Nearsightedness

By Paul Herbig

“There are only 4 things wrong with American Business—First Quarter, Second Quarter, Third Quarter, Fourth Quarter.”   Anonymous Cynic of American Business Policies

American Businesses do have a reputation for shortsightedness—with good reasons.  With Wall Street Analysts watching over their every move and grading them at the end of every quarter, the incentive to do anything and everything you can to meet those quarterly numbers can be overwhelming.  And many have fallen victim to temptation and many more undoubtedly will.

One quick example will suffice.  A high-flying high-tech company of the late seventies was Datapoint.  It had a fool proof plan to beat the Stock Market Mavens.  The Executives set the quarter’s goal and as soon as the shipments met the desired revenues, all shipments were stopped and orders were held until the first day of the next quarter.  It worked like perfection for years—until the quarter that wasn’t.  A month from quarter’s end, the beancounters brought the suits the bad news . . . they were not going to meet their numbers even if they shipped every order on the books.  For a high tech company that did not pay dividends and relied on growth to keep its stock high, that was the worst news imaginable. Down the chain of command came the orders, “Make the numbers anyway you have to and pity the poor bloke who doesn’t.”  Pressure was immense.  Unbearable.  And many cracked under the strain.  One salesman in Corpus Christi rented a storage shed, dummied up customers, and shipped tens of thousands dollars of equipment to the shed.  Other salesman shipped non-orders to distributors knowing full well they would count as shipments and revenues as they left the dock and by the time they would arrive, be discovered, and returned, it would be the next quarter.  Customers were pressured, bribed, even threatened to take orders they did not need until much later or even ordered at all.  It worked like a charm—for a while.  The quarterly numbers were met, everyone was happy—at the time.  Then the house of cards came tumbling down.  The auditors and the SEC were all over the company and the Execs.  The stock fell by half the day the investigation into the scheme was announced.  Many of the execs and managers involved lost their jobs and careers because of the charade.  The company never recovered and became a has-been in the industry.

On a micro level, managers too often take the short-term approach.  The old guidelines were (and still are in many companies) one year to learn the job, one year to perform, and the third year to find your next job.  Which means you really don’t care what happens that fourth year because you will be long gone.  You sweep bad news under the rug, do all the external niceties that will make you look good, and hope you will be out of the way long before the straw façade weathers away.  Most of the time the good players, the politicians who know how to play the game, will succeed and move on to the next level before the house falls apart.  Sometimes though through bad timing, bad economy, or other excuses, the manager stays on longer than he anticipated.  Now it becomes a race against time, holding off the water swamping the dam for just a little longer, juggling the books, playing the magician, keeping everyone’s eye off the real target for just a little bit longer, hoping the dam will hold long enough for him to skip away leaving his successor to bear the blame for all the IOUs that will soon come due. 

When your neighbor puts on a new coat of (cheap) paint on his house, sweeping the dust under the rug, hiding the trash below the woodpile, and covering up the termite damage within, be assured the house will soon be it on the market.  The same goes for a business (or any institution for that matter).  When they put up new buildings, paint the old ones, spruce up the driveway, without addressing the rot the lies underneath, without resolving the internal problems left to linger, ignoring if not stomping on the human capital available,  you can be assured of one of two things:  the company is up for sale or the CEO/President is looking for his next big thing and soon to be gone.

The moral of the story:  If you see the signs, head for the hills and get out of there lest you be the one caught holding the bag or the last one left when the music stops.
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