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Maytag: Leaving a Foreign
Subsidiary Free as a Bird

In on unbelievable blunder, Maytag's foreign subsidiary in the United Kingdom
accomplished a horror story of decentralized management. This might also be called
abdication of authority, and the consequences of such shdication.

The atmosphere at the annual meeting in the littls Towa fown of Newton had
tumed contentious. As Leonard Hadley faced increasingly angry questions from dis-
gruntled shaveholders, a thought crossed his mind: “I don't deserve this!” After all, he
had been CEO of Maytag Corporation for only a few months, and this was his first
chairlng of an annual meeting. But the earnings of the compeny had been declining
every year since 1988, and in 1602 Maytag had had a $315.4 million loss. No wonder
the stockholders in the packed Newton High Schoo! auditorium were bitter and erit-
ical of their management. But there was more. Just the manth before, the company
had suffered the public embarrassment and gostly atonement resulting from a man-
umental blunder in the promotional planning of its United Kingdom substdiary.

Hadley doggedly saw the meeting to Its close and limply concluded, “Hopefully,
both sales and earning will improve this year™!

THE FIASCO

In August 1882, Hoover Limited, Maytag’s British subsidiary, had launched this travel
promotion: Anyone in the United Kingdom buying more than 2100 (UK pounds)
worth of Hoover products {about $150) before the end of January 1883 would get two
free round-trip tickets to selected European destinations. For £250 worth of Hoover
products, buyers could get two free round-trip tickets to New York or Orlando,

A buying frenzy resuited. Consumers had quickly igured out that the value of
the tickets easily exceeded the cost of the appliances necessary to be eligible for
them, By the tens of thousands, Britons rushed out to buy just enough Hoover prod-

! Richurd Gibson, "Muytug’s CEO Goes Tlrough Wringar ot Annunl Meeting.” The Wall Stroet Journal
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“uets to qualify. Appliance stares were emptied of vacuum cleaners, The Hoover fac-

tory in Cambuslang, Scotland, that had been meking vacuum cleaners only 3 days a
week was suddenly placed on o 24-hour, T-days-a-week production schedule—an
overtime honanza for the workers. What & resounding success for 2 promotion!
Hoover managers, however, were unhappy. ‘ '

Hoaver had never expected more than 50,000 people to respond. And of those
responding, it expected far fewer would go through all the steps necessary to qualify
for the free trip and really take it. But more than 200,000 not only responded but
qualified for the free tickets, The company was averwhelmed, The volume of paper-
work created such a bottleneck that by the middle of April only 6,000 people had
flown. Thousands of others either never got their tickets, were unsble to get the dates
requested, or waited for months without hearing the results of their applications.
Hoover established a special hotline to process customer complaints, and these were
coming in at 2,000 calls 2 day. But the complaints quickly spread, and the ensning
publicity braught charges of fraud and demands for restitution,

Maytag dispatched a tusk force to try to resolve the situation without jeopardiz-
ing customer relations any further. But it scknowledged that it was “not 100% clear”
that all eligible buyers would receive their free flights.2 The fli-fated promotion was
a staggering blow to Maytag financially. It took a $30 million charge in the Brst quar-
ter of 1993 to cover unexpected edditional costs linked to the pramotion. Final costs
were expected ta exceed §50 million, which would be 10 percent of UK Hoover's
total revenues. This was especially damuging for o subsidiary acquired only 4 years
before, that had yet to produce a profit, _

Adding to the costs were problams with the two travel agencies involved. The

. agencies were to obtain low-cost space-available tickets and would eam commission

selling “packnges,” including hotels, rental cars, and insurance. If consumers bought
a package, Hoover would gef a cut. However, despite the overwhelming demand for
tickats, most consumers declined to purchase the package, thus greatly reducing sup-
port money for the promotional venture, So Hoover had greatly underestimated the
likely response and overestimated the amount it would earn from commission pay-
ments. This rulses the issue of loss lenders. How much should we use loss leaders as
u promotional device? This topic is discussed in the following box.

If these cost overruns had added grently to Maytag and Hoover's customer
relations and public image, the expenditures would have seemed more palatable.
But with all the problems the best that could be expected would be to lessen the
worst of the agitation and charges of deception. And this was proving to be impos-
sible. The medin, of course, salivated at the problems and were quick ta sensation-
alize them:

One disgruntled customer, who took aggressivs action on his own, recelved the widest
press covemge, and even became g folk hero, Dave Diton, claiming he was cheated out
of u free vacation by Hoover, seized one of the company's repnir vans In retalistion.

