trend: are sales growing, “flat-lining” or in decline?

(2) Seasonal or cyclical factors. Sales are affected by swings in general economic activity (e.g. increases in the disposable income of consumers may lead to increase in sales for products in a particular industry). Seasonal and cyclical factors occur in a regular pattern;

(3) Erratic events; these include strikes, fashion fads, war scares and other disturbances to the market which need to be isolated from past sales data in order to be able to identify the more normal pattern of sales

(4) Responses: the results of particular measures that have been taken to increase sales (e.g. a major new advertising campaign)

Using time series analysis to prepare an effective sales forecast requires management to:

Smooth out the erratic factors (e.g. by using a moving average)

Adjust for seasonal variation

Identify and estimate the effect of specific marketing responses
Widening our customer base

Strategic Alliances

A Strategic Alliance is a formal relationship formed between two or more parties to pursue a set of agreed upon goals or to meet a critical business need while remaining independent organizations.

Partners may provide the strategic alliance with resources such as products, distribution channels, manufacturing capability, project funding, capital equipment, knowledge, expertise, or intellectual property. The alliance is a cooperation or collaboration which aims for a synergy where each partner hopes that the benefits from the alliance will be greater than those from individual efforts. The alliance often involves technology transfer (access to knowledge and expertise), economic specialization, shared expenses and shared risk.

Stages of Alliance Formation
A typical strategic alliance formation process involves these steps:

· Strategy Development: Strategy development involves studying the alliance’s feasibility, objectives and rationale, focusing on the major issues and challenges and development of resource strategies for production, technology, and people. It requires aligning alliance objectives with the overall corporate strategy. 

· Partner Assessment: Partner assessment involves analyzing a potential partner’s strengths and weaknesses, creating strategies for accommodating all partners’ management styles, preparing appropriate partner selection criteria, understanding a partner’s motives for joining the alliance and addressing resource capability gaps that may exist for a partner. 

· Contract Negotiation: Contract negotiations involves determining whether all parties have realistic objectives, forming high calibre negotiating teams, defining each partner’s contributions and rewards as well as protect any proprietary information, addressing termination clauses, penalties for poor performance, and highlighting the degree to which arbitration procedures are clearly stated and understood. 

· Alliance Operation: Alliance operations involves addressing senior management’s commitment, finding the calibre of resources devoted to the alliance, linking of budgets and resources with strategic priorities, measuring and rewarding alliance performance, and assessing the performance and results of the alliance. 

· Alliance Termination: Alliance termination involves winding down the alliance, for instance when its objectives have been met or cannot be met, or when a partner adjusts priorities or re-allocated resources elsewhere. 

The advantages of strategic alliance includes 1) allowing each partner to concentrate on activities that best match their capabilities, 2) learning from partners & developing competences that may be more widely exploited elsewhere, 3) adequency a suitability of the resources & competencies of an organization for it to survive.

An example of a strategic alliance

Focus on combined global vertical market initiatives

Unisys Corporation and Oracle today announced that the two companies are working on several combined global initiatives in areas such as financial services, outsourcing solutions, public sector and enterprise computing.

"We are pleased to count Unisys as a global strategic systems integrator alliance partner," said Andy Bailey, senior vice president, Global Systems Integrator Alliances at Oracle. "Because Oracle and Unisys have been trusted alliance partners since 1984, it's natural that we now begin working on global initiatives that bring additional customer benefit by allowing us to focus on global solutions for secure business operations."

The two companies are building upon Unisys newly announced plan to deliver solutions for secure business operations. The solutions are energized by Unisys 3D Visible Enterprise strategy, which is designed to enable a client to see the links among business strategy, processes and IT requirements throughout the entire enterprise and gain visibility into the impacts and costs of strategic decisions at all levels even before making them. To support its strategy for solutions delivering secure business operations, Unisys is aligning with an exclusive list of the world's leading technology providers to deliver customer solutions that harness its partners' expertise with the power of 3D-VE. 

