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LETTER FROM THE EDITORS

Welcometothefirst issueof the Entrepreneurial Executive. Asyou know, the Academy
of Entrepreneurship isoff to a successful start. Weheld thefirst Conferencefor the Academy
in Nassau, last October, and more than 80 people came. The papersin thisissue were all
award winning papers from the Conference. They represent outstanding work in the
discipline and we ar e extremely pleased to be able to bring them to you.

THE ACADEMY OF ENTREPRENEURSHIP

The AoE isa non profit association of scholars and practitionersin entrepreneur ship
whosepur poseisto encour ageand support theadvancement of knowledge, under standingand
teaching in entrepreneur ship throughout the world. The AEJ and the EE arethe principal
vehicles for achieving the objectives of the organization. The editorial mission of the AEJ is
to publish empirical and theoretical manuscripts which advance the entrepreneurship
discipline. Theeditorial mission of the Entrepreneurial Executive isto publish manuscripts
which advancethe practice of entrepreneurship. Both of the these journals have been made
possible by the Charter Members of the Academy who have generously supported the
organization and by the conference participants who attended the first association meeting.
We look forward to along and successful career in publishing articles which will be of value
to the many entrepreneur ship scholars and practitioners around the world.

Aseditorsof the EE, weintend to foster a supportive, mentoring effort on the part of
therefereeswhich will result in encour aging and supportingwriters. Toooften differingviews
arenever heard because of a particular biasof the editors. We welcome different viewpoints
becausein differenceswefind lear ning; in differ enceswedevel op under standing; in differences
wegain knowledgeand in differenceswedevel op thedisciplineintoamorecomprehensive, less
esoteric, and dynamic metier.

Just assmall businessisthe backbone of the economies of nations, the transmission of
knowledgeabout thisfield isworthy of themost intensive campaignsfor teaching, resear ching
and learning. We embracethis challenge and we intend for the Academy and itsjournalsto
become proactivein making thecasefor thefutureof entrepreneur ship throughout theworld.
Equally important to our mission isthat the people involved will enjoy the process of sharing
ideas with each other.
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Vi
SUBMISSION OF MANUSCRIPTS

Weinvitedirect submissions to both Journals. We plan to offer publication priority
tomember swho attend the confer ence. However, weexpect confer ence paper stoconsumeone
or two issues each year. Accordingly, we need direct submissionsto maintain a flow of high
level manuscripts. The EE is interested in publishing practical studies in any area of
entrepreneurship, small business, or entrepreneurship education. The sole criterion for
acceptanceisthat the manuscript isof valueto entrepreneur ship practitioner sand educator s.

Thereisnorequired format for submission. Send four copiesof themanuscript tothe
Editors at the address indicated for the Academy inside the front cover. Thisisthe same
address for submission of papersto the conference. All authors of papers published in the
Journals ar e expected to be members of the Academy.

THE 1996 CONFERENCE

Weinviteyou to submit manuscriptsand to plan to attend the 1996 Confer ence which
isscheduled for October 9 through 12 on theisand of Maui in Hawaii! The Conference will
be held concurrently with the meetings of the Allied Academy which encompassesin addition
to Entrepreneurship: Accounting and Financial Studies, Managerial Communications,
Educational Leadership, Marketing Studies, Strategic and Organizational L eader ship, and
Case Studies. Welook forward toreceiving your work and to meeting you at the Conference.

Alohal
JoAnn and Jim Carland
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BASIC SKILLSDEFICIENCIESIN THE
WORKPLACE: DIFFERENCESBETWEEN
LARGE AND SMALL BUSINESSES

Geralyn McClure Franklin, Alicia Briney Gresham,
Kélli J. Clawson, and Xiaodong Qin
Stephen F. Austin State University

ABSTRACT

Many employerscontinuetoignorethe proficiency gapin the American workforce. Other
employers, however, are taking proactive approaches by investing in their human capital to
combat skillsdeficienciesin theworkforce. Thisarticledescribestheresultsof astudy comparing
how large and small businesses are responding to basic skills deficiencies in the workforce.

INTRODUCTION

Numer ous" eye-opening" publicationshavefocused attention onthebasicskills, or lack
thereof, of the American workforce. Jonathan Kozol's Illiterate America (1985), the Hudson
Institute's Workforce 2000 (1987), and the United States Department of Labor's and the
American Society for Training and Development's Workplace Basics:  Skills Employers Want
(Carnevale, Gainer, & Meltzer, 1989) arejust afew notable publications. But why theconcern
with basic skillsin the wor kplace?

The American workplace of the future will be affected significantly by a dramatic
sowdown in the growth of the workforce (especially the entrance of 16-24 year olds). In
addition, amajority (88 per cent) of all new entrantsinto thewor kfor ce between 1985 and 2000
will be women, minorities, and immigrants--groups with less training, on aver age, than the
nonminority, male population that made up 47 percent of the population in 1985 (Hudson
Institute, 1987). With thesedemogr aphic changes, employer swill havetoreach intotheranks
of the less qualified to hire entry-level employees.

Workforce2000 (Hudson I nstitute, 1987) also pr oj ectsthat themaj or ity of new jobswill
require some post-secondary education for thefirst timein history. Only 27 percent of new
jobs will fall into low-skill categories, compared to 40 percent in the mid-1980s. Jobsin the
middle of the skill distribution will be the least skilled occupationsin the future.
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BASIC SKILLSIN THE WORKPLACE

The American workplace is constantly changing. Accordingly, employee skills must
change. Deficienciesin basic work skillsareamajor concern. Enhancing basic work skillsis
achallengefor the school system, gover nment, and businessin order to ensurethat America’'s
businesses continue to remain a sour ce of competitive strength.

American employersare fortunate that the workforce is one of the finest in the world
in terms of the literacy rate. However, there are millions of Americans who are not
functionally literate(i.e., they cannot read, write, or think well enough to meet challengingjob
requirements). Several studiesindicatethat 65 percent of the American workforce currently
reads below a ninth-grade level, while at least 70 percent of workplace reading materialsare
written for ninth-grade to college levels (Smith, 1995).

The inability of American workers to meet reading, writing, and computational
(mathematical) standards required by businesses is fast becoming an economic and
competitive issue. Fortunately, the Business Council for Effective Literacy (BCEL), the
Coalition for Literacy, theLiteracy Volunteersof America, and the United StatesDepartment
of Education are shedding new light on America's"invisible epidemic" --illiter acy!

What isilliteracy? llliteracy (or literacy) isarelativeterm that can only be defined in
relation to specific contexts. People who are said to be literate by one standard could be
consideredilliterateby another. Thus,illiteracy (or literacy) isdefined in many different ways,
and the statistics on it vary according to the definition. Initially, the terms " functional”
illiterates (or literates) and "marginal” illiterates (or literates) were utilized to explain the
concept.

It isestimated that 25 million to 27 million American adults (over the age of 17) are
"functional” illiterates (Hudson Institute, 1987, Zemke, 1989). Functional illiterates are
unable to read, write, perform simple calculations, or solve problems at a level adequate to
enablethem to copewith smpleand fundamental tasks (BCEL , 1987). Each year another 2.3
million functional illiteratesage 16 or older join the nation's pool of unemployed. Functional
illiterates are estimated to account for 30 percent of unskilled workers, 29 percent of
semiskilled workers, and 11 percent of all managers, professionals, and technicians (Hudson
Institute, 1987). In addition to functional illiterates, an estimated 45 million to 47 million
individuals are borderline or "marginal” illiterates (i.e., being able to function, but not
proficiently). Ther reading and writing skills need upgrading in order to improvetheir job
per formance and everyday functioning.

As you can see from the discussion above, the term "literacy" has had a different
concept and definition as society hasevolved. Today's widely-accepted definition of literacy
includes both functional and marginal literacy. According to the National Literacy Act of
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1991, literacy is" anindividual'sability toread, write, speak in English, and computeand solve
problems at levels of proficiency necessary to function on the job and in society, to achieve
one's goal, and develop one's knowledge and potential” (David, 1992, p. 7). Thus, illiteracy
would refer to theinability to perform such activities.

Just asthe definition of literacy has evolved with the times, so too, have the demands
of theworkplace. Employer swant a new kind of employeewith abroad set of kills, or at least
astrongfoundation in thebasics, in order to expeditelear ning on thejob (Carnevale, Gainer,
& Meéeltzer, 1990). Exhibit 1 identifies the skills American employers need. Deficienciesin
thesebasic skillsarebarriersto entry-level employees, experienced employees, and dislocated
employees attempting to adapt to economic and technological change within organizations
(Carnevale, Gainer, & Meltzer, 1990).

EXHIBIT 1
THE SEVEN SKILLS GROUPS

Learning to Learn
3 R's(Reading, Writing, and Computation)
Communication: Listening and Oral Communication
Creative Thinking/Problem Solving
Self-Esteem/Goal Setting--M otivation/Employability--Career Development
| nter per sonal/Negotiation/T eamwor k
Organizational Effectiveness/L eadership

Source: Carnevale, Gainer, & Méeltzer, Workplace Basics. The Essential Skills
Employers Want, San Francisco, CA: Jossey-Bass, 1990, p. 2.

CONCERNS FOR BUSINESS

Theflexibility of American firmsto adapt to changing competitive conditionshasbeen
severely jeopar dized by the growing disparity between employee skillsand job requirements.
New technology createsopportunitiesfor economic growth, but demands mor e sophisticated
employee skills. With theaddition of at least 2.3 million illiter ate adultson the unemployment
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rollseach year, business, labor, and gover nment must be moreawar e of theincr eased need for
basic skills education and training.

To maintain economic competitiveness, the economy must sustain an annual three
percent rate of growth. Achieving that goal will require 25 million workersto improve ther
skills, climbing, on average, a full point--from 2.6 to 3.6--on the Department of Labor's six-
point scale that measuresjobs by degree of difficulty (Hudson Institute, 1987).

Business needs to be awar e that deficient work skills contribute to low productivity,
wor kplace accidents and injuries, poor product quality, costly errors, and lost management
and supervisory time (BCEL, 1987; Gorman, Cannell, & Hallanan, 1988). Illiteracy costs
American businesses $20 billion each year due to absenteeism, workplace accidents, lost
profits, lowered productivity, reduced competitiveness, increased remedial training, lost
customer s, and reduced customer spending (Pilenzo, 1990). In addition, adult illiteracy costs
American business and taxpayer s $225 billion annually in lost wages, profits, unrealized tax
revenues, prisons, crime, and related social ills (Goddard, 1987; Pack, 1990).

Businessmust assist by curbing costs absor bed by society. Illiteracy preventsmillions
of employed workers, including employeesat the managerial level, from attaining promotions
or advancement to better jobs. Workplace illiteracy also cuts profits because adults who
cannot read represent a major loss of customersfor products and services.

Employersnow facea proficiency gap in theworkforcesoimmensethat it threatensthe
well-being of businesses both large and small. The smaller the firm, the more important
wor kplaceliter acy becomes, especially since one of fiveworkershasal liter acy problem (K ozol,
1985; Fields, Hull, & Sechler, 1987; Hudson Institute, 1987)

Small businesses are important job generatorsin the United States economy, having
created 47 percent of the new jobs between 1973 and 1988 (Epstein, 1994). Further, small
businesses and self-employed entrepreneurs provide 56 percent of the nation's private
employment and over 47 per cent of thetotal output (Hudson I nstitute, 1987). Small businesses
also hire the majority of young, older, minority, and female employees, groups that will
continuetoexpand in thefuture. If current trendsprevail, disproportionate numbersof these
workerswill lack the basic work skillsrequired to perform jobs properly, which will have a
disproportionate impact on small businesses.

It appear stherewill beintensecompetition for experienced and technically-competent
employeesin the future. Larger firms, typically with more financial resources, will bein a
position to outbid smaller firms. Offeringrelatively lower salariesand less extensive benefits
coverage than their larger counterparts, small businesses will be scrambling to competein a
tight market where qualified labor isat a premium (Berney, 1988).

Employees hired by small businesses typically have less formal education than those
employed in larger firms. Infact, small firmsaremorelikely than largefirmsto hireand have
to train functional illiterates (Szabo, 1990). A study by the Department of Labor concluded
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that in firmswith fewer than 500 employees, almost four per cent of wor kersages20to 25 had
no more than an eighth-grade education. However, employees in large firms in the same
bracket and with that level of education accounted for under one percent of the workforce
(Szabo, 1990).

When basic work skillsdeficienciesinfluencethebottom line, employer soften respond
with replacement or training. But, replacement is becoming less realistic as the supply of
employees decreases. Employersare often forced to utilize training to make employees more
productiveinstead of hiring productiveemployees. Appropriately, agrowing number of small
employer shaveconcluded that their workforcesmust bewell trained if their organizationsare
to remain competitive and reach higher levels of productivity and service. However, many of
these small businesses cannot affor d expensivetraining programs. But they can, and often do,
rely on on-the-job training (Szabo, 1994).

JUSTIFICATION FOR RESEARCH

Previous research on basic work skills has focused on the changing nature of the
workforce and projecting the future impact of illiteracy on the workplace (Kozol, 1985;
Hudson Institute, 1987; Beilinson, 1990; Askov, 1991, Sherman, 1991; Zalman, 1991,
Anderson, 1993; Callahan & McCright, 1995). Notableattention hasbeen giventobasic skills
education programsin large businesses (gener ally employing mor e than 500 per sons) (Ross,
1986; Fields, Hull, & Sechler, 1987; Berney, 1988; Carnevale, Gainer, & Meltzer, 1989,
Goddard, 1989; Zemke, 1989; Lee, 1990; May, 1990; Szabo, 1990; Lamoglia, 1991, Petrini,
1991; Cunniff, 1992; Washburn & Franklin, 1992). Relatively littleattention, other than two
maj or resear ch projects(onecited by Carlson, 1992; Franklin, 1993) and afew individual case
studies (Saddler, 1988; Szabo, 1990; Petrini, 1991; Sixel, 1991; Carlson, 1992; Washburn &
Franklin, 1993), has been given to small businesses.

Research on basic skills and the effect on the workplace has been almost entirely
descriptive. However, only a few studies have addressed an important issue: doesthe size of
the organization influence perceptions of applicant/employee basic skills deficiencies,
employment procedures, or training programs? Thestudiesthat haveaddr essed theissuehave
dealt with small populations (Washburn & Franklin, 1993; Franklin, 1993). This study was
designed to addresstheseissuesin alarger population.

RESEARCH METHODOLOGY

The population for this study was Dun & Bradstreet's Information System (D & B
System). A random samplewasdrawn from the nearly seven million businesseslisted in the

The Entrepreneurial Executive, Volume 1, Number 1, Fall 1995



6

D & B System. Tooperationalizelarge ver sussmall businesses, a cutoff point of 15 employees
was utilized. When conducting business research, the upper and lower size limits may be
dictated by thesubject matter. Sincean overwhelming majority of American businesses have
fewer than 15 employees(over six millionintheD & B System, compared to nearly onemillion
with 15 or more employees), it was determined that the cutoff of 15 employees was
appropriate. Thus, thesample frame reflected thisfact.

