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A home is the most complex purchase most consumers will ever make. The
decision spans the entire spectrum of behavioral influences, from the legal and
practical to the social and emotional. From traditional and cozy to sleek and futuristic,
practical to extravagant, homes reflect their owners’ sense of style, activities, and
personal values. Because of this deep connection with self-image and lifestyle, many
buyers want their homes to be unique, to have special touches that meet their personal
needs and distinguish them from all other houses in the neighborhood.

Unfortunately, this desire to create unique houses collides with the cold realities of
homebuilding economics. Customized houses cost more money, and the more custom
a house is, the more it’s likely to cost. The reasons range from the need to hire an
architect to draw up the plans to the builder’s cost of buying specialized materials in
small quantities. For the vast majority of new-home buyers, creating a one-of-a-kind
master-piece is simply too expensive. In the typical suburban planned neighborhood,
one or more homebuilders offer a few different models quickly. and cost-effectively,
but the result is often cookie-cutter houses that look nearly identical. Consumers

who’d love to have a unique house built to satisfy their dreams and demands can look
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up and down the streets and find other people with practically the same house. It’s a

little like showing up for a parly in some splendid new outfit, only to find a dozen 'ljﬂg

other people wearing the same thing-except that you’re stuck with your house for e

years, not just for an evening. | ‘,’&

In this buyer frustration, homebuilder Donald Horton saw opportunity. He realized ?9{7
that it doesn’t take much to give most buyers a sense of uniqueness. It could be a )i
marble entryway to impress puests, an enlarged kitchen window to let parents keep a 1 g}
better eye ontheir children playing in the yard, or a whirlpool bathtub in the master | g
hdall

bedroom. Horton offer perhaps 10 basic home models in each of his developments;
then he lets people make choices to customize from those standardized starting points.
Horton still gets'much of the cost-effective of mass production, and buyers get to feel
a little mores special about their new homes. Many cost-conscious builders, in
contrast, calculate their costs for each model down to the penny and refvse to budge
when buyers ask for change.

Options such as whirlpool baths and fancy windows have a strong emotional pull
for buyers, who often don’t think twice about the additional cost, a smart salesperson
can remind them that over the life of the typical 30-years mortgage, a few indulgences
barely create a financial blip. Adding a US$1,000 whirlpool bath to a US$200,000
house with a 10-percent, 30-year mortgage, for instance, works out to less than
US$0.30 a day. For $5 a day, you could add about US$17,000 worth of custom
goodies-enough to add a lot of personal touches to a standard-issue structure.

Being flexible enough to lct consumers add all these options pays off handsomely
for Horton. First the profit margin on options is often higher than on the basic
structure of the house, so the more options people buy, the higher Horton’s profit
marginv. Second, letting people choose the personal details often leads to fasters sales.
The faster he can sell homes, the less money he has tied up in inventdry.

Having the flexibility to respond to customers’ unique requests looks like good
business to Horton. His company’s profit margin is more than twice that of his nearest
competitors, and sales continue to grow. He’d be the first to tell you that listening to

customers is just basic good business.
fitig = FRE -

1. How does Donald Horton apply the marketing concept?

2. Because of his willingness to customize the details, would Horton be able to
attract all homebuyers, regardless of price category? Why or why not?
How does Horton’s flexibility relate to the definition of quality?

4. ldentify at least three other consumer purchase choices that like houses, reflect

the buyer’s self-image and lifestyle.
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Eastman Kodak is a US$20 billion Rochester, New York, company. Comprised of
several business praduct lines-film and cameras, chemicals, and pharmaceuticals
—Kodak’s.lvproﬁt in 1992 was well over $1 billion per year. Kodak has been a strong
market contender for decades in the film industry, having some 70 percent of the
market. With all this going for a company, youw’d think there’d be a little to be
concerned about. Wrong!

Kodak is having difficulty keeping its managers. Take, for instance, Christopher
Steffen. Steffen was considered one of the best finance minds in the business. Because
of a need for change to keep pace with the ever-changing world, Kodak was looking
for someone of Steffen’s caliber. And did it ever pay off Within weeks of being hired,
Steffen began his analysis of what the company needed. He looked for inefficiencies
in its operations. He advocated cutting costs and restructuring the company, which
included selling the pharmaceuticals division-a part of the company the president had

nurtured. His efforts were quickly rewarded as Kodak’s stock skyrocketed because of

what he was doing.

