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ABSTRACT

The article analyzes the evolution, and changes in the styles of direction of the
organizations since the beginning of management in the 20th century till now, through a
review of academic literature, and existing research about management. From a set of
interviews to executives of European corporations, following parameters found in
academic literature, a deep change in the priorities of senior management is observed.
Recent changes in the managerial focus and in the new social context are analyzed. New
tools of digital marketing are enumerated, and a new academic model of public relations
based on persuasion is proposed, for the success of campaigns.
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1. Introduction

Management, in the etymological sense of handling a human group is about how
managing organizations has evolved for more than a century according to the vast array
of changes that have occurred in economies, and in society. In the second decade of the
twenty-first century, the birth of significant changes in management encouraged by the
new technologies are influencing deeply the management style of executives, and

entrepreneurs.

We think that every stage of management deserves a detailed analysis, hence why we
have complemented our areas of expertise and experience to compile this article. The
reader will notice that we have distilled a large experience into it. Experience acquired
while: learning and teaching in business schools; analyzing and managing important
enterprises; assessing, and interviewing leaders of big corporations; preparing campaigns,
or analyzing the success or failure of campaigns in the real and global business world, or

in the loneliness of an academic office.

From a wide overview of management over the twentieth century, we will move on to a
radiography of changes in business management, and marketing in the digital era, and we
will conclude by presenting a new model of Public Relations (PR), that we have named
“Business PR Funnel”, adapted to the characteristics of the new consumer. The
experience we have gained through decades of analysis of business management must be
considered always, with the premise that we knew how to adapt it to the new persuasive

methods that technology sets within our reach.

Business management is at crossroads now. The unstoppable technological revolution
that engulfs us forces executives to travel on the new information highway toward an
unknown destination. Social changes provoked by the technological revolution have also
affected the psychology and habits of consumers. This requires managers to find a new
model of PR adapted to the new times, and the companies to adapt their management to

such a model.
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2. Review of academic literature on management practice

Analysis of management started with the economic essays of Adam Smith (18th century),
and John Stuart Mill (19th century), but it is mainly a twentieth century phenomenon.
Frederick Winslow Taylor’s The Principles of Scientific Management (1911) coined the
term “taylorism” to designate an organization system of the companies under rationality

criteria and settled the foundations of academic management.

The end of World War 1l marked the beginning of the academic heritage that comprises
the Classical Theory of Management, which states that all organizations are ruled by some
universal principles: responsibility, authority, control scopes, unity of command, and
unity of management. Two authors of the first epoch are outstanding and complement
each other. On one hand, German sociologist Max Weber characterized the bureaucratic
organization of factories and workshops: hierarchy, work division, rules, promaotion...
(Weber, 1947); on the other hand, the French Henri Fayol focused his “general
management principles” on the directive centers of administration and business, which
irradiated an “esprit de corps” to workers (Fayol, 1949). The monolithic business styles
of the middle of twentieth century were a consequence of an era of big ideologies, of an
era of total explanations that aimed to give a sense to all life’s orders: capitalism,

communism, and faith in scientific progress.

Management has since evolved accordingly with the evolution of society. Thus, in the
fifties of the past century Peter Drucker already stated that, among the new seven tasks
of a manager, “he should be able to relate production, and industry, with the whole
environment, to find what is relevant to him, and to take it into account in his decisions,
an actions” (Drucker, 1954). In the 1960s, the School of Human Relationships, Rensis
Likert’s Theory of Management being one of its greatest contributors, stressed individual
aspects such as motivation, leadership, and values. It was about designing a model of
collaborative organization according to the changes in habits that was brewing in society
(Likert, 1961, 1967). Along this line, the School of Decision Making (Cyert and March,
1963) focused on individual behavior and how the flow of information and the premises
were decisive in decision making. On the other hand, the Contingency Theories of authors
like Alfred Chandler stated that the structure of an organization relies on its strategy, and
not the other way round (Chandler, 1962).



Jose Daniel Barquero and Jaume Llopis

The 1970s were a decade of uncertainty due to financial fluctuations, and the oil crisis.
This is the era of the Evolutionary Theory of Economy (Nelson and Winter, 1982), and
the School of Organizational Ecology (Hannan and Freeman, 1993). Both models guessed
that the survival of an organization depended on their adaptation to environment ability.
In those years, the Theory of Organizational Economics was developed, which analyzed
how the entrepreneurial action weighed on the contractual relationship between bosses,
and employees (Holstrom’s Agency Theory) or private stakes of employees (Oliver
Williamson’s Transaction Cost Theory). “The 1960s, and 1970s, in stable environments,
with little change, were a period when professionals, consultants, and academicians set

the focus far from the top executives” (Llopis and Ricart, 2007).

Modern management, in the last two decades of the twentieth century, matches
chronologically with the apotheosis of capitalism, and neoliberal thinking. Peter Drucker
is the big guru of strategy, if we understand strategy as a ruling principle of every
entrepreneurial action, and developed through concepts as diagnostics, vision, or strategic
planning. For Drucker, there are three scopes that occupy the work of an executive. The
first scope is about his responsibility about economic result (managing a business). If a
company does not meet enough economic results, it will not be possible to reach another
goals as customers’ satisfaction, or creation of wealth for the society. The second scope
of action is to allow the intellectual resources of the company to be productive (managing
the managers). For that purpose, it is necessary to align the managers with the vision of
the company, to teach them what is expected of them, and to motivate them to make an
effort. Lastly, an important scope of action is to organize properly the employee’s work,

so that they can perform it efficiently (manage the employee and his work).

Within these three scopes of action, all of them are essential —if one fails, they all fail—

Drucker describes the five basic tasks that configure the work of a good executive:

1. Set objectives, since these are the tools that help to manage the business.
2. Analyze and plan the activities, and decisions that must be carried out to reach the
defined objectives, ensuring to provide, and organize the needed resources for every

person, and at all times.
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3. Gather a trustworthy team around him, so he can assign responsibilities to reach the
objectives.
4. Measure performance: to evaluate the performance of employees, regarding the set
objectives.
5. Manage people: Improving the performance, developing managers all the time, and

also developing the employees.

In parallel, in the school of The Theory of Strategic Management, authors like Igor
Ansoff, Henry Mintzberg, and, Michael Porter sketched models, and tools to design
strategies. Hambrick, and Finkelstein introduced the concept of “managerial discretion”,
to describe the degree of control that an executive has over the company (the “latitude of
executive action”). In those very same 1980s, consultants Tom Peters and Robert H.
Waterman made popular the “management by walking around” concept, so that the style
of management must be connected with the workplaces in order to get information,
consolidate the vision, and improve the fulfillment of assignments, and overall

productivity.

In the impact of the Theory of Excellence, the essay In Search of Excellence: Lessons
from America’s Best-Run Companies (Peters and Waterman, 1982) had an important role.
Peters and Waterman wrote the most popular best-seller of business literature of all times,
probably. From the analysis of 43 American corporations that were a flagship in their
respective business, the authors established the “cight attributes of excellent companies”:
. A bias for action
. Close to the customer

. Autonomy and entrepreneurship

1

2

3

4. Productivity through people
5. Hands-on, value-driven

6. Stick to the knitting

7. Simple form, lean staff

8

. Simultaneous loose-tight properties

Around the same time, the success of the Japanese business model renewed people’s

interest in the theories of Total Quality Management deployed in that country, in the
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1950s and 1960s, by W. Edward Deming and Joseph Jurens (the excellence as top goal,
constant improvement, trademark consolidation...). From Japan also came William
Ouchi’s Z Theory, which stressed the psychological motivations of employees, and

organizational culture (Ouchi, 1982).

In contrast with the previous decade’s fascination on company’s owners, contemporary
management has set its eyes on the role of the Chief Executive Officer (CEO) or senior
manager. Henry Mintzberg (1989) described three types of roles (interpersonal,
informational, decisional), and Andrall Pearson (1989) enumerated its six basic tasks:

1. Shaping the work environment

2. Crafting a strategic vision

3. Marshaling resources

4. Developing star performers

5. Building the organization

6. Monitoring operations

Juan Antonio Pérez Ldpez (1991, 1993) distinguished the three managerial tasks needed
in an organization (purpose, coordination, and motivation), as well as the three types of
activities (strategic, executive, and about leadership), and three criteria (efficacy,
attractiveness, and unity). To this IESE professor, an executive is not just a strategist
(mechanist paradigm), but he can offer motivation and learning to employees
(psychosocial paradigm) and convey to them a recognition with the mission of the

company (anthropological paradigm).

In the 1990s, historical events such as the fall of the Berlin Wall, the War of the Balkans,
and the crisis derived from the Gulf War put at stake the firm certainties that reigned for
decades. In the management area, Business Process Reengineering (Hammer and
Champy, 1993) was different from other approaches, especially from Total Quality
Management, in that it did not pretend to introduce changes based on continuous
improvement; instead it reinvented processes. On the other hand, the concept of the
Learning Organization states that “an intelligent organization is an organization or
company that continuously and systematically addresses the necessary processes to get

the most out of its experiences, and to learn from them” (Senge, 1990).
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One of the biggest world experts in change management, Rosabeth Moss Kanter (1989),

anticipated the new paradigm, remarking that there were companies that had changed the

classic organizational structure altogether, buying from external suppliers or creating

strategic alliances and supplier-customer partnering agreements. This author enumerated

some other organizational innovations:

- Acquisitions, and divestments aimed to get combinations more focused on the activities
of business

- Reductions of managerial personnel, and hierarchical levels

- Increased use of compensations bound to performance level

- Replacement of vertical relationships of superiors and subordinates for horizontal
relationships between peers

- Request to the corporate and functional departments to adapt one more strategic role,

and to have a better coordination within departments

Nonetheless, Moss Kanter believed that the occurring phenomenon had not yet been
diagnosed, and that it was poorly explained using the coined terminology of companies’
relationships (“the bosses and their people™), since it still noted as a form of control and
property over the employees in which professional careers were atypical, individualist,
and confusing. In the society of knowledge, that was brewing, corporations ceased to be
“proprietor” of the employee, who developed his work partial time, outsourced, etc.
Bureaucratic costs decreased, and employees became a kind of intermediary between

product and customer.

A little earlier, Edward Bernays, whose main disciple is one of the coauthors of this
article, Dr. José Daniel Barquero, had managed to include, after years of works, the PR
to the corporate world (Bernays, 2010). On his behalf, John Kotter (1982) put the spotlight
on how to manage the contacts and the agenda. In his opinion, directives spent most of
their time to be with other people (between 70 and 90% of the time) and continuously
they got questions. In fact, among the 14 points of the philosophy, or “Deming’s Circles”
(Deming, 1986), it was already claimed that implementing a new philosophy in the
company represents a change that implies the commitment of all the actors involved. A
debunking study of Henry Mintzberg (1990) would verify that almost 80% of the time of
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an executive was spent in verbal communication. For this author, the work of the top
executive is hugely complicated, and difficult. Executives were overworked, and they
were not able to delegate easily. As a result, they were obliged to work too much, and to
do many tasks superficially. Brevity, fragmentation, and spoken word characterized their
work. Nonetheless, these are the very same characteristics of the work of management,
the same that have hampered scientists to improve it. So, “management scientists”, and
management theorist have worked in the more specialized functions of management,
where it is easier to analyze procedures, and to quantify the relevant information. On the
contrary, for Mintzberg, management is a kind of art rather than of a science. In the same
line, the visionary Peter Drucker, who predicted the change of paradigm in management
in works as The Future of Management (1992) and The Post-Capitalist Society (1993),

claimed that the most important task of an executive is to “manage people.”

This new vision of management, adapted to changes in the personal relationships in
society, would take long to triumph among the very same executives. Ghoshal and
Bartlett, who have studied CEOs, and corporative managers of big transnationals,
conclude that the biggest challenge nowadays for a senior manager is to create an
energizing mission-purpose that allow employees to identify themselves with the
company; a mission that gives meaning to their jobs, and with they are willing to
compromise to. It is about implanting a stable culture within companies, with deep roots,

based on shared values by managing, and employees.

In his 2007 year book Yo dirijo. La direccion del siglo XXI segln sus protagonistas
(updated in 2013 with the title Qué hacen los buenos directivos. El reto del siglo XXI),
IESE professors Jaume Llopis and Joan Enric Ricart interviewed a group of successful
executives working for main European companies. The study matches, basically, in its
conclusions, with the evolution of “3S” to “3P”, as stated by Bartlett and Ghoshal: from

Strategy to Purpose, from Structure to Processes, and from Systems to Persons.

From the survey with European executives, it is deduced also that, in the agenda of these
managers, appeared three recurring priorities: to create the future, to adapt constantly the
model of business, and to situate persons as the center of the organization. By “to create

the future” was understood, many interviewees told, as knowing very well the
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competitive environment (in a big financing holding, the competitor may be even another
sector that is competing with us for resources), to anticipate the long term, and to know
to focus on the customer. The second priority that was detected was the constant adaption
to the business model, which means a constant search for differentiation, quality, and
innovation. We are going to analyze the third point; that is, the convenience of placing
people at the center of the organization; this implies to identify people who have potential,

to know how to manage teams, and to face risks and challenges.

The study of Llopis and Ricart certified that a new profile of executives have been surged,
partly by the influence of globalization (they were professionals with overseas
experience, and, in some cases, foreigners sent by their multinationals in Europe), and
with an emerging but noticeable female representation. Historically, theoretical models,
and tools to develop the behavior of leaders from their personal traits have been developed
(Bolton y Grover Bolton, 1996), from their trend to certain targets (Blake and McCanse,
1991), from the combination of certain behaviors (Blanchard, 1985). In the Llopis and
Ricart’s survey, many top executives claimed that, accordingly with Kotter and
Mintzberg’s ideas, they spent nearly half of their time listening to their collaborators, and
even some (usually foreign senior managers) tried to modify the traditional distraction of

work meetings.

So, Bernard Meunier, who was responsible for managing Nestle’s business in Iberian
Peninsula, considered that “the active listening to my team members” was key.
Nonetheless, he admitted that “this active listening was not common in all cultures (...).
Cross-talks, that in a dinner with friends may be enjoyable, in work meetings made them
to be very little productive. To solve this problem, I have tried to instill a new culture of
meetings, where we try them to be focused, and structured, with clear points of discussion,
and shorter. We were searching for meetings that end in the established time, with the

decision to be made.”

In the interviews, another key element of the relationship of managers with collaborators
was the ability to delegate. It would have been difficult, some decades before, for the
managers of big multinationals to delegate big shares of management (in fact, in Spanish

family-run companies was still difficult to do), but, we were, let’s do not forget it, in a
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period of upheaval, in full technological revolution. Rosa Maria Garcia, chairman of
Microsoft Ibérica at that time (between 2008 and 2011 she would be the vice chairman of
Microsoft Western Europe), explained that she refused to have a board of directors under
her command, and she replaced the board for a “board of governing” with the area
managers sitting at it. “Of course, they have the maximum empowerment, that is, within
their areas, they do what they think it is better. I do not know when they work, and lots
of times, | do not even know their short-term tactics they follow, but I do observe their
results. (...) I think that If | have to take more than four big decisions a year, then that is
a signal that my board of governing does not work.” From other key post in information
society, Telefonica’s senior manager in Catalonia, Kim Faura, claimed to concede
“absolute autonomy” to his professionals, and he referred to general Schwarzkopf who,
during Gulf War, proclaimed that “a good leader is the one who decides what to do, and

then he makes his team to execute it, and to decide how to do it.”