The data were collected through the use of a mail questionnaire. A pilot study was
conducted in a rural Texas county (Washburn & Franklin, 1993) and in Texas (Franklin,
1993). Based on theresponsesand review of other resear ch efforts, thefinal questionnairewas
developed.

Thequestionnairewasdivided into four sections (SectionsA, B, C, and D). Section A
contained nine questions pertaining to basic employment procedures. Section B consisted of
seven questionsrelatedtotraining efforts. Section C wascomposed of five-point, Likert-scaled
statements. Finally, Section D contained organizational and individual demographic
questions.

Questionnaires were mailed to the personnel/human resource director in 2,500
businesses. Theoverall responserate from the mailing was 19.48 per cent (486 responses). Of
these, 378 (77.8 per cent) r epresented small businesses (lessthan 15 employees), while 108 (22.2
per cent) represented lar gebusinesses (15 or moreemployees). Theseproportionsclosely match
those of the D & B System. The responding companies represent a diversity of types of
businesses (see Table 1).

RESEARCH RESULTS
Theperceptionsof small and largebusinessesto basic skillsdeficiency aredescribed in

the research results that follow. Emphasisis given to employment procedures (particularly
screening efforts) and training programs.
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TABLE 1
RESPONDENTSBY TYPE OF BUSINESS
TYPE SMALL BUSINESSES LARGE BUSINESSES
n=378 n=108
Number % Number %
Retail/Wholesale Trade 131 34.7 26 24.3
Manufacturing 37 9.8 16 15.0
Other Services 37 16.2 19 13.8
Agriculture/Fishing/Natural Resour ces 32 14.0 14 10.1
Finance/l nsurance/Real Estate 27 11.8 19 13.8
Utilities/Transportation/Communication 7 31 17 12.3
Computer/Data Processing 2 9 3 22
Health Care 2 9 2 14
Government 3 13 0 0.0
Mining 0 0.0 3 22
Restaur ant 8 21 5 4.7
Construction 23 6.1 10 9.3
Energy/Gas 4 1.0 0 0.0
Miscellaneous 58 153 10 9.3
TOTALS 378 99.9 108 100.0

APPLICANT/EMPLOYEE BASIC SKILLSDEFICIENCIES

Small business respondents (172 or 45.52 percent) indicated that "verbal
communicationsskills' werethe number onedeficiency of job applicants. Ontheother hand,
large businesses (47 or 43.5 percent) noted that " job specific skills' were most often lacking
in applicants. Significant differences existed between the responses of small and large
businessesin regard to computer and word processing skills (see Table 2).

Significant differences appear ed relativeto current employeedeficiencies, in the areas
of computer, writing, work ethic and math skills. Small employers (96 or 25.4 percent)
reported " verbal communication" asmost lacking followed by " job specific skills' (93 or 24.6
percent each). Large employers (40 or 37 percent) noted " computer skills' as most lacking,
followed by " writing skills' and “job specific skills* (30 or 27.8 each). Significantly moresmall
businessesresponded that no skillswer e lacking in both applicantsand current employees (p
<.05).
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SCREENING MECHANISM S

Employers have long seen basic skills competency as a prerequisite for employment.
Therefore, employers have focused on measuring the skills of prospective employees and
screening out those unsuitable for employment.

Two hundred twenty-five (59.5 percent) of the small businesses reported using an
application form for screening purposes. Yet, only 110 (48.9 per cent) indicated they required
applicantsto complete theformsin their facility. On the other side, 100 (92.6 per cent) of the
large businesses responding use an application form. Fifty-two (48.1 percent) require
application formsto becompleted in thefacility. Thesefindingsindicate that largebusinesses
aremorelikely to use an application form than small businesses (Chi-square 6.56, p < .01).

The " ability to read and write" isthe number one requirement of small (274 or 72.5
percent) and large (76 or 70.4 percent) employers. Table 3 summarizesthebasic or minimal
education requirements of respondents.

TABLE 3
BASIC OR MINIMAL EDUCATION REQUIREMENTS
Requirement Small Businesses L arge Businesses
n=378 n=108
Number % Number %
Ability to Read and Write 274 72.5 76 70.4
High School Diploma/GED 164 434 46 42.6
Some College 40 10.6 15 13.9
College Degree 16 4.2%* 9
8.3**
Others:
Depends Upon Position 8 2.1* 7 6.5*
Specific Job-Related Skills 23 6.1 5 4.6
Trade/Vocational School Training 7 19 2 19
State License 9 24 2 19
No Requirements 7 19 1 0.9
* Chi-squarep < .05 *x Chi-squarep < .10
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Respondentswer e also asked how they verify educational requirements (see Table 4).
Both small (291 or 77.0 percent) and large (82 or 76.0 percent) businesses reported that
verification was most often done "during the interview." Still, 49 small employers (13.0
percent) and 16 large employers (14.8 percent) stated they "do not verify" educational
requirements. Significantly, large businesses are more likely to require testing than their
smaller counterparts (p < .05).

TABLE 4
VERIFICATION PROCEDURES FOR EDUCATIONAL REQUIREMENTS

Procedure Small Businesses L arge Businesses
n=378 n=108
Number % Number %
Verify during Interview 201 77.0 82 76.0
Require Testing 33 8.7* 18 16.7*
Require Copy of Diploma 48 12.7* 11 10.2*
Do Not Verify 49 13.0 16 14.8
Others:
Verify During Training 7 19 1 19
Copy of License 6 16 0 0.0
Checking Application Form 7 1.9%* 6 5.6%*
Call School/College 3 0.8 1 0.9
Check References 18 4.8 2 19
Sample of Past Work 1 0.3 0 0.0
Other 5 1.3 2 1.9
* Chi-squarep < .05 *x Chi-squarep < .10

What type of pre-employment testing is most often utilized? Reading skillstestingis
the most utilized pre-employment testing procedure (see Table5). Largebusinessesaremore
likely than small onesto engagein drug/alcohol testing (p <.05) and in writing tests (p <.10).
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TABLES
TESTING PROCEDURES
Applicantstested for Small Businesses (378) L arge Businesses (108)
Number % Number %
Drugs/Alcohol 37 9.8* 20 18.5*
Reading Skills 69 18.3 24 22.2
Math Skills 58 15.3 14 13.0
Writing Skills 58 15.3%* 24 22.2%*
* Chi-squarep < .05 *x Chi-squarep < .10

POSITIONSAVAILABLE FOR INDIVIDUALSWITH BASIC SKILLSDEFICIENCIES

One hundred eighty-six (49.2 percent) small businesses and 41 (38.0 percent) large
businessesresponded thereare" no positionsavailablein the or ganization for individualswho
lack basic skills" Thus, 187 (49.5 percent) small employers and 66 (61.1 percent) large
employersindicated that their organizations might have positions available for individuals
deficient in basic skills.

Why would you employ per sonswho lack basic skills? I nterestingly, 153 (40.5 per cent)
small employers and 38 (35.2 per cent) large employers said they " would not employ per sons
who lack basic skills' (see Table 6). Therefore, it appears that 225 (59.5 percent) small
employersand 70 (64.8 per cent) lar ge employer s might employ per sonswho lack basic skills.
Of these, both small (132 or 34.9 percent) and large (48 or 44.4 per cent) businesses cited " to
give individual an opportunity” asthe primary reason for employing those who lack basic
skills.

TRAINING PROGRAMS
Ninety-three small businesses (24.6 percent) offer basic skillstraining. On the other
side, 44 (40.7 percent) of the large businesses reported they offer basic skillstraining. The

resulting Chi-squar e statisticwas 10.81 (p value<.01). Thus, largebusinessesappear to offer
basic skillstraining more than small businesses (see Table 7).
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TABLE 6

REASONS FOR EMPLOYING INDIVIDUALSLACKING BASIC SKILLS

Reason Small Businesses (378) L arge Businesses (108)
Number % Number %

Skills Not Needed for Job 99 26.2* 42 38.9*
Give Individual an Opportunity 132 34.9 48 44.4
Skilled Workers Not Available 19 5.0 8 7.4
Would Not Employ Persons

Who Lack Basic Skills 153 40.5 38 35.2
Others:
Can Train 9 2.4 2 19
To Cut Costs 5 13 0 0.0
Other 8 2.1 3 2.8

* Chi-squarep < .05

TABLE 7
TYPES OF BASIC SKILLSTRAINING
Type Small Businesses (93) L arge Businesses (44)
Number % Number %
Job Specific Skills 67 72.0 35 79.5
Computer Skills 26 28.0 17 38.6
Word Processing Skills 12 12.9** 11
25.0**
Writing Skills 6 6.5 2 4.5
Verbal Communication Skills 20 21.5 7 15.9
Math Skills 7 7.5 2 45
Reading Skills 3 3.2 0 0.0
English (Second Language) Skills 3 3.2 0 0.0
Managerial Skills 3 3.2 2 45
Other 6 6.5 1 2.3
*x Chi-squarep < .10
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The methods used for basic skills training were then addressed (refer to Table 8).
Specifically, respondents wer e asked what sources are used to develop and implement basic
skillstraining programs.

TABLE 8
BASIC SKILLSTRAINING METHODS
Method Small Businesses (93) L arge Businesses (44)
Number % Number %
I n-House Staff 74 79.6 36 81.8
Outside Consultants 15 16.1 3 6.8
Community Colleges/ Universities 12 12.9 5 114
Partner ships 4 4.3 3 6.8
Community Education 2 2.2 0 0.0
Trade Schools 21 22.6 6 13.6
Volunteer Tutors 2 2.2 1 2.3
Computers/Videos 12 12.9+ 14 31.8+
Traditional Classroom 2 2.2%* 4
9.1**
Workshops/Seminars 4 4.3 3 6.8
*x Chi-squarep < .10 + Chi-squarep < .01

MONETARY SUPPORT FOR TRAINING

Ninety-one (24.1 per cent) small employersand 43 (39.8 per cent) lar ge employer s offer
tuition assistance for training purposes (Chi-square 11.77, p value < .01). Thus, large
employers are more likely to offer tuition assistance for training purposes. Of the 91 small
businesses offering tuition assistance, 23 (25.3 per cent) cover remedial or basic skillstraining.
On the other side, 9 (20.9 percent) of the 43 large employers cover remedial or basic skills
training.

Finally, 42 (11.1 percent) of the small employers reported they work with public
programs such as publicly subsidized, on-the-job training, welfare department sponsored
classroomtraining, the Job Training Partner ship Act, etc. Atthesametime, 21 (19.4 per cent)
of thelarge businesses indicated involvement with such programs. The Chi-square statistic
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was 5.37 (p value < .10). Ultimately, large employers are more likely to work with public
programs than small employers.

SIGNIFICANT FINDINGS

Small employers perceived verbal communication skills to be most lacking in job
applicants, whilelargeemployer sper ceived job-specific skillsto bethe primary deficiency. In
regard to current employees, small employers reported verbal communication skills most
lacking. Largeemployers, on the other hand, cited computer sKills.

Screening procedures that enable qualified applicants to be identified should be of
benefit tosmall businesses. Yet, almost all lar gebusinessesreported using an application form
for screening pur poses, whileonly alittlemor ethan half of the small businessesreported doing
so. As expected, significantly more large employers require the application form to be
completed on-site.

The ability to read and write and having the equivalency of a high school diploma are
the top two education requirements for small and large businesses. Both small and large
employersindicatethat verification of educational requirementsismost often doneduringthe
interview.

Testingfor reading skillsisthemost utilized testing procedurefor both small and large
employers. However, significantly mor e large employerstest for drugs and/or alcohal.

Both small and large employers reported they would hire workers who lacked basic
skills, primarily " to givetheindividual an opportunity.” Significantly fewer small employers
offer basic skillstraining or tuition assistance. Yet, significantly more large businesses use
computers, videos, and classroom settingsto train employees.

CONCLUSION

Thereisno way in which the United States can maintain the health of itseconomy, fend
off the competition, improve productivity, and in general, maintain its standard of living unless
we substantially increase the skills of the workforce, says Forrest Chisman, project director of
the Southport Institute for Policy Analysis, in a 1989 study (Reiss, 1990). Consequently,
improving basicwork skillsisaresponsibility of the school system, gover nment, and business,
even small business, in order to ensure the competitive strength of American businesses.

Small employers can assist in maintaining the competitive strength of American
businesses by improving the basic work skills of their employees. For instance, small
employers can lobby to increase attention to the importance of a literate small business
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wor kforce. Subsequently, small employer s can direct basic skills concer nsby becoming more
involved in local school systems by encour aging business-education basic skills partner ships.
In addition, small businesses should identify existing local and state adult literacy resources
they can utilize. Also, successful basic skills programsin other smaller organizations should
be identified and used as models if necessary. Ultimately, small employers must work to
improve public education in order to prevent future basic skills deficiencies in American
workers.
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TECHNOLOGY MATURATION:
THE MISSING ELEMENT IN THE DEVELOPMENT
OF HIGH-TECH ENTREPRENEURSHIP

Andrew J. Czuchry and ThomasW. Zimmerer
East Tennessee State University

ABSTRACT

Thetwenty-first centuryisvery likely to dawn with aglobal explosion of technology driven
entrepreneurial companies. Large established organizations are attempting to emulate the
behaviorsof their highly adaptive and rapidly responding entrepreneurial competitors. The past
decadehaswitnessed thetransformation of organizational structuresthrough re-engineeringand
advanced informational technologies.

INTRODUCTION

I nfor mation technology hasserved to both expand theroleof organizational per sonnel
through the capability to decentralize decisson making and link together producer and
consumer. While traditional concepts of business and management continue to evolve and
adapt to the conception of superior technological tools, thewellspring of these changeshasyet
to be understood or harnessed. The ultimate economic success of a nation, corporation or
institution in the next millennium will be heavily influenced by its ability to convert
technological breakthroughsinto commer cialized productsin an efficient and timely manner.
Currently, thereisa significant " bottle neck” in the process. Recent changesin the patent
laws now strongly reinforce the need to compress the time between initial creativity and
mar ket introduction.

The suggested solutions to the present inefficient process are based on the authors
experiencesin the existing process. Figure 1 represents a three phase model of the process.
Phase | involves the basic generation of original ideas. The focus is on creativity and
innovation that resultsin the achievement of a patent. Under international law the patent is
arecognized form of protection for the creator of theoriginal work. Inrecent yearstherehas
been a great deal of dispute regarding the degree of protection provided by the owner ship of
apatent, trademark or copywrite. However, therisk associated with failingto acquirelegally
recognizable ownership of the technology is generally considered greater than the risk of
having the patent infringed upon by others. The popularity of having the product of your
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creativity patented has not diminished in recent years. From 1977 to 1994, the U.S. patent
officeissued 851,396 patentsto U.S. citizens (both individualsand cor porations). Thegreatest
concern doesnot liein alack of initial creativity, whether it be from the corporate R& D labs
or thebasementsand gar ages, of individual inventors. Theflow of new and original ideashas
traditionally been a hallmark of our economic system. Phasel of themodel depicted in Figure
1 representsactivitieswhich have been addressby expertsfor decades. Phasel |l of themoddl,
thecommer cialization phase, isthe heart of entrepreneur ship. New product introduction and
themarket place combat associated with theseactivitieshasalso been detailed at great length.