1James B Milicr, “Maytug UK. Unit Finds a Prometion )2 Too Suc‘oessful," The Wall Strest Jourual
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ISSUE BOX
SHOULD WE USE LOSS LEADERS?

Feader pricing is o type of promotion with certein Items advertised ot a very low price—
sometimes even below cost—in which case they are known as loss leaders—in order to
attract more customers. The mtionsle isthat such customers are likely to purchuse other
regulor-price items os well, increosing totel seles and profits, If eustomers do not pur-
chase enough other goods at regular prices to more than cover the losses incurred from
the attractively priced bargatns, then the loss leader promaotion is Il advised, Soms erit-
ies maintain that the whole idea of using loss lendars Is absurd: The firm is just “buying
sales” with no regerd for profits, . .

While UK Hoover did not think of its promation-as & loss Jeader, In reality it was: The
company atood to lose money on every salo if the promotional offer was-takpn advantoge
.of. Unfortunately for its effectiveness as a loss leader, the likelihood of customers pur-
chesing other Hoover products at regrular prices was yemote, and tha level-of ascepiunce
was not capped, 5o lostes were permitted to multiply, The conclusion has to be that this
was an {ll-conceived idea from the beginning, It violated these.two.conditions of loss lead-
eru: They should stimulate sales of other products, and theirlosses' should be limitad:

Do you think joss leaders renlly are desimble under eartaln elnimstances? Why or why
not?

Police were sympathetic: they took him home, and did not charge him, clalining it was
u civil matter?

- Hends rolled. Initially, Maytag fired three UK Hoover executives involved,
Including the president of Hoover Eurcpe. At the aunual meeting Mr. Hadley also
indicated that others might lose their jobs before the cleanup wns complete. He
likened the promation to “a bad aceident ... and you can't determine what was in the
driver’s mind.™ :

Receiving samewhat less publicity was the fact that corporate headquarters
ellowed executives of a subsidiary such wide latitudo that they could saddle parent
Maytag with tens of millions of dollars in unexpected costs, Did not top corporate
executives have to approve ambitious plans? A company spokesman said that operat-
ing divisions were “primarily responsible” for planning promotional expenses,
Althaugh the parent may review such outlays, “If they're within parameters, It goes
through."S This ralses the issue, discussed in the following box, of how loose & rein
foreign subsidiuries should be allowed.

A “Unhappy Brit Holds Hoover Van Hostage,” Cleveland Plaln Dealer (Juns 1, 1093): D1; and Stmon
Reeve and John Harlow, “Hoover Is Sued Over Flights Deal,” Lantlon Sunday Times (June 6, 1993).

4 Gibsen, "CEO Goes Through Whinges,” A5,
 Miller, "Maytog UK Unit,”" AB.
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ISSUE BOX .
HOW LOOSE A REIN FOR A FOREIGN SUBSIDIARY?P

In » decentralized orgentzation, top manogement delogites considerble decision-mink-
Ing anthority to subordinates. Sueh decentralization—often colled o lonse neln"—tends
to be more rmurked with foreign subsidiuries, such us UK Hoover. Corporats manage-
ment in the United Stutes understandably feels less fumilior with the-foreign environment
and more willing to let the nutive executives aperate with fewer constralnts than u domes.
tie subsidtary has. In the Maytag/Hoover situntion, decision-moking antharity by Britich
executives was evidently extensive, and carporate Maytog exsrelsed littls opersttonel con-
trol, being content to judge performance by ultimate results achleved. Major deviations
from expected performance goals, or widespread traumatic huppeninge—bath of which
hoppened ta UK Hoover—finally gained corporate management atiention,

Extenslve dscentralization has many ndvantages: First, top manegement effective-
ness can be improved beenuse time and-attention is freed for presumably mora impar-
tant matters; secend, subordinates nre permitted more self-managament, which ahould
improva their competence and motivation; and third, in foreign enviranments, native
munogers presumuebly understand their unique problems and oppartusities hetter than
corporate munagement, located thousands of miles away, pasaibly con. But the draw-
bogks wre a3 we have seen: parameters withis which subardinete managers eperts can
be 30 wide that serious miscalculations may uot be stopped in time, Becanse top man-
agement Is uitimately responsible for all performence, including actions of subordinates,
it faves grenter risks with extensive decentralization,

“Since the manager Is ultimately sccountuble for whatever is deleguted to subordinates,
then u free rein reflects great confidence In subordinates.” Discuss,

BACKGROUND ON MAYTAG

- Maytag s & century-old campany. The original business, formed in 1803, manufactured

feeder attnchments for threshing machines. In 1807 the company moved to Newton,
Towe, u small town 30 miles east of Des Moines, the cepital eity. Manufucturing empha-
sls tumed to home laundry equipment and wringer-type washets.