3. Changes in management styles and new marketing rules

Bertolt Brecht said “Crisis happens when the old is not yet dead, and the new has not born
yet”. At the beginning of the new millennium, because of the digital revolution, many
business models were rethought, and they adopted technologies whose disruptive power
was greater than previous revolution’s one. Nonetheless, when advertising, journalism,
and internet gurus were preaching the changes of these new technologies that brought to
our lives, the dot-com bubble burst. The new information society created such economic
expectations that, since they were not immediately met, they provoked the fall of dotcom
companies at stock exchanges.

At that time, transcendental changes were happening: changes that affected the scope of

management. We have divided them into three categories:

1. Changes in the competitive environment

The social, economic, and political changes deeply transformed the environment where
companies operated. The globalization of economy, the cut in transaction, and in
communication costs, the changes of the job market, and the habits, and preferences of

the consumer redefined the functions, and attributions of the manager.

2. Changes in the organization and management of companies
10
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Their indicative standards were the proliferation of disruptive businesses, knowledge as
the key strategic resource, the easing of organizational structures, top orientation to

customer, and the stress in transparency, accountability, and social responsibility.

3. Changes in management styles and practices

The relationship of executives with their teams were also modified. Training,
organizational learning, and fostering diversity and multiculturalism were getting
prioritized; and new strategies for attracting, fostering, and retaining talent were
developed. The managing of multidisciplinary and autonomous teams let them adapt to
changes, and to defy the status quo (the manager as promoter and manager of change), a
greater attention to external relations, and assuming a new style of leadership. Strategies
such as shared value, circular economy, sustainability, and respect to environment were
adopted. Even if many executives did not appreciate the corporative strategy yet, and
they simply ran restructurings in hard times, and they simply considered that the budget
of the company is the main indicator of the well-being of the company, the truth is that

many executives set a greater focus on the purpose, mission, and values of the company.

Changes in the
organization and
management of
companies

Changes in the
competitive environment

Changes in management
styles and practices

+ Globalization of the economy « Knowledge as the key strategic | * Empbhasis on purpose, mission,
« Massive adoption of the resource . vision and values
Internet and advent of the « Internationalization of |+ Creation and development of a
| p!
Information Society roduction, supply and demand | owerful and attractive
y P pply P
* Decrease in transaction and factors | corporate identity
communication costs « Greater competitive pressure and | * Focus on people and their
« Technological change, digital need for differentiation development (importance of

the internal mission)

transformation and disruptive + Focus on innovation and |
innovations creation of strong brands i » Importance of training and
» Convergence of technologies, * Process digitalization | organizational learning
markets and industries de + Flexibilization of organizational | = Promotion of diversity and
tecnologias structures and greater autonomy multiculturalism
» Changes in consumer habits at work | » New strategies for attracting,
and preferences « Changes in labor relations and in developing and retaining talent
* Demographic changes the ways of evaluating and | » Ability to create and manage
« Changes in the labor market rewarding performance i multidisciplinary and
% isruptive business ol ¢ autonomous
« Demand for a greater . Dlsrll[?ll\}, hl!.\lnush models and | e
transparency and social new dlslr.lbu‘llun and |i® Ability to adapt and promote
G ;. % communication channels | change and challenge the sratus
legitimacy of companies ) ) . |
* Maximum customer orientation qud

« Greater attention to external

+ Emphasis on transparency, :
relations

accountability and social
responsibility | * New leadership styles

Figure 1. Summarizes some of the most important changes affecting the practice of
management.

11
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Nonetheless, the crisis of digital bubble made clear that a new organization, and
management style adapted to the information society had not yet been created. Most of
analyses and academic theories, yet still somewhat valid, had not foreseen the global

impact of the technological changes that were quickly transforming the consumer society.

Nowadays, these changes have motivated other changes in the way that companies
marshal their resources, so that new strategies, approaches, and ways of organization have
arisen. According to our research, the digital revolution has reformulated business
marketing to be able to compete in the Internet. Online marketing or digital marketing
consists of a full arsenal, metaphorically speaking, of websites, blogs, social networks,
video platforms, forums, etc. Also, a brand new type of logistics has been deployed:
Evernote apps, the social bookmark site Delicious, or the website for crafting stories
Storify. As if it were a real battle, the companies focus their organization, personnel,
resources, and strategies toward a real digital battle. And, in the same fashion, there are
military intelligence services, there is an artificial intelligence, or computational
intelligence, that through the analysis of information (big data) may predict the success
of a campaign, the risk of non-payment, etc. In this information arena, marketing does
take into account the fact that the competitor might be infiltrating, by, for example,

cookies, small files that allow to track the searches of an user, and their visited websites. ..

It is important that the central intelligence had a database about the population to conquer.
The personality profile DISC (Dominance, Influence, Stability, and Compliance) allows
one to deduce the autopilot of the user, how he/she reacts under pressure, if he/she is a
negative or positive person, etc. The leads are profile of users that have provided their
personal data to interact with companies (they are usually based on forms that are found

in webs, blogs, Leads Ads Facebook campaigns, etc.).

There are also sensors, and radars, that is, monitoring tools such as Brandwatch (a
platform for listening, and Social Intelligence with a Customer Success team to collect
relevant data, and key insights for the enterprise), Google Alerts (service of supervision
of contents), Hootsuite (to manage and analyze the impact of content), TweetReach (to

measure the reach of the tweets...), Social mention (real time control of what is going on

12
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about a trademark in social networks and web), Tweetdeck (to see and send tweets, and

to view profiles).

The headquarters of a company is its website, it is a quality multichannel content website,
that it may be viewed by computer or mobile device, and it loads fasts, and the title is
relevant with the content. Content will bring links, and the more the links the better the
site will be. Once the target is set, the movements to position it will unroll. The SEM
(Search Engine Marketing) optimizes the visibility of the search engines, for example by
purchasing keywords (at public auction), that allows the companies to get high positions
in the Google searches. SEO traffic describes the positioning in these searchers. There
are a lot of tools: advertising in searches (sponsored links), Mobile (campaigns for mobile
devices), Google Adwords (blank spaces), influencers (with many followers on the
Internet) or crisis social media intelligence (a search of information through Big Data to
transform it in knowledge in very high value, about its public, its opinions, its products,

and, as a consequence, their intentions).

The customer-oriented weapons would be, for sure, the advertising tools: Display (now
by banners), advertising in searchers, Video display (advertisements in videos), Text link
(advertisements for websites), videos in stream, emails, SMS messages, MMS
(multimedia messages with images), advertising in social networks, Advertorial
(advertisement that looks like the editorial content of the publication, for people who
don’t read ads), the list goes on. We could talk about real weapons of mass destruction if
we think about emotional communication of Facebook, or the Instagram images that

strengthen the company’s branding, or about Twitter, or WhatsApp messages.

To decipher the motivations of the social networks user we have at hand a good synthesis
of the NORISO Cube (Bonet, Delgado and Deza, 2015). This graph, represented in figure
2, connects the three dimensions of personality following the premise that they constrain

user’s behavior.

13
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Figure 2. Noriso Cube.

1) A person is attracted by new things.
2) Every person feels risk differently (if he takes it too seriously, then it is a deterrent).
3) Every person needs to be socially rewarded in a different manner (which determines

his permeability or indifference to mass messages).

In the ephemeral, and ever-changing battle-field of today’s digital society (some of the
aforementioned tools will be deprecated when you will be reading this article, and some
others will be created), the key for success is to be visible, and to persuade the consumer’s

psyche in a long-lasting manner.

The executive and enterprise that scores more impacts is the winner of the battle. But this

battle, the victory in this online or digital marketing does not mean that the war is won.

4. A persuasion model for the digital era

In the digital era, the “mother of all battles” consists of persuading, through scientific
persuasion, the digital natives (people who have grown up with the new technologies: Z
generation, T generation, and the coming ones). These new technologies will allow the

professionals of persuasion (advertising, marketing, and PR departments) a permanent

14
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link with the person, who on his behalf will be able to respond to stimuli in a very fast
fashion. Consumers have large possibilities to get information and to choose, so
traditional advertisements have become outdated. The perfect symbiosis happens when
the brand or product persuade the public, and the public reacts through social media, thus
it becomes the best propagandist. Among the receivers of the messages, one must always
count the opinion leaders, since if we persuade one leader, then their followers just will

follow. All these elements must be taken into account.

The scientific knowledge in PR begun with the studies of Edward L. Bernays, who in his
canonical volume Propaganda (1928) said things that could have been written yesterday:
“The public relations assessor is the agent who transfer one idea to the public’s
conscience, by using modern communication media and the groups that compose
society.” We do not pretend to formulate a theory of an individual’s behavior or the
alterations of public opinion. We just propose a new model of scientific persuasion:
“Business PR Funnel” (Persuading public opinion by public relations). The model,
represented in figure 3, comprises a funnel of conversion that consist of six sequential

states, that go down directly to the target, that is, to persuade the public.

~

3. DETAILED STEPS OF THE BUSINESS
PLAN FOR PUBLIC PERSUASION

4. PUBLIC AND PRIVATE
INTEREST MATCH

5. NEW TECHNOLOGICAL
TOOLS

6. PUBLIC
PERSUASION

Figure 3. The Model.
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1. Scientific methodology for previous study to public persuasion

There is no unique scientific method renowned by all, so using complementary methods
(qualitative, empirical, historical, comparative, and critical rational) will allow us to
maintain some scientific rigor. To provide clear targets, operative design, validity, and
reliability in the data sampling, the serious analysis of them, and constraint conclusions

(previously tested) will conform our methodology.

2. Business plan of public relations, strategic and operative, focused on public
persuasion

We precise a situation analysis, and an objective diagnosis of the problems through
elaborate marketing research. This will allow us to analyze the position of the company
in market, to evaluate its leadership, its ratings of financial soundness, and, of course, its
visibility on the Internet. If they do not find us, then we do not exist, and, therefore, we
cannot buy our products, vote for us, or believe in us. That’s why SEO (Search Engine
Optimization) is so important to know our visibility in the searchers. Even if we already
had, as a working basis, a previous idea of the message we want to release, we need to
identify our potential public, and customers, and we need to decide what our objectives
are. We will make a first selection of the channels to use in the campaign and we will set

up a trial test in the laboratory, to contrast, to begin outlining the target.

3. Detailed steps of the business plan for public persuasion
In the third level of the funnel, we must set what is the precise target of the campaign,
and the human team that will carry it out, what inputs and outputs will allow for tracking,

and controlling the work, and what person will do that job.

4. Public and private interest match

In the fourth level, we reach a decisive moment. Again, we cite Bernays: “Leaders only
pay attention to an advertising campaign if it benefits his own interests. Nonetheless, the
activities of the marketer must have an uninterested shape. In other words, one of the
functions of the public relations advisor is to find what interest points of his customer
meet the points of other individuals or groups” (Bernays, 2010). Now, more than ever,
due to the libertarian character of the digital society (consumers have empowerment, and

the level of awareness has been raised, and the compromise with the impact that
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consumption has on people and the planet), we must detect the common interest of public,
and ours. We must determine whether customers, the electorate, or public opinion has a
need we can satisfy with our product. Likewise, we must sort out what areas of the public
have that need, as well as intensity and permanence of that need in the collective
psychology. In function of the previous study about brand image and business
positioning, we already knew what kind of public we were focusing on, but with the

current campaign we will be able to get closer or move to other sectors.

5. New technological tools

In the previous chapter (“Changes in management styles and new marketing rules"), we
described the large toolbox, even arsenal, for online, or digital marketing available to us.
Now is the time to decide what the content of our messages is, although we must not
forget our brand image as we need to adapt it to the characteristics of the public. A high-
end product aimed to a young and urban public with high purchasing power must combine
some mature features as well as some juvenile traits. A breaking flow of opinion that
impacts with traditional positions must avoid conflict to avoid the outright rejection of
our ideas, and so on. A common element of persuasion in the digital era is that the
imposing form of traditional advertising, almost admonishing tone has faded away. We
have turned our mothers and bosses who scolded us for our best to the middle age trusted
friend or the millennial leader (sometimes a previously persuaded influencer) that

suggests people follow his/her example, so you don’t stay behind or become outdated.

6. Public persuasion

The success of our campaign will be swiftly materially and morally quantified swiftly.
Persuasion will soon be legitimized with sales, links, or “likes”, that will fly over our
heads. In the medium term, commercial, electoral, and reputation results will translate
into gaining trust, keeping customer loyalty, and the generation of trust. This will lead the
customer to go on consuming, voting, or supporting the cause we are interested in, but,
on the other hand, the customer benefits too. The result of the campaign will be complete
with an objective valuation of it, and with proposals to the customer for continuous

improvement.
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5. Conclusions

In this article, after mixing academic, scientific, entrepreneurial, and cultural background,
we intended to get closer to the evolution of management styles in our new society of
communication. In the first part of the text, the primary models of the 20th century
management studies were reviewed, remarking that each one relies on its time frame.
Products, ideologies or the flow of opinion do not surge isolated from a context, but they

respond to the concerns of each epoch.

Thus, a field study published in 2013 by professors Jaume Llopis, and Joan E. Ricart
interviewed a group of senior managers of big European companies demonstrating to
them that an evolution in the style of business management was going on at the turn of
new millennium. Even if “to know to listen” and “to delegate functions” have always
been among the duties of good managers, it was clear to the authors that such duties were
recurring concepts for their interviewees. “In the era of information and knowledge, only
through knowledge, abilities, and motivation of the employees, it will be possible to be
competitive steadily. Having in mind the human factor of the organization gets to the
forefront of management”, they wrote. Our article does not intend to suggest that the
manager or senior manager of an enterprise must assume the functions of the old
marketing manager, but we consider that the management must gravitate around digital
marketing and persuasive techniques, such the ones we offer in the model “Business PR

Funnel” that we detail in the last section of this article.

As John Kaotter says in his book The General Managers (1986), the manager only has two
big functions: set goals and communicate to your net of internal and external relationship,
so that they help him to achieve his goal. That is where communication, PR, and the
connection with all stakeholders comes into play. In the interview with the
Communication Director of Amazon, Adam Sedo told us that Amazon does not have a
marketing department, but an important communication department, to the point that the

communication director always accompanies to Jeff Bezos.