"This focus on global initiatives with Oracle opens up new opportunities for Unisys and our clients around the world," said Jean Michel Fournier, vice president and general manager, Worldwide Alliances at Unisys. "Our companies share a vision of helping clients build visible and secure business operations."

Unisys and Oracle are currently working together on several major initiatives, including:

* Financial Services Solutions. Unisys and Oracle are working together on several initiatives to help financial institutions obtain more visibility into their business, in both the front and back office, to improve operations and increase service. These joint solutions address retail banking, payments, customer relationship management, and other pertinent areas, drawing on both Unisys and Oracle's strengths in financial services. For example, by combining Unisys deep expertise in payments with Oracle's robust database capabilities, the two companies can help a bank better manage payments throughout its enterprise to maximize efficiencies across product channels, identify new revenue streams and improve customer service.

* Outsourcing Solutions. This initiative will focus on mapping and integrating Oracle and Unisys service definitions for seamless delivery of complete outsourcing solutions to clients with requirements such as network and security management, asset management and call centre support.

* Public Sector Citizen Interaction Centre Solution. Unisys and Oracle are working together on a broad range of initiatives in the public sector, most recently on joint development of a core CRM application for 311 contact centres, which provide a non-emergency contact solution for citizens to obtain government services.

* Application Scale-Up and Validation Testing. Unisys and Oracle will develop application-specific proof points, testing benchmarks, sizing guides and validated configurations for Oracle databases and applications running in both Linux and Microsoft Windows environments. 

About the Oracle Partner Network

Oracle Partner Network is a global business network of 15,000 companies who deliver innovative software solutions based on Oracle software. Through access to Oracle's premier products, education, technical services, marketing and sales support, the Oracle Partner Network program provides partners with the resources they need to be successful in today's global economy. Oracle partners are able to offer customers leading-edge solutions backed by Oracle's position as the world's largest enterprise software company. Partners who are able to demonstrate superior product knowledge, technical expertise and a commitment to doing business with Oracle can qualify for the Oracle Certified Partner levels.

Effective Communications

Communication

Communication means the exchange of information or ideas between two or more parties. Good communication is vital for a firm if it is to be as productive as possible and ensure the optimum use of the resources they have.

Communication cycle

Communication can be looked at as a scientific process. It is made up of parts, or stages, in a closed loop, or cycle. You have to send a message, know that it is received and understood, and then you must be supplied with the desired result, an answer or a conformation of receipt. Any failure in this loop will lead to ineffective communication. So, the important parts of this communication loop:

· The sender. All communication starts here, with the sender. The sender must know exactly the message that is to be sent. If this stage is unclear, the rest of the stages can only get worse. 

· The message. This must be in the correct form and language for the recipient. It is no good if the sender understands it, but the language is too complicated for the receiver. The message must be designed with the receiver in mind. 

· The recipient. A message has to go somewhere. This is the person or place where the message is targeted. The sender must be clear where this is. 

· The reaction. Messages are sent for a reason. The recipient has to respond to the message correctly. The sender needs to know this, so there must be a response. 

· The feedback. The response must be confirmed, the sender must be sent a reply. This will confirm the receipt of the message, and confirm the response to it. 

This is illustrated in the diagram below.
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Look at the process below. This shows all the stages and decisions that a message may go through. The sender has a lot of thinking and decision making to do. Do we do it, or do we just send and hope?

We start where there is a need to send a message, so:
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When communication is successful we:

· Encourage easier change 

· Develop commitment amongst staff (and therefore enhance motivation) 

· Enable co-ordination within the organisation to be more effective (therefore ensuring that the implementation of pans and strategies is more effective and efficient) 

If we are NOT successful then we might note:

· Problems not getting spotted or addressed 

· Leadership becoming isolated and following events not shaping them 

· The size of the organisation has grown too large to work effectively. 