A natural expansion of this emphasis occurred with the commercial laundromat
business in the 1830s, when coln meters were attached to Maytag washers, Rapid
grawth of these coin-operated lnundries took place in the United States during the
lute 1950s and early 1860s. The increased competition und soaring enexgy costs of the
1870s hurt laundromats. In 1875 Muytag introduced new energy-efficlent machines
and “home style” stores that rejuvenated the business.

The Lonely Maytag Repairman

For years Maytag veveled in u murketing coup, with its washers and dryers enjoying
a top-quality image, thanks to ads in which o repairman liments his Joneliness
because of Maytag’s trouble-free products. The result'of this dependshility and qual-
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ity image was that Maytag could command a price premium: “Thelr machines cost
the same to make, break down as much as ours—but they get $100 more because of
the reputation,” grumbled a competitor.s :

During the 18705 and into the 1980s, Maytag continued to capture 15 percent of
the washing machine market and enjoyed profit margins about twice that of com-
petitors. Table 16.1 shows operating results for the pericd 1874 to 1881, Whirlpool

was the largest factor in the laundry equipment market, with a 45 percent share, but

this was largely because of sales to Sears under the Sears brand.
Acquisitions
For many years, until his retirement December 31, 1682, Daniel J. Krumm had influ-
enced Maytag’s destinies. He hed been CEO for 18 years and chairman since 1086,
and his tenure with the company encompnssed 40 years. In thut ime the home-appli-
ance business hnd encountered some drastic changes, The most omisions ocourred in
the lats 1680s with the merger manie, in which the threat of takeovers by hostlle
raiders often motivated heretofore conservative executives to greatly increase corpo-
rate indebtedness, thereby decreasing the atiractiveness of their fyms. Danlel
Krumm was one of these running-scared executives, as rumors persisted that the
company was a takeover candidate.

Largely as a defensive move, Krumm pushed through a deal for a $1 billian buy-
out of Chicago Pacific Corpomtion (CPC), & maker of vacuum cleaners and other
appliances with $1.4 billion in sales. As a result, Maytag was burdened with $500 mil-

TABLE 16.1 Maying Operating Nesults, 1874-1981

(in $ millions)
Net Soles NetIncome  Percent of Salex

1974 - $200 $21.1 22%

1875 233 25.9 © 108

1076 275 33.1 12,0

1977 269 345 115

1978 325 36.7 113

1979 350 45.3 123

10980 346 35.6 10.2

1981 408 374 6.1

Average net income percent of sales: 10.8%

Sonree: Company opertting statstics,

Commentany: These years show a steady, though not spectaculay,
growth in revenues and » generally rising net Income, except for 1880,
Of pasticular interest ix the high net income perceatage of sales, avomg-
Ing 10.8% aver the 8-yoor pariod, with a high of 12.3%.

¢ Brion Bremmer, “Con Maytag Clean Up Around the World? Business Week (Jnun. 30, 1058}, p. 86.
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lion in new debt! Krumm defended the acquisition as giving Maytag a strang foothold
in & growing oversens market. CPC was best known for the Hoover vacuums it sold
in the United States and Europe. Indeed, so domiant was the Hoover brand in
England that many people did not vacuum their earpets, but “haovered the carpet.”
CPC also made washers, dryers, and other appliances under the Hoaver brand, sell-
ing them exclusively in Burape and Australia. In addition; it had six furniture com-
pantes, but Maytag sold these shortly after the acquisitian,
Krumm had been instrumental in transforming Maytag, the number four U.5.
applionce manufachurer—behind General Electrie, Whirlpool, and Electrolux—from
@ niche laundry-equipment maker into a full-line menufacturer, He had led an ear-
lier acquisition spree in which Maytag had expanded inta microwave ovens, electric
ranges, refrigerators, and freezers. Its brands now included Magic Chef, Jenn-Aix,
Norge, and Admiral. The last years of Krumm’s reign, however, were not marked by
great operating results. As shown in Table 18.2, revenues showed no gain in the
18861962 pariod, while income stendily declined. ' :