Technology has produced a neck-breaking paced revolution that affects the habits and
preferences of consumers. A huge population of digital natives organize their work,
leisure, and consumption by being part of the cyber population. That obliges enterprises,

politicians, and opinion leaders to be especially receptive to the values of the Internet
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community, in order to be able to introduce messages into it with efficacy. The excessive
speed of the development of the digital communication sector, with no solid
entrepreneurial culture played an important role in the serious crisis of the dotcom
companies, at the beginning of the 21st. century. We definitely believe that traditional
marketing, interlinked with the new technologies, and adapting to these new times will

help set limits on the excesses of the digital era.
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ABSTRACT

This paper presents a systematic literature review on student satisfaction as part of service
quality assurance in business schools. The literature review is mainly focused on the
constructs and variables used to measure student satisfaction in higher education,
specifically in business schools. The main findings show that most of the papers on
student satisfaction in universities are based on internal factors of the institutions, such as
classes and curriculum, academic staff and teaching, advising support and skills
development. There is an increasing stream of papers in which external factors such as
preparation for the future, services and facilities, social integration, and student
centeredness are included when student satisfaction is evaluated, while very few papers
are focused on pre-enrolment factors, school image and research and development, which
require further research. Some gaps need to be addressed. First, a proposal to specify the
dimensions of service quality assurance factors at an international scale is presented.
Second, the relations among different factors should be analysed. Finally, new factors
should be considered among the measures of students’ satisfaction in their choice of

business school.
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1. Introduction

In recent years, many papers have highlighted that service quality is crucial in higher
education institutions (Urgel, 2007; Marimon, 2019). Nevertheless, differences exist in
the variables that measure the service quality of public and private universities and
business schools (Mai, 2005). Service quality assurance measures the academic
experience of higher education students in academic programmes and higher education
institutions. Student feedback provides institutions with data to analyse the institutions’
performance and progress, make comparisons with similar programmes and institutions,
establish actions for future enrolments, and design new programmes, among other
applications (Douglas et al. 2006; Teeroovengadum et al. 2016).

The academic experience mainly relates to the satisfaction of students with their teachers
and classes. Academic experience is also an overall level of satisfaction that encompasses
other aspects of a university, such as services and facilities, advising support,
administrative practices, and the staff and social environment (leblanc and Nyugen, 1997,
Sohail and Shaik, 2004; DeShields et al. 2005). In the case of business students, other
factors related to the acquisition of specific skills, employability, internship opportunities
and the corporate connections of the business school are taken into account when such
students assess the business school to which they belong (Browne et al. 1998; Debnath
2005; Mai, 2005; Lagrosen, 2017).

Business schools have an important role in the competitiveness of both large firms and
small and medium-sized enterprises (Al-Mutawah et al. 2009; Samuel et al, 2011). Urgel
(2007) stated that business schools, with their continuously increasing numbers, need to
follow quality standards if the excellence of these institutions is to continue advancing in
service quality assurance systems. Lagrosen (2017) added that service quality assurance
for business schools needs to be developed under the values of quality management:
namely, customer orientation, leadership commitment, participation by all, process
orientation, continuous improvement, and management by fact.

Student satisfaction has a central place among quality indicators for higher education
institutions as well as business schools (Gibson, 2010). Nevertheless, the changing
environment and the differences between universities and business schools require the
introduction of new measurement parameters for both student satisfaction and the new
initiatives that are generated through them (Zhao and Ferran, 2016). A first step is to

perform a literature review on the variables that drive service quality in business schools,
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which will allow us to determine new approaches that address current challenges in the

markets.

The paper is structured as follows. After this introduction, the second section explains the

methodology used in the systematic review. Then, the third section continues with the

analysis of the content of the selected papers, and the final section offers conclusions and

implications for future research.

2. Methodology
A systematic review of service quality and student satisfaction is the methodology
used in this research.
This methodology involves the carrying out of an overview of different scientific
works based on a thematic review [27]. A systematic literature review is organized by
a sequence of between 10 and 12 phases starting with the selection of keywords,
classification of the selected papers according to different features and summarization
of the main contributions of each paper found on the topic, among other steps
(Greenhalgh, 1997; Pittaway et al.,, 2004; Petticrew and Roberts, 2006). The
preparation of a systemic literature review has two parts (Easterby-Smith et al. 2012).
In the first part, the protocol to follow and the importance of the papers for the topic
of study are defined. In the second part, the gaps identified in the field of study are
defined.
The systematic literature review presented here is divided into 2 steps and 2 phases
that can be summarized as follows:
1. Paper search and selection

(a) Search for materials: This phase involves searching for keywords in the

chosen database, in this case, Scopus.

(b) Selection: This phase involves elaborating the criteria for including papers

and proceeding with the final selection.

2. Descriptive and content analysis of the selected papers
(a) Descriptive analysis: A description of the papers classified according to
different perspectives (for example, publication year, methodology used, etc.) is

provided.
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(b) Content analysis: In this step, the papers are deeply read and reviewed to
detect strengths and weaknesses, which will allow us to state the gaps and

recommend future lines of research.

2.1. Search for materials

The papers are selected using the Scopus databases. The publication years for the
search are 1990 to 2020. The keyword sets used are “service quality” or “student
satisfaction” combined with “business school*”” and “measur®”. The results are shown
in Table 1. The search for student satisfaction and measures or measurements of
student satisfaction delivered a total of 1459 papers. This search included student
satisfaction in any field, not only in business education. For this reason, “business
school” was also included as a keyword for the search. This yielded an enormous
reduction in the number of papers, resulting in a total of 56 papers. As student
satisfaction is part of service quality in higher education and business schools, a search
for “service quality” and “business school*” revealed 35 papers. Then, a concrete

search with the keywords “student satisfaction”, “measur®*” and “business school*”

was performed.

Total number of papers
Keywords used

Date range from 1990 to 2020

“student satisfaction” AND “measure*

1459
“student satisfaction” AND “business school*”
56
“service quality” AND “business school*”
35
“student satisfaction” AND “measure*” AND
12

“business school*”

Table 1. Search for materials.

2.2. Selection of papers
To focus on the research outputs closest to the topic under investigation, two selection

criteria for research papers were identified, as reported in Table 2.
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Criterion Definition

First criterion: Abstracts focusing on service quality in business

focus of the abstracts | schools

Second criterion: Papers including variables to measure student
focus of the papers satisfaction in business schools as part of business

school service quality

Table 2. Criteria for inclusion or exclusion of papers

The first criterion allowed us to select only those papers with abstracts dealing with the
topic of service quality and measures of student satisfaction in the context of business
schools. With this aim in mind, we analysed the abstracts of the selected papers following
the criteria shown in Table 2. The first criterion was to include only those papers in which
the abstract focuses on the service quality of business schools. The second criterion was
to select those papers that include variables measuring student satisfaction in business

schools. The resulting 22 papers were selected for the descriptive analysis.

2.3. Descriptive Analysis
The objective of the descriptive analysis is to provide a first analysis of the 22 selected
papers on service quality and student satisfaction in business schools. Four different
sections make up the descriptive analysis, focusing on different issues defined as follows:

1. Papers over time;

2. Papers across journals;

3. Papers by methodology; and

4. Papers by variables measuring service quality in business schools.
2.3.1. Papers over time
The distribution of papers over time in Figure 1 indicates that there are few publications
on the topic of service quality and student satisfaction in business schools in the selected
publication years. The production of papers is similar in terms of the number of papers
produced, namely, between 1 and 2 per year or every two years. In 2005 and 2010, the
number of papers was 3 and 4, respectively.
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Papers over time
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Figure 1. Paper distribution over time

2.3.2. Papers by Journal

The SCImago Journal Rank (SJR) and Journal of Citation Reports platforms were used
to analyse the areas of the journals in which the selected papers were published. Eighteen
journals were identified. There were three fields of research covered in the different

journals: education, management and marketing.

Journal Journal Name SClmago
acronym Journal
Ranking
JHEPM Journal of Higher Education Policy and|Q2
Management
RHE Research in Higher Education Q1
JMHE Journal of Marketing for Higher Education Q2
TEM Tertiary Education and Management Q1
JEM Journal of Educational Management Q2
JCSR Journal of College Student Retention Q2
TQM Journal |Total Quality Management Q2
JMD Journal of Management Development Q1
TRT The Reading Teacher Q1
JEM International Journal of Educational Management|Q2
JMM Journal of Marketing Management Q1
DECISION Q1
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QAE Quality Assurance in Education Q2

RHEJ Research in Higher Education Journal Q1

TQMBE Total Quality Management & Business|Q1
Excellence

ET Education + Training Q2

JQRM International Journal of Quality & Reliability|Q1
Management

1JQSS International Journal of Quality and Service|Q1
Sciences

Table 3. Paper distribution by journal.
Table 3 shows that most of the papers focus on service quality; papers measuring service
quality and student satisfaction in business schools are mainly published in the field of

education (10 journals), followed by management (6 journals) and marketing (2 journals).

2.3.3. Papers by methodology

The methodologies identified in the selected papers encompass quantitative, qualitative,
conceptual, mixed and literature review methods, as shown in Figure 2.

Nineteen papers use a quantitative methodology, making this the most representative type
of method used to study the topic of service quality and student satisfaction in higher
education. Qualitative methodologies (1 paper) and conceptual papers (2 papers) or

literature reviews (1 paper) are less common in the literature on this topic.

Papers by methodology
20

15

10

Quantitative  Qualitative Conceptual Literature
review

Figure 2. Paper distribution by methodology
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The papers using quantitative methods are based on the SERVQUAL, EQUIS, AACD,
AMBA, or EFQM quality standards frameworks and surveys adapted to previous service
quality standards. TQM is the most commonly used approach. The surveys were
distributed by email to higher education students. The only qualitative paper found
presents the viewpoint of the European Foundation for Management Development’s
Director of Quality Services on the value of international accreditation. Two conceptual
papers were identified. The first provides a critical analysis of the fundamental challenges
facing business schools and their contributions in the areas of education, research, faculty
management, and the role of business schools. The paper presents suggestions regarding
what responsible management education for a sustainable world could and should look
like. The second conducts a comparison of the standards of service quality of different
accreditation models and the factors these models take into account in accrediting higher
education institutions, including business schools. The literature review papers provide
summaries of the major attributes of an educational programme that predict student

satisfaction.

2.3.4. Papers by variable of measure

Papers were further classified according to the variables measuring service quality and
student satisfaction in business schools. Papers were divided into 2 groups defined by
whether they measure internal or external drivers of student satisfaction in business

schools. The two sections are explained below.

1. Internal factors that impact student satisfaction. These internal factors include

academic staff/teaching, classes/curriculum and advising support.
2. External factors that impact student satisfaction. The external variables are skills

development, preparation for the future, services/facilities responsiveness/student-

centredness, sustainability, image, pre-enrolment factors and research and development.
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Internal factors Variables of measurement | Papers Papers

Quality of instruction Borden (1995)
Academic Expertise and interest in Leblanc &  Nguyen
staff/teaching subject Browne et al. (1998) (1997)(1999)

Degree of caring Delaney (2001) Mai (2005)

Helpfulness

Accessibility
Provision of feedback

DeShields et al. (2005)

Elliot & Shin (2002)
Elliot (2002-03)

Sohaiel & Shaikh (2004)
Thomas & Galambos
(2004)

Tsinidou et al. (2010)

Gibson (2010)

Classes/Curriculu

m

Overall design and delivery

Usefulness
Scheduling

Content

Auvailability
Class size/logistics

Level of difficulty

Borden (1995)

Browne et al. (1998)
Delaney (2001)
DeShields et al. (2005)

Elliot & Shin (2002)
Elliot (2002-03)
Gibson (2010

Leblanc &
(1997)

Mai (2005)
Sohaiel & Shaikh (2004)

& Galambos

Nguyen

Thomas
(2004)
Tsinidou et al. (2010)
Letcher &Neves (2010)

Advising support

Accessibility
Reliability
Professionalism

Helpfulness

Responsiveness

Understanding

Borden (1995)
DeShields et al. (2005)

Elliot & Shin (2002)
Thomas & Galambos
(2004)

Gibson (2010

External factors

Skills development

Relationship skills
Critical thinking

Intellectual growth

Browne et al. (1998)
DeShields et al. (2005)

Marimon et al. (2019)
Gibson (2010)

Thomas & Galambos |Leblanc &  Nguyen
Social/moral awareness (2004) (1999)
Preparation for the | Preparation for or
future advancement of career Borden (1995)
Expecting good job/quality of
life Debnath et al. (2005) | Mai (2005)

Corporate connections

Fulfilling expectations

Employability

DeShields et al. (2005)
Gibson (2010
Letcher &
(2010)

Neves

Tsinidou et al. (2010)
Leblanc &
(1999)

Nguyen
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Internship opportunities

Gault, Leach & Duey
(2010)

Service/Facilities/

Tangibles

Availability
Access

Physical aspects

Usefulness
IT support
Library services

Borden (1995)
Delaney (2001)
Elliot & Shin (2002)

Pariseau et al. (1997)
Gibson (2010

Leblanc &
(1997)

Mai (2005)
Sohaiel & Shaikh (2004)

& Galambos

Nguyen

Thomas
(2004)

Marimon et al. (2019)
Tsinidou et al. (2010)

Sustainability

Opportunities to socialize

Campus safety

Sense of belonging
Enjoyable experience
Diversity of student body
Location

Contribution to community

Borden (1995)

Thomas & Galambos
(2004)

Elliot & Shin (2002)
Delaney (2001)

Elliot (2002-03)
Tsinidou et al. (2010)
Urgel (2007)

Dyllick (2015)

Leblanc &

(1999)

Nguyen

Gibson (2010)
Lagrosen (2017)

Responsiveness to student Thomas & Galambos
Responsiveness/ concerns/suggestions Borden (1995) (2004)
student- Leblanc & Nguyen
centredness Helpfulness, empathy (1997) Pariseau et al. (1997)
Sohaiel &  Shaikh
Academic support (2004) Elliot (2002-03)
Financial aid Letcher &Neves (2010) | Gibson (2010)
Image Brand Urgel (2007) Alves & Raposo (2007)
Rankings Jewett (2012)
Accuracy of information | Thomas & Galambos
Pre-enrolment provided (2004)

development

factors 1st, 2nd, 3rd choice

Admissions and orientation

Degree that met  student

expectations Gibson (2010)
Research and

Urgel (2007)

Table 4. Papers by variable measured
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Table 4 shows a classification of the selected papers with the variables taken into account
for the analysis of student satisfaction. Some papers use similar names for the factors as
those in the table. Regarding the internal factors, the most commonly measured variables
are classes and curriculum (13 papers) and academic staff and teaching (12 papers), with
fewer papers on the variable of advising support (5 papers). Related to external factors,
the variable measured most often in the papers selected is services/facilities/tangibles (10
papers), followed by preparation for the future (8 papers), responsiveness/student-
centredness (7 papers), skills development (5 papers), image (3 papers), pre-enrolment
factors (1 paper) and research and development (1 paper).