FIGURE 1
Phase | Phasel| Phaselll
R&D Technology Maturation Commer cialization
Creativity and Generation Of the Technology
of the New/Original Idea Big" D"
Big"R" and Little"d"

This paper prefersto address the technology maturation phase of the process, (Phase
[1). It istheauthor's contention that it isthelack of attention to this segment of the process
that hasreduced the effectiveness of the process. Patents, which we will use asan operational
surrogatefor innovation and creativity, arebeing under utilized in the United Stateseconomy.
Changesin gover nment lawsand regulations have resulted in the encour agement of federally
funded resear ch laboratoriesto become actively involved in technology transfer. Collegesand
universities, hard pressed to cope with rising cost, have becomeincreasingly interested in the
commer cial value of the research output of their faculty. A question whose answer might be
very revealing ishow many patents produced by researchersin federally funded laboratories
and univer sitiesfaculty havenever been pursued toward commer cialization. For both groups
of scientists and engineers, the patent was the culmination of the intellectual process. The
academic paper s presented and the resear ch finding published, the researcher returnstothe
search for new knowledge. There has seldom been areward for taking the patent through a
process of maturation that would result in a potentially profitable product. Tothe contrary,
resear chersarerewarded for, and personally challenged by, the discovery of new knowledge.

Our society hasexcelled at the production of new knowledgeand the commer cialization
of sometechnology thr ough agrowingentrepreneurial revolution. Enhanced economicgrowth
can be accomplished if the bottleneck problem of technology maturation is solved. Figure 2
represents a suggestion for increasing the successrate for technology commer cialization.
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FIGURE 2

History hasdemonstrated that the creator sof much of our best new knowledge arenot
motivated to invest their time and careersin the maturing and commer cialization of their
patents, thus supplementing the maturation process becomesnecessary. What isproposed is
the creation of a variety of strategic alliances that will involve participants with a vested
interest in the ultimate successful commer cialization of new knowledge. In phasell thepatent
istaken from the" proof of concept” stage through a series of investigations asto itsvarious
potential uses, aswell asthe economic feasibility of the commercial product. The maturation
phase may result in the discovery of a wide variety of alternative uses and subsequently, the
filing of additional patent applications. The complexity of today'stechnology manifestsitself
in the highly interrelated natur e of science where a discovery in one discipline often produce
a "chain reaction” of solutions to unsolved or frustrating problems in other scientific
disciplines. Clearly, it isinappropriateto view new knowledge in the limited arenain which
itisfirstintroduced. A review of technological developmentsover the past two decadeswould
highlight that new knowledge per meates multiple product improvements and is disper sed
throughout theeconomy. If in the maturation stage an open systemsenvironment isachieved
through theintroduction of numerousresear cher sfrom variousdisciplines, the probability of
achieving economically successful commer cial productswill increase. Figure 3isan attempt
to visualize the transition of the technology maturation team whose composition varies
throughout the process.
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FIGURE 3

From the beginning of this process there is a need for individuals who represent a
strong linkagewith the needsof themarket. At theinitial transfer of the new knowledgefrom
Stagel tothe maturation stagethereislikely a stronger need for individual contributorswho
possess a detailed knowledge of the theor etical development of the new knowledge. Therole
of theseindividuals, depending on thenatur e of the specific new knowledge, will beto develop
asuperior wor king model of the concept for the purposeof illustratingthe" proof of concept” .
Oneprimary reason for the failureto commer cialize many theor etical new breakthroughsis
theinability of those whose knowledge, expertise, and skillsliein commer cialization to grasp
the basic theoretical concept. Early in the maturation stage this activity will serve to make
tangibletheknowledgewhichisrepresented in thediscovery of stagel. Historically, therehas
been little or no reward for the creator of the new knowledge to engage in these activities
beyond a crude verification that his’/her theory or concept was new, original, and of some
value. For researchersin universitiesand high level gover nment labor atories, the paperswere
published, recognition received, and a prompt return to the next theoretical challenge. With
the exception of those resear cher swho did possess an entrepreneurial drive, much of thereal
value of their work may never have been realized in the market.
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TECHNOLOGY MATURATION ORGANIZATIONAL STRUCTURE

Inaperiod whereoutsour cinghasbecomeadominant strategy ascor por ationsattempt
to concentrate their resources in areas of distinctive or core competencies, the technology
maturation concept is highly compatible. Corporateinvestor teamswould select maturation
projects compatible with core technological competencies and markets which these core
competencies can successfully serve.

Universities' participation will be based on either, or both, their faculties creation of
theoriginal new knowledgeand their strength in the specificdiscipline(i.e., coretechnological
competency). Universitiesarewell awar e of the potential for earning substantial royaltieson
patented technology when commer cialization issuccessful. Few univer sities have established
the infrastructure to support maturation to the point of commercialization, or seem to be
willingtoinvest thefundsto support thematuration process. All want the prize, but few seem
to possess the stomach for therisk involved. Through the technology maturation team, the
university can contribute faculty and staff in lieu of cash. In thisway the university has an
opportunity to leverage their intellectual propertiesto earn arespectable return.

Government laboratory director'srewar dswould comein theform of recognition of the
contributions of the scientist and correspondingly increase funding. In an era of strict
accountability, a series of highly successful commercialized products which result in the
creation of jobs and other measur able economic value will become increasingly critical.

Themost valuable aspect of thetechnology matur ation team processis how it modifies
the probability of success at each decision step in the process. Any single entrepreneur,
company or university, no matter how competent, will not likely possess the total array of
skilled resour cesthat areneeded at each specific decision point in thematuration process. As
an example, government labs and university faculty have little experience in successful
evaluation of the competitive environment in which a new product would be marketed; little
knowledge of manufacturing process, and likely no existing distributor system:
Correspondingly, many companies with exceptional competencies in manufacturing and
distribution lack staff who are competent to evaluate or develop next gener ation technologies.

Thetechnology maturation processis comprised of a seriesof critical decisions. Each
of these decisions impact the probability of the project success. All partiesto the project
benefit from the specific expertise of theteam’smember ship when such expertiseincr easesthe
probability of successand correspondingly reducesthe project’srisk of failure. Joint ventures
or strategicalliancessucceed when themember senhancethepr obability of pr oject successand
reducetherisk of failure.
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FIGURE 4

ISIT NOW TIME FOR A NATIONAL RESEARCH INVESTMENT POLICY?

In an era of lack of trust in national government, would it be possible to gain the
support of Congress and the Executive branch of government to support an investment
program in the maturation of technology? Such a program would have its precedent in the
growing number of corporate strategic alliances that are linking together commerce and
finance acrossthe globe. Possibly the question should be posed another way. Can we afford
to allow our economic rivals to dominate major sectors of our economy, because they have
been willingtoinvest in maturing and commer cializing theknowledgethat wasdeveloped and
patented by U.S. citizens, cor por ations, and, in many instances, gover nment labor atories? One
of the deep-rooted problemshasbeen thelack of attention drawn to therelationship between
basic research, development and maturation of technology, and the multitude of
commer cialized productsand processes which evolve from a singleelement of new knowledge.
The linkage between the process of creativity, innovation, technology maturation,
commer cialization and economic growth and individual economic well-being has not made
sufficiently to arouse a demand that tax revenues be invested in our economic future. Inthe
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1950s, the U.S. government invested heavily in a highway infrastructure system because it
knew such an investment would facilitate trade and gener ate economic growth.

It isnow time for industry and academics to come together to demonstrate that the
economic futureof our country in thetwenty-fir st century can be shaped by thosewho master
the skillsof technology transfer. For too long technology transfer has been viewed asthe left-
handed, red-headed step-child in our economic system. It has never been perceived as the
critical force in the development of the next generation of products and processes. The
evolution of technology oriented products and processes was assumed to be Darwinian in
natur e, wherewhat survived wasthat for which we should be thankful. Consider theimpact
on our economic system if a strategic alliance of industry, academics, gover nment scientists,
and venture capitalists cametogether with the objective of improving the effectiveness of the
technology maturation phase of the process. This, in no way, would replace the proprietary
research and development efforts of corporations. This effort would be focused on the
breakthroughs from government laboratories, universities and individuals who lack the
resour ces to commer cialize their new technologies. Firmswith a proven core-competency of
technological innovation, maturation and commer cialization would be voluntarily drawn
together on a project-by-project basis. This expertise would be blended with those of
univer sitiesand gover nmental scientist and engineers. The specific staffing of a pr oject would
bedeter mined based on theexact natur e of thetechnology and the evolution of thematuration
process.

Many practical issues would need to be addressed up-front. What would be the
financial reward if commer cialization issuccessful? Who will bear the expensesif the proj ect
isafailure? Theroleof each participant iscritical tothesuccessof theproject. Consequently,
successshould result in atangibleand significant financial reward. Such financial rewar dswill
be thelubricant for the continued flow of new projects. The exact calculation that equitably
satisfies all participants can surely be negotiated among those who recognize the merit of the
project. Risk/reward calculations have been negotiated in joint venturesfor centuries.

For projects which involve individual researchers and not corporate or university
owner ship of patents, the venture capital community may play a critical role. Technology
maturation projects would provide a fertile ground for venture capitalists with vison and
courage. The structure of the maturation project will, in effect, serve to reduce the risk
associated with early stage investments. When breakthroughsin technology ar e achieved by
individuals and not corporate, university, or government laboratories, there is seldom a
maturation infrastructureavailableto assist the individual resear chersthrough thelong and
costly process of proving theworth of their new knowledge. Typically venture capitalistsare
not "early stage" investors. Venture capitalists will normally begin to invest when the
technology has been identified to have strong potential in a well defined commercial setting.
In effect, the earliest most venture capitalists are willing to invest is the latter stages of the
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maturation process. If the maturation process could be made more attractive through a
structured environment with a committed staff of professionals with adequate diversity of
technical skills and housed in facilities equipped to conduct the work required, their
investments may come forth earlier in the maturation process. Successful maturation and
commer cialization will be achieved when thereisa commitment to the project manifested in
a blend of people, infrastructure and investment capital.

CONCLUSION

Theeconomicimpact of our nation’sundeveloped new technology isahidden cost. An
attempt at calculation of this cost might be found in the cost of imported technology based
products whose original patentswere filed by United States citizens and cor porations. The
United States has had, and continues to have, a powerful track record in basic research. If
thereisarecognized “ Achilleshed” it isthelack of under standing of the processby which new
knowledgeis materialized into potential commer cial products. Someglobal competitorshave
excelled at thisprocessand, asaresult, havetaken many patented ideas and have successfully
taken them to market. Marketsthat today they dominate on a global scale.

A part of the solution to increase the number and quality of commer cialized products
and processes, and to gain " first-mover" advantage and momentum in global markets, isto
createstrategic alliancesamong univer sities, gover nment r esear ch labor atories, industry, and
whereneeded, the ventur e capital community. Thefocusof these strategic allianceswill beto
evaluate new knowledge, to conduct an assessment of its possible potential commer cial uses,
and then to pull resourcesin the form of atechnology maturation team. The composition of
the maturation team isitself dynamic, being comprised of the specific type of talent needed
duringtheprocess. Commer cialization of thetechnology will bethesour ceof revenuetorepay
theinitial creator of the new knowledge, aswell asthe institutional members of the strategic
alliance. Technology matur ation will hopefully assist many high-tech entrepreneur sin making
their dreams of the creation of a successful product became reality.
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UNDERSTANDING THE EDUCATIONAL NEEDS
OF SMALL BUSINESS OWNERS

Rebecca W. Ball and Matthew D. Shank
Northern Kentucky University

ABSTRACT

Recently, a growing competitive environment has heightened the importance of the
relationship between the university and the small business community. However, the perceived
value of that relationship to small business owners and academe hasbeen unclear. The purpose
of the present study was to explore how universities might better satisfy the educational needs of
small businesses. Morespecifically, it examinestheimportance placed on varioussmall business
functions and the previous training received in these functional areas. In order to reach the
aforementioned obj ectives, sixty small businessownersparticipatedin atelephonesurvey. Results
indicated that small business owners place the greatest importance on the functional areas of
finance and accounting, management, and marketing. Additionally, strategic and long range
planning was considered to be important to the success of small businesses. Implications for
initiating a client needs based small business educational program and directions for future
research are discussed.

INTRODUCTION

Intoday'scompetitivemar ket environment runningasmall businessprofessionally isn't
just a good idea, it’s a requirement for survival (Ehrenfeld, 1995). While small businesses
account for 97% of U.S. enterprises and 58% of the workforce (Keats and Bracker, 1988),
many ar estrugglingtotransform themselvesin thefaceof their larger competitors(Ehrenfeld,
1995). In an effort to strengthen themselves against growing competition, small business
ownerslook to a variety of sources. Oneimportant source of professional training for small
businesses is colleges and universities. However, in a study conducted by the National
Federation of Independent Businesses, small business owners ranked college or university
teacherslast on alist of five potential sour cesof management advice, in termsof trusting their
advice to be helpful (Jagemann, 1990). The purpose of the present research was to examine
the reported needs of small business owners, and to use that information to help determine
how a regional university in a metropolitan setting might best meet the needs of current
business owners and train students who are preparing for the small business wor kfor ce and
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ownership. This paper suggests that the development of a client based small business
education program can enhance the perceived and real effectiveness of such programs.

SMALL BUSINESS SUCCESS AND FAILURE

In the U.S., it has been reported that 734,000 new companies were created in 1992,
while 137,000 wer e taken over by existing businesses and mor e than 800,000 discontinued
oper ations(TheStateof Small Business, 1993). Additionally, small businesshascr eated almost
all new jobsin the U.S. from 1989 - 1990 (Kirchhoff, 1994). Because of thecritical nature of
small businesstotheU.S. economy, it isimportant to better under stand what hasled to success
and failure in the small enterprise. A corresponding body of literature has emerged and
examined successand failureinthesmall enter prise(Gaskill, Van Auken, and M anning, 1993).
Whilethe literaturein this area has been diver se, the studies have revealed some strikingly
similar conclusions.

Thefirst commonality isthat small businessesarenot just " miniatureversionsof large
businesses’ but areuniqueentitiesand thereismerit in examining per for mance, success, and
failure in small firms separately from their larger counterparts (Keats and Bracker, 1988;
Robinson and Pear ce, 1984). Second, small firm performance hasbeen linked to a number of
individual and firm characteristics. Many of these characteristics are areas which are
commonly part of university training programs for small business. For example, Keats and
Bracker (1988) suggested that small firm performanceisinfluenced by six constructs:

1. Entrepreneurial intensity: entrepreneurial characteristics and behaviorswhich
differentiate entrepreneurs from other individuals,

2. Task motivation: intensity of motivation to attain goals;

3. Perceived strength of environmental influences. strategic choicesin responseto
therelevant environment;

4. Behavioral strategic sophistication: acquisition and implementation of strategic

management tools and practices,
5. Cognitive strategic sophistication: comprehension and integration of strategic
management practices; and,
Task environment factors. structure of therelevant industry.