Then, suddenly, eleven weeks into the job, Steffen quit. His resignation sent all
involved with Kodak searching for answers. Had Steffen made a bad decision in
coming to Kodak? Did he have a too ambitious plan for the recommended change?
Was he up against the culture of the organization? Did he perceive living in a small,
isolated tdwn created a barrier to his desire to continue his career growth? We may
never know. The point, however, was here was an individual who had all the qualities
of an effective manager. He planned his course of action, looked at how the company
was organized to best meet its plans, and took a leadership role to correct gaps in
where the organization was versus where it could be. Yet in spite of his management

ability, Christopher Steffen and his job at Kodak were not a good match.

fog =M -
1. What role does organization culture play in creating a proper match between
employees and their jobs?
2. How can restructuring the organization affect its culture?
If you were Steffen’s boss at Kodak, and were pleased with his work, what

actions would you take to attempt to keep Steffen from resigning?
Source: Carol J. Loomis, “ The Battle to Shape-Up Kodak,” Fortune, May 31, 1993, pp. 62-63.
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Sue Reynolds is twenty-two years old and will be receiving her bachelor’s degree gm
in human resource management from the University of California at the end of the & ;2
semester. She has spent the past two summers working for Califomia Mutual (CM), S
filling in on a permanent basis upon graduation. :‘ }‘i

California Mutual is a large insurance company. In the headquarters office alone, o
where Sue will work, 5,000 employees are employed. The company believes strongly )
in the personal development of its employees. This translates into a philosophy, é

emanating from the top executive offices, of trust and respect for all CM employees.

The job Sue will be assuming requires her to direct the activities of twenty-five
clerks. Their jobs require little training and are highly routine. A clerk’s responsibility
is to ensure that renewal notices are sent on current policies, to tabulate any changes
in premiums from a standardized table, and to advise of result of non-response to
renewal notices.

Sue’s group is composed of all females, ranging from nineteen to sixty-wwo years of
age, with a median age of twenty-five. For the most part they are high school
graduates with little prior working experience. The salary range for policy renewal
clerks is US$1,720 to US$2,370 per month. Sue will be replacing a long-time CM
employees, Mabel Fincher. Mabel is retiring after thirty-seven years with CM, the last
fourteen spent as a policy rencwal supervisor. Because Sue Spent a few weeks in
Mabel’s group last summer, she is familiar with Mable’s style and knows most of the
group members. She anticipates no problems from any of her soonsto-be employees,
except possibly for Lillian Lantz. Lillian is well into her fifties, has been a policy
renewal clerk for over a dozen years, and-as the “grand old lady”-carries a lot of
weight with group members. Sue has concluded that her job could prove very difficult
without Lantz’s support.

Sue is determined to get her career off on the right foot. As a result, sne has been

doing a lot of thinking about the qualities of an effective leader.

flEi SRR

1. What critical factors will influence Sue’s success as a leader? Would these
factors be the same if success were defined as group satisfaction rather than as
group productivity?

2. Do you think that Sue can choose a leadership style? If so, describe the style
you think would be most effective for her. If not, why?

3. What suggestions might you make to Sue to help her win over or control Lillian
Lantz?
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The Lab that Ran Away from Xerox

Bro Uttat

On a golden hilside in sight ot Stanford University
nestles Xerox's Pale Alio Research Center, a mecea
for talented rescarchers——and an crobarrassment. For
the $150 million it has favished on PARC in 14 years,
Xerox has reaped tar less than it expected. Yet upstart
companies have turned the ideas born there into a crop
ol promising products. Confides George Pake, Xe-
rox’s scholarly research vice president: “My friends
tease me by calling PARC a national resource.”

Not that the center has been utterly barren of bene-
fits tor Xerox. The company’s prowess in designing
custom chips, to be used n future copiers, comes
targely from PARC. So do its promising capabilities in
computer-aided desiyn and artificial intelligence.
’ARC did most of the research for Xerox s taser print-
ers, now a $250-million-a-year business growing at 43
percent annually and expected to turn o profit in 1984.

But Xerox hasn't cashed in on PAR(C’s exciting re-
search on computerized oftice systems, which was the
center’s original reason for being. According to Stan-
ford J. Garrett, a security analyst who follows Xerox
tor Paine Webber, the company s office systems busi-
ness lost a horritic $120 million last year and will
probably drop $80 million in 1983, “Nerox has got a
lot.out of PARC” says Garrett, “but not nearly as
much as it could have or should have.”