- Trouble

Although the rationale for internationalizing seemed inescapable, especially in view
of & recent wave of joint ventures between U.S, and European appliance makers,
the Hoover acquisition was troublesome. It was a mujor brand in England ond in
Australia, but Hoover had only a small presence in Continental Europe. Yet this
was where the bulk of the markat was, with same 320 million patential appliance
buyers.

yThe probabilities of the Hoover subsidiary eapturing much of the European
market were hardly promising, Whirlpool was strong, having 10 plents there in con-

trast to Hoover’s two plants. Furthermore, Maytag faced entrenched Europesn

competitors such as Swaden’s Electrolux, the world's largest applisnce maker;
Germany’s Bosch-Siemens; and Ttaly's Merloni Group. And General Electric had
also entered the market with joint ventures. Europeans’ fierce loyalty to domestic
brands refsed further questions as to the ability of Maytag's Hoover to penstrate the

TARLE 16.2 Maying Operating Results, 1989-1992

Revenue Nat Income % of Revenue
{000,000) -
1880 $3,689 1310 ‘ 4.3%
1800 3,057 08.8 3.2
1681 297 70.0 2.7
1662 3041 (315.4) (104)
Source; Company annual reports.

Commentary: Note the steddy evaslon of profitubility, while sules remuined vista-
ally staie. For a compasisan with proflt performance of enclier years, see Tible
16.1 and the net-income-to-seles percentages of this inore “golden” pariad.
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European market without massive promotional expenditures, and maybe not even
then.

Australia was something else. Hoover had a good competitive position there, and
its refrigerator plant in Melbourne could easlly be expanded to include Muytag's
washers and dryers. Unfortunately, the small population of Australia limited the mar-
ket to only about $250 million for major appliances.

Britain accounted for one-half of Hoover's Euvopean sales. But at the time of the
acquisition, its major appliance business was only marginally profitable. This was to
change: After the acquisition it became dawnright unprofitable, as shown in Table
16.3 for the years 1690 through 1862, as it struggled to expand in a recession-plagued
Europe. The results for 1093, of course, will reflect the huge loss for the promotional
debacle. Hardly an acquisition made in heaven,

Maytag’s earlier acquisitions also were becoming soured. Its acquisitions of
Magic Chef and Admiral were diversifications into lowerpriced appliances, and
these acquisitions did not mest expectations. But they left Maytag's balance sheet
and its cash flow weakened (see Table 16.4). Perhaps more serlous, Maytag's repu-
tation as the nation’s premier appliance maker became tarnished. Meanwhile,

General Electric and Whirlpoo! were attacking the top end of its product line. Asa h

" result, Mayteg found itself in the number three or number four position in most of
its brand lines.

TasLe 16.3 Operating Results of Maytag’s Principal Business

Components, 1980-1982
' Revenue Income*
{000,000) (000}
1660 )
Nosth American Appliances $2,212 $921,165
Vending 111 25,018
Europexn Sales T4 (22,869)
oar -
North Amerfcan Appliances 2,183 186,322
Vending 150 4,408
Europesn Sales 485 (865)
1602
Naorth American Appliances 2.242 129,680
Vending 165 16,311
Europeun Snles 502 {67,061)

= This is openuting income, thut Iz, incame before deprechution sud ather sdjustments.
Souroe: Company wnnual reports,
Conmuentery: While these veuars hnd net been particolurly goot for Muytug in growth

of sevenues aud ieone, the continuing, i even intewsifyivg, losses in the Hoover
Eurapean operution hud to lie troublesume, And this was e even before the ill-lnted .
+ tarly 1893 promotionn results. ' ‘2
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TasLE 164 Long-Term Debt as a Percent
of Capital from Maytagh Balance Sheats,

18861801

“Year Long-Term Debt/Capital
1086 71.2%

1687 234

lp88 © 483

1988 468

1680 44.1

1687 42.7

Source: Company annual reports, - '
Commentary: The effect of nequisitiony, in particular that of
the Chivago Pacific Corporation, can be clearly sean In the
bulldup of long-tarm dobt, In 1066 Maytag was virtually fres
of such commitmenty; £ years later its long-arm debt ratia
hiad increased slmost sevenfold. .