While a limited number of business schools offer insight and instruction geared toward the
development of the entrepreneurial attributes identified in the first two of the six
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characteristics, virtually all univer sity businessschoolstrain studentsin the basicsof strategic
management and environmental monitoring (thelast four of the six concepts).

Larson and Clute (1979) identified several characteristics shared by failed firms,
including managerial deficiencies and lack of financial planning and analysis. Peterson,
Kozmetsky, and Ridgeway (1983) found similar results when they asked existing firms why
othersbusinesseshad failed. Their survey found lack of management expertiseand financial-
related factorsto bethemost cited reasonsfor firm failure. And, in asummary of research on
small business failures, Haswell and Holmes (1989) reported managerial inadequacy,
incompetence, inefficiency, and inexperience to be the consistent theme explaining small
businessfailure. Based on theresultsof a study of small businessesin Alaska and Wyoming,
Wichman (1983) concluded that for thesmall businessesheexamined, " successand failureare
on opposite sides of the same coin: management ability."

In light of the previousy discussed findings, management education has been
repeatedly cited as an effective way of providing small businesses with the management
expertise they require for success and survival (Reid, 1987). Unfortunately, many small
businessleadersarereluctant to utilizetheprogramsavailabletothem at their local univer sity
and often arguethat academicscan not effectively offer the management help and insight they
need (Krause, 1990).

SMALL BUSINESS EDUCATION

Duringthepast decade, small businessand entr epr eneur ship cour sesand/or programs
haveincreased in higher education (Mar chigiano- M onroy, 1992). Univer sitiestypically serve
threeaudienceswith their small businessand entrepreneurship programs. 1) small business
people, including those just starting businesses and those involved in ongoing concerns; 2)
advisors, such as bankers and CPA's; and, 3) conventional students (Zeithaml and Rice,
1987). The needs of these groups are typically met through traditional (classroom) and
nontraditional (telecommunication, etc.) collegiate education cour ses, campus programssuch
as a Small Business Administration sponsored Small Business Development Center (SBDC)
and/or a Small Business Institute (SBI) student consulting program, and through small
business and entrepreneur ship scholarly resear ch.

However, before participation in these university programs can take place, three
circumstances must exist. First, potential participants must recognize a need which can be
fulfilled by educational programsor cour ses; second, they must know that these programsor
cour sesexist; and third, such programsmust match potential users needsin termsof content,
availability, and convenience (Reid, 1987). Developing programsto meet the needs of the
three user groupsrequires a better under standing of their perceived needs.
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CLIENT NEEDSBASED MODEL FOR SMALL BUSINESSEDUCATION

Inan attempt to provideinsight into a descriptive national model of entrepreneur ship
education, Marchigiano-Monroy (1993) argued that "any attempts at structuring or
restructuring the product offerings of entrepreneurship education must have, asa primary
target, client need fulfillment " (p.17). The present research has taken a " client needs’
approach tothequestion of how regional univer sitiescan best meet the needs of small business
owners. However, this research does not attempt to address all users of small business
education. Instead, the present study will offer initial insight into the needs of small business
owners. In order to fully address the question initiated by thisresearch, future studieswill
address the needs of other small business education users such as students and advisors.

METHODOLOGY

A random sample of 60 businesseswas selected for the present study. Small businesses
included in the sampling frame wer e oper ationally defined as having employed 50 people or
fewer. One hundred and eighty phone callswere madein alarge metropolitan area, yielding
a 30 percent responserate.

Thedemographic profileof the 60 small businesseswasasfollows: theaveragenumber
of years the businesses had been in operation was 16.93; the average number of people
employed in each business was 12.78; 84.2% of the businesses reported that they provide a
serviceto customerswhile 15.8% percent indicated they manufacture a product; and almost
75% percent of the businesses wer e family owned and oper ated.

The demogr aphic profile of thoseindividualsresponding to the survey was as follows:
the average number of yearsthe respondents had been employed was 8.87 with nearly half
having some college, trade school or an associates degree; 15.5% of the sample possessed a
graduate degree and over half of the respondents described their position as owner and
president of the small business.

Thesurvey instrument consisted of 3 broad sectionsincluding atotal of 50items. The
first section pertained to theimportance of the various businessfunctions and whether or not
the respondents had received training in this area. The traditional functions measured
included marketing, production, financeand accounting, management, strategicor longrange
planning. A section concerning family owner ship issues was also included in this portion of
thesurvey. Each section contained a series of sub-items. For example, the marketing section
included the sub-items addressing promotion and advertising, marketing resear ch, product
development, pricing, distribution planning, per sonal sellingand storeplanning. Respondents
wereasked to indicate how important training isto the success of their businessfor each sub-
item using a 1 to 5 point scale where 1 meant "extremely unimportant” and 5 meant
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"extremely important” . Inaddition, respondentswer easked whether or not they had r eceived
trainingin each area.

The business function section also included two items designed to assess the relative
importance of the broader business functions. The first of these two questions asked
respondents to rank-order the business functions where a ranking of 1 indicated the most
important to the success of your business and a ranking of 2 would mean the next most
important and so on. In the second question, respondents were instructed to indicate the
per centage of annual budget allocated to each of the broader businessfunctions. Again, these
additional questions were meant to approximate the relative importance assigned to each
business function.

The second broad section of the survey instrument contained a series of questions
regarding the programs offered by the SBDC (Small Business Development Center).
Respondents wer e asked questions concer ning their awar eness of the SBDC, theimportance
attached to the various services offered through the SBDC, and theimportance of a number
of workshops currently offered by the SBDC. The last section of the survey consisted of
demogr aphic information on both the organization (e.g., number of yearsin operation) and
theindividual (e.g., education level) responding to the survey.

RESULTS

Analyses of the data were conducted in several phases. In thefirst phase of analysis,
descriptive statistics were calculated for the importance respondents place on the various
business functions and the amount of training that they have received in these areas. The
analysisof thedata (see Table 1) revealed that respondentsbelievethe broad functional areas
of finance and accounting (grand mean of 3.76 on a scale of 1 to 5 where 1 is extremely
unimportant and 5 is extremely important), management (3.69) and marketing (3.45) to be
the most critical areas.

When assessing the importance of the individual sub-items of each functional area, it
should be noted that working capital management, financial planning and budgeting,
accountingand taxes, per sonal selling, pricing, and gener al management all received relatively
high importance ratings (see Table 1). Although the broad area of strategic planning was
rated fourth in importance, two sub-items, monitoring industry trends and monitoring the
competition were rated as highly important. Store planning and design, product assembly
activity and pension management wer e believed to be the least important areasfor training.

In addition to investigating the perceived importance of the functional areas,
respondents wer e asked to indicate whether or not they had received training in each area.
Asshownin Tablel, over half of therespondentshad received trainingin thefollowing ar eas:
gener al management and or ganizational wor k; infor mation technology; accounting and taxes,
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and financial planning. Although respondents placed a great deal of importance on pricing
and personal sdlling in the marketing area, only a third of them had recelved any formal
training. Likewise only 36% of the respondents had received training in working capital
management, even though it was given a high importance rating of 4.36.

Next, respondents wer e asked to rank-order the functional areaswith respect to their
importance. Aswith the previous findings, management (mean ranking of 2.54 where 1 is
most important to the success of your business), marketing, and finance and accounting were
ranked the most important. These findings are consistent with the previousitems exploring
theimportanceof training and reinfor cethecritical natureof thesethreeareas. Respondents
were then instructed to estimate the percentage of budget spent on the various business
functions. Again management and marketing represented relatively high proportions of the
annual budget (20.5% and 19.2%, respectively). Surprisingly, therespondentsestimated the
highest per centageto production costs (25%). Thisfindingissomewhat difficult tointerpret
given the lar ge per centage of organizationsthat classified themselves as services.

The next portion of the resear ch explored the awar eness and per ceived impor tance of
the services offered by the SBDC. Nearly seventy percent (67.8%) of the respondents were
awareof the SBDC. When asked about theimportance of the servicesprovided by the SBDC,
respondents stated that wor kshops, small business consulting and answering questions were
all moder ately important (respective means of 3.88, 3.76 and 3.76 on a scale of 1to 5 where
1 is extremely unimportant and 5 is extremely important). In an open-ended question,
government programs, where to go for information, and more financial and accounting
information were among those services that respondents would like to see provided by the
SBDC. Finally, and consistent with the previous findings in the present study, respondents
believed workshops provided by the SBDC in accounting (mean of 4.04 on ascaleof 1to 5
where 1 isextremely unimportant and 5 is extremely important) and marketing (3.93) to be
the most important to their success asa small business owner.

The second phase of data analysis examined potential differences based on several
or ganizational and respondent demographics. Education proved to bethe only demographic
variable where significant differencesemerged. Because of the limited sample, respondents
wer e classified into two groups: those with some high school or college education and those
with a bachelor's degree or higher. T-tests were conducted to explore differences in the
per celved importanceof thebusinessfunctional areas. Asexpected, thehigher educated group
attached lessimportanceto training, infor mation on compliancewith gover nment regulations
and infor mation technology. The higher educated group presumably felt better prepared in
these areasthan their lessformally educated counterparts.
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TABLE 1
I mportance of Business Functions and Percent Who Have Received Training
Mean Rating* % Trained

Marketing 3.45

Promotion and Advertising 3.89 45.6
Marketing Resear ch 343 316
Product Development 3.11 24.6
Pricing Planning 4.05 33.9
Distribution Planning 3.25 22.8
Personal Selling 4.18 36.2
Store Planning & Design 2.23 14.0
Production 3.09

Production Planning & M anagement 3.25 39.6
Inventory Purchasing & Control 3.46 33.3
Product Assembly Activity 2.56 11.3
Finance and Accounting 3.76

Working Capital Management 4.31 36.4
Financial Planning & Budgeting 4.34 50.0
Accounting & Taxes 4.37 57.9
Raising Funds & Banking 3.60 12.3
Capital Expenditure & Lease Analysis 3.31 10.5
Insurance & Risk Management 3.56 155
Pension M anagement 2.85 12.1
M anagement 3.69

General Management & Organization Work 4.02 58.9
Training 3.75 43.6
Personnel and Employee Relations 3.72 375
Employee benefits 3.10 23.2
Compliance with Gover nment Regulation 3.86 25.0
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Strategic or Long Range Planning 3.38

Monitoring the Competition 4.00 29.8
Monitoring Industry Trends 4.13 28.1
Monitoring L egal/Political |ssues 3.32 211
Expanding into I nternational Markets 1.89 54
I nformation Technology 3.75 57.9
Writing Strategic Plans 3.21 36.8
Family Ownership Issues 3.07

Family Dynamics 3.16 12.0
Family Conflict 3.07 14.0
Succession and Planning 2.98 10.3
* Mean importance rating based on a scale from 1 to 5 where 1 is'extremely

unimportant' and 5 is 'extremely important'

DISCUSSION

This research represents a needs assessment of small business owner's business
educational experiences and needs. It was not intended for generalization beyond the
geogr aphic areafrom which the samplewastaken. Theresultsof the present study, whilenot
unexpected, represent an initial attempt to gather information to develop client needs based
programsthat areultimately market driven. Certainly, theservicesprovided by theuniver sity
to small businessowner scan beenhanced with better insight intotheir per ceptionsof business
skills needed to be successful.

In addition to providing educator swith abetter under standing of the needsof current
small businessowner s, theresultsof thisresear ch arebeingused in thedevelopment of ajunior
level courseentitled New Venture Management. Thecourseisdesigned tointroduce students
to entrepreneurship and to the management of a small enterprise.  The constraints of a
semester (15 weeks) time frame and the wide variety of topics important to small business
start-up and management makethe development of this course particularly difficult. One of
the primary questions is wher e to place emphasis and how to get the most important topics
covered within the time limitations. As such, input from small business owners on their
per ceived needsin major business education areas could be helpful in deciding on important
topicsfor courseinstruction.

Thethreeareaswhich respondentsidentified asmost important to the success of their
businesseswere: 1) finance and accounting; 2) management; and, 3) marketing. These

The Entrepreneurial Executive, Volume 1, Number 1, Fall 1995



33

findings were similar to those found to be most important by Hess (1987). Thesearealsothe
areas Hess (1987) found most frequently covered by small business management texts.

Oneareanot considered in the study conducted by Hess (1987) was strategic and long
range planning. In areview of the literature which examined strategic planning efforts in
small business, Robinson and Pear ce (1984) found that strategic planning is critical to the
small firm in terms of performance and survival. However, many small firms do not employ
strategic planning because they lack the expertise.  Perhaps this lack of expertise can be
traced tothefact that many small businesstextsand cour sesdo not includestrategy asatopic.

Asan overall businessfunctional area, strategic and long range planning rated fourth
in termsof importance. However, all of the sub-itemsrated above aver age with the exception
of '‘expandingintointer national markets which received only a 1.89 rating on a5 point scale.
Thelack of interest in global expansion could berelated to sample selection bias. Only firms
with 50 or lessemployeeswer e chosen for the sample. The smallest of firmsmay belesslikely
to have growth goalsand potential for international expansion in the near future. Therefore,
the small size of these firmsmay have lowered theimportancerating for thisitem. Removing
‘expanding into international markets from this category enhances the grand mean of this
businessfunctional area, making it more important to the respondents than marketing.

Interestingly, two sub-itemsincluded in the strategic and long range planning section
wer eper ceived among themost important areas. '"Monitoringindustry trends (mean of 4.13)
wasconsider ed the 6th most important sub-item and 'monitoring competition' (mean of 4.00),
the 9th most important. Based on thesefindingsstrategic and long range planning should be
included in the cour se with specific attention to industry and competitive analysis.

Despite the fact that only 15% of the respondents described their businesses as
manufacturing, production rated average in terms of importance. These findings may be
artificially inflated becausethe sub-item 'inventory planning and control' could be important
for both retail and manufacturing firms. Further research in thisarea needsto be conducted
in order to decide how much attention these topics should receive in a small business
management cour se.

Seventy-fiveper cent of ther espondentsdescribed their businessesasfamily owned and
operated. Yet, 'family ownership issues was considered the least important area for success.
However, 'family dynamics and 'family conflict’ were considered above average in
importance. One explanation for these findings is that many business owners may believe
these are issues which can be dealt with on a personal level without formal training. In
particular, the area of " succession and planning', which received alow rating (mean of 2.98)
is one often avoided by small business owners. Respondents also may not be aware of the
availability of training and support in theseareas. Additional research isneeded to determine
how much attention these areas deservein a small business class.
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Thisresear chrepresentsan exploratory examinationintothequestion of how aregional
university can best meet the needs of small business education users. In order to more fully
addressthe questions associated with designing client based small business education cour ses
and programsat aregional university, additional research needsto be conducted. Theneeds
of all three client groups served by these programs must to be examined. This research
examined only small business owners as small business education users. Additional studies
should also focus on two additional groups served by small business education: advisory
persons and conventional university students.