Why has Xerox had trouble translating first-rate re-
search into money-making products? Partly because
the process takes time at any large companyv—ofien
close to a decade. Sheer size siows decision making,
and the need to concentrate on existing businesses im-
pairs management’s ability to move deftlv into small,
tast-changing markets. This is a speciai problem tor
Xerox, still overwhelmingly a one-product company
whose copiers accounted for three-quarters of last
year's $8.5 billion in revenues and almost all the $t 2
billion in operating profits.

Sertous organizational tlaws., acknowledged by
high Xerox executives, have also proved a handicap.
PARC had weak ties to the rest of Xerox, and the rest
of Xerox had no channel for marketing products based
on the researchers’ etforts. The company has revamped
office equipment marketing five times in the last six
years. “Xerox has creaked, twisted, and groaned trying
to find out how to use PARC’s work,” savs an insider.
While Xerox has groaned, disgruntled rescarchers have
left in (rustration. These Xeroids, as they call them-
selves, have showered PARC's concepts-—for design-
ing personal computers, oftice equipment, and other
products—on competing companies.

PARC’s influence outside the walls of Xerox is an
onic tribute to the ambitious vision of the man who
tounded the center in 1969. C. Peter McColough, then
Xerox's president, charged PARC with provicing the
technology Xerox needed to become “an architect of
information” in the otfice. The new center, in a mut-
edly elegant three-story building whose rock-garden
atria toster meditation, quickly lured mary of the na-
tion’s leading computer scientists, offering what an
alumnus calls “a blank check and 10 years without
corporate interference.”

Roughly half of PARC’s money went for research
tn computer science and half for research in the phys-
ical sciences. Most of the glamour radiated from the
computer crew. Members were notorious tfor long hair
and beards and for working at all hours—sometimes
shoeless and shirtless. They held raucous weekly
meetings in the “bean-bag room.” where people tossed
around blue-sky concepts while reclining on huge pel-
let-filled hassocks. PARC's hotshots were not just
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playing at being geniuses. Before long. computer sci-
entists recognized PARC as the leading source of re-
search on how people interact with computers.

The hands-oft policy at Xerox's headquarters in
Stamford. Connecticut, proved a double-edged sword.
PARC researchers used their freedom to explore con-
cepts for personal computing that have since swept the
industry. All sorts of computers, including some from
Apple and [BM, now offer “bit mapped” displays.
which PARC championed 10 years ago. Such displays
link each ot the thousands of dots on a video screen 1o
a bit of information stored in computer memory, thus al-
lowing the computer to change each dot and create very
fine-grained images. Apple’'s new, easy-to-use Lisa
Haunts a display that can be divided into “windows™ for
viewing several pieces of work at once, as well as a
pointing device, or “mouse,” for giving commands.
PARC did the fion’s share of work on both ideas.

Bur Xerox's loose management also encouraged
PARC to overstep its charter, which was to do research.
not nuts-and-bolts product development. By the mid-
1970s, the center was hard at work on the Alto, an ex-
pensive machine with some of the attributes of a per-
sonal cormputer. which was supposed to serve as a
research prototype. Alto and its software became so pop-
ular inside Xerox, where PARC installed a coupie of
thousand of the systems, that some renegade researchers
began to see them as commercial products. Out of top
management's sight, they slaved like distillers of moon-
shine whiskey to develop the Alto for the market.

Product development. however, was the turt of an-

other Xerox group, which was championing a rival ma-
chine called the Star, later to reach the market as Xe-
rox’s 8010 workstation. Unlike a personal computer,
which generally relies on its own processing power and
memory, the Star worked well only when linked with
other Xerox equipment. (See “Xerox Xooms toward the
Oftfice of the Future,” Fortune, May 18, 1981 )

PARC rebels not only took on the development
group, but also dominated a Xerox unit set up to test-
market research prototypes. This group got over 100 Al-
tos installed in the White House. both houses of Con-
gress, and a few companies and universities. Unwilling
to support rival machines. Xerox guillotined the Alto
and in 1980 liquidated the whole test-marketing group.

Veterans of that group have been the chief evangelists
ot PARC technology. john Ellenby, one of the unit's
managers, later founded Grid Systems. His Compass
computer approximates some prescient PARC concepts
firstused in the Alto. [U’s portable, uses a bit-mapped dis-
play. and easily hooks up with remote computers. At
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$8.000 to $12,000, the Compass sounds too costly to be
popular, but Grid expects revenues of more than $28
mithon in 1983, its first full year of operations; in Au-
gust, Grid said it was on the verge of profitability.

