41. Short-termism
1. Fill in the gaps

The term ‘short-termism’ is given to any business that prioritises immediate profits over long-term ____________ such as growth or __________________________. The classic short-termist business is the ‘cowboy’ builder – who exploits the vulnerability of customers, caring nothing for repeat business as long as a huge enough _________ has been made in the short-term. But Volkswagen could be accused of the same weakness, given that it was caught fiddling the official exhaust emissions tests for its cars. Did the company not realise the risk it was taking? In Britain there’s a lot of concern that ________________ limited companies may be especially prone to short-termism, as directors try to keep ___________________ happy – just long enough to get their bonuses.

Words from:  public, diversification, shareholders, goals, profit
2. Does short-termism work? 
Britain’s Arcadia (owner of Topshop) has always been known for short-term planning horizons. Boss Sir Philip Green looks for a 12-month payback as a criterion for judging possible investment. By contrast, Spain’s Inditex (owner of Zara) has always looked to the long-term. In 2001 the companies were of comparable size. By 2015 Inditex was the biggest clothing retailer on the planet. Arcadia had gone nowhere. Look at the graph and answer the questions.
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2.1 To what extent does the above graph prove that short-termism hurts long-term performance?

______________________________________________________________________________________

______________________________________________________________________________________
2.2 Explain one possible reason why Arcadia’s short-term thinking held the business back.

______________________________________________________________________________________

______________________________________________________________________________________
2.3 Explain one possible reason why a business such as Arcadia might adopt a short-termist approach to its planning.
______________________________________________________________________________________

______________________________________________________________________________________
3. Outline two possible effects of short-termism by companies 
______________________________________________________________________________________
______________________________________________________________________________________
______________________________________________________________________________________
______________________________________________________________________________________

41. ANSWERS – Short-termism
1.  Goals … diversification … profit … public … shareholders
2.1 To what extent does the above graph prove that short-termism hurts long-term performance?

It presents a good case for suspecting that there’s a link, but nowhere close to proving it. Even if there were 500 comparable examples it still wouldn’t be proof.
2.2 Explain one possible reason why Arcadia’s short-term thinking held the business back.

The short-term thinking may have held the business back by making managers reluctant to recommend bold steps such as opening TopShops in China or India
2.3 Explain one possible reason why a business such as Arcadia might adopt a short-termist approach to its planning.

· The reason would be associated with the style and approach of its boss, Philip Green. His desire for a quick profit (tax-free) almost certainly established short-termism within the corporate culture.
3
i. One likely effect is lack of Research & Development and therefore innovation – which in the long term will hit growth

ii. Short-termism is likely to make it hard to build up customer loyalty (because the business is never generous to them). So there’s a risk that the business will be vulnerable to new competition entering the market
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Revenues

		

						Euros		Euros		£s		£s

						Zara				Arcadia

						Zara sales		Zara profit		Bshop sales		Bshop profit								Inditex sales		Inditex profit		Arcadia sales		Arcadia profit

				2001/02		3250		517		1,740		116						2001/02		2,600		414		1,740		116

				2002/03		3974		660		1,800		228						2002/03		3,180		528		1,800		228

				2003/04		4597		627		1,660		296						2003/04		3,678		502		1,660		296

				2004/05		5670		952		1,770		326						2004/05		4,536		762		1,770		326

				2005/06		6741		1094		1,800		301						2005/06		5,393		875		1,800		301

				2006/07		8196		1356		1,850		293						2006/07		6,557		1085		1,850		293

				2007/08		9435		1652		1,840		275						2007/08		7,548		1322		1,840		275

				2008/09		10407		1609		1,900		214						2008/09		8,326		1287		1,900		214

				2009/10		11048		1729		2,800		213						2009/10		8,838		1383		2,800		213

				2010/11		12527		2290		2,680		133						2010/11		10,022		1832		2,680		133

				2011/12		13793		2522		2,670		167						2011/12		11,034		2042		2,679		167

				2012/13		15946		3117										2012/13		12,757		2494		2,683		148.1

				2013/14		16724		3071										2013/14		13,379		2457		2,707		202

																		2014/15		14,493		2558		2,070		214.3

																		*Euro figs converted to £s at £1 = €1.25

																										Arcadia sales (£s)		Arcadia profits (£s)

																								2006/07		£1,850		$293

																								2007/08		£1,840		£275

																								2008/09		£1,900		£214

																								2009/10		£2,800		£213

																								2010/11		£2,680		£133
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						Inditex number of stores

						China		UK

				2006		0		58

				2007		7		64

				2008		14		72

				2009		27		88

				2010		68		91

				2011		119		90

				2012		275		95

				2013		396		95

				2014		457		99
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UK

Inditex: number of shops in UK and China
Source: Inditex annual reports




