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This book is a resource. It provides an explanation and exploration of the key con-
cepts in the study of business. The list includes subjects from the areas of man-
agement, marketing, finance, economics, organizational behaviour and opera-
tions. Care has been taken to present an international viewpoint, to consider con-
temporary perspectives on business such as strategic approaches, and to balance
theory and practice. The exciting though often hyped developments associated
with e-business and ethical business are also assessed. Throughout, | have en-
deavoured to apply the ethic of transparency to the business of writing, that is to
provide clarity.

The book is written to be used. Three groups of people in particular have
been held in mind. The first are students of business, whether beginners looking
for an introduction or those who are more advanced and need a resource to ex-
tend their studies. The second are practitioners of business who could do either
with a desktop reference book to help them understand their work more thor-
oughly, or simply with a resource to provide them with material, say for that
presentation next week. The third group of people are interested general readers
who hear words like ‘innovation’ or phrases like ‘ neoclassical economics’ ban-
died around and wonder quite what is meant by them.

The entries in this book cover the subjects that would be included in most
business studies or MBA courses. When a subject is fundamental the entry aims
to explain it. When a subject is more controversial the entry provides a critique
and balanced viewpoint. Each entry begins with a definition, followed by a de-
scription and discussion of the concept that is designed both to ground the sub-
ject firmly and outline avenues in which it is being developed.

Entries are of different lengths, reflecting the relative importance of the sub-
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ject. For example, utility has a short entry since whilst it is a word employed in
business studies it is also more generally used. Alternatively, zero-based budge-
ting has a short entry since, in terms of this book, it is a secondary, if important,
subject in relation to accounting.

Long entries vary in aim 1o ensure that as many subjects, and angles on sub-
jects, as possible are covered. For example, the marketing entry provides a high-
level introduction to the many subjects that fall under that heading. These can be
followed up in other parts of the book. Alternatively, the management entry of-
fers a discussion of the study of management rather than management per se,
since that seemed a more useful thing to do. Again, areas of management are
discussed thoroughly under separate headings. Or again, the long entry under
technology discusses the close relationship between technological advances and
economic advances; it is therefore different from the long entry under information
and communications technology which takes more of a technical slant; this is in
turn different from the long entry under e-business, which addresses the ques-
tion of what difference electronic networks make to business and how they might
be used.

Every entry ends with at least one of two notes. The first, ‘ See also’,
points to other related entries in the book which either develop the subject further
or point to entries that have a lateral but interesting link with it. The second,
‘ Further reading’ , suggests relevant material from the bibliography. With these
two pointers, the book aims to help the reader in their ongoing exploration of
business concepts.

The detailed index provides another starting point. In particular it will help
readers find hundreds of additional subjects that are not listed among the entries.
For example, the finance entry contains discussions of payback period and of net
present value that are listed in the index.

The bibliography is extensive. It includes a long list of important business
books published in the last three years, key reference books in the areas of man-
agement, business and economics, and classic texts, from historic thinkers as
well as modern exponents of business. Many of them are referenced at the end
of the entries, but the bibliography also provides suggestions for further reading.
The idea is that in it, and indeed in the book as a whole, readers will find rich re-
sources to continue their study of business.
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| am indebted to the British Library for providing me with a place in which to
write and many of the materials with which to research the book. | would also
like to thank Stuart Draper, who first introduced business to me, and Craig Mack-
enzie, with whom | have enjoyed long hours of discussion about the subject
since.

Mark Vernon
London
January 2001
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ACCOUNTABILITY [g)f7

The obligation placed on employees and organizations to
be answerable for their actions.

In practice, the term denotes a framework of responsibili-
ties covering various decisions and actions within which individ-
uals or groups work. The goal is to ensure that standards, meth-
ods and timeframes are adhered to.

Accountability finds its roots in classical management theo-
ry, with its militaristic belief in lines of command and speciali-
zation that governs the division of labour. However, the concept

BB has been modernized so that accountable management today is
a practice that seeks to manage by holding employees to perform-
ance measures or objectives, agreed wherever possible with the
individuals concemed. Cost and profit centres are closely associ-
ated with this style of management — the establishment of units
within the organization based on function or location for which
costs or profits can be reliably calculated and, therefore, con-
trolled. Shareholders and other third parties are also developing

means of holding firms to account, often over ethical concemns.