ANALYSIS
Flawed Acquisition Decisions

'The lang declirie In profits after 1989 should have triggered strong concem and correc-
tive action, And perhaps it did, but the action was not effective because the decline con-
tinued, culminating in a large deficit in 1652 and serious problems in 1983, As shown in
Table 162, the acquisitions brought neither revenue guins nor profitability, One sus- -
pects that in the rush to fend off potential raiders in the late 1880s, the company bought
businesses it might never have bought under more sober times and that it also paid too
much for these businesses. Further, they cheapened Maytag's proud quality image.

‘Whi Can We Blamé in the UK Promotional Debacle?

Corporate Maytag management was guilty of a common fault in its acquisitions. It
gave newly acquired divisions a loose rein, letting them continue to operate inde-
pendently with few constraints: “After all, these executives should be more knowl-
edgeable about thelr operations than corporate headquarters would be.” Such confi-
dence is sometimes misguided. In the UK promotion, Maytag mansgement would
seem as derelict es management in England. Planning guidelines or parameters were
far too loose and under-controlled. That subsidiary management could burden the
parent with 350 million of unexpected charges, and to have such o problem erupt

" with no warning, borders on the absurd.

Finally, the UK executives’ planning for this ill-conesived travel promotion defies
all logic, They vastly underestimated the demand for the promations offer and greatly
overestimated paybacks from travel agencies on the package deals, Yet it took no bril-
liant insight to realize that the value of the travel offer exceeded the price of the
appliance—indeed, 200,000 customers rapidly arrived at this donclusion—and that

onh a aoanibhacwt wf o Jant a2
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should have seen that the prometion could prove to he extremely costly to the com-

pany. Was it a miscalculation or complete naivete on the part of i
staffs, who should have known b_ettef? partof executves nd thel

How Could the Promotion Have Avoided the Problems?

T{le great problem resulting from an offer that was too good could have been avoided
without scrapping the whole idea. A cost-benefit analysis would have provided ot least
a perspective a5 to how much the company should spend to uchieve certain benefits
such as increased sales, Ereater consumer interest, and favorable publicity. See tlu;

following information box for 2 more detailed discusst
tool of a cost-benefit analysis. ed diseussion of the important planning

. COSTBENIEFIT ANALYSIS . - -
- oot Soifkasalinla ' et ragisiof the i g BB sbphindd
+acHia, Only If 6 bensfis excond the Mwﬁﬁﬁjﬁb@ﬁ&@gifﬁidpéﬁgﬁ}ne;
- nommal.vay (o make'sych-an-analysis is th-assign dollar values 1" all costs:andbenshts,
thur providing.a.common basls for-compadson. © ", e S ioe ot

"Gl baneltsnalyses v oot il sed by O Do o

. sl e v s widelysed b8 Dot of Bl il
ing gltomative weapoha systemis, Ji recenit years such analyss have heen sporadically
applied. to- onvironmextel .regilation and.even tn workplice; safety: stenidards, A aq:
emminpls of the-foemir, o, cost-heniofit uniljals can:be.used o detorming F i i sockally <
worthwlileforspénd 4 willon,to meet s vt stundard of loin agiginter, -~
- Manyy buistiees dicisions lend themslva bo'd cost.benahit imahates 1t poovidend s~ .
« tematioveay of analyzi tio inprits and theprobable:cutputiof particiliz majorialiorma-+
 oos Wikl vt seting sorue of the cogts aid bohefits ou st they -
+-+oftenshould b temparod by nanquaiffatie, Jnpiits:c-reath the’ bioudest péripective, -
:Schemsrhiom euggests considerini tha.folowing criteri in-evaluating alberbatives? ©
©. e Buiwfits: Wit are the:benefits'5f wisihg e altrmithiei toi‘salve. 3 porforraatee
dofitléncy o take advantage. ofwi dpportimity? - Fe i L
Clagts; What are tha costs f implenignt the alternativey, includiig diréet resourco ..
- Investments ss.well as any potentinl negative side affects? ~~ " L
o Tmolinass; How fast will the beneflts occurand o positive lnpact be achléved?