Within each of the three user groups, this study could bereplicated using a variety of
sampling techniques and larger samples. Multiple methods of data collection, including
gualitative techniques such as focus groups and in-depth interviews should also be utilized.
Post course and workshop assessments can be used to provide feedback regarding the
per ceived usefulnessof infor mation cover ed in classesand wor kshopsoffer ed by theuniver sity.

Increasing numbers of colleges and universities have small business and/or
entrepreneurship programs. The individuals who are designing and implementing these
programs could also provide insight into the question posed by this research. Analysis of
textbooks written on small business management and entrepreneurship and surveys of
classroominstructorsand SBDC directorscould provideinsight into the design of an effective
small business education program.
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THE PERCEPTION OF HRM PRACTICESBY
FOUNDERS AND BY NON-FOUNDERS
OF SMALL FIRMS

Linda Shonesy and Robert D. Gulbro
Athens State College

ABSTRACT

A guestionnaire about human resource management in small firms was developed and
sent to a sample of small manufacturers. The responding owners were classified as either
founders or non-founders. The study found that the perceptions of HRM practices by founders
and non-foundersweredifferent. Eleven of thirteen practiceswererated lower by the founders,
with five being significantly lower. It was concluded that small firm owners were not aware of
thevalue of HRM practicesto their firms. A number of causescould include: poor management
skills, a shortage of resources, and poor planning.

INTRODUCTION

The economy of the United States contains approximately 15 million business firms.
Almost 98 per cent of these firmsemploy lessthan 500 wor kersand are consider ed to be small
businesses (Baumback, 1988). These smaller firms provide the economy with jobs, new
products, and stability. However, these small businesses also have a high failure rate. More
than 50 per cent fail duringthefirst fiveyearsof businesslife. These failures have a variety of
causes, but the primary reasons are poor management and a lack of adequate resources
(Peterson, Kozmetsky, and Ridgway, 1983). Gaskill, Van Auken, and Manning (1993)
determined that the critical role of managing invades the entire process of running the firm,
as managerial decisions affect the planning process, finances, HRM decisions, and decisions
on growth. Previousresear ch hasshown that ahuman resour cemanagement (HRM) program
can contribute to the solution of these common problems (Foulkes, 1980; Misa and Stein,
1983). Thedifficultiesof attracting good employees and then managing them effectively and
productively aretwofactor sthat small firm ownersface. Theseproblemsand thecontribution
of HRM in solving them are discussed in the following section of the paper.
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LITERATURE REVIEW

Hess (1987) found that small firms ranked HRM management as the second most
important management activity next to general management. Hornsby and Kuratko (1990)
indicated in their research that recruiting, motivating and retaining employees are major
problemsfor small firms. Labor isaprimary but scar ceresour ce needed by many small firms.
Because of areduction in population growth, the surplus of employable people has declined.
It isthus becoming increasingly difficult for firmsto find good job candidates for positions
created by their growth (Business Week, 1987). Since good job candidates are usually not
attracted to jobs paying minimum wage with no fringe benefits, larger firms with better
salaries and benefits are better situated to expand and hire employees. As a result, the small
firm may find only less skilled people left in the job market to fill itsjob openings (M cEvoy,
1983). With thiscompetition for good people, thevalueof HRM practicesmay be even greater
for small firmsthan for large firms.

Oncetheemployeesarehired, managing them isanother problem areafor many small
businesses. A firm must be able to find and keep good employees that are capable of
contributing to the growing small business. With only a few employees on the payroll, each
employee constitutes a significant portion of a firm's total labor force. It is vital that each
employeeis selected properly, iswell integrated into the firm'sactivities, and isa productive
member of thefirm. Hornsby and Kuratko (1990) said that small business owner sregar dless
of their sizedo not recognizethat thereareimportant HRM factorsthat must belooked at to
retain a quality workforce. The use of good human resour ce management (HRM) practices
can help the firm achieve these goals.

In order to manage employees effectively, small firms should invest time, money, and
support for HRM programs and practices (Rocha and K han, 1985). Investment in HRM has
been shown to have an impact upon the profitability of organizations(Misa and Stein, 1983),
andtobeakey ingredient for afirm to achieve success(Foulkes, 1980). A firm'sHRM policies
and practices, supported by the management of the firm, create a climate of confidence and
trust for theemployees. Thisclimatehasbeen consider ed to be consistent with high employee
productivity (Schuler, 1990). Huselid (1994) found that HRM practices contributed to firm
performance, in firmswith more than one hundred employees. In addition to other reasons
why good HRM practicesarevaluable, intoday'sbusinessenvironment asmall firm must have
safe and reasonable HRM practicesto avoid various liabilities (Usry and Mosier, 1991).

Small firm owner swho can mold their diverseand lower-skilled employeesinto ateam
and can coordinate their activities, will tend to be more successful than those unable to
influence their employees to become committed to the firm (Bird and Jelinek, 1988). Can it
be assumed that all small firm owners can be grouped together? Or are some owners
different?
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Dyke, Fischer, and Reuber (1992) found that the modein which afirm was acquired
(founded asopposed to pur chased) wassignificant in predicting firm performance, duein part
to the experience gained by the founder in starting and growing the firm. Robinson, et al
(1991) noted that entrepreneurs (primarily founders) were more self-confident and self-
centered than other business owners. It ispossible that general attitudes may influence the
success of a business. Contradictory findings from Bates (1990), indicated that firms which
arepurchased aremorelikely to succeed becausethe new owner may benefit from established
managerial practices. Vesper (1990) also said that purchasing a firm was pr efer able when an
individual lacked managerial experience, asthe firm was more likely to succeed by building
on past success.

Founder s, those owner swho wer eactively involved in thestart-up of their business, are
perhapsthe most important of all small firm owners. A founder, asan entrepreneur, creates
a new firm. By creating jobs, these founders are making valuable contributions to the
economy. They must be capable of leading and directing their new employees to perform
varied and unique tasksthat may change asthe firm grows. They must be ableto mold their
diverse and lower-skilled employeesinto a team that can work together for the success of the
firm. Ownersthat can do these things well tend to be mor e successful than the ownerswho
are unable to influence employees and obtain their commitment (Bird and Jelinek, 1988).

Can we assumethat blanket solutionscan be applied to small business problems? Are
founderssimilar to other small firm owners, or should foundersbetreated separately because
they areuniqueand becauseof their economicimportance? Theresear ch questionsaddr essed
by this study were:

1) Aresmall firm owners awar e of the value of HRM practicesto their firms?
2) I sthe perception of that value the same for both founders and non-founder s?

METHODOLOGY

A sampleof 1000 small Alabama manufacturing firmswas chosen randomly from the
Alabama Mining and Manufacturing Directory. Firms were chosen from only one state in
order to control for external factors, such as legal environment, taxes, and proximity to
markets (Gomez-Mgjia, 1987). The firms wer e contacted by mail and asked to respond to a
survey of their HRM practices. The survey contained operational statements of thirteen
different HRM practices, obtained from current management textbooks listing such major
necessary practices (for example, see Schuler, 1990). Thethirteen practices covered discrete
areasof HRM, includingrecruitment, selection, development, and rewar ds. L iter atur esupport
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was found for the effects and the contribution to the firm of all thirteen HRM practices (see
for example, McEvoy, 1984; Schuler, 1990).

In order to classify the owner aseither afounder or a non-founder, respondents were
asked if they were instrumental in the start-up of their business. 'Yes answers were
categorized as founders and 'No' answers as non-founders. The owners werethen asked to
rate each HRM practice as to the value of its contribution to the success of their firm. The
rating scale used a set of adjectives in seven steps from 'Very Unimportant' to 'Very
Important." The ownersrated each operational statement containing the HRM practice on
a scale of oneto seven, with four being a neutral point. The scale points can be considered to
be equidistant from one another for statistical analysis purposes (Kerlinger, 1973).

RESULTS

One hundred eighty-four small business owners responded to the survey. The firms
were all privately-owned manufacturers, employing less than 500 employees. The owners
ratings of each of the thirteen HRM practices were averaged as a group and then averaged
separately for founders and non-founders. Then t-tests for differences between the mean
ratingsby thetwo groupswer e performed. Themean rating for each of thethirteen practices,
arranged in ascending order of importance for the entire group, isshown in Table 1.

Both founder sand non-foundersrated several of theHRM practicesas'Important’ to
the success of small firms. Promotion from within, using realistic job previews, safety,
progressivediscipline, and grievance programswereall rated highly. Paying market salaries,
a program of communicating to employees, and performance evaluations were rated as
‘Somewhat Important.’ Search, training, orientation, job descriptions, and having a separ ate
human resour ce manager were all given lower ratings.

The founders ratings of the practices ranged from 6.6 (Very Important) for the
practice of promotion from within to 3.8 (Somewhat Important) for employing a human
resource manager. The non-founding owners ratings differed somewhat, ranging from 6.4
(Important) for promotion from within to 4.4 (neutral) for orientation. The two groups of
ownersdid not agree on therelative meritsof each practice. Significant differences between
themeanswerefound for five HRM practices. Thegreatest rating differencewasin thevalue
of having a separate HR Manager to implement the HRM practices. The rating by the
non-founders for this statement was higher and was significant at the .001 level. Founders
gavethisstatement thelowest of thethirteen ratings, with a per ception that having a separ ate
HR Manager would have relatively little value for their firms.
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TABLE 1
HRM Ratings by Small Business Owners

HRM Practice All Owners Founders Non-founders P value
Promotion from within 6.5 6.6 6.4 .059*
Grievance policies 6.0 5.9 6.2 182
Safety meetings 6.0 5.8 6.3 023**
Realistic preview 5.9 5.9 6.0 795
Discipline use 5.9 5.9 5.9 .926
Market salaries 5.3 5.2 54 532
Communication methods 5.2 5.0 55 .065*
Performance evaluations 5.1 51 5.2 .686
Recruiting methods 4.7 4.7 4.8 .688
Job descriptions 4.6 45 4.8 .285
Orientation 4.2 4.1 4.4 482
Training 4.1 3.9 4.5 .020**
HR manager 4.1 3.8 4.8 .001***
N = 184 124 60

***Gignificant at the .001 level, ** Significant at the .05 level, *Significant at the .1 level

Rating Scale: 1 -- Very Unimportant; 7-- Very Important

A gignificant difference (p=.02) was found in the ratings for the perceived value of
training. The average rating by the founders again was below the neutral point. Also, a
differencein rating of the per ceived value of having a safety program wassignificant (p=.023).
The founders rated this practice much lower than the non-founders. Two other rating
differences wer e somewhat significant, communicating with employees and promotion from
within. Promotion from within wastheonly practicethat founder srated higher than the non-
founders. It wasalso rated higher than any other practice by both groups.
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DISCUSSION

Several reasons could be suggested for low ratings of some of the HRM practices by
both founders and non-founders. These owners may fed that their firms are too small for
formal HRM practices. Each employee may be known personally by the owners, and such
practices may be believed to be unnecessary (Baumback, 1988). Also, if a small firm needs
only unskilled employees, no special search or selection practices may be necessary. Other
studies have found that small business owners have only a limited awar eness of the need for
HRM activitiesor that their HRM practicesneed improvement (Amba-Rao and Pendse, 1985;
Misa and Stein, 1983).

The perception of the value of HRM practices by the founders in this study was
different than that of thenon-founders. Eleven of thethirteen practiceswererated lower by
thefounders, with fiveof thedifferencesbeing statistically significant. Thegreatest difference
wasin thevalue of a separate HR Manager, probably because founderswereinstrumental in
the start-up of their own business and may assume themselves capable of performing all roles
within the organization. It wastheir idea, and they may not see a need for someone to help
them relatetothefirm'semployees. Thefounders ratingsof the practice of having a separ ate
HR Manager may be, as Robinson, et al (1991) suggests, a product of the
founder/entrepreneur's feeling mor e self-centered and self-confident than the non-founding
owner.

The lower rating by foundersfor communication methods may also be a reflection of
the same confident, self-centered attitude. Theidea, thevision, and the motivation to succeed
are all embodied within the creative entrepreneur. Sharing or discussing wherethefirm is
going and why might appear to be unnecessary. Therefore, such a practice of discussing the
firm’s mission would be perceived as having little value by the founder. However, Hay and
Ross(1989) found that themost successful small business owner ssought help and infor mation
from a variety of sources, especially their own employees. Effective communication methods
arevital in the exchange of infor mation between the ownersand the employees. If the owner
can obtain input and ideas from the employees, this help could contribute to the firm’s
per formance and even enhance the firm’s chances for success.

Training also received a significantly lower rating. Although afirm may be growing,
it may also betoo new for afounder to have a per spectiveof thefuture. Trainingisa practice
that hasan immediate cost but may not have an immediate pay back. Instead, it would tend
toadd long term valueto the future perfor mance of the firm'semployees. Thefounder might
ther efor e see this practice as not currently necessary and giveit alow value rating.

Therating by the two groups of the value of safety and holding safety meetings was
significantly different. Safety practices and safety meetings tend to be activities that are
encouraged by or required by governmental regulation (Baumback, 1988). However, safety
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practicesmay be viewed as gover nment inter ference by thefounder and would begiven alow
valuerating.

Promotion from within wasthe only practice given a significantly higher rating by the
founding owners. Promoting current employeeshasboth positive and negative consequences.
Whilecurrent employeesarefamiliar with thefirm and the general expectationsof ajob, they
may not bethe most qualified to perform that job. They may be promoted only becausethey
are immediately available and the cost of searching for and hiring an outsider would be
avoided. They also may bewilling to takethejob at alower salary than someone hired from
outsidethefirm (Rocha and Khan, 1985). During growth periods, when faced with the need
to fill amanagerial position, promoting from within would appear to havevalue. Inthelong
run however, having several less-qualified peoplein positions of authority would placea firm
at a competitive disadvantage (M cEvoy, 1983). Promoting from within, which may reward
loyalty rather than performance, may be detrimental to the firm'slong term performance.

CONCLUSIONS

Theresults of this study indicate that small business owners, especially founders, are
unawar e of the potential value of HRM practices to their firm. The lower ratings by the
founderstend to show that they placed littlevalueon therelationship between HRM practices
and the performance of their respective firms. Theresultsof thisstudy appear to confirm the
results of the 1991 study by Robinson, et al, which found that ownerswho started their own
businesses tend to be mor e self-centered and self-confident. Founders may feel that they can
manage all aspects of the business, wher e as non-founding owners may rely on the assistance
of others.