See also: Audit, Ethics, Performance
Further reading : Klatt et al. | 1999

ACCOUNTING =it

The discipline that provides information about a business
based on financial data.
Accounting information can be used by anyone making de-
cisions about the organization or their relationship to the busi-
e ness. Accounting is a massive subject area embracing a variety

of methods that have a profound impact upon the way a business

1s viewed. Here, the fundamental principles are reviewed along



with some pointers as to how the subject is currently evolving.

The resulis of accounting procedures can range from a sim-
ple balance sheet to a voluminous record of a corporation’s en-
tire commercial activity, but the discipline as a whole can be
broken down into two broad areas. The first is financial ac-
counting, the preparation of reports for shareholders, tax au-
thorities and business reports. Accounts must therefore be intel-
ligible to these third parties according to rules that might be en-
forced by law. The second is managerial accounting, the use of
financial data within an organization to assist in decision making
and driving profit and growth.

Financial accounting varies according to legal, economic
and social context. This can present a number of problems to
businesses. For example, accounting principles as Americans
put it, or accounting practices for the UK, differ dramatically.
In the UK, four principles are basic: the going concern princi-
ple, that is a company is at least initially assumed to be viable;
the selfexplanatory prineiple of prudence; the matching princi-
ple which says that records are entered in the period in which
they arise not when actually transacted; and the principle of
consistency which advises adherence to precedent.

Accounting standards are agreed by national professional
associations to assist in the auditing process. However, these
give rise to another source of variation: standards are legally en-
forceable in Canada and often in the US, but are voluntary in
the UK.

Accounting for goodwill and foreign currency exchanges al-
so contributes to diverse practices. Hence there are many initia-
tives to promote accounting harmonization. For example, it is
an important driver in European Economic and Monetary Union.

Managerial accounting originates in the need to control
costs. It is not necessarily subject to external rules, and varia-
tions in practice are common, typically due to inherited anoma-

lies, although best practices are often deployed. Models such as




cost volume profit analysis ( CVP), that calculates financial
economies of scale, are fundamental. More sophisticated tools,
such as activity based costing ( ABC), seek to enhance this
basic information. Others deal with less tangible factors that de-
mand a degree of personal judgement as well as objective stand-
ards. For example, cost-benefit analysis assesses the enhance-
ment of a product or service accrued from a particular cost.
Firms also implement accounting software tools, such as Enter-
prise Resource Planning ( ERP) , to overcome gaps in corporate
knowledge.

The central accounting discipline has sprouted a number of
branches to meet particular needs. For example, cash flow ac-
counting provides an alternative to transaction analysis by calcu-
lating the difference between a company’s cash outlays and in-
come over the accounting period. Inflation accounting incorpo-
rates measures that are able to deal more meaningfully with bus-
inesses working in areas in which monetary values fluctuate sig-
nificantly. Infamously, creative accounting uses techniques to
improve the financial profile of the firm ( though whenever even
two conservative accountants are looking at the same data, at
least three different reports will result).

Today, the academic study of accounting embraces a num-
ber of tensions, such as the arguments between those who advo-
cate the importance of value in accounting and those who prefer
to stick to hard costs. Accounting practices are also likely to
continue to develop as factors such as the demands of interna-
tional capital markets grow. Further, as the firm’s relationship
with its banks evolves, accounting for financial products such as
swaps and derivatives will increasingly be taken in-house, mak-

ing the accountant’s tasks more complex.

See also: Activity-based costing, Audit, Cash, Finance,
Foreign exchange risk, Goodwill, Income statement, Infla-
tion accounting, Opportunity cost, Transfer pricing, Zero-
based budgeting



Further reading ;. Bishop et al. , 1999; Kaplan and Atkinson,
1998 ; Jagolinzer, 2000; Rashad Abdel-Khalik, 1998; A.
Thomas, 1999

ACCULTURATION X {bi&MN

The process whereby a foreign culture is assimilated
without fosing the benefits of the original or the other.

In international business, acculturation is a tricky issue.
Informal management styles in Silicon Valley, for example, do
not work well with Japan’s preference for extensive deliberation.
Alternatively, global labour markets demand a greater under-
standing of the stresses and strains on employees negotiating dif-
ferent cultures. The effectiveness of a workforce can be severely
impaired if cultural preferences are ignored.

A further issue concems that of cross-cultural market- FE3C{LEH
ing. There are relatively few genuinely global brands, with most
varying according to locale. Occasionally, things go very
wrong. For example, dogs associated with toilet paper works
well in the West, but not in the Middle East, where the animals
are regarded as dirty.