Moreover, most of the selected papers contain more than one factor to measure student
satisfaction with the service quality of the institution to which they belong. There are 6
papers that contain between 8 and 5 variables to measure student satisfaction, 10 papers
including between 4 and 2 variables and 3 papers focusing only on one factor in student
satisfaction. In these 3 papers, the analysis is on one external factor that comprises several
variables. These external factors are preparation for the future and image. Furthermore, 2
papers consider research and development and pre-enrolment factors as inputs into

student choices over a university or business school.

3. Content Analysis

The content analysis of the 22 selected papers revealed the detailed description in each
paper of the factors and variables used to measure student satisfaction in higher education
institutions. This description was based on combining the variables related to the internal
and external and academic and non-academic factors that determine overall student
satisfaction towards a business school. These factors and variables were outlined in the
previous section.

Borden (1995) was the first study on the measurement of student satisfaction to appear in
the search of the date range 1990 to 2020. In this work, the author performed a market
segmentation analysis, comparing the results of student satisfaction based on 6 factors.
These factors were academic teaching, overall satisfaction in classes, advising support,
services, social integration and responsiveness to student concerns.

In Leblanc, G., & Nguyen, N. (1997), the dimensions used to assess student satisfaction
regarding the quality of business schools were reputation, administrative staff, training

curriculum, responsiveness, and physical aspects of and access to facilities. In a later
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study from 1999, the same authors introduced a new classification of student satisfaction,
grouping the satisfaction variables as different value perceptions among students. These
values were classified as consumption value, name value, functional value, social value,
emotional value, epistemic value and condition value. Browne et al. (1998) used measures
of overall satisfaction, willingness to recommend the college, and satisfaction with the
value received from the educational experience. The authors recommended studying the
implications of the importance of student satisfaction for the current and augmented
products of college services. Pariseau & McDaniel (1997) and Sadiq Sohail & Shaikh
(2004) add several dimensions of service quality to the previous research, grouping them
as guarantees, receptivity, empathy, trust and tangibility.

Daleney (2001) introduced campus social life as a factor to be included in service quality
considerations. The results from the statistical analysis show campus social life as an area
for improvement to help higher education institutions enhance student satisfaction.
Regarding student life, Elliot (2002-2003) suggested in his findings that “student
centeredness” and “instructional effectiveness” are crucial factors in determining
students' level of satisfaction with their overall higher education experience.

Thomas and Galambos (2004) investigated how students' characteristics and experiences
affect their satisfaction. Academic experiences are influential. In particular, faculty
preparedness, which has a well-known relationship with student achievement, emerges
as a principal determinant of satisfaction. Social integration and pre-enrolment opinions
are also important. Campus services and facilities have limited effects, and students'
demographic characteristics are not significant predictors. The results demonstrated that
social integration has a greater effect on the satisfaction of students who are less
academically engaged. Similarly, DeShields et al. (2005) found that the college
experience is a key factor in student satisfaction. For this reason, administrators of higher
education institutions are encouraged to apply customer-oriented principles such as those
used by profit-making institutions.

Some authors introduced brand prestige in the assessment of student satisfaction with the
provision of the business school service (Urgel, 2007; Gibson, 2010; Jewett, 2012). Urgel
(2007) analysed the value added of three service quality areas for business schools:
assessment of the quality of the school based on several criteria, enhanced brand
recognition from being granted a distinctive accreditation label, and contributions to the

actual improvement of the school. The results highlighted the importance of international
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accreditation for business schools. Brand is part of the image of an institution, and it was
tested by Alves and Raposo (2007) as the variable that most influences student
satisfaction in higher education, followed by perceived value and quality.

Gibson (2010) classifies the factors reviewed in the literature as academic or non-
academic. Academic factors include academic support and teaching, and non-academics
factors include supportive counselling, skills development, preparation for the future,
services/facilities, social integration, student-centredness/receptiveness and pre-
enrolment factors. Variables related to employability and internship opportunities were
also considered under the factor of preparation for the future in one assessment of
students’ satisfaction with their educational institution (Gault et al. 2010). The authors
stated that average-performing interns were significantly more likely to receive full-time
job offers than non-interns, and high-performing interns were more likely to receive
higher starting salaries.

Tsinidou, Gerogiannis, and Fitsilis (2010) identified the quality determinants as academic
staff, administrative services, library services, curriculum structure, location, facilities
and career prospects. The authors ran an analytical hierarchical process to determine the
relative importance of each factor.

A new factor was introduced by the doctoral thesis of Jewett (2012): brand and ranking.
This factor has greater importance for the choice of business school than faculty
qualifications, importance of mission, continuous quality improvement, and assessment.
Focusing on the approach to surveying students, Elliot and Shin (2002) established an
alternative approach to measuring overall student satisfaction using a multiple-item
weighted gap score analysis and not a simple “yes” or “no” answer in surveys of students
on their satisfaction with the institution. Student feedback also plays an important role in
surveying. Debnath et al. (2005) considered feedback from students to be important to
upgrading the quality of a management education system. In this vein, the structure of the
feedback form is crucial in the decision-making process, as students do not know what is
important to them in terms of teaching and learning.

More recently, Lagrosen (2017) analysed differences in students’ satisfaction with three
different standards for business schools: EQUIS, AACSB and AMBA. The work was
based on the values of quality management as dimensions of service quality in business
schools. These values are customer orientation, leadership, participation by all, process

orientation, continuous improvement and management by fact. The study revealed that
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accreditation models focus more on production than on people. Marimon et al. (2019)
validated a scale to assess the quality of students’ university experience based on three
dimensions: curriculum, skills development, and services and facilities. The authors also
analysed the impact of these dimensions on student satisfaction, finding that the
‘curriculum’ dimension has a greater impact on student satisfaction, although skills
development and services and facilities are necessary to provide excellent service to

students.

4. Conclusions and implications

Several factors and variables impacting student satisfaction in higher education have been
studied over the past 20 years. The dimensions for measuring student satisfaction are
based on the service quality assurance pursued by the institutions. Most of the studies are
focused on higher education in general, with few focused specifically on business schools.
This is the first gap identified in this study.

The dimensions underpinning student satisfaction identified in the literature are academic
staff/teaching, classes/curriculum, advising support, skills development, preparation for
the future, service/facilities/tangibles, social integration, student-
centeredness/responsiveness, pre-enrolment factors, image and research and
development. Each dimension is measured by a set of variables that depend on the
authors. This indicates that there is no common framework or consensus on which
variables to use to measure student satisfaction, which implies a subjective interpretation
by the author/s of the paper. Nevertheless, these different points of view increase the set
of variables used to measure student satisfaction and allow the set to be adapted to
different institutions and cultures. This is the second gap identified by this literature
review.

A third gap is related to the need for a deep study of the following dimensions and
variables to measure student satisfaction. Pre-enrolment factors, employability and
internship opportunities need to be taken into account when surveys on student
satisfaction with higher education institutions are conducted (Gault et al., 2010). Image
is measured mainly by brand (Urgel, 2007; Alves and Raposo, 2007; Jawett, 2012; Ali et
al. 2016), and rankings are not included in this dimension. Sustainability (Dyllick, 2015;
Garvare & Isaksson, 2016) is hardly analysed in the literature, despite being a variable

that influences students’ perceptions of and satisfaction with the quality of business

36



Systematic Literature Review on Service Quality in Business Schools

schools. Social sustainability is somewhat covered in the dimension of social integration,
but a lack of environmental and economic sustainability is not considered in service
quality assurance when student satisfaction is assessed. The dimension of research and
development introduced by Urgel (2007) has not been defined with any measurement
variable. In this dimension, many variables should be included, such as research courses,
chairs, patents, advisory and consulting works, press impact, social media impact, etc.
There is a lack of definition of the dimension of internalization, which is relevant for
universities in general and for business schools in particular. The literature review
suggests that non-academic factors are important in service quality assurance. Lagrosen
(2017) considered it important to introduce values referring to the management quality of
business schools, such as customer orientation, leadership commitment, participation of
all, process orientation and continuous improvement. Muhsin et al. (2020) underlined the
importance of good university governance as a factor in student satisfaction.

The fourth and last gap identified involves the methodology of the studies. Although most
of the papers are quantitative, they are based on linear regressions that do not analyse the
impact of some dimensions on others. More studies using factor analysis and structural
equations are required to determine the relationships between dimensions and variables
and indicate where to combine efforts in the management of business schools.

One limitation of the systematic literature review is that the content analysis of the papers
is focused on the service quality assurance paradigms of particular countries, regions
and/or institutions. This means that most of the papers contain only the variables
considered in the service quality assurance system of the country or region they belong
to, making it difficult to compare results among countries or institutions. Moreover,
student satisfaction also varies among countries, and the perception of each individual
depending on their culture and values should be considered when the results of service

quality assurance are compared.
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ABSTRACT

The individual account pension system established by the Social Security Act 1997 shows
that the contributions of beneficiaries invested in retirement fund managers have had
negative returns and the investment instrument in which the contributions of the
retirement savings system are invested are not known. The objective of this study is to
analyze the contributions in AFORES of an SB2 classification beneficiary invested in
SIEFORES and the performance they have generated that the statements reveal to
quantify in a prospective study the value of the pension in its old age. It is hypothesized
that the pension obtained by a beneficiary is insufficient to sustain a quality of life at this
unproductive stage of life. It applies the hemerographic-legislative technique, and a
quantitative study of time series. As a result of the study is concluded that the regime
individual account system pensions contains uncertainty factors for the beneficiary and
meets strict requirements for temporaryity and work activity, and pension income to be

received in old age will not guarantee the quality of life of individual account holders.
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1. Introduction

Social security and pension plans have long been an instrument to reach welfare horizons
during the population’s unproductive life stages. Vasquez Colmenares (2006) remarks on
the countries that have implemented structural reforms in pension plans. Chile established
a substitutive model in May 1981, followed by Bolivia (1997), Mexico (July 1997), El
Salvador (May 1998), Dominican Republic (2003), and Nicaragua (2004). Peru and
Colombia chose a parallel model (1993 and 1994, respectively), while Argentina (1994),
Uruguay (1996), Costa Rica (2001), and Ecuador (2004) maintained a mixed model.
Brazil, Cuba, Guatemala, Haiti, Honduras, Panama, and Venezuela defined parametric
reforms or chose no reforms at all.

France ranks 19t in human development (United Nations Development Program, 2016,
p. 22) and applied a parametric pension reform. Sweden has a defined benefit pension
plan, complemented with mandatory individual accounts, and is ranked 14t in human
development. According to Vasquez Colmenares (2006, p. 127), the United States
possess “a comprehensive and consolidated benefit plan for old age, disability, and life
retirement [...] and distribution systems and private funds based on individual
capitalization exist as a complement”. The country occupies the 10t position in human

development, while Chile is placed in position 38 and Mexico, in 77.

The pension scheme in Mexico was reformed in 1997 to move from a defined benefit
scheme to a system of individual accounts in order to ensure that the pensioner had a
better quality of life in the old age stage. Currently, the precision is not available if the
pension received by a beneficiary of the individual accounts scheme is sufficient to
provide that vital minimum. The question is asked about the employer's contributions
made in the individual account scheme if they generate reasonable returns that increase
the worker's pension fund and promote a real retirement savings system according to the
beneficiary's current income level. The question arises whether individual account

pensions will improve the human development indicator or form a new way of poverty.

This study aims to analyze the contributions in the AFORES of an SB2 rating
beneficiary’s and the return invested in SIEFORES that reveal fifteen quarterly periods
from 2012 to 2017 to quantify the value of the beneficiary's pension in its old age. It is

hypothesized that the pension obtained by a beneficiary is insufficient to sustain a quality
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of life at this unproductive stage of life. The hemerographic-legislative technique
(Alvarez, 2003) is applied to study the legal framework of the current pension scheme, to
understand the economic effect of legislation in the financial field of the beneficiary of
the individual account AFORES SB2. A financial forecast is made through the
quantitative study of time series (Cromwell, Labys, Terraza, 1994), to quantify the value

of a pension of a beneficiary SB2 at sixty-five years, based on the new regime.

The first section makes the cabinet review on the pension system and the structure of the
social security law. The second section reveals the categories of the savings system and
the relationship they have with the ages, and the stage of elderly cessation and old age,
recovering historical data on employer's contributions and the performance of the
beneficiary's statements. Subsequently, the case analysis and the study of time series is

presented. Finally, the conclusions are presented.

2. Pension plan background

Mexico is one of the countries with social security provisions ever since the proclamation
of the 1917 Constitution (Farfan, 2009, p. 164-165). This principle is supported by the
promulgation of the Civil Pension Law (Pani, 1926, articles 3rd, 4th), which comprised
“the protection of health, loans, and old age, disability, and death pensions” (Centro de
Investigacion Economica Presupuestaria, 2017, p. 3), and later, the promulgation of the
Social Security Law (1943). Social security became institutionalized with the creation of
the Mexican Social Security Institute (Instituto Mexicano del Seguro Social, IMSS), an
organization that acts as a mechanism to provide private sector and decentralized
government entity workers with social security. Once the bill was passed, social security
“became State policy” (Farfan, 2009, p. 186). Social security includes the rights to health
and medical assistance, as well as means of livelihood protection, necessary social
services for individual and collective wellbeing, and old age pension guaranteed by the
State.

The 1973 Social Security Law (Third section, articles 137-142 and Fourth section,
articles 143-148, repealed 1973-1994) establishes defined benefits since it provides
beneficiaries with a life-long pension plan at the end of their productive life. The defined
benefit pension plan incorporates mandatory legal requirements, such as the workers’

obligation to contribute to IMSS 500 working weeks and be 65 years of age (Article 138,
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Right to receive old age insurance benefits). The foundation of the pension plan is
constituted by the monthly average of the last five years of contribution base wage filed
at IMSS. Although the provision was published in the 1995 Social Security Law, the
transitional provision took effect in the United Mexican States on July 1, 1997. The
beneficiaries registered from that date on have a different legal figure from that of the
1973 law since the main reforms included in the pension plan affected disability, life,
unemployment, and death insurance.

The previous law scheme established a plan in which workers have an individual account
and a defined contribution (Solis, 2006, p. 70-71); the contributions of the worker, the
employer, and the State are integrated in the financial system administered by a pension
fund manager (Administradora de Fondos para el Retiro, AFORE). According to the
Centro de Investigacion Econdmica Presupuestaria (2017, p. 7) “the employer’s
contributions went from 75.0 to 55.00%, those from the workers from 20.0 to 10.0%, and
the government’s, from 5.0 to 35.0% of the total contribution.” The returns generated and
the worker’s voluntary savings are also added (Vasquez, 2006, p. 147-148). In summary,
the worker could obtain an old age pension when reaching 75 years of age, given a
contribution of 1250 weeks to IMSS.