Indeed, good communication is effective communication. Usually, big organisations do show some signs of inadequate communication (diseconomies of scale) and to address these they might consider:

· Developing flatter structures of management 

· Developing more empowerment amongst workers 

· Offering better employee training 

· Controlling the volume of communication 

· for different cultural and linguistic attitudes 

· Making certain that all who need to know are included and know the objectives aimed for 

Whatever improvements are made to communication systems, one needs to be aware of:

· Firms growing in size via mergers and takeover - this may disrupt existing channels and methods of communication. 

· The problems of global enterprises - the scale of communication required and the problems will be much more significant than for a national business. 

Types of communication

Communication can be categorised in various ways. For example, it may be:

· Internal - the exchange of information within the organisation. 

· External - the exchange of information with external individuals and firms - this may include many or all of the stakeholders of the firm. 

Within each of these types of communication, there may be many methods used. Internal communication may be either:

· Formal - this may be through email, memos, company reports, team meetings, letters, strategy documents and so on. 

· Informal - this may be either verbal or non-verbal. It may be communicated through social / group gatherings, or perhaps, simply through the company 'gossip' or the company 'grapevine'. 

Communication has also changed with technological developments and so you will need to think about how these affect business. So, consider for a moment:

· Fax 

· Email 

· The Internet 

· Intranets 

· Video conferencing 

· Telephone conferencing 

· Mobile phones 

Each affects business and how and where it is conducted. How effective will each of these methods be? What are the advantages and disadvantages of each form of communication? Have a think about the advantages and disadvantages of technology in communication and then follow the link below to compare your answer with ours.

Barriers to effective communication

Barriers to effective communication are important to establish as they will reduce productivity within the firm and, if serious, are a likely cause of diseconomies of scale in a firm. Barriers to communication are often referred to as 'noise'. This could be caused by physical factors, but may also be the result of attitudes and cultural misunderstandings. Barriers can arise in a variety of ways. They include the problems that:

· The givers of information may use a language or jargon that is not understood by those receiving the information. 

· Too much information may be transmitted in one load and the receivers cannot cope with the complexity of the volume 

· The wrong channel or medium of communication may have been selected, so reducing its effectiveness 

· The corporate culture of an organisation may not promote the sharing of communication flows 

· Cultures, time zones, languages and access to technology might reduce the impact of a certain from of communication 

· Information may be incomplete and so reduce its usefulness 

· Good news is OK to pass, but what of bad news? 

· Distractions may make understanding difficult. 

Information and, therefore, effective communication is important as it:

· Can be a major factor in influencing employee motivation. It improves the self worth of individuals. Hence the use of quality circles and the move towards empowerment. 

· Can aid understanding and skill development 

· Can assist in the development of greater awareness amongst employees - this is a wider topic than one may think and cultural differences are now being explained within some Staff Manuals 

· Can improve the way individual employees come across to the public. Indeed, customer facing employees are now given considerable training in how to communicate as pleasantly and effectively as they can 

· Can improve the external image of the company - incoming telephone calls, answers to emails etc are all received by those who might stop their contact with us if they are not dealt with in the way they feel is appropriate 

Communication difficulties for large organisations

Large organisations are complex and require sophisticated methods and systems for communication if they are to avoid possible problems. This is a good time just to re-visit some of our earlier work together. Let's think how large organisations try to avoid ineffective communications.

They might:

· Use a matrix system of management, which is felt to help breakdown some of the conventional barriers that exist within an organisation and reduce communication flows 

· Design flatter hierarchies, so reducing the distances between the giver and receiver of information. 

· They might encourage de-layering and so remove some of the layers through which communication has to pass. 

· They might use management by objectives, so encouraging more communication between those directly involved in getting the task done 

Communication networks

Various patterns of communication can occur within a team or department or indeed within a whole organisation and these different patterns are called communication networks. Figure 1 below shows various possible networks.
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Communication networks

The wheel

In this type of communication network, there is a single person occupying a central position. This type of network will tend to be fairly fast in disseminating information as the channels of communication, but it may not encourage initiative or creativity amongst participants. It will tend to be dominated by the leader and lead to little or no interaction between the other members of the group.