See also; Culture, Geocentricism, Joint venture
Further reading : Beechler and Stucker, 1998 ; Morosini, 1998

ACTIVISM RiE X

The initiatives of employees, shareholders, stakeholders
or pressure groups to influence the decisions or actions of
a company.

The demonstrations of activists protesting at the meetings of
the World Bank and IMF have recently stolen the headlines.
Powered by communications technology, these various groups

are highly organized and arguably effective at raising their con-



cerns. However, this kind of very visible activism is only one,
contested,, way in which people try to influence the operation of
businesses.

B R AR E X For example, shareholder activism has long been a fea-
ture of American corporate life. Mackenzie describes it as
shareholder action, a loose term that covers attempts to influ-
ence corporate decision making through the shareholder
process. It can cover action by individuals, small campaigning
groups, large national pressure groups, and institutional inves-
tors like pension funds. This kind of shareholder action is dif-
ferent from the traditional concerns of shareholders with divi-
dend payments. It refers to attempts to encourage a company to
think about a range of social and ethical policy questions.

Shareholder action in the pursuit of social interests has be-
come increasingly common in the last two decades, particularly
in the US. Today, several hundred companies face ethically
motivated shareholder action campaigns at any one time. While
the overwhelming majority of these campaigns take place in
America, a growing number of companies in other countries
have faced pressure from shareholder activists, too. Institution-
al investors that are increasingly interested in ethical fund man-
agement, companies that want to be seen to be more accounta-
ble for their actions, and other kinds of activism, will ensure

that shareholder action is a trend set to grow.

See also; Environmental audit, Ethics, Social audit, Stake-
holder

Further reading: Mackenzie, 1993; Pringle and Thompson,
1999 ; Weinreich, 1999

ACTIVITY-BASED COSTING {E\V
RAE

An accounting method that aims to assess and include



the real costs of processes, called activities, in the pro-
duction of products, called cost objects.

Activity-based costing is the most important of the new ac-
counting techniques that have emerged since the early 1980s. It
developed to rectify faults with traditional cost management solu-
tions. In particular, ABC allows the costs of products to be as-
sessed more clearly in relation to identifying profits and econom-
ic break-even points, as well as with other managerial purposes
such as improving strategic decision making and implementing
business plans. ABC lends itself well to situations in which
overheads are high, where accounting errors are sensitive or
competition is high, and where cost objects themselves are com-
plex.

The total cost of a product is the sum of its direct cost,
such as labour and materials, and associated overheads. It is
this second element that ABC addresses in particular. Tradition-
al cost accounting arbitrarily allocates overhead costs by assum-
ing that they can be calculated according to volume-based meas-
ures, such as machine time and labour hours. ABC focuses on
tracing expenses accrued by objects and treating them as direct
costs.

Understandinig the relationship between cost objects, activ-
ities associated with them and the resources they consume is
central. ABC requires five steps ; identification of activities, de-
termination of cost of activities, determination of cost drivers,
collation of activity data and calculation of product cost.

The adoption of ABC by organizations varies, although why
firms that would otherwise apparently benefit from the virtues of

ABC do not adopt its practices is an open question.

See also; Accounting
Further reading: Brimson, 1999; Forrest, 1996; Innes and
Mitchell, 1998 ; Tumey, 1996



ADAPTABILITY &pf*

The flexibility of a company’s aims.

Adaptability is important to business in certain specific
senses. An adaptive strategy is one in which negotiation and
compromise characterize the achievement of goals that are them-
selves adaptable. This mode of operation is typically suited to
public sector or charitable organizations. However, adaptability
is increasingly recognized as a valuable quality even for organi-
zations used to fixed targets and strict aims.

A second less significant application of adaptability refers
to employees’ ability to cope with change, and is deployed in
the screening of employees for work abroad. Tests include as-
sessing the ability to handle stress and the ability to make deci-

sions on limited knowledge.

See also. Aptitude test, Mission statement
Further reading : Birkinshaw and Hagstrom, 2000

ADHOCRACY R;E4B4A443

TR E The type of organization associated with an open-ended
style of decision making.

An adhocratic structure seeks to allow all staff in the organ-
ization to work together across traditional divides for the
achievement of the goals of the company. The reason behind
such a complex environment is to produce the dynamism neces-
sary to make decisions that face high degrees of uncertainty or
chance. For example, administrative staff might have insights
on an issue that production managers alone would overlook. Al-
ternatively, an innovative organization might adopt adhocratic
methods so that good ideas can surface from a variety of
sources.

Garbage can models of decision making are a famous varia-



