Making a Difference at Air Products & Chemicals

The guiding principle for the business
economist is to focus on the profit creation
process. To determine whether the economig
is adding to profitability, logging requests
and their results, surveys, benchmarks ang
continuing education are important. More
successful applications are economic fore
casts, company-specific models, productivit
measures and analysis, conducting internal
training programs, country risk analysis,
customer relations support, and price and
cost support. Building relationships can be
accomplished through verbal and written
communications, team participation and elec-
tronic information sharing. Suggestions for
success of a business economist are honest
helpfulness, humor, and humility without
hubris.

By Duncan H. Meldrum*

economist. | spent most of those years in a variety of
economics functions at Air Products and Chemicals,
Inc., an industrial gas and intermediate chemical
producer. My current title is corporate economist, and

| report to the vice president of corporate planning.
The company sells its products in more than thirty
countries on every major continent. Key industrial
gases cannot be transported over long distances, so we
maintain plants in almost all the countries in which we
operate. Some of our products are sold, and inputs
purchased, under long-term contracts. The nature of
our business shapes much of what | do on a daily basis,
so keep these characteristics in mind as you read the
following.

GUIDING PRINCIPLES

Profit drives business in capitalist economies, so
business economists more than any other economists
need to focus on the profit creation process. The key

to any success my career has had rests on that very
simple principle. Every task the economics function
undertakes must provide some demonstrable value
added to the company.

The great thing about economics is that it can add

S | SIT HERE trying to determine factors that value in many ways. Most economists (myself in-

help business economics functions succeed, kluded) like to analyze challenging and complex prob-

have to admit that | do not know any typical businesslems that tax our skills and knowledge. A good
economics functions. Neither benchmarking exercisesusiness economist, however, must avoid the tempta-
nor extensive informal networking has ever turned uption to concentrate on challenging and interesting
another function that quite matches my current oneproblems that do not impact the company’s bottom
Perhaps no typical function exists. The application ofline. Sometimes the greatest contributions a business
economics s probably too dependent upon acompany’economist can make come from a very mundane
culture and upon the specific skills and training of its application of a very simple economic principle or
economic practitioner. What may be a path to distinc-statistic. While an academic economist might not find
tion at one company could well be a path to extinctionsome of the work | do all that challenging or interest-
at another. ing, | get a lot of satisfaction from making a contribu-

The principles, performance assessment methodsjon to the company’s profitability.
applications, and characteristics discussed below have Repeating myself in simple terms, because | think
worked for me in my almost twenty years as a business$t bears repeating: if an economics-related task adds to
the company’s bottom line, | do it. If asked to do work

*Duncan H. Meldrum is Corporate Economist, Air Products & that does not incre_ase profitability, I minimize my
Chemicals, Inc., Allentown, PA. effort or do not do it.
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ASSESSMENT METHODS let me experience some of the changes that are going

The economics groups | worked in when | left my ON in the academiq side_ of our field. I found ways to
line job in the Navy in 1978 did many activities typical aPply course work in rational expectations, economet-
of economics functions of the day. This work included 'ics, international economics and, most recently, the
macroeconometric modeling used in forecasting andmany new advances in growth theory. Post-doctorate
policy analysis, public relations, massive documentCOUrses in country risk analysis and the NABE econo-
preparation, etc. The groups operated in relativeMetrics training program led to internal appllcatlon_s.
isolation from the rest of their organizations and ! @lso rely on the National Bureau of Economic
received relatively limited feedback. ResearciWorking Papergo stay abreast of the latest

As technology changed and businesses began t8eory developments that may be important to my
question the value of economics functions, it becamecompany.
pretty obvious the old style economics function could
not last. With limited feedback, we had very little
ability to determine if we were adding anything to the As | noted above, our economics function used to
company’s profitability. To get better feedback, | put provide a lot of information now widely and inexpen-
in place a number of mechanisms | still use today. sively available from consulting firms, business publi-

Log My old Navy habit of keeping logs gave me cations and the Internet. As economics information
what | consider my most valuable assessment toolbecame increasingly available, our economics func-
Since the mid 1980s, | have logged every request fotion began to stop duplicating information readily
presentations, analysis or assistance | have received. available from outside sources. We focused instead on
log them by category (macro, industry, data, interna-the application of economic principles to specific
tional, modeling), requester’s department, and includecompany problems. The applications described below
a terse synopsis (one line) of the request and respongemain among the more successful still done at my
given by the economics group. | note how economicscompany:
added value. | also note “failures” where we could not  Economic Forecasts.Yes, we still provide macro
help, gave bad advice, or otherwise missed an opporand micro economic forecasts. The forecasts provide
tunity to improve the bottom line. The log has helpedthe external backdrop for a three-year budget and ten-
determine work loads, analytical emphasis, trainingyear strategic plan for forty-eight countries. The goal
needs, etc. It also helps demonstrate where, when and to provide aconsistent and reasonable economic
by how much economics has made a difference inoutlook for measures important to company perfor-
company performance. mance not a “perfect” forecast of the world economy.