Thisstudy also found that foundersand non-foundersdid not placethe samevalueon
HRM practices. In all instances, except for promotion from within, which founders rated
higher, and discipline use, which founders and non-founders rated the same, that all other
practices were rated higher by non-founders than founders. All five significant rating
differencesfound by thisstudy tend to show founder smaking only short-ter m evaluationsand
ratings of HRM practices, instead of considering the positive contributions obtained from
these practicesin the long run. Could the founder be concentrating on the present and thus
bereducingthechancesfor successin thelongrun? Accordingto Carland, et al (1984), atrue
entrepreneur employsstrategic management practices. Thiswould suggest an ability to look
ahead and preparefor thefuture. The ownerswho had started their own firmsin this study
did not demonstrate a long-term per spective, at least in the per ception of the contribution of
their human resour ce management practices.

Fifty to eighty percent of small firmsfail during thefirst five years(Baumback, 1988).
Further research on foundersis needed to deter mine the extent of their preoccupation with
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current activitiesand any effect thispreoccupation may haveupon thefailurerate. How many
other management practicesareunderrated, especially by founders, and arenot receiving the
attention necessary for thelong-term survival of the small firms undergirding our economy?
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ENTREPRENEURSHIP:
THE CENTERPIECE IN BUSINESS EDUCATION

Kermit W. Kuehn, King’s College
ABSTRACT

Several factorsin organizational environments are ushering in dramatic changesin the
way business has been conducted over much of this century. Global competition, demographic
shifts, technology, and deregulation are having tremendousimpact on businessesand the nature
of work. Thispaper seeksto examinethesefactors, and the changesthey encourage, by focusing
on the implications for education as to student/worker preparation for successful adaptation to
these unstable work environments.

This discussion isintended to illustrate the significance of entrepreneurial education in
responding to organizational requirementsin the near future. Itisthe author’scontention that
current business program designs (curriculum and organizational structure) do not adequately
cultivate the necessary entrepreneurial characteristics (skills and attitudes) in students.
Suggestions for business education are presented.

INTRODUCTION

“Mr.Ohga[President and CEO of Sony] responded to astudent’squestion about what
characteristics are necessary to be successful in the future...[by saying] an entrepreneurial
spirit.”” Mr. Ohga summarizes the skills and attitudes needed to successfully engage in the
moder n business environment; global, volatile, complex, competitive, and fast. Downsizing,
reengineering, flat structures, serious and repeated financial and market difficulties have
resulted in declining employment in lar ge cor por ations and declining mar ket sharefor many.

The skills of the worker are continually being tested, and often are found wanting.
Further, this challenge is complicated by the fact that the market continues to innovate,
requiring qualitatively different workersin order to sustain theinnovationsthey create. This
isevidenced by the continued moveby or ganizationstowar d alter nativedesignswhich require
different types of entry level people. The term that captures the spirit of the worker of
tomorrow is" entrepreneurial.”

Kuratko and Hodgetts (1995) offer a broader definition of entrepreneur, more
appropriatefor thisdiscussion, asonewho “isan innovator or developer who recognizes and
seizesopportunities; convertsthoseopportunitiesinto wor kable/marketableideas; addsvalue
through time, effort, money, or skills, assumes the risks of the competitive marketplace to
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implement these ideas, and realizes the rewards from these efforts” While the term
entrepreneur isperhapsoverused thesedaysand used in differing ways, it isargued herethat
what isneeded are graduatesthat have been explicitly challenged to view the marketplace as
an opportunity to contribute to market needs in exchangefor aliving. These people will not
look for jobs so much asopportunitiesto apply their skillsto situations. In a sense, they are
vocational transients. This meansthey are able to function in large or small organizational
environments, in team or individualistic environments, or for themselves as independent
contractorsor business people They'reentrepreneurial in that they possessa mindset that is
always learning, looking to new situations on which to capitalize, not dependent, or
organizationally bound. Issuch a“product” of education desir able, even necessary, torespond
tothechangestakingplace?|f so, areweprepar ed to offer thiskind of educational experience?
How might educational institutionsbetter respond tothesechangesin order to meet theneed?

Thispaper seeksto examinethesefactors, and the changesthey encour age, by focusing
on the implications for higher education as to student/worker preparation for successful
adaptation to these unstable work environments. It is the author's contention that current
business program designs (curriculum, in instructional methodology and organizational
structure) do not adequately cultivatethenecessary entr epreneurial characteristics(skillsand
attitudes) in students. Further, this paper will suggest that these design inadequacies are
magnified by the changing characteristics of entering students. Some direction for business
education improvement is presented.

CHANGESIN THE MARKET

By now, most peoplear eawar eof thetremendouspaceand magnitudeof changefacing
companiesand individuals. Speed, quality and customer responsiveness becomethe essential
criteria to compete. Companies that once seemed indomitable have experienced crippling
effects from such competitors, often global competitors. The storiesof IBM, Sears, and GM
arenow familiar. New ones are now occurring, i.e.,, Kmart.

Several factors have contributed to thistrend, which has gained momentum since the
late 70s. Increasing global competition, therise of the Pacific Rim asaglobal economic power,
increasing global commitment to free-mar ket capitalism, diffusion of technology, growingand
diverse markets, arejust a few of these factors of recent years.

In response to these factors, companies have taken aggressive action in order to
compete. These responses have most visibly focused on restructuring the business to better
respond tothesenew market factors. From restructuringtoreengineering, theresult hasbeen
oneof tremendousupheaval for firms, particularly theemployees. Work designsemphasizing
quality, teams, and accountability, have received intense attention by practitioners and
academics.
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Theresult of these changesthusfar hasbeen amixed blessing. Whilethe structur es of
theseor ganizationshavemadethem potentially morecompetitive, theimpact on thewor kfor ce
has been difficult. Throughout the 1980s, employment growth in the Fortune 500 was flat or
declining, even with tremendous growth and job creation throughout the decade. L ayoff
announcementscontinueto appear regularly. Job creation haslargely taken placein small to
medium sized firms (Byrne, 1993).

Growth in temporary workers went from 470,000 in 1980 to 1.6 million in 1993, an
increase of 240% (Fierman, 1994). Larger companiesarereducing fulltimepayrollswith their
high cost of benefits, and utilizing greater numbers of “contingent” workers to fill cyclical
requirements. Research indicatesthat thistrend will increasein the future (Fierman, 1994).
Some have argued that the traditional job will disappear all together. While that is perhaps
too far fetched, it is clear that the stability of career paths, and one-company workers is
quickly disappearing.

Perhaps, just as important, is the changing employer expectations of workers.
Emphasisisshifting away from “ do-as-you-ar e-told” workersto “do-what-you-ought-to-do”
workers, to those that can operate effectively with greater autonomy. In addition to the
increasing use of contingent workers, the movement of worker s outside of the organization’s
physical structure has been occurring as well. Referred to as telecommuting, increasing
numbers of workers now work from outside the office at least a portion of their work day.
What makes many of these changes possible has been the explosive growth in technology
capability.

Thevalue of technology isthat it per mitsorganizations, big and small, to do what they
had not been able to do before. This has created tremendous opportunity to increase
competitiveness of firmsthrough the strategic use of technology. Whole processes are being
redesigned and others eliminated because technology allowsit. Processes can be combined,
performed by fewer people, eliminating whole levels of structure, permanently. This has
contributed to the decline of middle management and entry level opportunities.

In sum, technology isatool that permitsthe redesigned workplace to function, often
with fewer people. Global competition is more immediate and pressing as the distance for
conducting business is functionally reduced. A Japanese competitor can respond to a U.S.
mar ket factor nearly asquickly asthe U.S. company. Information isthekey, and technology
levels the playing field to an increasing extent. This trend should continue, allowing more
“players’ to enter the global market. Torestate the obvious, the market has changed; with
it has come changein the employer -employeerelationship. Further, thischangeiscalling for
achangein the skillsand attitudes of the future worker. But what is happening with future
workers?
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CHANGESIN INCOMING STUDENTS

Traditional expectations as to student career paths and assumptions of student
readiness and lear ning competenciesareincreasingly at oddswith reality. Developed largely
at atime when higher education was geared to a largely white, male, middle-to-upper class
student with a solid “college prep” background who was most likely going to work for the
growing cor por ate enterprise, the approaches to preparing the student for the workforce
oper ated on assumptionsand utilized methodswhich wer ereasonably successful to educating
this student.

Evidence suggeststhat increasingly, the student profile of today is markedly different
than the student of 25 years ago. Colleges and universities, under enrollment pressuresin
recent years, havelower ed entrance standar dsfor incoming students, ther eby magnifyingthe
gap between the traditional educational approaches and student needs. SAT scor es suggest
that increasing numbers of students enter college at a readiness level far below what was
historically acceptable.

Another issue, diversity, ismorethan just an issuefor business, presenting additional
qguestionswith regard tocurriculum, instructional methodologies, and outcomes. Further,the
video age, the sound bite, and the 15 second commer cial has affected the incoming learner’s
abilitiesto adequately adapt to traditional approachesto education.

Finally, increasing number s of studentswill not beworking for thelarge corpor ations
but will find employment in small and medium sized service firms, not only because that is
where employment will be, but by choice. A recent survey conducted by the Gallup
Organization, indicated that 70% of high school studentswant to launch their own businesses.
Focusgroupswith studentsin the survey revealed that thereisa high distrust of gover nment
and big business (Mehta, 1994). Beyond this, based on declining SATs and the video
orientation of many, theincoming student may belessinclined tolearn by readingand hearing
and mor ebent towar d contextual (handson) lear ningsituations. Thisassessment seemstofind
some support from the Gallup study. Theimplications of these issuesfor work preparation
areserious.

ENTREPRENEURSHIP ASCATALYST FOR EDUCATIONAL CHANGE

As indicated earlier, the argument to be made here is that entrepreneurship best
respondstotherealitiesdiscussed previoudly: market changesand student changes. Asnoted,
traditional approaches to preparing students for the workplace seem increasingly
inappropriate for the needs of both. By emphasizing the entrepreneurial notion throughout
business school instruction (and perhapsin non-business areas), it isbelieved that educators
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better servetheinterests of students, future employers, and the broader community, and in
theend, themselves. But aretheentrepreneurial skillsand attitudesreally desired/necessary?

Kotter (1995) demonstratesthat the® new rules’ for successin thecurrent and future
environment are distinctly entrepreneurial in nature. In studying Harvard MBA graduates
from the class of 1974 over the 20 year span of their worklife, he found that while all were
trained to enter the large corporate world in 1974, specifically manufacturing, nearly 50%
wer e either entrepreneursor actively movingin that direction by 1994. His“new rules’ are
explicitly entrepreneurial in nature (See Table 1 for author’s listing of Kotter’s
values/behaviors).

Champy (1994) writes that the required managerial values for the reengineered
corporation are largely entrepreneurial (Table 1). In comparing these lists with a list from
Kuratko and Hodgetts’ (1995) entrepreneurship text on characteristics associated with an
entrepreneur, theresemblanceisconvincing; thenew criteriafor business education ought to
be entrepreneurial in spirit.

TABLE 1
Comparison of Ten Entrepreneurial and Future Managerial Characteristics
Kuratko/Hodgetts (1995) Kotter (1995) Champy (1994)

1. Leader/Initiative L eader ship Initiative/L eader ship

2. Achievement Oriented Competitive Competent

3. Opportunity Oriented Opportunistic Vision

4, Accepts Responsibility Accepts Responsibility Accept Responsibility

5. Problem Solving Lifelong Learners Lifelong Learners

6. Risk Taking Risk Taking Risk Taking

7. High Energy Sense of Urgency Enthusiastic

8. Creative/lnnovative Creative/Flexible Adapt to
Change

9. Self-Confidence Self-Confidence Self-Reliance
10. Team Building/I nter per sonal Deal maker/Negotiator Team/Per suasive

Thissimilarity suggeststhat several changesin traditional secondary education arein
order. To follow are several changes and emphases which would seem to respond to the
evidence presented thusfar, although, they are not intended to be exhaustive.
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1)

2)

3)

4)

5)

Business program structure (instructional methods and curriculum) must shift
emphasis away from lecture-oriented, text-based formats of instruction. The
students encountered in the classroom are increasingly bored and unableto learn
as effectively under thisformat; they tend to learn best in " hands-on" settings.
The approach is" action oriented” education where the concepts and tools taught
areimmediately applied and tested by the student. Increased use of tutorial and
lab-based curriculum seem likely. Team-based instruction seems appropriate
here aswell.

Diminish therigid 3 credit structure to shift focus away from time, cour ses and
credits and toward competencies and outcomes. This can be accomplished,
without total disruption of the credit-based system of higher education, by
experimenting with 6 - 12 credit blocks or 1 credit modulesfor certain sKills.
Reinfor cement of this notion through selective, intentional disregard for time or
credit hours (i.e., refusing to give a grade even though semester isover).
Education must beintegrative (holistic) throughout. Entrepreneurship hasthe
distinct advantage over most functional education in that it must deal with the A
to Z of businessin order for it to fulfill its commitment to the student. Further,
most entrepreneur ship/small business programs already begin with novicesin an
integrative approach via introductory courses. Therefore, thisintegrative
mindset is established early on.

The basic skillsto survival asan entrepreneur in the modern age must be priority
content in any business program. In this context, the skillsfor success, even
survival, includes a battery of individual " generic" competencies. use of multiple
technologies, resear ch skills (know how to find infor mation and package or useit),
communication (oral and written, various media, desk top publishing, video, etc.),
critical thinking or integrative skills (taking diver se packages of information or
knowledge and putting them to specific and novel uses). With thesethe
entrepreneur isableto adapt him/her self to existing opportunities. What | mean
by thisisthe belief that a per son can acquire basic functional knowledge
(marketing, accounting, etc.) with greater ease and lessincremental costsvia
technology, correspondence schools and community college programs. What the
aver age person has difficulty doing is adopting the skills and mindset necessary to
take advantage of market shiftsasto what it needs. most of which is
informationally based.

Greater emphasison attitudinal development is essential to successin the current
work environment. These should focus on efficacy and self-confidence in ability
to succeed, in addition to otherslisted as essential to entrepreneurial success.

The Entrepreneurial Executive, Volume 1, Number 1, Fall 1995



52

In sum, it isinsufficient for a person to have merely functional skills, there are alot of
thosearound, and theknowledgeisbecoming morereadily accessible. Themar ket will always
have a place for innovative people who are not unidimensional, but can adapt knowledgeto
diverse applications and audiences. Thisisa valuable person! Arewe up to the challenge?
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RECONCILING MANAGEMENT AND FINANCIAL
OBJECTIVESIN FAMILY BUSINESS SUCCESSION
AND ESTATE PLANNING

Phyllis G. Holland and Michael L. Holland
Valdosta State University

ABSTRACT

Thetransfer of family business ownership and management from one generation to the
next is a complex and dangerous endeavor. The complexity arises from the multitude of
personal, business, and financial objectiveswhich must beachieved. Thedanger isthat thetrade
offsrequired among these objectives may have unforeseen and undesirable consequences. For
example, current transfer tax laws can impose significant tax liabilities for some traditional
transfer of ownership techniques.