3. The doctrinaire structure of social security

Federal and local entities or public institutions and decentralized agencies are in charge
of social welfare (Article 2), and Social Security (Article 4) is the welfare instrument of
IMSS. Social Security comprises two contribution schemes (Article 6), one mandatory
and one voluntary (Article 13). The mandatory scheme covers retirement and old age, as
well as old age severance (Article 11). “Social Security grants its affiliates an array of
benefits in kind and money” (IDC, 2016, p. 1). Benefits in kind include medical and
pharmaceutical assistance, prostheses and orthopedics, rehabilitation, funerary services,
and daycare. Benefits in money are provided in cash based on the salary with which the
worker is affiliated, known as contribution base wage; payments due to disability and
pensions are integrated to these benefits.

Old age severance is a classification in which the insured does not have paid employment
from 60 years of age and has 1250 weekly contributions to IMSS. This scheme requires
the Institute to grant a pension and benefits in kind (medical assistance, family allowance,

and welfare aid). Those who have not contributed the minimum weeks but have reached
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the age receive the resources they have accumulated (Article 154). Orendain (2016, p.
96-97) has addressed the old age scheme and states it gives the insured who are 75 years
of age and have contributed 1250 weeks the right to access the individual account and
benefit from an old age pension. To do so, the insured can take out an annuity from an
insurance company or maintain the balance in the individual account in an AFORE and
program money withdrawals (Article 157).

Employers report the worker-employer contributions which, together with the State
contributions, create the retirement, old age, and old age severance insurance. These
contributions are deposited into the worker’s individual account. As for retirement, the
employer covers the equivalent to 2% of the worker’s contribution base wage. In old age
and old age severance, the employer contributes with 3.150% and the worker with
1.125%. The State’s contribution is 7.143% of the total employer contribution (Centro de
Investigacion Economica Presupuestaria, 2017, p. 32). The law also establishes a
contribution by the Federal Government per each contribution day; that is, the
government pays a social contribution to those workers earning up to 15 minimum wages
(according to the current minimum wage in Mexico City). The contribution is deposited
in the worker’s individual account, based on the contribution base wage as follows: $3.87,
up to one minimum wage; $3.70, up to four minimum wages; $3.54, up to seven minimum
wages; $3.38, up to ten minimum wages; and $3.22, up to 15 minimum wages (Article
168).

4. SIEFORES and investment instruments

The pension fund manager (AFORE) is in charge of investing resources in Specialized
Investment Societies of Retirement Funds (Sociedades de Inversién Especializadas de
Fondos para el Retiro, SIEFORE). Currently, the National Commission for the
Retirement Saving System (Comision Nacional del Sistema de Ahorro para el Retiro,
CONSAR) endorsed 11 SIEFORES to invest the resources of individual accounts
(Profuturo, SURA, Citibanamex, Coppel, Pension ISSSTE, Azteca, Principal, XXI-
Banorte, Inbursa, Invercap) to provide the insured greater benefits at a moderate risk
level. Rodriguez and Dorantes (2016, p. 93-96) explain the characteristics of AFORE
types of investment after analyzing the circulars sent by CONSAR on July 9, 2007,
October 12, 2012, and June 4, 2013 (Table 1). CONSAR classified workers’ individual

accounts by AFORE Generation, according to age, and calls them Basic SIEFORE
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(SIEFORE Basica, SB). To the second quarter of 2019, SBO included old age unemployed
workers; SB1, those aged 60 and above; SB2, those between 46 and 59 years of age; SB3,
workers aged 37-45; and SB4, workers aged 36 years and younger. In year 2020,
SIEFORES went from five to ten, divided by generations in blocks, according to the year

of birth and seeking a higher pension.

Typo of SIEFORE SB1w SB2 (2 SB3 3 SB4 4 (8)
1. At least 51% on debt instruments
with a return equal to or greater than that of UDIS or INPC X »)
2. Up to 100% in debt instruments backed
by the Federal Government, or issued by the Bank of Mexico X X X X
3. Up to 100% debt instruments with
highest credit ratings X
4. Up to 20% in foreign debt securities X X X X
5. Up to 10% on stocked instruments X X X X
6. Up to 5% in equity instruments X X X X
7. Up to 5% in structured instruments X X X X

Source: own elaboration based on Rodriguez (2016:97)
@ Workers age 60 and older

@ Workers between the ages of 46 and 59
3 Workers between the ages of 37and 45
) Workers 36 years of age or younger

Notes: (A) Includes CKDs (except for SB1) Fibers and Certificates whose payment source are actual assets.
(B) As of 12 November 2012, SIEFORES SBS resources are integrated into SIEFORES SB4

Table 1. Investment instruments SIEFORES

SIEFORES analyze, based on the investment regime (Banco de México, 2012), the type
of instruments in which AFORE resources are to be applied and then invested in
government debt (development bonds D, development bonds, development bonds in
investment units, treasury certificates, savings protection bonds—bonos de proteccién al
ahorro, BPAS), international debt, national debt (investments in foods, automotive sector,
development banking, banking instruments, beverage sector, cement, malls,
consumption, State productive enterprises, europesos, industrial groups, infrastructure,
paper, financial services, steel sector, transport telecommunications, housing), structured,
infrastructure and real estate trusts (fideicomisos de infraestructura y bienes raices,
FIBRAS), and international and domestic equity instruments.

Serrano-Garcia et al. (2016, p. 481-482) consider that FIBRAS are values issued by the
trust, which mostly acquires or builds property within the country and income from
property lease.

CONSAR, through SIEFORE, has established the concepts that describe Investment in
Commodities; these are financial operations derived or underlying by raw materials to

gold, silver, or platinum stated in the provisions by Banco the Mexico “that are
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consumables different from shares, stock market index, rates, national currency,
international currency, investment units, loans, and credits” (SIEFORE XXI, p. 11).

Operations of SIEFORES lead to a commissions scheme consisting of charging
commissions whose amount is an annual percentage of the value of accumulated
resources in the worker’s individual account. It is created through a daily valuation of
SIEFORES shares where the worker’s funds are. SIEFORES are also bound to advise
workers on the Risks that Investment Societies face. Investment Risk is associated to a
Financial Risk, which refers to the possibility of losses and losses in value of the
SIEFORE investment portfolio caused by liquidity, market, or credit risk, including legal
and operations risks (Rodriguez and Dorantes, 2016, p. 177). Rodriguez provides a
background on risks and investment returns in Mexico and quotes Derakshani et al.
(2000) on the social security system in Mexico, which allows placing retirement funds in
money market instruments, and investment laws that promote foreign involvement in

fund marketing.

5. SB2 Case study

We make a prospective and statistical analysis of a time series regarding the calculation
of resources the account holder will receive at the moment of retirement, based on the
accumulated balance of the account statements released by the AFORE (Cromwell,
Labys, Terraza, 1994). A time series is the completion of a stochastic process in a discrete
time, where the elements of the process are ordered and correspond to equidistant

moments in time.

As proposed by (Pérez, 2007) the final balance of the statements corresponding to 15
four-month periods of the last five years of contribution (May 2012—-April 2017) of SB2
Afore XXI Banorte were analyzed. As shown in Table 2, the final balance is integrated
by the worker-employer and State contributions, as well as the returns generated by the
accumulated resource invested in SIEFORES. Clearly, the contributions and returns are
affected by the amount of the commissions, the money AFORE charges for managing

resources.
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The series with the historic data (four-month periods) of Afore XXI Banorte is shown in

Chart 1.

Year Period Previous Contributions Withdrawal Income Commissions  Final balance
balance S

2012 01-may 3l-aug 159, 005.91 189, 966.94 - 178, 446.34 9, 542.12 726.14 179, 342.49
2012 01-sep  31-dec 174, 342.49 9,475.21 -6.94 6, 596.23 827.14 194, 579.85
2013 01-jan  30-apr 194, 579.85 7,709.92 - 15, 342.19 791.98 216, 839.98
2013 01-may 3l-aug 216, 839.98 11, 608.69 - -17,087.34 781.10 210, 579.63
2013 01-sep  31-dec 210, 579.63 11, 651.99 - 8, 883.79 809.69 230, 305.72
2014 01-jan  30-apr 230, 305.72 10, 291.10 - 4,471.43 823.94 244,244.31
2014 01-may 3l-aug 244, 24431 11, 548.92 - 13, 831.04 907.18 268, 717.09
2014 01-sep  31-dec 268, 717.09 8, 141.58 - 2,124.49 961.75 278, 021.41
2015 01-jan  30-apr 278, 021.41 8, 994.30 - 5, 250.63 1,241.29 291, 024.95
2015 01-may 3l-aug 291, 024.95 11, 596.90 - 1,161.73 1,041.94 300, 418.18
2015 01-sep 31-dec 300, 418.18 9, 449.55 - 2,181.76 1,042.03 311, 008.46
2016 01-jan  30-apr 311, 008.46 12,126.91 - 7, 887.09 1, 064.29 329, 958.17
2016 01-may 3l-aug 329, 958.17 11, 922.26 - 10, 121.32 1,123.03 350, 878.72
2016 01-sep 31-dec 350, 878.72 10, 373.42 - - 8,531.32 1,178.90 351, 541.92
2017 01-jan  30-apr 351, 541.92 11, 609.47 - 13, 867.23 1, 208.06 375, 810.56

Table 2. SB2 classification. AFORE BANORTE XXI
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Graph 1. Historical behavior of the Time Series corresponding to the quarterly balance,
AFORE XXI BANORTE SB2.

48



Study of an SB2 Beneficiary’s Pension Plan

It must be considered that by the second (four-month) period of 2013, the final balance
was added negative returns of $17,087.34 MXP. The savings fund was affected by a
financial loss and went from $216,839.98 to $210,579.63 MXP. The pension fund
decreased by 2.90%, substantially demonstrating that returns in this period ($11,608.69)
were non-existant due to the investment loss, as shown in Chart 1. Even though the chart
shows a positive tendency, there are negative returns in the second period of 2016, evident
in the gridlock by the time of the second balance, showing returns and a linear growth of
the total benefit by the first period of 2017.

Now, we will make projections of the patterns found to obtain an estimate for the future
value using the behaviors in the past data. We propose a Holt’s model to calculate the
resources the account holder will receive at the moment of retirement, based on the
accumulated balance in the account statements. Holt’s model extended simple
exponential smoothing to allow the forecasting of data with a trend. The simplest
exponential smoothing method is simple exponential smoothing. It is generally used in
non-stationary series and supposes the series has the model
Vi = u + &.

While the exponential smoothing methods allow for predictions in the short term,
Holt’s method is a more elaborated tool that provides predictions in mid and long terms.
the smoothed datum can be expressed as

sc=aY,+ (1 —a)Y,_; + (1 —a)?Y,_, + -,

where s, is the smoothed value in time ¢, Y; is the value of the series in period t and « is

the smoothing parameter.

Following Holt’s method described above, we made an adjustment. The forecast of
worker-employer and State contributions, as well as returns during the analyzed period is
shown in Chart 3. The final result is presented in two different ways: punctual prediction

and confidence interval. The latter is a range of values calculated so that there is some
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certainty, an 80 or 95% of confidence that the real value of the predicted variable is within

such range.
Year Point Lo Ha Inferior Ha Year Point Lo Ha Lo Ha
Forecast 80 80 95 95 Forecas 80 80 95 95

2025 720,739.88 685,821.61 724,924.48 675,487.18 735,390.24 2025 720,739.88 685,821.61 724,924.48 675,487.18 735,390.24
2025 732,993.95 696,667.85 736,274.10 686,322.79 746,667.85 2025 732,993.95 696,667.85 736,274.10 686,322.79 746,667.85
2026 745,010.36 708,147.74 748,825.57 697,154.24 759,859.50 2026 745,010.36 708,147.74 748,825.57 697,154.24 759,859.50
2026 756,786.78 718,146.57 760,373.74 706,661.88 770,977.04 2026 756,786.78 718,146.57 760,373.74 706,661.88 770,977.04
2026 768,321.46 728,678.66 770,825.53 718,077.01 781,604.25 2026 768,321.46 728,678.66 770,825.53 718,077.01 781,604.25
2027 779,613.20 739,406.73 782,117.81 728,375.82 793,620.37 2027 779,613.20 739,406.73 782,117.81 728,375.82 793,620.37
2027 790,661.28 749,668.78 793,366.65 738,250.51 803,871.98 2027 790,661.28 749,668.78 793,366.65 738,250.51 803,871.98
2027 801,465.46 759,067.96 803,512.02 748,316.43 814,972.80 2027 801,465.46 759,067.96 803,512.02 748,316.43 814,972.80
2028 812,025.94 769,119.38 812,291.26 756,947.46 823,887.94 2028 812,025.94 769,119.38 812,291.26 756,947.46 823,887.94
2028 822,343.34 778,072.12 823,488.35 766,617.47 835,676.36 2028 822,343.34 778,072.12 823,488.35 766,617.47 835,676.36
2028 832,418.65 788,485.50 832,404.14 775,543.56 845,487.29 2028 832,418.65 788,485.50 832,404.14 775,543.56 845,487.29
2029 842,253.22 796,591.26 842,860.42 785,068.05 855,099.79 2029 842,253.22 796,591.26 842,860.42 785,068.05 855,099.79
2029 851,848.73 805,056.74 850,917.88 792,930.94 862,606.57 2029 851,848.73 805,056.74 850,917.88 792,930.94 862,606.57
2029 861,207.16 813,954.24 860,635.98 801,231.34 872,962.47 2029 861,207.16 813,954.24 860,635.98 801,231.34 872,962.47
2030 870,330.76 822,540.63 869,840.76 810,543.58 883,174.04 2030 870,330.76 822,540.63 869,840.76 810,543.58 883,174.04
2030 879,222.03 831,012.51 877,694.65 818,098.92 890,671.96 2030 879,222.03 831,012.51 877,694.65 818,098.92 890,671.96
2030 887,883.71 837,873.24 886,268.02 825,133.80 898,937.73 2030 887,883.71 837,873.24 886,268.02 825,133.80 898,937.73
2031 896,318.74 846,325.98 894,066.89 833,734.12 906,177.17 2031 896,318.74 846,325.98 894,066.89 833,734.12 906,177.17
2031 904,530.24 852,619.21 902,268.65 840,037.64 916,212.08 2031 904,530.24 852,619.21 902,268.65 840,037.64 916,212.08
2031 912,521.49 859,588.92 909,939.43 845,441.95 923,079.94 2031 912,521.49 859,588.92 909,939.43 845,441.95 923,079.94
2032 920,295.94 867,761.18 917,969.52 854,219.40 931,043.48 2032 920,295.94 867,761.18 917,969.52 854,219.40 931,043.48
2032 927,857.15 874,751.69 923,992.10 862,407.62 937,606.06 2032 927,857.15 874,751.69 923,992.10 862,407.62 937,606.06

Source: Prepared by the author. Dates obtained from the proposed model.
Table 3. Prediction results.
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Graph 2. Prediction obtained from the proposed model.
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In Graph 2, presented below, we observe the predicted values with the model. By 2032,
the retirement savings accumulated in Afore XXI Banorte will be $927,857.15. The
confidence intervals 80% and 95% of the forecast are (874,751.69; 923,992.10) and
(862,407.62; 937,606.06), respectively. There is 80% confidence that the accumulated
retirement savings in Afore XXI Banorte will be between $862,407 and $937,606 MXP.
By that year, the SB2 individual account holder is expected to receive a monthly pension
of around $4,062.87.