Another manager of the test-marketing unit, Ben
Wegbreit, had previously been one of PARC's bright-
est technical talents. Convergent Technologies of
Santa Clara, California, founded in 1979 to make
workstations, picked off Wegbreit and two col-
leagues to design software. Convergent's word pro-
cessing program shows some of its origins in the
torm of a “ptece table.” a type of software developed
at PARC. [t allows computers with fairfy small mem-
ories to process long documents. [t does this by stor-
ing only the changes made when editing, along with
the original version, instead of the original plus a
full-length edited version, as other programs do.
Conveniences like that have helped Convergent land
contracts that could produce seme $450 million in
sales to big computer companies that haven't devel-
oped their own desktop systems.

Charles Simonyi, who defected from Hungary at
17, styles himself “the messenger RNA of the
PARC virus.” He worked at the center for seven
years, mostly on Bravo, a text-editing software pro-
gram for the Alto that never reached the market.
“We weren't supposed to do programs like that,” he
confesses, “so Bravo started out as a subterfuge.
But when people at Xerox saw it, they wanted to

. use it inside the company. Brave was why people

used Altos, just as VisiCalc was the reason people
bought the Apple I1.” Simonyi expecied some bril-
liant executive to see his product’s market poten-
tial. “That wasn't durab,” he says, “but it was naive
to assume such a person would come from Xerox.”
Simonyi found a warmer welcome at Microsoft
Corporation, based in Bellevue, Washington,
which rang up $50 million in sales of personal-
computer software in the year ended last June. A
big chunk of this year's sales, which should ap-
proach $100 milhion, will come from Microsoft
Word, a streamlined version of Bravo,

Lisa is the unkindest cut of all. In December 1979,
Steve Jobs, then Apple’s vice chairman, visited PARC
with some colleagues to poke around. They saw
Smalltaik, a set of programming tools. “Their eyes
bugged out.” recalls Lawrence Tesler, who helped de-
velop Smalltalk. “They understood its significance
better than anyone else who had visited.)" Seven
months later, Jobs hired Tesler, having decided to use
many Smalltalk features in the Lisa.

The Lisa had to be priced at $10.000, two to four

~times Jobs' earlier estimates. But it seems to be tak-

ing off. Apple claims to have shipped as many Lisas
in July, the first month they were available, as Xerox
has shipped Stars, or 8010s, in 19 months of avail-
ability. The Star, which embodies many concepts
used in the Lisa, has been ill-starred. The influential
Seybold Report on Professional Computing calls it “a
jack-of-all-trades which does none really well.” Sales
suffered initially because some of the Star’s software
was late in coming to market.

Oftice equipment analysts have started referring to
PARC-style systems as “Lisalike.” not “Starlike.” Ap-
ple’s next computer, Macintosh, scheduled to ripen
into a comumercial product by the end of this year, could
further identity Apple with PARC's ideas. The engi-
neering manager for Macintosh came from PARC,
where his last big project was a personal computer.

From this, Xerox might appear to have muffed the
chance to make it big in personal computers with
PARC’s creations. Some Xeroids are sure the com-
pany could have been arf early winuer if only it had
launched a less expensive Alto in the late 1970s. Un-
like the Star, the Alto was an “open’ computer, easy
for outsiders to program. [ndependently written soft-
ware has helped touch off the personal computer ex-
plosion, so the dissidents have a point. Because the
Star s “closed,” outsiders can’t write programs for it.

To mourn the Alto, though, is to blame unfairly
those who killed it. Xerox was out to produce office
equipment, and no office equipment supplier, includ-
ing [BM, foresaw that personal computers would
compete with their wares. It was inconceivable that
the cost of computer memory would decline 31 per-
cent a year, as it has for the last five vears, or that to-
day’s microcomputers would be as powerfut as yes-
terday’s mainframe computers. Xerox and its ilk
concentrated not on freestanding personal computers
out on clusters of workstations that share the use of
computer hardware. That way, customers could
spread high hardware costs across many workers.
And suppliers could defray the costs of their prized
sales forces with big-ticket orders.

Besides, Xerox had, and still has, ulterior motives in
the oftice. Competition in the copier market keeps
growing, and the company’s chief aim has been to pro-
tect copier installations by strengthening its control of
large, lucrative accounts. Companies that can sell com-
plete office systems——workstations with reliable soft-
ware, printers, and data-storage devices, all linked into
a network—have a stronger lock on their customers
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than do suppliers of stand-alone equipment. Thus. the
Star, which works well only when howked up with
other Xerox gear, seemed to fit the company’s strategy
better than free-standing little computers would.