Separating the transfer of family business to the next generation into property or
"financial" issueswith attendant transfer taxesand managerial issuesiscommon practice. Not
surprisingly, management literature focuses on themanagerial issues. AsChurchill and Hatten
(1987) point out, " bad management can make the transfer of a property right irrelevant.”
Unfortunately, family business owners have also seen poorly planned property transfers render
good management irrelevant. Ward's (1988) contention that estate planning is best left to the
expertsisdifficult to refute given the complexity of tax laws, but planning for transfer taxes(gift
and estate) cannot be ignored by the family. Key transitional personnel must be aware of the
trade-offs among solutions to managerial issues and solutions to property issues as they work
toward successful transfers of ownership and control. Riordan and Riordan (1993) concluded
that planning and control in family businesses must simultaneously recognize family and
businessnorms. This paper develops a framework to make these trade-offs more explicit for all
concerned.

COMPONENTSOF A SUCCESSFUL TRANSITION
A successful transition involves transfer of managerial control of the business as well
as ownership from one generation to the next. Both transfers may not be to the same

individual or individuals. The presence of several partieswith different, perhaps conflicting
objectives complicates the transfer. Frequently, the owner (especially if he or she is the
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founder) resists initiating the transition process or, having initiated it, sabotages it.
(Landsberg, 1988). A critical need isto reduce the difficulty that the owner hasin " letting
go". A considerable body of wisdom exists concer ning how this might be accomplished and
thiswork generally pointsto a transition time of shared, mentored, or delegated managerial
control (Handler and Kram, 1988). The continued participation of the founder in the
businessreducesanxiety levelsof other family members (Rosenblatt, et al, 1985) and provides
opportunity for sharing the founder or owner'stechnical knowledge and contacts.

The financial and property aspectsof thetransition arelabeled " estateplanning” . The
tax burden on the estate is an important consideration on the financial side, but of more
immediate concern is the need for withdrawing members of the family business and their
spousesto have an adequate stream of incomefor theremainder of their lives. Also, financial
provision must be made for nonmanagerial family memberswho may have contributed little
to the business but are nevertheless heirs of the founder-owner.

A successful transition is one which meets the financial and emotional needs of the
family aswell asthe needs of the business. Family financial needsarefor a stream of income
for the withdrawing family members and spouses and minimization of tax burdens on the
transfer of the business and on the estate. Family emotional needs are for continuing
challengesand self-esteem for the founder and anxiety reduction for dependents. Dependents
may be alarmed at the prospect of thelossof theexpertiseand judgement of thefounder. The
business needs are met if an orderly transition occurs which includes transfer of decision-
making power and core business expertise. In addition, the business also requires a
contingency plan for an unexpected transition. These needs are shown in Exhibit 1.

FAMILY TRANSFERS EXHIBIT 1
Thereareseveral waystotransfer Objectivesfor Transition Planning
a family business from the older | ramily Financial Needs
generation to the younger generation, Stream of income for founder and spouse

but thefeder al incometaxationimpact as Minimal tax burden on estate

well as the transfer tax (both gift and | Family Emotional Needs
estate) variesamongthepossiblechoices. fCOﬂténU'ng challenges and self-esteem for
. ounaer

Those with lower tax Consequer_lces may Anxiety reduction for manager s and dependents
not meet other needsof the partiestothe
transaction. A review of thetax impact | BusinessRequirements
. Orderly transition from founder to next CEO
on transfers and the steps of various Contingency plan for unexpected transition
alternatives follow.

The current transfer tax

essentially combines giftsand bequestsover thelifetimeand death of thedonor. A graduated
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or progressive tax appliesto the cumulative transfer. Theonly possibility for tax savings on
major transfersisto make them early before the assets appreciate in value since the tax is
levied on fair market value (FMV) at transfer date. Thisissuewould be of major concern in
agrowing and appreciating business. Thefirst marginal transfer tax rateis 18% and applies
to the first taxable gifts or transfer above $10,000. The highest marginal rate is 55% and
appliestotransfersabove $3million. Thereisalsoa5% surtax on transfersabove $10 million
but not in excess of $21,040,000. In addition, thereisaunified transfer tax credit of $192,800
which will allow $600,000 of wealth to betransferred tax free. Thereisa limited annual gift
exclusion of $10,000 per gift recipient or $20,000 per gift recipient if given by husband and
wife. This is of little consequence in transferring anything other than extremely small
businesses, and even then the giftswould haveto begin early. Also giftsin contemplation of
death and transfer sfor lessthan adequate consider ation arepulled intotheestateat death and
taxed at fair market valueat date of death. Essentially, thetransfer taxisso high that proper
planning is mandatory.

Since divestiture before death isadvisable for estate tax purposes and generally can't
be done with gifts during life, some other transfer must be arranged. The possibilities are
listed in Exhibit 2.

EXHIBIT 2

1) Redemption: A redemption allowsthe incorporated businessto buy back the
stock from the older generation. Thisgenerally would require the redeemed
shareholdersto sign a noninvolvement agreement covering a 10 year period. ThelRS
consider s noninvolvement to preclude any association with the business other than asa
debtor. A qualifying redemption would allow any gain on the sale of the stock to the
cor poration to be capital gain. Thisrequiressufficient liquid assetsin the corporation,
some cash flow if an installment, the younger generation in possession of some stock at
the time of the redemption, and a willingness by the older generation to pay income tax
on the gain on the stock redemption.

2) Bootstrap: A bootstrap acquisition isa variation on the redemption discussed
above. Here corporate debt isused to fund the redemption and then the corporation
pays off the debt over time. In thisredemption also, the redeeming shareholder of a
closely held corporation must sign an agreement with the IRS agreeing to have no
contact with the cor poration other than as a debtor for ten years.
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3) Sale: Thisisan outright sale of the stock to the younger generation. If the
younger generation doesn't have any cash, an installment note could be used. One
possibility herewith an installment saleisfor the lender to forgive $10,000 of principle
and interest each year. Thelender, however, would still have to claim the interest
income.

4) Buy-Sell Contingency: The buy-sell contingency isa written agreement between
the senior generation and the younger generation which specifiesa price (or aformula
for determining price) to be paid by the younger generation to the senior generation. A
lifeinsurance policy istaken out to fund the buy-out. Thelifeinsurance proceedsare
tax-exempt and the amount of the insurance establishes the amount included in the
estate even if by the time the agreement might be triggered, it doesnot represent FVM
of the business. Theoriginal agreement must have been reasonable in amount at the
time it was made.

5) Recapitalization (Type E Reorganization): Thisisan exchange with the

cor poration by the senior owners of their common stock for preferred stock. Thiswould
leave the younger generation holding the common stock which would have all the future
growth potential but relatively little current value. Under thisarrangement, it would be
possible for the senior generation to gift any remaining common stock held with less
transfer tax consequences or to make it cheaper for the younger generation to buy the
common stock. The senior generation would collect the preferred dividends and keep
future growth in the value of the business out of the estate. Note however, in order to
createvaluein the preferred stock, the stock must receive substantial dividends creating
acash drain on thebusiness. The preferred stock could either be voting or non-voting
depending on the needs of the senior generation.

6) A Failed Redemption: If the older generation does not sign the nonparticipation
agreement, he or she will be potentially subject to dightly higher tax liability but can stay
involved in the business (I nternal Revenue Code Sections 302(b)3, 453, 368(a)(1)(E),
302).

ASSESSING THE TRADE OFFS

Exhibit 3 shows the ability of each of these alternatives to meet selected family and
business objectives for transition. Obviously, no one technique satisfies all the objectives.
Several variablesarehypothesized to affect thetrade-offs. They represent aplanninghorizon
for thetransition, number of family dependents, businessfinancial structure, marginal tax rate
of founder, size of estate, and psychological readiness to plan. For estate tax purposes, the
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earlier the transfer the better because the transfer of the growth is to the next generation.
However, theownersmust beready and willingto plan. For business pur poses, the continued
association of the owner with the businessisimportant, but the continued association makes
some of the planning possibilitiesless attractive. The planning processwill be mor e effective
if all threetypesof objectives(family, estate, and business) ar econsider ed together rather than
separ ately.
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VALUING DIVERSITY: EDUCATIONAL AWARENESS
BENEFITSSMALL BUSINESS CONSULTING

Margaret F. Shipley, University of Houston-Downtown
ABSTRACT

Over the past three years, studentsfrom a diver se university population have participated
in theeducational exerciseof consultingfor small businesses. Generally, studentshaveorganized
themselvesinto heterogeneousteamsand theseteamshave recruited their small businessclients.
These clients reflect the diversity in business ownership within the regional community. Thus,
appreciating the interpersonal qualities of team members may have contributed to the
effectiveness of the group consulting experience as well as provided an additional benefit of
serving a cross-section of the business population.

This paper definestheidea of valuing diversity, then it investigates the following hypotheses:
1) in an environment where diversity is present, members of that population will value such
diversity in forming teams, and 2) the end result of valuing diversity will be the benefit derived
by the team and client as stakeholders. Two data sets are analyzed to evaluate the validity of the
hypotheses. Finally, conclusions are made comparing results observed from the data analyses
to the formulated hypotheses.

INTRODUCTION

Accordingtonumerousarticles, thereisasubtledifferencebetween managingdiver sity
and valuing diversity (Jenner 1994, Strenski 1994, Pena-Ramos 1994, McNerney 1994,
Ossolinski 1992). Specifically, managing diver sity focuses on the diverse quality of employees
work-life, while valuing diver sity centers around interpersonal qualities (Jenner 1994). These
qualitiesarenot limited to gender, race, and ethnicity, but also can include other factorssuch
as age, religion, political affiliation, marital status, sexual orientation, disabilities, or even
smoker status.

For auniversity or workplace, therecruitment focusisprimarily on ensuring adiverse
population with respect to gender, race and ethnicity. Some of these recruitment effortsare
in response to affirmative action guidelines (Calvasina, Calvasina & Calvasina 1994). Yet,
Coleman (1994) believes it's a misconception that managing diversity is a disguise for
affirmative action. Instead, the process of managing diversity should be the creation and
maintenance of an environment in which each person is respected because of his or her
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differences (Coleman 1994). This viewpoint suggests that an environment of diversity will
foster the valuing of diversity, assuming, however, that this environment can be created.

Whilestructuring theenvironment to satisfy affir mative action should not bethefocus
of managing diversity, neither should it be an effort to mirror our customersor client base
(Coleman 1994). Forming teams who are the same makeup as the potential client may not
ensur e the company's success with respect to client diversity. Still, businesses must find the
means to attract a multicultural consumer market (Solomon 1994). This suggests that if
mirroring the customer or client basein the creation and maintenance of the environment is
not necessar ily successful in attracting and serving a multicultur al sesgment of the population,
then valuing diversity may be the solution.

Therelationship between managingand valuingdiversity isparticularly relevant toany
organization that relies on teams. Heter ogeneous teams have been observed to develop
solutions to problems that are more innovative and effective than those developed by
homogeneousgroups. | naddition, thesolutionspresented by heter ogeneousteamsscor ehigher
in originality and practicality than those of homogeneous teams. However, these diver sely
composed teams have a higher potential for misunder standing and confusion (Jenner 1994).

Therefore, heter ogeneous teams should be able to function effectively if the diversity
of theteam membersisvalued instead of perceived as contributory to misunder standing and
confusion. Also, heter ogeneous teams that have been artificially constructed to mirror some
guidelines for the organization's economic benefit, may be totally ineffective in developing
solutions. If individualstend to truly value diver sity, not just accept it on an economic basis
(Solomon 1994), then benefits should be derived from the valuation of diversity in an
educational experiencewher eby cooper ation and respect for individual differencescontribute
to service to a community of diverse small business clients.

ACHIEVING SMALL BUSINESS CONSULTING TEAM DIVERSITY

At thetimeof thisstudy, enrollment in the Collegeof Business(COB) at the University
of Houston-Downtown was 43.1 percent (472) White, Non-Hispanic students; 23.8 per cent
(260) Black, Non-Hispanic students; 19.4 percent (212) Hispanic students; 9.3 percent (102)
Asian/Pacific Idander students; 0.1 percent (1) American Indian/Alaskan Native students;
and 4.3 percent (47) " Other" students. The number of male students averaged 6 percent
higher than the number of female students, and the average age for all students was
approximately 25 years.

With this general makeup of the student population of the College, students are
obviously awareof diversity. Thefact that they tend to value diversity should bereflected in
theteamsthey form. Thereshould bean appreciation of the benefitsthat member differences
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can bring to theteam's efforts, instead of a belief that significant difficultieswill occur in the
group's effectiveness due to gender, race/ethnicity, age, or any other interpersonal quality.

Thus, an hypothesis was formed that in an environment where diversity ispresent in
the population, members of the population will value such diversity in forming teams. This
hypothesis was investigated in two ways. First, data for fifty-two Small Business Institute
projects completed in Fall 1992 through Spring 1994 wer e analyzed. Secondly, eighty-four
students completing the educational consulting experience participated in a survey that
solicited team composition information. In addition, the survey sought team members
opinions on the effects that diversity contributed to the team's formation and effective
execution of the consulting project.

The data from the completed consulting proj ects suggests that students may be more
likely to group themselves by gender than by race or ethnicity. The composition of teamsfor
the fifty-two cases for which complete data were available for each category to be analyzed,
shows the following gender distribution:

COMPOSITION OF TEAMSBY GENDER

Number of Teams Per cent
Male 15 28.8%
Female 13 25.0%
Male/Female 24 46.2%

Thus, it appear sthat malesand femaleswerealmost equally likely to group themselves
into gender specific teams. Still, non-gender specific teams emerged almost half of the time.
In many cases, although the teams wer e gender -specific, they wereracially and/or ethnically
diverse. For the same fifty-two cases for which complete data wer e available, the following
specificity was noted:

COMPOSITION OF TEAMSBY RACE

Number of Teams Per cent
Black 4 1.7%
White 13 25.0%
Hispanic 2 3.8%
Diverse 33 63.5%

(Black, White, Hispanic, Asian & Others)
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As the two tables show, teams of females and teams of White students were equally
likely to occur. However, comparing gender specific with race and/or ethnic specific data,
shows that 46.2 percent of the female teams (6) were White and 7.7 percent (1) was Black.
Overall, 13.5 per cent of the teamswer e female as well asrace and/or ethnic specific. For the
male teams, 13.3 percent (2) of the maleteamswere White and 13.3 percent (2) of the male
teamswereHispanic. Thisshowsthat only 7.7 percent of theteamswere maleaswell asrace
and/or ethnic specific. Thus, ailmost 79 per cent of thetime, the teamswer e diver se accor ding
to gender, race and ethnicity.

A survey was distributed to and returned from 84 students completing the consulting
experiencein Spring 1995 at the Univer sity of Houston-Downtown. Thesewerenot the same
student consultants involved in the previoudy detailed 52 case submission results, but
constituted additional data sourcesfor analysisof thisstudy'sfirst hypothesis. Theresults of
relevant survey queriesisin Appendix A and the complete survey isincluded as Appendix B.