6. Conclusions

In this scenario, a system of individual accounts cannot ensure the workers’ lifestyle
according to their contribution base wage, when old age pension is guaranteed by the
State. The individual account system is limited to the amount of the contributions and,
when applicable, the workers’ voluntary savings, probably bound to a savings system
with a financial insurance company.

In addition to the contribution base wage, the weeks worked are a factor that strongly
influences the obtention of old age pension. The 1250 weeks of contribution in the 1997
Social Security law are a variable inherent to employment: If the worker has steady
employment for 25 years, they manage to achieve the contribution weeks required by the
new law.

Data recovery of the SB2 account holder shows the poor performance of returns (at the
time of this study) since SIEFORE XXI Banorte Consolida has likely invested in risk
investment instruments that did not yield positive returns to strengthen the worker’s
savings. It is worth mentioning that the account holder asked SIEFORE XXI Banorte
Consolida to know the investment instruments in which their savings are invested, as well
as the terms and rates. The request for information was denied, which is a violation of the
right to petition as defined in the Constitution. Furthermore, the savings in AFORES are
vulnerable to the economic behavior, and so account holders are subject to variables
beyond their control. Finally, the account holder did not authorize AFORE Banorte XXI
to invest resources in financial instruments.

The Social Security law valid from July 1, 1997 institutes strict requirements to the

pension system, and the possibility that people can achieve retirement through individual
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accounts is now small. In the next 15 years, the SB2 individual account holder will
comply with the first requirement to obtain a lifelong pension, 1250 weeks of contribution
in case of having formal employment. The first obstacle in the individual account pension
system is the unlikelihood of contributing to IMSS since, in Mexico, there is a great
uncertainty of employment; the State is bound to promote economic development. The
current employment system does not provide enough job opportunities that fit the social
security system due to the negative attitude among employers to provide legal, long, and
lasting contracts. In fact, the 2012 labor reform inhibits the growth of formal employment
and promotes temporary jobs, per-hour contracting, and reduced workdays.

Supposing they contribute 1250 weeks, workers could reach the minimum pension
guaranteed. If they chose a voluntary savings plan, they could obtain a higher pension,
which is complicated since wages are usually low and hardly ever cover the workers’
basic needs and thus money saving culture is not promoted. Furthermore, the pension will
not guarantee a certain lifestyle to those beneficiaries that manage to comply with the
legal requirements since their retirement funds have been accumulated based on tax rates
and their voluntary savings and not on the contribution base wage as in the previous
regime. Therefore, it is understandable why the human development index in Mexico was
the lowest when compared against other countries.

The pension system based on individual accounts can satisfy only those who manage to
save using their own resources. It has been demonstrated that the amount of worker-
employer and State contributions, as well as returns accumulated when workers obtain
their pension are insufficient. For that reason, the old age monthly pension that an SB2
account holder will obtain will be the minimum guaranteed and equivalent to one
minimum monthly wage. As of today, it is equivalent to $2,433.21 MXP and will be
$4,062.87 MXP by year 2032. The account holder, whose contribution base wage is
$48,640.60 (higher when compared against most of the wages), will receive a pension
that will not cover the expenses of a decent standard life that includes: education, personal
safety, income and wealth, social, sports and leisure activities, health, environmental
quality, housing, and civic engagement. The account holder is not only financing a
rigorous pension system but also paying for the current pension system by mandatorily
contributing to public spending.

The prospective study of the current pension system, based on individual accounts,

evidences it violates human rights and social security. The State, guarantor of
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fundamental rights, is bound to promote, respect, protect, and guarantee human rights
according to the principles of universality, interdependence, indivisibility, and
progressivity, since it is coresponsible for the individual’s development. Together, State
authority and fundamental rights and liberties determine a decent lifestyle, the right to the
vital minimum, a principle protected by both the Constitution and international standards.
New generations will not enjoy pensions from a system supported by public spending.
The pension an elderly citizen is to enjoy, will be obtained from their own savings: An
income that has already paid taxes. These savings will have to be enough to support a

decent living; otherwise, a new type of poverty will be created.
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ABSTRACT

In the last few decades, there has been some concern about forms becoming less and less
“human”. Or, in other words, becoming a place where human beings cannot self-
actualize, where they are only pieces of a puzzle or “adjuncts to machines”. This paper
intends to review briefly the previous situation in the two decades after WW 11, and then
show how dehumanization of the firm and of the economic context of the firms begun
after the crisis of the 70’s.

Next, the paper goes to Management Control Systems, revising the “classical” systems
and analyzing the Balanced Scorecard, which has been possible the main tool used for
management control in the las forty years, showing how it is in fact unbalanced and
dehumanizing. After illustrating this through a case example, it is concluded that
indicators used for diagnostic for self-control only, with no implication in hierarchical

control and/or incentives, may be very useful tools for management.
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The dehumanization and demoralization of Management Control Systems: Can we possibly re-humanize

and re-moralize them?
1. Introduction
In the last few decades, there has been some concern about firms becoming less and less
“human”. Or, in other words, becoming a place where human beings cannot self-
actualize, where they are only pieces of a puzzle or “adjuncts to machines”, to use an
expression popularized by March and Simon (1958). This came from the changes that
took place about the 80’s of the last Century. New management “techniques”, of which
many of them were purely fads, were applied decreasing the autonomy and power of
decision-making by employees, together with rigid systems of evaluation. At some point
in time, this trend become alarming to many people and, perhaps to counter that,
“empowerment”’, became a fashionable word.
Globalization and the deindustrialization of many developed countries, among them the
United States, and the consequent loss of jobs and lowering of salaries, together with the
disappearance of many fringe benefits (pension funds, medical insurance, and so on) as
well of disappearance of a considerable part of middle class and the inequality resulting
from all these phenomena have contributed to that.
This was a general trend, that had its particular development in Management Control
Systems. In this particular field, the dehumanization took place to a large extent through
a specific technique that had (and still has) a considerable diffusion: the so-called
“Balanced Scorecard”. In this paper we want to show how tools like the Balanced
Scorecard are dehumanizing and demoralizing: when people are given different
qualitative dimensions and specific numerical goals to be achieved, they lose their
capacity of discerning what is “good” from what is “bad”, and an incentive associated
with those goals contributes to people doing what increases their incentive instead of what
they consider “good”.
I will proceed as follows. First, | will review the social context of the economic world
after the end of World War 11, showing how at that time management was supposed to
serve primarily the objectives of society, to make the Western world successful (Drucker,
1954). Next, I will show how this situation deteriorated after the crisis of the 70’s. Then,
I will show how both from the academic community and from the professional
community of the firms, there was some concern about dehumanization and claims for
inverting the situation.
The, the core of the article will analyze Management Control Systems, first with a brief

view to the “classical” systems that came from the Harvard Business School (Anthony
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Dearden and Vancil), based on self-control (Drucker, 1954) and a small number of
indicators, being used more as a diagnose tool than as a controlling system in the narrow
sense of meeting quantitative objectives. Then, I’ll show how Balanced Scorecards are in
fact unbalanced and dehumanizing, and how most systems of measures are in fact as real

as a square circle. Finally, I will suggest possible ways to re-humanize the firm.

2. The “Golden Age” of capitalism

The second half of the 20t Century begun as a time of economic recovery after the
disaster of World War 1l. Many factories had to be rebuilt, many firms had simply
disappeared, many houses had been destroyed, ant the economies of many countries,
manly in Western Europe, had to be restructured and reorganized. The war effort meant
transforming many firms from producing consumer goods to war industries, and now a
similar effort had to be done to swing back to peace time production and reconstruction.
For this purpose, “good management” was needed. In fact, it was well needed before,
during the war years, as the war machinery had to be kept running. What was developed,
then, in terms of management theory and practice was meant as something to make the
world progress. Of course, the profit motive for entrepreneurs and CEO’s was always
there, but in a spirit that was part of the effort to keep things going and develop the world
further.

In Western Europe, Christian democracy and Social democracy were the dominant forces
in the political arena. They differed in some important respects: social democrats wanted
to nationalize important industries where Christian democrats or conservatives did not.
But there was a spirit of “doing things right” that embedded politics management both in
theory and in practice. Drucker’s “The Practice of Management”, (1954), reflected that
spirit, seeing the firm from a wholistic point of view and, at the same time, with a
humanistic approach, full of respect for the individuals (managers, workers and customers
before anyone else) and introduced the idea of public responsibility. At the same time,
the pre-war humanistic writers (e.g., Follet, Barnard, Mayo) were studied and often
quoted. Stiglitz has called this period, in which he grew up, the “Golden Age of
capitalism”, although he recognizes that he thinks of it as a Golden Age now, not then
(Stiglitz, 2019, p.1).
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3. Dehumanization of the firm
After the crises of the 70’s (the Yom Kippur war, the first oil crisis and what was
characterized as “stagflation”, a combination of stagnation, with high unemployment and
high inflation) the mood changed, and neoliberal policies came into effect (deregulation,
monetarism, laissez-faire, veneration of “markets”), pushed mainly by the governments
of Reagan in the US and Thatcher in the UK. Then, in this context, economistic views of
management based on self-interest and shareholder value, plus techniques intended to
promote short-term results started to prevail both in practice and in academic works,
dehumanizing the firms where this view were applied.
Essentially, the economistic view consists of considering only economic values when
analyzing the firm and the decisions made in them. “Doing things right” became
maximizing shareholder value and motivating employees became (almost exclusively)
monetary incentives. Around the turn of the century, shareholder value was the main
objective stated in the annual report of many companies. The Business Roundtable, an
organization of firms that together employ more than 15 million people, “has periodically
issued Principles of Corporate Governance that include language on the purpose of a
corporation. Each version of that document issued since 1997 has stated that corporations
exist principally to serve their shareholders.” (The Business Roundtable, 2019). Other
possible stakeholders were completely ignored in those statements. Human relations with
employees, customers, suppliers, etc. were considered to be of secondary importance.
Shareholder value had to be the decision-making criterion above anything.
Interestingly, the decision-making criterion of creating shareholder value for the firms
(mainly in investment decisions) was first introduced in the literature by Rappaport
(1986), not with the idea of giving preeminence to shareholder value over everything else,
but with the idea of stressing the long run. Rappaport was worried about the income figure
calculated by the standard accounting procedures being a poor indicator of the
performance of the firm, mainly because of the effects of a decision in the long run. Then,
he adopted that idea because of the impact of the investment decision on shareholder
value, which would be the aggregation of all the investor’s beliefs about the future of the
firm, therefore giving managers a long-term view of the consequences of their decisions.
This idea was reinforced later on in Rappaport (2005, 2006), where he kept insisting in
the long-run objective.
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In the meantime, however, the shareholder value idea was used as a way to give it priority
over all other possible objectives of the firm; and, as such, it was one of the keys to
dehumanization: the interests of all other stakeholders (employees, customers, suppliers,
communities) had to be subordinated to shareholder value. Sometimes, in an
“enlightened” way (Jensen, 2000); but in any case, it was very often used “straight”, as
indicated in the “mission statements” of the firms. Nonetheless, both in the academic
literature and in the Annual Reports of companies, the maximization of shareholder value,
often based on short-term income, was the dominant criterion.

There were, of course, some exceptions, even many, mainly among the small and
medium-sized businesses, but the economistic view was, as we stated already, the
prevailing view. Even as late as 2016, The Economisti, referring to McKinsey’s book
“Valuation”, published the year before, stated that “... it is a reminder of why shareholder
value is still the most powerful idea in business and why many criticisms thrown at it are
unfair”.

As we will see next, criticisms were not as unfair as The Economist seems to think. Many

voices were raised against this criterion, but, mainly, against its applications.

4. Conscience of dehumanization

The last two decades have meant what can possibly be seen as the pendulum swinging
back. Criticisms have been stronger and have come from very different sources, mainly
in recent years.

When the shareholder value idea appeared, its justification was in terms of Pareto-
optimality, as usual in conventional microeconomics (Jensen, 2000). But, of course,
starting from the usual assumptions of microeconomics: perfectly competitive markets
for everything, including labor, fixed production functions, and perfectly rational
decision-makers in terms of their utility functions.

Soon, then, it became obvious that the shareholder value criterion was often misused,; i.e.,
going back to Jensen’s expression, it was not applied in an “enlightened” way. Hence the
criticisms The Economist referred to in the quotation above. Senge (2000) argued
forcefully that “intentionally or not, firm value maximization will almost always become,
by default, short-term profit maximization”. In fact, in the same issue of The Economist,

magazine admitted that “shareholder value fueled a sense that Western economies are not

1 March 31, 2016
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delivering rising prosperity to most people and has been seen as a license for bad conduct,
including skimping on investment, exorbitant pay, high leverage, silly takeovers,
accounting shenanigans and a craze for share buy-backs, which are running at $600
billion a year in America.”

The shareholder value idea led to dehumanization or fading away of the role of real people
in organizations, partly through attaching an excessive importance to the finance function,
often with an inversion of values between the mission of the firm and the financial
function (Rosanas, 2015). The excessive importance of finance was analyzed by Davis
(2009, 2011), reaching sad conclusions with respect to how it even reshaped America.
Alvesson and Spicer (2012), in a slightly different vein, develop a “stupidity-based”
theory of organizations, and Alvesson (2013) identifies and analyzes the “Triumph of
Emptiness”, specifically in consumption, higher education and in organizational life. He
emphasizes the trend towards grandiosity (in words and in reality) and identifies the costs
that this carries, that mainly have to do with dehumanization: loss of trust between people,
narcissism, “functional stupidity” and an increase in quantity with a corresponding
decrease in quality.

Recently, Winter (2020) has presented an excellent analysis of dehumanization in
management, showing how it is a serious problem, leading to a diagnose of loss of values,
and corporations that are “dehumanized, stripped of human inspiration, meaning and
judgement, disengaged from society, from what the people that make up society believe
is important”; and, then, following Eric Fromm, that “the feudal, arbitrary hierarchy of
the Middle Ages has been replaced by conformity to anonymous laws of capitalism that
are no longer challenged by anyone in the system”. We will go back to his analysis later
on in this paper.

The psychological literature recognizes dehumanization as an important problem that we
can find very often and with serious consequences (Haslam, 2006; Christoff, 2014; Ryan
and Deci, 2000). Somewhere in the middle between management and psychology, or even
pathology, Pfeffer (2018) points at the effects in health of the dehumanization of the
workplace, from lack of health insurance to layoffs and economic insecurity.