The chain

This network is where one person passes information to another who passes it on down the chain. This is quite a formal approach and used by many firms. However, it is very hierarchical and can be quite slow at disseminating information. Those at the bottom of the chain may be quite isolated and therefore less motivated.

The Y

This network is a sort of mixture of the wheel and the chain and combines aspects of both. Like the chain, there may be isolation for those at the end of the information flow and it may therefore not be very motivating for those involved. It is, like the chain, hierarchical and formal in nature.

The circle

In this communication network, people, or departments, communicate only with two others and pass the information on in this way. This may occur between middle managers in a firm. The problem is that decision making and information flows may be quite slow and there is no obvious leader. There is though quite a high level of interaction between the different departments or people.

The 'all channel' or 'connected' network

In this communication network, everyone can communicate with everyone lese and this is likely to be used in a situation where there are perhaps small teams or within small firms. It is a very open communication system and will tend to lead to high levels of participation and perhaps creativity, though there is no obvious leader and so the discussion might, at times, lack direction.

Employer and Employee Relationships

Employee and employer associations

Trade unions

Trade unions are a form of employee association. They are organisations of workers that are set up to protect and represent their members in their day-to-day work. Their roles may include:

· Giving legal advice and representation for their members 

· Ensuring a safe and secure working environment for their members 

· Negotiating pay and other employment rights on behalf of their members 

· Participating in the decision-making process (perhaps through worker representation, Works Councils or other means) 

Other possible employee associations could include:

· Staff associations - these may fulfil some of the roles of trade unions, but are generally internal to the firm. They may therefore represent the employees in negotiations with the firm. 

· Professional associations - these are also employee associations and are very similar to trade unions, but may represent a particular 'profession'. They may also act a regulatory body for the profession and may perhaps set entry standards for the 'profession'. Professions like accountancy and doctors are often organised in this way. 

Employer associations

In the same way that there are organisations that represent employee's interests, there will often be similar groups for employers. These may exist to support employers in lobbying government; they may offer technical support and advice to firms and a range of other services. As with employee associations they exist to further their members' interests.

Employer-employee relations

Employer-employee relations refers to how well employers and employees are getting on and the ways in which they are communicating and inter-relating with each other. Relations tend to be influenced by:

· Pay negotiations 

· Negotiations about other terms and conditions 

· Involvement of employees in decisions that affect them 

· The degree of trust that exists between the two parties 

· How each is represented 

· The general atmosphere within the organisation 

Bargaining

Bargaining is the process of negotiation between employers and employees to determine the pay and terms of conditions of the employees. It can take two forms. The first is individual bargaining, which takes place between an employee and his/her employer and the second is collective bargaining, where several individuals or an organisation (usually a trade union) have the power to negotiate on behalf of others.

The latter is now less popular than it once was as:

· The membership of trade unions has dropped since the 1980s 

· Legislation now makes it more difficult for organised labour to force its case 

· More employees are protected by other legislation, such as the Sex Discrimination Act. 

· More flexible working practices are now used and people often work in teams 

Conflict

Causes of conflict

Conflict in the workplace may occur for a number of reasons. These may include:

· Pay - management will want to keep pay for workers as low as possible while maintaining an adequate supply of labour and ensuring that they are sufficiently motivated and productive. Workers on the other hand will always be looking to maximise their pay. 

· Working conditions - workers will want to work in the nicest possible working conditions, but better working conditions represent a higher level of cost and management may therefore resist any attempts to improve working conditions 

· Redundancy - if there is a threat of redundancy, workers will be concerned at the loss of their livelihoods and this may well cause conflict 

· Change - as we have seen in a previous section, there can be significant resistance to change and therefore rapid change can be a source of conflict between workers and management 

Industrial disputes

If trade unions are unable to get agreement with employers with their negotiations, then they may enter into an industrial dispute. In this case, they have a number of sanctions they may use to try to put employers under pressure. These include:

· Work to rule - workers follow exact rules and procedures to the letter. This will generally reduce productivity and therefore total production. 