The complete-system approach, moreover, was
more compatible with Xerox's expansive ways of
thinking than the alternative of making piecemeal
tmprovements on an individual machine like the
Alto. Big companies often can’t make the modest ef-

. torts needed to probe emerging markets. “lt’s a
- problem when you’re getting your fect wet in a new
business,” says Jack Goldman, formerly Xerox’s re-

search chief. “In a large company, every product
must be a home cun to justify the costs of marketing
and development.” ‘

That has been especially true at Xerox, which owes
its existence to xerography, one of the longest homers
on record. Top management “followed the big-bank
strategy.” says one veteran. “They wanted o build ab-
solutely the best office system instead ot taking things
bit by bit.” At PARC, the company’s urge to build the
best at the expense of the merely better, like an Alto.
had its own name: biggerism.

Biggerism could pay off in some ways, to be sure.
Xerox has big hopes for Ethernet, a PARC-invented
network that uses a cable and translating devices to
connect different types of office equipment. By soup-
ing up the performance of PARC’s original version of
Ethernet, Xerox drastically raised the cost of hooking
up, to as much as $5,000 per connection. That move
discouraged sales and deterred other equipment mak-
ers from adapting their machines to talk through Eth-
ernet. But now, improved chip technology has sliced
the cost of connecting by about two-thirds. Over 70 of-
fice equipment makers are using Ethemet or plan to,
including Apple. The temporary setback helped keep
Ethernet from becoming the industry standard, but it is
a standard. (The only other company likely to set a
standard is [BM.)

Xerox still thinks PARC's work can produce some
big hits. No one is more convinced than John Shoch,
a remarkably hard-boiled former PARC researcher
who became the company’s office systems chief last
October. His first priority is to expand the number of
Xerox products that will communicate over Ethernet
(20 do now, including laser printers and facsimile ma-
chines). Making a winner out of the Star will take
more effort. Because the technology is old and the
system tries to do so many things, the workstation
seems expensive and inept in many functions, espe-
cially compared to Lisa.

Shoch wants to bring out a less costly version of the
$15.000 Star. which he sees as one claw of a pincer’s
movement to narrow the Lisa’s potential market share.
The other claw. in his view, will be [BM's personal
computer armed with a Lisa-like set of programs writ-
ten by VisiCorp. Priced at some $7,000, that system
wor't compete directly with the Star but will be far
cheaper than the Lisa. It will also tap into Ethernet—
thanks to a helping hand from Xerox. Says Shoch:
“There’s going to be a squeeze between the lower
priced Star and commodity-type computers that run
better software. [t'1l be a tough place to compete.”

The company's support of PARC has never wa-
vered, This year's budget of $33 million or so will set
a record. But changes have taken place. Last March,
Xerox appointed a new director of PARC, William
Spencer. A veteran of two decades at Bell Labs,
Spencer admires AT&T's ability to transfer technol-
ogy out of the lab by attaching satellite labs to major
manufacturing plants. “PARC’s main shortcoming,”
he feels. “has been a lack of management attention.
We started things that didn’t match what was going on
in other parts of Xerox.”

Spencer is trying to produce a better fit by meeting
a couple of times a year at PARC with Xerox’s divi-
sion managers, some of whom haven't visited for
years, Every three weeks or so he breakfasts with
Shoch, and they've started a joint hiring program:
some new researchers will spend their first year or so
at PARC, then join the office systems group.

Time is on Spencer's side. Having taken its lumps
in the oftice systems business, Xerox has a better fix
on what kinds of products make sense. While
Shoch’s division still struggles to discover a suc-
cessful way of selling office systems, PARC, having
created much of the technology McColough sought,
is stepping up its work on a new frontier: very-large-
scale integrated circuits used for everything from di-
agnosing copier breakdowns to connecting personal
computers with mainframes. “The foundation for
our future will be the next generation of chips,” says
Spencer, who originally came to PARC to set up a
line for making them. “Office systems is a smaller
part of our work now.”

When a company wants to make it big in a new
business, a solid base of technology is necessary. But
it's hardly sutficient. Without a clear understanding of
corporate strategy and pressure from a hungry mar-
keting group, even the best technologists can get out of
hand. The tricky part is to strike a balance between en-
couraging creativity and getting your money’s worth.
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