. %" Agooptabllitif Towhiat axtent will the alternitives by acospled and supported by .
" - thioge who must work with theme * - " pwp L &
*  Ethical soundness, How well do the altsrnatives meat-ncééptabla athieal eriterin

In the.eyes of multiple stakeholders? . : T

What numbers would'you assign to a cost-benefit analysis for. May;gg:iibopefs Plaz to
offer’ the- freq. didine tickets, under an assumption-of 5,000 takarsk 26,000’ takers?

100,000 takers? 500,000 taksraP (Make any nssumptions needed s to costs.) What
would be your conclusions for these various ucceptunce rates?

? joha A Schormerhorn, Jr., Managaomant, 8ih ed: {Naw York: Wiley, 1008), p. 61.

Update—Lsonard Hadlsy » usy

A cost-henefit analysis should certainly have alerted managoment to the possible
consequences of various acceptance levels and to the significant risks of high nceep-
tance. However, the company conld have set limits on the number of eligibles: per-
haps the first 1,000, or the first £,000. Doing this would have held or capped the costs
to reasonubly defined levels and avoided the greater risks. Or the company could
heve made the offer less generous, perhaps by upping the requirements or by less-
ening the premiums, Such more moderate altematives would still have made 2n
attractive promotion but not the major uncantrolled catastrophe that happened.

UPDATE—LEONARD HADLEY

In the summer of 1888, Leonurd Hadley could look forward and backward with some
satisfaction, He would retire the next summer when he turned 65, and he had already
plcked his successor. Sincs assuming the top position in Maytag in January 1863, and
confronting the mess with the UK subsidiary his first few monthis on the job, he had
tumed Maytag completely around. '

He knew no ane expscted much change from him, an sccountant who had joined
Maying tight out of collage, He was known as & loyal but unimaginative lieutenant of
his bass, Daniel Krumm, who died of cancer shortly after naming Hadley his successor:
After all, he reflected, no one thaught that major change could come to an organization
fram someone who had spent his whole life there, who was a clone so to speak, and an
eceountant to boot, Everyone thought that changemakers had to come from cutside,
like Al Dunlap of Scott Paper and Sunbenm. Well, he had shown them, and given hape
to all No. 2 executives who resented Wall Street’s love affair with outsiders.

Within a few weeks of taking over, he'd fired a bunch of managers, especially

. those rascals in the UK who'd masterminded the preat Hoover promotion that cost

the company dearly. He dstermined to get rid of foreign operations, most of them
newly acquired and unprofitable. He just did not see that appliances could be prof-
itably made for every comer of the world, because of the variety of regional customs.
still, he knew that many disagreed with him shout this, including some of the board
members who thought globalization was the only way to go. Siill, over the next 18
months he had pravailed. :

He chuckled to himself as he reminisced, He had also overturned the decades-
long corporate mindset not to be first to market with new technology because they
would “rather be right than be first.” His “Galaxy Initiative” of nine top-secret new
products was o repuliation of this old mindset. One of them, the Neptune, a front-
loading washer retailing ut $1,100, certainly proved him right. Maytag had increased
its production three times and rulsed its suggested retail price twice, and still it was
selling like gangbusters. Perhaps the thing he wos proudest of was getting Maytag
products in Sears stores, the seller of one-third of all appliances in the United States.
Sears' desire to have the Neptune is what swung the deal,

As on accountant, he probably should be focusing first on the numbers, Well,
1887 was certainly @ banner year with sales up 10.9 percent over the previous year,
while profitebility as mensured by refum on cupital was 16.7 peicent, hoth sales and
profit gains leading the industry. And 1988 so far was proving to be even better, with

antan fumnine 91 namant anrd pamines 88 percent. .
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He remembered the remarks of Lester Crown, a Maytag director: “Len Hadley
has—quietly, softly—done a spectacular job. Obviausly, we just lacked the ability to
evaluate him {at the beginning].". . :

He knéw he had surprised everybody in the orgenization by going outside
Maytag for his heir apparent. He is Lloyd Ward, 48, Maytags first black executive, a
marketing expért from PepsiCo, and before that Practer & Gamble

| murket share-overseas, Maytag paid $1 billion for Chicago Facific in 1980, As it

turnad out, this was far too much, and the debt burden was an albatross, Chief
Executive Leonard Hadley conceded as much: “In the long view, it was correct to
invest in these businesses. But the timing of the deal, and the price of the deal,
made the debt a heavy load to carry? o

Zeal to expand, and/or the desire to reduce the attractiveness of a firm’s bal-
ance sheet and thus fend off potential raiders, do not excuse foolhardy manage-
ment. The consequences of such bad decisions remain to haunt & company, and
the ill-advised purchases often have to be eventually sald off at substantial losses.
The analysis of potential acquisition candidates must be soberly and tharoughly
done, and rosy projections questioned, even if this means the deal may be soured.