· Go slow - Workers deliberately use strategies to work slower. Once again, this will generally reduce productivity and therefore total production 

· Strikes - workers fully withdraw their labour and refuse to work. This may be for a fixed period (e.g. one-day strikes) or full-time until they can get an agreement with employers. 

· Overtime bans - workers refuse to do overtime. Once again, this will generally reduce productivity and therefore total production. 

· Picketing - workers position themselves outside the entrance to a firm or place of work and try to persuade people not to enter. Other union members will often agree not to cross picket lines. (N.B. They are only allowed to picket their own workplace - picketing other factories or locations is called secondary picketing and is illegal). 

Resolving conflict

Remember, most industrial disputes can be resolved via arbitration - where both parties agree to an arbitrator being appointed and accept that their decision will be final. Most countries will have an organisation (often sponsored or supported by government), which will act as an independent arbitrator to try to resolve disputes. An alternative method is by conciliation, which is when a third, neutral party attempts to resolve the situation. In the current industrial climate tensions are reduced via:

· Making negotiations less confrontational 

· Improving communications between the parties 

· Defusing disagreements as early as possible 

· Accepting external assistance to solve the dispute 

Another method of dispute resolution can be industrial tribunals. These are an informal courtroom where disputes are overseen by a Chairperson who will then judge on the case. Tribunals will usually see cases relating to employee complaints like unfair dismissal etc.

Increasingly trade unions have been involved in negotiating a range of deals that are aimed at both benefiting their members and benefiting the firm. There has been increased acceptance of the need for flexible working practices that enable firms to remain competitive while at the same time offering protection for their employees. These may include:

· Flexible contracts - contracts where employees work according to the level of demand. They may work more hours when demand is high and fewer at times it is low. 

· No-strike deals - these are fairly explanatory and are often used where continuity of output is vital. 

· Sub-contracting - firms may maintain a core workforce and then sub-contract a range of other work. This can again help them to be more flexible and match production to demand. 

New methods to resolve disputes have also emerged and have become increasingly popular. This has helped to reduce conflict. One such method is known as pendulum arbitration. Under this system, both the firm and the union put in initial bids for wage increases. They will then aim to negotiate a deal. However, if they do not manage to agree then they will go to arbitration and the arbitrator will decide on either one of other of the INITIAL bids. The aim of this is to discourage extreme bids and try to ensure that each party remains realistic throughout negotiation. In fact the arbitrator is very rarely required under this system.

Crisis management and contingency planning

Looking to the future can never be accurate. Things may be different to that which is expected. To reduce the risk of encountering a serious shock, firms carry out contingency planning. They question what might happen, identify alternatives, examine what effects this might have.

They ask questions like 'what happens if', if:

· Sales are more or less than planned 

· Costs are higher or lower than planned 

· Salaries and wages are greater or lower than expected 

· And so on, the list seems endless. 

The main plan is followed, but the firm has contingency plans for as many eventualities as it has examined. Surprises will still occur, but the chances of one occurring are reduced.

Firms need to constantly assess and reassess current methods and assumptions. They have to watch closely what is happening within the firm and outside in the market.

Contingency planning or crisis management?

Contingency planning prepares for:

· predictable and quantifiable situations 

· situations for which there is advanced notice 

· unexpected and often unwanted events. 

Contingency planning uses simulations and computer models asking 'what if' questions. 

The information required is usually available and adequate.

Crisis management is reactive rather than proactive. Managers respond to events, which threaten the business and could even lead to its closure. The managers can do little but minimise the potential damage to the business and it is likely to result in a rather autocratic approach. Every employee including the managers will have to be flexible and to accept that radical measures may be required. 

Contingencies will be met again when we consider investment appraisal. It will be seen that there must be an allowance for things that could not be given a value in advance. In the world of business strategy and corporate planning, contingencies are 'what might happen'.