Finally, the philosophical bases of complex decision-making in practice are well
established in Aristotle’s Ethics, through the concept of practical wisdom, which
Schwartz and Sharpe (2010) and Schwartz (2015) put in terms that can be directly related

to management decisions; and, even more specifically, Cugueré-Escofet and Rosanas,
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(2020Db) analyze it in the context of management control systems. Schwartz’s examples
of the long set of rules given to a hospital janitor, that enumerates quite well the tasks that
the janitor should do, but no mention is made of the reasons behind them, which is always
doing something for other human beings, is an excellent one: one can follow the rules and
forget about the human being that needs the service. Janitors believe that to do their job
they need a lot of experience because they have to learn the practical wisdom necessary
to be able to know when to make an exception to some of the rules or apply them
differently, because of the human being(s) behind. In other words, you need to have
developed intellectual and moral virtues, practical wisdom and justice mainly.

In fact, Schwartz’s proposal of learning virtue through practice is the only alternative that
is feasible. Developing more and more rules will not cover all conceivable contingencies;
and if you attempt to write a set of rules on how the rules should be applied, then you will
need also a set of rules on how to apply the rules on how the rules should be applied, and

so on to an infinite regress.

5. Some concerns from the world of practice.

At the same time, in the real world (as opposed to the academic world), some
developments were taking place in a similar direction. First, as we suggested above, the
Business Roundtable Principles of 2019 recognized for the first time that “employees,
customers, suppliers, communities were stakeholders entitled to be part of the purpose of
a corporation”, and they can be considered to be a recent symptom of some alarm about
dehumanization of the firm, as it is the opposite to what they had been saying since 1997
In spite of this, a few months later, some of the CEQO’s that signed the document (of
Goldman Sachs, Black Rock, Citibank, Bank of America among others) are accused of
hypocrisy because of taking actions that are not coherent with the essential ideas of the
document (Temple-West, 2020).

Hurst (2014), in a publication as practically minded as the Harvard Business Review
clearly proposed some substantial changes in the way we see the firm and the way the
firm should be managed, asking whether management is due for a renaissance.

Senator Warren, as someone who is experienced in business law, introduced in 2019 a
bill in the US Senate, the “Accountable Capitalism Act”, that attempts to tackle the
complex issues about the role of firms and how they should be governed. This bill, if it is
passed, would allow employees to elect a 40% of corporate board members, and would

have companies answer to other stakeholders as well (Warren, 2018). Unfortunately, in
62



The dehumanization and demoralization of Management Control Systems: Can we possibly re-humanize

and re-moralize them?
spite of her praiseworthy efforts, and even if the bill is passed, there is no way that
dehumanization can be stopped or humanization reintroduced through the legal system
only: it has to do with every day’s behavior of (mainly) the top managers of a company,
and this is impossible to regulate. The bill might surely help, but something else is needed.
Building on the proposals made by Warren in her Wall Street Journal article, Rebecca
Henderson (2017, 2018), renowned Harvard professor, attempts to diagnose
organizational problems while prescribing solutions to reinvent the corporation — and
capitalism itself — for a more equitable and inclusive economy, shifting payments to
shareholders to investing in employee pay and benefits, as well as a general commitment
to social responsibility. She considers inequality an “urgent business problem”, and
suggests that some companies, including Traders Joe’s and Costco, are already

benefitting from of this approach.

6. Management Control Systems

Management Control Systems have been often considered as the main tool for managing
organizations (Anthony and Govindarajan, 2003; Chong, 2013; Merchant and Van der
Steede, 2007; Cuguero-Escofet and Rosanas, 2020a). Setting objectives, measuring,
evaluating and taking control action are the main activities of such systems. Whether this
is done through specific, well-established procedures, or in a way that is informal, does
not matter: what matters is that managing an organization consist primarily in those
activities; which should of course be preceded by defining the overall goals of the
organization, whatever they are and whatever the procedure by which are determined.
More on this, later.

Briefly summarized, the classical Anthony, Dearden and Vancil (1972) approach was
based in three major ideas. First, that Management Control was something between
Strategic Planning and Operational Control, interacting with these other two levels in a
way that Management Control could (and should) influence the other two. Specifically,
one of the possible outcomes of the Management Control Process was to question and
perhaps modify Strategic Planning.

Second, Management Control was structured along financial variables. The network of
Responsibility Centers to be established in a company was based (under the idea of
controllability or fairness) on the main variable that could be influenced by the

Responsibility Center.
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Third, that this main variable should be determined according to the “Key Economic
Variables” or “Critical Success Factors” (expressions that could in practice be used
interchangeably), i.e., what the company had to do very well to succeed. The “Critical
Success Factors” are not trivial to determine and, within the firm, who can really do
something about them may look even paradoxical sometimes. Hence, an effort to explain
very well to the responsible people why and how this can be done is crucial.

Finally, that the analysis that should precede any control action by management has to
take into account all the relevant (quantitative or qualitative, tangible or intangible)
variables, stressing the fairness that should govern all the process (Vancil, 1973).
Anthony, Dearden and Vancil were careful to distinguish between the “structure” of the
control system (network of responsibility centers, and the specific responsibilities of each
center) and the management control “process”, which is the process by which every
period the objectives of each responsibility center are determined, and how are evaluated
and rewarded/punished after the facts. The evaluation is extremely important and
responds to a humanistic concept of management: it is the basis for learning (of all kinds)
for future periods.

Were classical systems based on financial variables exclusively? On paper, perhaps; in
practice, what was taught following Anthony, Dearden and Vancil was precisely the
opposite: it emphasized the limitations of formal financial control systems, in terms of
inadequately rewarding or punishing behaviors that should not be, because of the dialog

and learning in the evaluation process.

7. Balanced Scorecards.

In the late 80’s of the part Century, systems called “Balanced Scorecards” appeared into
the picture. In fact, they are are sets of performance indicators (which later on have often
been called KPI’s, or Key Performance Indicators) which became rather quickly very
popular. Partly, they were a fool’s paradise; and partly, they have been one of the main
tools for dehumanizing the firm as we will see.

They have been presented as a modern tool which improves the performance evaluation
system of firms including many variables beyond the purely quantitative usual variables
like costs, expenses, revenues, contribution, profit and so on. “Classical” control systems
used to focus on the financial variables of this kind, even though very often, in practice,

some specific non-financial measures were calculated and used as well.

64



The dehumanization and demoralization of Management Control Systems: Can we possibly re-humanize
and re-moralize them?

The proponents of the Balanced Scorecard Systems, then, justified them in terms of being
broader, including market variables, innovation, the internal perspective and perhaps even
more dimensions. Unfortunately, many of the non-financial variables are very difficult to
measure, i.e., they have very imperfect measurements, with a lot of “noise” that, as we
will see, may compromise the objective that they are supposed to attain. | will go back to
this later.

The basic dictum on which this approach is based is “If you can’t measure it, you can’t
manage it” (Kaplan and Norton, 1996, p. 21). In different words, this has been expressed
also as “If you can’t measure it, it doesn’t improve”. These statements, which are often
heard to justify imperfect measurements, are simply nonsensical, no matter who says
them. Small and medium-sized firms have been managed, and often very well managed,
with few measurements (if any!) beyond the routine financial accounting statements.
They are nonsensical simply because some aspects of management, which are at the same
time extremely difficult to measure and crucial for the firm, actually get a lot of attention
and can be managed and improved if top management (mainly the CEQ) insists in asking
about them, shows that it is genuinely interested in such variables and continually checks
for their progress. A related statement which is often (but by no means always) true would
be “if the CEO does not pay attention to it, it will not be managed, and it will not
improve”. Unfortunately, this statement that can be true does not imply the need or even
the convenience of measurements.

A different way to put it is in the positive form: “What gets measured gets attention,
particularly when rewards are tied into measures” (Eccles, 1991). This statement,
although it appears to say almost the same thing, is completely different from the other
two above: this one is in fact true, generally speaking (again, not always). If you measure
something and put a strong reward associated with that measure, it gets attention almost
always. However, what gets attention is the measure itself, not the real variable that you
want to manage (see below); and, with imperfect/incomplete measures, the two things are
substantially different. Typically, a manager who is evaluated (and rewarded) with a
measure will do whatever is possible to make the measure as high as possible, doing
perhaps actions that are not good by themselves for the firm or for the manager, but that
increase the value of the variable measured. Examples of this kind of dysfunctional
behavior abound, which, unfortunately, are often unethical (see, for instance, Gibbons,
1994; Rosanas and Velilla, 2005; Cuguer6-Escofet and Rosanas, 2016).
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8. Balanced Scorecards are typically unbalanced

Unfortunately, Balanced Scorecards do not deserve their name. For Kaplan and Norton,
a Balanced Scorecard is a way to express operationally the mission of an organization.
They quote Senge (1990) saying that a mission statement should be “inspiring” and then
they proceed to claim that the Balanced Scorecard is the tool to tell employees how to put
the mission into practice. The mission of the firm, according to them, should be
“inspirational”, but often they are not specific enough; and so, many employees do not
know what to do unless the Balanced Scorecard gives them specific goals to accomplish.
Yet, the examples they give are not very inspirational indeed: “To be the most successful
company in the airline industry”, for instance (p. 24) does not seem to inspire too much
or be a good guide to action. In contrast, the mission of Southwest Airlines, just to quote
another mission in the same industry, suggests very clearly what to do: “dedication to the
highest quality of customer service delivered with a sense of warmth, friendliness,
individual pride, and company spirit”. Any employee at any level knows perfectly what
to do under such a mission statement. The employee needs only to have judgement. No
need for a Balanced Scorecard in this situation, then.

In support of their claim, they offer the example of Norman Chambers, of Rockwater.
Although they do not provide the mission statement of the company, they say it is a
“detailed” statement that took two months to elaborate, and that, after it was completed,
a project manager told Chambers he did not know what to do with a customer according
to that statement. If it had been one similar to that of Southern Airlines, the manager
certainly would not have had such a problem. The solution of Kaplan and Norton is, of
course, a Balanced Scorecard.

Actually, what they are proposing is eliminating the subjective (human) elements of
management; and, thus, they dehumanize the firm. In order to avoid the subjectivity,
prejudices or partiality of managers, they establish a system where instead of making the
project manager understand what has to be done to solve the client’s problem, they give
him a set of, say, four or five indicators with a number to be achieved.

Quite obviously, the design of the system made by a person or another could be
substantially different: it depends on the experience and (subjective) idea of what to do.
What may look “balanced” to one person may look “unbalanced” to another.

Going a little bit further, the Balanced Scorecard system consists in the elimination of the

management control process itself: the evaluation is done automatically with the
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corresponding KPI’s and the numerical values expected. No need for judgement.
Unfortunately, like in Schwartz’s example of the hospital janitor explained above, no set
of indicators will include everything the responsibility center is supposed to do, or when
to make an exception.
Finally, including non-financial variables was nothing new, in spite of the claims. The
General Electric measurement project of the 50’s of the past century already had
attempted to do so, and devised eight “key areas”, where the last ones were as intangible
as “Employees Attitudes”, “Public Responsibility” and “The Balance Between Short-
Range and Long-Range Goals” (Greenwood, 1974, Ch. 4). This is not too surprising if
we take into account that Drucker was involved in the measurement project as an external
consultant and used these “key areas” as “major objective areas”, with some minor
changes of name, in the one that is possibly his best-known book (Drucker, 1954, Ch. 7).
General Electric was aware in its system of measurement that some important variables
could not (and should not) be summarized in a number. The “Balanced Scorecard”
proponents are not.
It is precisely because of that that “Balanced Scorecards” are in fact unbalanced,
according to the dictionary definition of this word: “Lacking steadiness and soundness of
judgement2”. By not including important qualitative important dimensions and wanting

to quantify everything, they lack “soundness of judgement”.

9. Balanced Scorecards are dehumanizing.

But there is more. In order to make an important management decision (like for any other
important decision in this world), the Greek philosophers (Plato and Aristotle, mainly)
found that we need what they called “practical wisdom” (phronesis, in the original Greek).
Practical wisdom is something different from science and empirical truths, is the capacity
to deliberate whether something is “good” or not in terms of particular circumstances of
time and place, which cannot be generalized (Aristotle, 2009; Schwartz and Sharpe, 2010;
Schwartz, 2015; Winter, 2020).

A human organization wishes its employees to acquire practical wisdom, it has to permit
to each of the individuals that have a responsibility to deliberate about what do they have
to do in order to obtain a result that is good for the organization, and let them make the

decision.

2 Webster’s Encyclopedic Unabridged Dictionary of the English Language
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This is particularly applicable to management control situations (Cugueréd-Escofet and
Rosanas, 2020). The capacity and ability to deliberate about such actions is what develops
this person’s practical wisdom. If, in contrast, the person is given a set of indicators, then
the person might learn how to achieve the quantitative results indicated by the scorecard,
but nothing more. If the indicators are inadequate for the real objective of the unit, the
responsible person might learn that, but the system does not encourage this person to
communicate this upwards.
Kaplan and Norton also claim (1996, p.17) that Balanced Scorecards encourage double-
loop learning. We have just argued that nothing could be farther from the truth. Single
loop learning consists in changing the procedures and/or methods to attempt to achieve
some objectives, taking them as given; and Balanced Scorecards may be said to help to
do this. In contrast, double loop learning consists in analyzing the basic assumptions made
to establish the objectives in order to change them if they are not good enough. Balanced
Scorecards do not help in this at all.
Actually, for any person who is responsible of an organizational unit, a Balanced
Scorecard makes this person focus on a few dimensions (three, or four, or perhaps as
many as ten or more) that are part of the unit’s objective, but cannot be the whole objective
because the measures are never “complete” as we will see in the next section.
Therefore, instead of using his/her own practical wisdom, the person in charge is
“dehumanized” by being given these dimensions instead of the “whole” objective of the
unit in an inspirational way. Furthermore, he/she is given a number (goal) for each
dimension that he/she has to meet, that typically has some rewards (incentives) associated
with attaining the goals or exceeding them. Or, in other words, “Don’t think, just make
the numbers!”. In the Citibank case below we will more specific about that. In any case,
this falls into all the reasons that, according to Winter (2020) originate dehumanization
of management: the theory of the firm (strategy and objectives from above), the capital
markets and institutional investment (shareholder value) organization and efficiency
(specific goals), regulation (all the rules associated with the scorecard) and compensation.
Itis a pity that very often we forget the old wisdom that used to be common. As early as
1956, Ridgeway already argued that quantitative measures were a problematic endeavor.
In his Conclusions, he states that:

“Quantitative performance measurements - whether single, multiple, or composite

- are seen to have undesirable consequences for over-all organizational
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performance. The complexity of large organizations requires better knowledge of
organizational behavior for managers to make best use of the personnel available to
them. Even where performance measures are instituted purely for purposes of
information, they are probably interpreted as definitions of the important aspects of
that job or activity and hence have important implications for the motivation of
behavior. The motivational and behavioral consequences of performance
measurements are inadequately understood. Further research in this area is
necessary for a better understanding of how behavior may be oriented toward
optimum accomplishment of the organization’s goals.” (Ridgeway, 1956).
There is an additional interesting point to be made. Typically, in practice, the KPI’s of a
Balanced Scorecard are often associated to an incentive system. This, according to our
analysis and to Ridgeway’s quotation, is very dangerous. Now, Kaplan and Norton (1996)
say that they should not be used as a controlling system (p. 25), but then, in the last
chapters, and mainly in Chapter 9, explicitly or implicitly, they say that incentives should
be used. If this is the case (statistically, according to the Balanced Scorecard User 2018,
about 35 % of the time they are), this destroys the moral will of the person affected
(Winter, 2020) by possibly pushing that person in a direction that he/she does not consider
to be good.