Beware giving too loose a rein, thus sacrificing controls, especlally of
unproven foreign subsidiaries. Although decentralizing authority down to lower
ranks is often desirable and results in better motivation and management devel-
opment than centralization, it can be overdone. At the extreme, where divisional
and subsididry executives have virtually unlimited decision-making authority and
can run their operations as virtual dynasties, then corporate management essen-
Hally abdicates Its authority. Such looseness in an organization endangers cohe-
sivensss; it tends to ohscure common standards and objectives; and it can even

| dilute unified ethical practices. .

Such extreme looseness of controls is not uncommon with acquisitions, espe-
clally forelgn anes, It is easy to make the sssumption that these executives were
operating successfully before the acquisttion and have more firsthand knowledge
of the environment than the corporate executives.

5till, there should be limits on how much freedom these executives should be
permitted—especially when their operations have nat been natably successful. In
Maytag’s case, the UK subsidiury had lost money every year since it was acquired.
Accordingly, one wauld expect prudent corporate management to have condoned
less decentralization and insisted on tighter controls than it might otherwise.

% Sources Include Moytag annual reports, and Curl Quintunilla, “Maytag’s Top Officer, Expected to Do
Little, Surprises His Board,” The \all Street Journal (June 23, 1988}, pp. Al snd 48,

P 8 Kell‘llll:lll Labich, “Whut Companics Fall,” Fartune (November 14, 1804), p. 60,
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Questions ¢ 231

In decision planning, consider a worst-case scenario. There are those who '
preach the desirebility of positive thinking, confidence, and optimism, whether it ;
be in personal lives, athletics, or business practices. But expecting and preparing -
for the worst has much to cominend it, since a person or a firm is then better able .
to cope with adversity, avoid being overwhelmed, and more likely fo make prudent
rather than rash decisions, - .

Appurently the avid acceptunce of the promotional offer was a complete sur-
prise; no one dreamed of such demand. Yet, was it so unreasonable to think that a
very attractive offer would meet wild acceptance?

In using loss leaders, put a cap on potential losses. Loss leaders, s we noted
earller, are items promated at such nttractive prices that the firm loses money on |
every sale. The expectation, of course, is that the customer traffic generated by
such attractive pramotions will increase sales of regular profit items so that total |
profits will e increased. !

The risks of uncontrolled or uncapped loss lender prometions is vividly shown
in this case, For o retailer who uses loss leaders, the lass is ultimately capped as |
the inventory is sold off. With UK Hoover there was no cap. The moral is clear: !
Attractive Joss leader promations should be capped, such as the first 100 or the :
first 1,000 or for one week only. Otherwise, the promation should be made less ;
attractve. i

The power of a cosi-benefit analysis, For major decisions, executives have much
to gain from a cost-benefit analysis. It forces them to systematically tabulate and ana- ©
lyze the costs and benefits of prticular courses of action. They may find that likely |

. benefits are 50 uncertain as to not be worth the risk. I so, now is the time to realize 1

this, rather than after substantial commitments have already been made, ‘

Without doubt, regular use of cost-benefit unalyses for major decisions |
improves executives batting averages for good decisions. Even though some num- ,
bers may have to be judgmental, especially as to probable benefits, the procass of :
making this analysls forces a careful look at alternatives and most likely conse-
quences. For more important decistons, input from diverse staff people and exec- -
utives will bring greater power to the analysis.

L]

CONSIDER
What additional leaming insights can you add?

QUESTIONS

1. How could the promotioi of UK Hoover have been better designed? Be
as specific as you ean. -

2, Given the fiasco that did occur, how do you think Maytag should have -
responded? ,

3. “Firing the three top executives of UK Hoover is unconscionable. It
smacks of & vendettu against European inanagers by an Americun parent.

S cam B e SN s R s S e SR s [ comues SN s RN o S e SN e [ s N e ) S O R SN R A