Of the 84 responses (see Appendix A), 38 (45.24%) were male and 46 (54.76%) were
female. Thelargest percentage of maleand femalerespondentswas20to 30 yearsold (74.19%
and 59.87%, respectively). However, overall, approximately 90 per cent of ther espondents(76
people) wer e between the ages of 20 years and 40 years. (Note that three female respondents
did not answer the age query.)

Again, overwhelmingly, male and female respondents formed racially and ethnically
diverse teams (76.3% and 80.4%, respectively). This is an even higher percentage than
observed from the projects completed within the two years previous to the survey. Perhaps
this is indicative of continuing efforts at gender, race, and ethnicity awareness within
university and business environments.

However, in the survey, consideration was given to age as a factor in diversity
awareness. With respect to age, considering mor e than five year s difference in ages of team
members, almost 74 percent (28) of male teams and 78 percent (36) of female teams were
diversely age configured. These numbers decreased to 39.5 percent (15) for males and 52.2
percent (24) for females when age diversity was defined as greater than ten years. Thus, it
appear s that while race and ethnicity, and even gender may not be delineating concer ns for
forming teams, age may be a criterion. Still, combining gender, race, ethnicity, and age as
factors resulted in over 95 percent of the respondents (80) participating in a diverse team
consulting experience.

EFFECTSOF DIVERSITY
Although the data appear ed to support the hypothesis that students valued diversity

in forming non-gender and non-race/ethnicity specific teams, the benefitsto berealized from
and problemsto be solved by diver sely configur ed heter ogeneousteams presented the second
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issue for consideration in this study. An hypothesis was formulated that the end result of
valuing diversity would be the benefit to bederived by the team and client as stakeholdersin
the educational consulting experience. Again, this hypothesis was evaluated through use of
the two data sets.

First, the survey was used to determine if the diversity within the team composition
provided any direct benefit to the team and its ability to effectively consult to the client's
business. When requested by the survey to rate on a scale of 0to 10 (10 asexcellent and 0 as
poor) their experiencewor kingwith their team member s, almost 41 per cent of ther espondents
(34) rated thisexperiencea 9 or 10, and almost 63 percent (52) rated it an 8, 9, or 10. Indeed,
only 15.7 percent of the respondents (13) rated their experience at 5 or less, and no one
considered it to be poor.

When gpecifically queried as to the effects of diversity, the opinion of student
consultantssupported that gender, race, ethnicity, and also agewer egener ally accepted asthe
norm, with neither havingany direct bearing on thegroup'soutput. Of thoseresponding, 88.1
percent (77) did not believe that gender, 96.4 percent (81) did not believethat race, and 92.9
percent (78) did not believe that ethnicity contributed to their team experience. In addition,
of those responding, 84.5 percent (71) did not believe that age contributed to their team
experience.

Still, only 9 per cent of therespondentsindicated that no benefit wasderived from the
diver secomposition of theconsultingteam. Respondents impressionsof thebenefitsthat team
member diversity contributed to the effectiveness of their consulting experience are given in
the table below.

BENEFITSOF DIVERSITY TO CONSULTING

Males Females Total Per cent
| nnovativeness 5 17 22 12.4%
Differing Viewpoints 15 27 42 23.7%
Excellent analytical skills 11 16 27 15.3%
Experience 16 27 43 24.3%
Tolerance for Others 9 18 27 15.3%
No Ben€fits 9 7 16 9.0%

Ironically, experience was considered to be the greatest contributor to the group's
effectiveness. |f experienceisacquired with age, and agediver sity isnot valued, then members
may be missing an opportunity to be mor e effective because of age biases or viewpoints. In
fact, differing viewpoints were considered important to the effectiveness of the consulting
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experience, making diver sity with respect to age an issue about which team member s should
be aware.

Whilenodirect contribution wasbelieved tobearesult of gender, race/ethnicity or age,
some difficulties were believed to exist, especially with respect to age. Although minimal,
almost twice asmany respondentsbelieved that teams composed of per sonsof vastly different
agesaredifficult toorganize. Respondentsconsider ed gender diverseand racially or ethnically
diverse teamsto be approximately equal in difficulty of organization.

Overall, 30.3 per cent of thoseresponding believed that no problem wasencounteredin
their teams due to the diversity of team members. However, respondent consideration of
problemsthat their group encountered because of the diver sity of team membersresulted in
the following table.

PROBLEMSDUE TO DIVERSITY
Problem Males Females Total Per cent
Religious belief 0 0 0 0.0%
Racial stereotyping 0 0 0 0.0%
Cultural biases 1 0 1 0.1%
Cultural ethnocentricity 0 0 0 0.0%
Different communication methods 4 13 17 15.6%
Poor language skills 3 3 6 5.5%
Physical handicaps 0 0 0 0.0%
Time-reevanceissues 12 20 32 29.4%
Punctuality 9 11 20 18.4%
Smoker versusNon-smoker 0 0 0 0.0%
No problems 19 14 33 30.3%

Time-relevance, punctuality, and different communication methodswer eobviously the
areas of greatest concern for effective team coordination. Religious beliefs, smoker or non-
smoker, and physical handicaps wer e consider ed as inter per sonal factorsin structuring the
heter ogeneous team. Yet, neither of these factors was considered to be a problem for team
consulting effectiveness.

Based on the preceding tables, student opinion of their group's effectiveness is
apparently that diversity of team members was beneficial and not a detrimental factor.
Additionally, of 58 respondentswho had experienceworking with other diversely structured
teams, 82.8 percent (48) believed that the group benefitted from the diver sity.

Next, it wasinvestigated whether valuing diver sity extended beyond the per ception of
benefit to the team to a perception of benefit to the community. If valuing diversity was
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reflected in student for mation of non-gender specific and/or non-race/ethnicity specificteams,
then this same attitude could impact the recruitment of the client. The sample of fifty-two
caseswasanalyzed to determinewhether thereexisted asignificant relationship between team
composition and the client population with respect to gender, race, and ethnicity. According
totheowner ship figurescompiled for thefifty-two casescompleted in Fall 1992thr ough Spring
1994, for which data wer e available, gender specificity was as follows:

COMPANY OWNERSHIP BY GENDER

Number of Companies Per cent
Male 30 57.7%
Female 12 23.1%
Male/Female 10 19.2%

Thesefiguresreveal noreal surprises. Asexpected, themajority of thecompanieswere
male owned. However, it should benoted that a significant number of female owner shipsand
female partner shipsreceived consulting. By race and ethnicity, the owner ship figuresfor the
fifty-two cases showed the following:

BUSINESS OWNERSHIP BY RACE
Number of Companies Per cent
Black 4 1.7%
White 33 63.5%
Hispanic 9 17.3%
Asan/Pacific |dander 5 9.6%
American Indian 1 1.9%

Again, asexpected, themajority of the companieswer e owned by White, Non-Hispanic
persons. In general, however, these statistics are representative of the small business
ownership data for the SBI district in which our program operates where 18 percent of the
businesses are Hispanic owned, 10 percent are Asian owned, 15 percent are Black, Non-
Hispanic owned and 57 per cent are White Non-Hispanic owned. It isinterestingto notethat
studentsareover twiceaslikely to recruit Hispanic owned businessesfor consulting asBlack,
Non-Hispanic owned businesses, even though the College's student percentages of these
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populations are approximately equal, and the business ownerships in the district are
approximately equal.

Havingidentified that diversity ispresent in theclient base, the group member ship was
analyzed in relation to the clients served to determine if studentswere more likely to select a
company with which to work based on their own gender, race and/or ethnic background.
From thesampleof fifty-two cases, nineteen companieswer eowned by Asian, Hispanic, Black
Non-Hispanic, or American Indian persons. It was observed that 47.4 percent (9) of these
minority businesseshad oneor mor e per sonsof thesameraceor ethnicity on thestudent team.
When all team member swer e Black or Hispanic, the company selected was usually under the
same racial or ethnic ownership.

The sample of nineteen minority owned businesses included 42.1 percent (8) female
ownerships and/or partnerships. Yet only two of the four female teams chose companies
owned by minority females. With respect to the twenty-two gender specific teams, female
teams chose female owner ships and partner ships 27.3 per cent of the time (6 companies) and
maleteamschosefemale owner shipsand partner ships31.8 per cent of thetime (7 companies).
I nterestingly, maleteamswer ealmost equally likely to choosefemaleowner ships/partner ships
as male owner ships/partnerships. I1n addition, teams of males and females were more likely
to consult with female businesspersons than a gender specific team (40.9%; 9 companies).
I nterestingly, these non-gender specific teamsweretwice aslikely as gender specific teamsto
recruit and effectively consult with female owned businesses.

CONCLUSIONS

The first hypothesis tested was that gender and/or race/ethnicity diversity occurs
without intervention when individuals form teams from a population where diversity is
present. An hypothesistest wasperformed to deter minewhether gender diversity wasvalued
such that individuals formed non-gender specific teams.

H,:  Gender diversity valued
H,  Gender diversity not valued

Then based on the 52 case projects with 46.2 percent of the teams non-gender specific or

diver sely configured with respect to gender (p,) and the 84 survey responseswith 63.1 per cent
non-gender specific (p,), the hypotheses became:

Ho: P1=P2
H.,. P: # P2
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The data observed in these two samples wer e:

GENDER DIVERSITY FOR CASESAND SURVEYS

Cases Surveys Total
Non-gender Specific X, =24 X, =53 Xx= 77
Gender Specific n, -x, =28 n,-x, =31 n-x = 59
n, =52 n,=84 n =136

With a proportion of non- gender specific teams expected to be, p = 0.566, the following was
expected:

Non-gender Specific

Gender Specific

A x?, testwith 1d.f.and y =0.05was used such that the hypothesis should be rejected at
Y205 > 3.84. Based on thetwo samples, x? = 3.7513 indicates that the hypothesis should not
be rgected. Therefore, we can conclude that gender diversity may indeed be valued as
member s or ganize non-gender specific teams.

Next, an hypothesis test was performed to deter mine whether race/ethnicity diver sity
was valued such that individuals formed non-race/ethnicity specific teams.

H,  Racelethnicity diversity valued
H,  Racelethnicity diversity not valued

Then based on the 52 case projectswith 63.5 per cent of the teams non-race/ethnicity specific

or diversely configured with respect torace/ethnicity (p,) and the84 survey responseswith 78.6
percent non-race/ethnicity specific (p,), the hypotheses became:

Ho: P1=P2
H.. P: # P2

The data observed in these two samples wer e
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Non-Race/Ethnicity Specific

Specific Race/Ethnicity Specific

With a proportion of non-race/ethnicity specific teamsexpected to be p =0.728, thefollowing
was expected:

Cases
Non-Race/Ethnicity Specific 37.853

Race/Ethnicity Specific 14.1471

A x?, test with 1d.f. and y =0.05wasused such that the hypothesis should berejected at )% o
> 3.84. Based on the two samples, x? = 3.5912 indicates that the hypothesis should not be
regected. Therefore, we can conclude that race/ethnicity diversity may indeed be valued as
member s or ganize non-race/ethnicity specific teams.

It can be concluded from thisstudy that gender and/or race/ethnicity occursnaturally
in theformation of teamsasaresult of diversity within the general population from which the
team members are selected. No hypothesis testing results can be presented for valuing
diversity in the ages of team members. However, it appears from the survey resultsthat age
diversity may not be valued as much as gender and race/ethnicity diversity. Individuals
appear to be more likely to form teams in which the differencesin age of the team members
isno more than 10 years, and even prefer no more than 5 years difference in ages of team
members. Other criteria suggested as defining diversity such asreligious beliefs, smoker or
non-smoker, and physical handicaps appear ed not to befactorsthe studentsconsidered to be
important in this study.

Testing the second hypothesis of this study was moredifficult sinceitsproof relied on
the subjective evaluation of " benefit" to the team's experience. Still, acknowledgment was
sought that while valuing diversity can impact the way individuals select team members, the
actual differences of the members can affect the group's ability to function as a team and
effectively complete the project.

Based on direct responses, it appear sthat individualsdid not believethat gender, race,
ethnicity, or age contributed totheteam's effectiveness. However, other subjective responses
indicated that individuals generally believed that their consulting project or other similar
projects benefitted from diversity. However, it is inconclusive whether diversity, of itself,
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actually benefitted theteam or increased the effectiveness of theteam. Actually, the problems
cited wer ethosethat most teamsencounter with respect totimerelevanceand communication.
No significance was attached to problems of ethnocentricity, racial stereotyping, or cultural
biasesthat could bedirectly related to an adver se effect caused by diver sity of team members.
Only different communication methods and poor language skills could be attributed to
diversity, but could not directly becorrelated. | nnovation and experiencecould also be benefits
of any team composition, and not specific to diversely structured teams. Yet, tolerance for
otherswhich would be fundamental to the concept of valuing each other's differences, rated
third highest in student opinion of the benefits of diver sity to their team experience. Perhaps
these results support the conclusion that Americans tend to truly value diversity (Solomon
1994) and, ther efore, seediver sity asbeneficial but not theonly contributor to ateam'sability
to solve a problem or accomplish atask.

In evaluating the benefit of valuing diver sity with respect to structuring non-gender
and/or non-race/ethnicity specific teams that recruit and work effectively with a similarly
diverseclient, thedata may support Coleman’s(1994) view that the makeup of teamsdoesnot
have to mirror the potential client. In particular, however, this statement may be more
relevant to gender than to race or ethnicity considerations. Some benefit may actually be
derived from structuring teamsto mirror aclient'sraceor ethnicity with at least one member
of theteam of the samerace or ethnicity astheclient. Again, it isinconclusive whether team
diverdsity directly benefitsa client. However, recruiting a minority business may be a benefit
to the client community in a larger sense.

In general, it appears that people value all types of diversity, but are most awar e of
gender, race, and ethnicity. Diversity with respect to consider ations of age seemsto be less
recognized and valued. Although minimal in number, in relationship to gender, race, or
ethnicity as factors causing difficulty in team organization, age was significantly cited as
adver sdly affecting the process. Asthe population ages, the fact that age diversity may not
bevalued asmuch asgender, race, or ethnicity may proveto bea problem for team effortsin
a university setting as well as a cor por ate environment.

As affirmative action requirements come under scrutiny by the federal gover nment,
businesses and universities should become aware of the benefits of valuing diversity. The
mindset of managing diversity in terms of merely satisfying affirmative action guidelines
(Solomon 1994) may need to be replaced with valuing diver sity because of its benefitsto the
stakeholder sand customers. It appear sby student response, that ther eisa degr ee of awar eness
of diversity that already existsin the univer sity and businessenvironments. Thereappearsto
be an acceptance that diversity of the team members is not a deterrent to a team's
effectiveness, but may actually be beneficial to the team's success. I n addition, there may be
an extension beyond the educational environment. Studentswho learn that valuing diver sity
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contributes to the team's success, may extend this philosophy into their business careers as
they work with diverse clients and co-workers.
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