10. The square circle of measurements

A wider framework of management control is that of Simons (1995a; 1995b; 2005). He
attempts to widen the scope of management control systems, introducing four levers of
control. Simons’ framework has been criticized because of “the definitions of its
concepts, which are too vague and sometimes ambiguous” (Tessier and Otley, 2012)
Nevertheless, the distinction between the Diagnostic Control Systems on the one hand
and Belief, Boundary an Interactive Systems on the other is particularly interesting for
our analysis here. Diagnostic Control Systems can be said to be close to the “classical”
control systems, referring to the measurements of the crucial variables. Simons calls them
“critical performance variables”, expression similar to Vancil’s “critical success factors”
(Vancil, 1973), and has a similar aim: management’s assessment of whether those
variables that are critical are being attained or not. In Simons’ view, as stated, there are
three more “levers” of control: Belief Systems, Boundary Systems, and Interactive
Control Systems; which might be considered to “humanize” the otherwise mainly

numeric and in some way “routine” control systems.
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Belief systems come from the core values of the firm, and indicates what values have to
be respected or aimed at. They are a qualitative expression of what the firm wants to
achieve, closely related with its mission, and close to its policies, to use the classical word
to denote the procedures and aims that the firm definitely wishes to be fulfilled.
Boundary systems are in some sense the opposite: what a firm wants to avoid.
Unfortunately, Simons reduces these to avoiding risks, when they could have included
other outcomes that the firm wants to avoid, because they are illegal, or illegitimate, or
perfectly legitimate but not desired in the spirit of the firm, as expressed in in its
“Iinspirational” mission.

Interactive Control Systems are formal systems intended mainly for large organizations
“to share emerging information and to harness the creativity that often leads to new
products, line extensions, processes and even markets” (Simons, 1995a). Thus,
“Interactive Control Systems focus on constantly changing information that senior
managers consider potentially strategic” (Simons, 1995a).

Surely, in practical applications the last three levers of control add some qualitative
considerations to the mainly number-based Diagnostic Control Systems, and, thus, the set
of control systems may include more behavioral or humanistic variables; but in order to
configure the Diagnostic Control System, Simons rightly expresses his wishes for the
characteristics a measure has to have (Simons, 2005, Ch. 4).

First, it has to be “objective”, i.e., two different people calculating the measure should
come up with the same value. It sounds like a good characteristic to require, but this will
seldom happen in the context of management. “Cash” is something measurable in a
perfectly objective way; but, beyond that, even the simplest financial variables are not
objective: Revenues, costs, expenses, profit, etc. can be measured in very different ways,
and always with a discretionary component. Let alone something like “customer
satisfaction”, as we will see in the example of the next Section.

The second characteristic is that it should be “complete”, i.e., it should include all the
dimensions, or properties that the performance being evaluated should have. Which is
also a good characteristic, but one may wonder whether it is compatible with objectivity
at all: it clearly is not. “Cash” is perfectly objective, but it is not a complete measure of
anything. Customer satisfaction may be a complete measure in the sense that it

incorporates all the aspects of customer service; but it is not objective. One can think of

70



The dehumanization and demoralization of Management Control Systems: Can we possibly re-humanize
and re-moralize them?

many ways to “measure” it, incompatible between them. The two first characteristics
alone already sound like a square circle: something that cannot exist.
To add insult to injury, there is a third condition: it should change with the actions of the
people (one person or an organizational unit) take. This is a new name for the old criterion
of controllability (Anthony, Dearden and Vancil, 1972; Vancil, 1973): a person should
be evaluated only on variables he/she can control. Vancil associated this with “fairness”:
obviously, evaluating someone on the basis of some variable this person cannot influence
would be an “unfair” lottery. But let us just mention that, quite often, the “critical success
factors” can be evaluated only on variables that include them together with other variables
that are not controllable or are controllable by someone else. In a profit center, for
instance, there are always some costs that are under the control of someone else.
Therefore, all this sounds like a square circle and a fool’s paradise at the same time. But
let us add an additional consideration that is important in terms of Simons’ Diagnostic
Control Systems. If the variables used for diagnostic are used at the same time as the
bases of incentives, especially in what he calls hardwire incentives, which “represent a
direct connection between goals, results and rewards”, then they fall directly into what in
social science has been informally called “Campbell’s Law’:

“The more any quantitative social indicator is used for social decision-making, the

more subject will be to the corruption pressures and the more apt it will be to distort

and corrupt the social processes it is intended to monitor” (Campbell, 1979).
Hence, accountability and diagnostic are in fact incompatible.
Campbell used crime rate as an example in his paper. He claims that a decrease in a city’s
crime rate may not show a true reduction in the number of crimes that have been
committed, but may simply reflect how the police force has changed procedures to count
the number. They may have decided, for example, to change which police encounters
need to be formally recorded. They may also have downgraded some crimes to less
serious classifications. In any case, the parallel between Campbell’s observation and a
management control system situation is quite obvious.
We are then back to the T.S. Eliot quote at the beginning: we lose wisdom in knowledge,
and we lose knowledge in information. We might add that we lose information in data,

which are so many times meaningless.
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11. A case study of Performance Evaluation at Citibank

All these concepts are illustrated next with the help of a real-world example, taken from
a Harvard Business School case about Citibanks.

The California Division of the Bank developed in the last decade of the past Century a
Performance Scorecard because it felt that the financial measures that had dominated
Citibank’s performance in the past were not enough to capture the bank’s strategy. Thus,
the Performance Scorecard was built around six types of measures: financial, strategy
implementation, customer satisfaction, control, people and standards.

The case presents the problem of the evaluation of James McGaran, manager of the most
important branch of the bank in the Los Angeles area. According to the case description,
McGaran is doing just fine in every dimension, except in “Customer satisfaction”, as
measured “through telephone interviews with approximately twenty-five branch
customers who have visited the branch during the past month. Customer satisfaction
scores were derived from questions that focused on branch service as well as other
Citibank services like 24 hours phone banking and ATM services”. So, McGaran is doing
what he is supposed to do for the customer as well as for the bank. But one of the
indicators says he is not.

Then his boss, Lisa Johnson, and the President of Citibank California, had a problem.
According to the rules, a branch manager would obtain a bonus of about 15% of the salary
if his final Performance Scorecard rating was “par” or as much as 30 % if it was “above
par”; but according to the rules of the performance evaluation system, he could get at
most a “par” evaluation if he had one of the dimensions (in this case, customer
satisfaction) “below par”. Yet, he was doing excellent in all other dimensions, and both
Lisa and the President felt he was doing a very good job in a particularly difficult branch,
that happened to be one of the biggest of the California Division. Lisa had rated him
excellent any time she had the opportunity. She was very happy with her employee. Then,
if they decided to tick the box “below par” in Customer Satisfaction, he might end up
with no bonus at all, or perhaps with only the 15 % bonus. Also, she knew that McGaran
gave a lot of importance to his ratings, as a matter of pride.

But they both knew that if he was given an “above par” rating, many people would

interpret that the division was not serious about its non-financial measures, and, thus,

3 Citibank: Performance Evaluation, Harvard Business School, 9-198-048
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discredit the new system that was supposed to reflect precisely the importance of such
measures as compared with the old system that stressed the financials only. What should
they do, then?

In spite of the appearance of exactness and objectivity of the “Customer satisfaction”
measure, it is a measure that has some “noise” in it, i.e., if the interviews were done again
by someone else, the probability of a different result is quite high. Maybe higher or maybe
lower, but different. Besides, it included branch services that are partly controllable by
McGaran but others, like ATM, that are much less controllable.

McGaran seems to be aware that he has to do a good job and keep the customers happy.
He is trying. But he has to make this compatible with the financial results and all the other
variables. How much effort he devotes to each one of the dimensions he controls should
be for him to decide. Lisa Johnson and the President should make sure McGaran
internalizes what the branch should achieve and let him do whatever he thinks is best. If
he cannot make this kind of decisions because he does not have the necessary knowledge,
they should train him before anything else; if they believe (which actually they do not)
that this person is not fit for that job, they should find another place for him. But if they
think that he can do it and that he is doing fine, they should give them the 30% bonus,
even if it takes saying that his performance is “above par” when, according to the
scorecard, it is not. If they do not do that, McGaran will learn something: next time, forget
about value creating activities for the firm, or for improving the internal climate of the
branch or to do a real better customer service: worry only about the questionnaires of the
customers, and do something that will increase your rating.s

Quite obviously, if they do that, the President has to start getting rid of the Performance
Scorecard with prudence and wisdom. The conclusion is simply an extension of Schwartz
(2015) and Winter (2020):

A Balanced Scorecard with indication of different dimensions and quantitative goals for
each one, and an incentive associated with it, destroys (1) the moral skills of the person
who is evaluated through them, and of the evaluator as well; and (2) the moral will of the

two individuals.

4 In fact, there is some evidence in the case that this may already be happening, as McGaran has tried to
improve his customer satisfaction ratings in a purely cosmetic way; and that Lisa has not had the fortitude
(which is a moral virtue, incidentally) to be critical of his performance. But this would be a long discussion,

and we have no space here do go into it in depth.
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What a person should do when working in any organization has to do with the ends of the
organization, applied to the individual’s job. This translation is not trivial at all. We may
be willing to accept that the bank has done a good job at quantifying some aspects of the
job; but this does not include all of them. The Eliot quotation at the beginning of the

article, then, is again particularly appropriate: What wisdom have we lost in knowledge?

12. Is there a conflict between effectiveness and humanistic values?
What we have said may lead to believe that managers are idiots, cranks, crooks, or
something similar if, on purpose, they introduced techniques that have succeeded in
dehumanizing and demoralizing the firm.

Well, not necessarily. They have had strong pressures to obtain short-term results from
“above” and they apply this pressure downwards. And the process is repeated in the
second, third, and additional levels. Until you come to people that are governed just with
“statistics”. The movie “Sorry, we missed you!”, by Ken Loach is a perfect illustration of
this at the lower levels. The nonsensical inhuman system of exploiting workers shown
there, has unfortunately become very common. The foreman in the movie only wants to
make ‘“his stats” and, thus, commands in a way that is inhuman, unreasonable and
exploitative. He is not the culprit, above him there is someone else that has his/her own
“stats”. And so on and so forth. And, above everything else, you can be sure there is a
Balanced Scorecard.

Indicators in general are typically useful for decision-making, but essentially for self-
control. They help in diagnosing what happens in McGaran’s branch. The only thing
management should worry about McGaran’s ratings should be to try to find out why
(diagnostic) the customer satisfaction ratings were low. There might even be obvious
reasons. Applying the incentive system automatically is absurd.

Using the system to diagnose problems, in contrast, will result in positive learning and an
improvement of the results, even possibly in the short run, but for sure in the long run.
Using the scorecard as a straitjacket or an automatic threat will not result in any

effectiveness.

13. Re-humanizing the company?

The basic conclusion of the previous analysis is that indeed the firm has been
dehumanized and that the Management Control Systems have been one of the tools used
in order to do that.
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We have also stated in the las section that, in general, it is not because of bad will or
ignorance, but rather because some of these techniques become, at some point in time,
“fashionable” and obtain the short-term results that shareholders ask from them.
One way no to do that is that of teaching more Ethics courses, or more sessions on Ethics
in the programs of the Business Schools. As Ghoshal said many years ago (Ghoshal,
2005; Ghoshal et al, 1999), business schools should not teach additional courses; it would
be sufficient if they stopped teaching some of the concepts, theories and approaches that
they are teaching now. Since Ghoshal passed away, the trend has rather been the opposite
to what he would have wished. What they teach has been more and more economistic
and, at the same time, they have introduced more and more Business Ethics courses,
which then become something only cosmetic. Economistic courses tell students that
shareholder value and the ways to increase it are the only important thing, and that
incentives are the way to accomplish that employees do whatever is necessary in order to
achieve that objective. Business Schools have been abducted by the economistic
approach, which has influenced all the disciplines taught in them. Accounting and finance
courses and textbooks seldom look at people in the organization as if they did not exist.
Strategic management books and courses do no better on such matter. Even OB courses
and textbooks look at people as “instruments” in order to achieve the objective of
“effectiveness” (see, e.g., Robbins and Judge, 2013):

“Organizational behavior (...) is a field of study that investigates the impact that

individuals, groups, and structure have on behavior within organizations, for the

purpose of applying such knowledge toward improving an organization’s

effectiveness.”
We went to some length at the beginning of the article to the social context where the
change towards dehumanization had taken place, precisely because what is taught in
business schools, published in books, and so on, comes from the social context; and, thus,
If we want to change that (and we should if we want to increase the total welfare of all
the people of the world and not to make rich some shareholders) we should change the
social context, starting with our attitudes towards organizations in general, firms in
particular and the way to conduct firms very specifically.
Changing the social context is not easy. It will not be done by teaching ethics. Teaching
ethics can achieve at most a change in our minds, and what is needed is an increase in our

virtues, mainly practical wisdom and justice. And an increase in virtues takes place only
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with practice. And there will be no practice if we have systems that do not favor that, and
the climate of the firm is such that the people that get rewards and recognition are the

ones that make (or exceed) the numbers.

14. Conclusions

The main conclusions of this paper can be put in a very brief form. First, that there has
been a trend towards dehumanization of the firm since the late 70’s of the past Century,
that has achieved a sad state of dehumanization within organizations in general, and firms
in particular. This takes the form of people as instruments to generate economic wealth
for shareholders. This trend should be reversed.

Second, to a great extent this has been done through “mechanistic”, “modern”
management techniques: sets of indicators (“the more, the better”’) and incentive systems
(again, the more, the better). These are the basic instruments of Management Control
Systems, which are the main organizational arrangement to manage the firm. Specifically,
“Balanced Scorecards” have been possibly the main culprits of dehumanization.
Therefore, they should be eliminated as soon as possible, and we should go back to the
“classical” approach to Management Control Systems as a tool for self-control (Drucker’s
expression) and diagnose (in the sense of Anthony, Dearden and Vancil). Indicators are
not a bad thing if they are used for that purpose. On the contrary, they are a very good
thing; but they become bad when they are the basis for controlling and rewarding
(“Campbell’s Law™).

Finally, in order to re-humanize the firm, we all have to make an effort to celebrate and
encourage the accomplishments of all employees in a firm (as well as any public
personalities) in terms of everything they do, and not because of their financial success.
To the extent that we all publicly admire Zuckerberg and Bezos because they made

billions, we are contributing to dehumanize the firm.
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