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BUILDING SHARED UNDERSTANDING

In the May issue of THE SYSTEMS THINKER,
we featured an article about the potential
pitfalls of end-of-quarter discounts, using
Lucent Technologies’ fiscal woes as a caution-
ary example. Management consultant Zuzana
Dermiskova from Brno, Czech Republic,
offered the following take on this all-too
tempting—and too common—quick fix.

n roblems created by end-of-quar-

ter discounts are typical exam-
ples of the downside of focusing on
local goals (in this case, sales targets).
Although such actions can undermine
the whole system, they take place in
companies again and again.

In this case, as revenue drops, the
salesforce is pressured to make its
quarterly numbers (B1 in “Discount-
ing Discounts”). To do so, the reps
offer customers discounts and other
incentives. These actions lead to
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When reading the loops, note that R2 includes the variables in Bl, and B3

includes the variables in R2.

higher sales and revenue. But over the
long run, customers come to expect
these last-minute discounts, and the
average return on sales declines (R2).
With lower profit margins, the com-
pany’s revenue falls even further.

Salespeople typically have a
strong “win” mentality; it does not
matter whether they are the sales
chief, an area manager, or a sales rep.
With little exaggeration, we can say
that if they do not win, they do not
exist. This “I need to win; I want to
be the best” mindset is often valuable
for initiating progress, new ideas,
growth, and creativity. Therefore,
management’s task is to understand
and intentionally leverage this mental-
ity for the benefit of the whole sys-
tem, and not just that of the
individual or the sales department.

I frequently observe situations in
which people
behave competi-

tively, although
they do not want
to and are sure
they do not do so.
Two things can
help for using this
natural human
tendency: First, [
must clearly define
with what and
whom I can com-
pete without
undermining the
company’s viabil-
ity, and second, I
must determine
who my team-
mates and col-
leagues really are.
To that end, sales-
people need more
information about
the consequences
of their actions on
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other departments—and on the entire
organization.

Company vision and values are
not enough to support cross-func-
tional teamwork. Managers should
work on establishing systems and pro-
cedures for initiating collaboration and
information exchange between sales
and other departments. But merely
holding formal meetings is not
enough; when people truly collabo-
rate, they have common goals and
tasks. What these common tasks could
be depends on the company’s products
and services, its market and its posi-
tion in this market, and other features.

As a company’s revenue falls, its
need for cross-functional cooperation
rises (B3). The better the cross-func-
tional cooperation, the lower the risk
that any one department will focus
on local goals at the expense of the
larger system. In the case of salespeo-
ple, they must become aware of the
impact that sales discounts have on
company profit. Having a better
understanding of how the whole
company functions and how it gener-
ates profit leads to a more judicious
use of discounts and less undermining
of the company’s revenue.

This change in behavior needs to
be supported by incentive systems.
Simply establishing stretch sales goals
initiates the B1/R2 loops all over
again. And with whom do the sales-
people compete in a system in which
they are engaged at increasing the
company profit and not just achieving
their sales targets? The feeling that I
am a member of the whole company,
not only of one department” can lead
salespeople to compete to eliminate
contlicts between departments,
unnecessary costs, and customers’
complaints. O

—Zuzana Dermiskova
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