Surveys. | infrequently survey users of economic | adjust a forecast from one of the major economics
work within the company to make sure we continue toconsulting firms by results from small supply-side
provide appropriate and timely information. Surveys growth models that focus on sectors important to the
tend to become burdensome if repeated too often, sodompany’s products. The adjustments tend to be
provide information request forms with widely distrib- minimal; | do not waste a lot of time on areas that have
uted forecast summary documents as a form of infordittle bearing on company performance. The value
mal survey. | also provide evaluation forms after everyadded to the company comes from two sources: con-
training course | give. sistency in cross-business area comparisons of budgets

Benchmarks Upon taking over the economics and plans (information cost savings), and company-
function in 1989, | benchmarked as many economicsspecific market and inflation forecasts that reduce
functions as | could using personal contacts and thenformation gathering needs for individual group plan-
Business EconomicsBusiness Economist at Work” ners (economies of scale).
columns. | also devoured Walter Hoadley’s book Company-specific ModelsThe economic fore-
Looking Behind the Crystal Ballwhich | consider casts feed a few company-specific models that tie
must reading for anyone practicing business economeompany profits to the economy through demand and
ics. Periodic benchmarking identifies potential appli- supply equations. The models give senior managers an
cations, and helps determine existing applications thatinderstanding of the impact of the economy on ex-
are replaceable by outside services. It also keeppected performance exclusive of any specific actions
management informed about how my economics func-we take. The model effort has been successful because
tion compares to others. it provides a perspective senior management otherwise

Continuing EducationlIn order to continue to add does not receive. | present the model as an informa-
value to a corporation, | believe business economistgional tool, not as a forecast and not as a competitive
must continue to stay on top of the advances in theoutlook to the “official” group forecasts. The value
academic side of our profession. | earned my Ph.Dadded comes from providing an independent view of
part time from 1983 to 1992. The length of the procesperformance that helps identify budget inconsisten-

APPLICATIONS
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cies, challenges arising from the external environmenfpricing decisions. As companies work to become ever
that might otherwise have been overlooked, and &aloser to both customers and suppliers, economics can
relatively easy way to assess “what if” economic provide a platform for discussing shared objectives and
scenarios. views.

Productivity Measurement and Analysisn my Escalation Clause Training Economics supports
experience, the typical business person tends to thinkescalation clauses in a large number of selling and
of productivity in a single dimension (labor productiv- purchasing contracts through the provision of data.
ity is usually the most common single-dimension). This effort provides an excellent vehicle to discuss
Economics provides all-encompassing ways to meapricing trends with the middle management of the
sure productivity of combined inputs (multifactor company. | also teach an internal training course that
productivity as measured by the BLS, for example) thatdescribes government price index systems, index meth-
more accurately assess an organization’s true produmdologies, and their application to contracting.
tivity. My economics function has provided guidance Price and Cost SupportOver the years, econom-
in the development of meaningful productivity mea- ics has built a number of price data systems used by
sures, developed productivity measurements of othepurchasers, contract managers, and marketers. These
companies, and obtained measures of industries odata systems allow purchasers to estimate supplier
sectors to which the company compares itself. Becauseosts using government price indexes, contract manag-
a poorly designed productivity measurement can leackrs to escalate long term contract prices easily in
to unprofitable behavior (a “headcount” measure couldaccordance with established clauses, and the sales
lead to substituting unmeasured but more expensivdorce to justify price increases. Economics gives the
outside services for employees, for example), thecompany a central point for data acquisition and
value added of an economics approach to productivitydistribution, providing economies of scale as well as
can be enormous. expertise in data application to all business functional

Index and Data Measurement TrainingThe areas. This is a true nuts and bolts application that
conversion of the National Income Accounts to chainedrequires extensive knowledge of both government data
Fisher-ideal indexes caused a major reevaluation obystems and company functions. There is not much
many indexing schemes inside my company. Thevisibility in this function but value added can be
economics function taught index methods to financialextremely significant because the correct application
and business area people, then acted as an internaf data brings benefits on both the sales and cost side
consultant in the development of numerous internalof the income statement.
mdexmg systems. | do. not know_many e_lcadem|c KING AN IMPACT
economists who consider index creation that |mportantMA
or interesting (were you taught the nuances of Paasche, These applications all grew out of contacts be-
Laspeyres or Fisher-ideal index methods in any mathtween the economists and individuals throughout the
econ class?). Accurate internal measurements directlgompanyEconomists must build extensive relationships
comparable to external measures of the economyto make a broad impact. Below | have listed a few of the
however, can improve company performance moni-key routes | have found for building relationships:
toring and decisionmaking. Internal systems that  Presentations. While lots of “free” information
consistently measure concepts across the company alsxists, not many business people have the time or skills to
let managers accurately make cross-business comparinterpret easily an economic event's meaning for the
sons of, for example, volume changes through time orcompany. Economics teaches us to think of multiple
productivity. relationships in a constantly shifting world. Well-pre-

Country Risk AnalysisiVhile a number of external pared presentations that simplify and interpret that world’s
country risk systems exist, the company’s internationalimpact on the bottom line provide excellent vehicles for
investments have certain characteristics that requirdouilding relationships. | try to average three to four
different emphasis on traditional risk factors. In presentations a month to small internal audiences.
addition, the time horizon for most risk systems is not ~ Written CommunicationsAs did many economics
long enough for our strategic planning needs. Wefunctions, we used to produce a widely distributed, 100
created our own system based loosely on a traditionaplus page document two or three times a year to present
country risk analysis, then added some fuzzy-logicour forecast of the world economy. The document
components of the system to incorporate longer termwent into great detail regarding the development of the
nonquantitative factors specific to our businesses. forecast and the assumptions behind the numbers in its

Customer Relations SupportWe assist sales tables and graphs. Groups used the document as a
efforts by providing analysis of customer markets for reference in both the budget and strategic plan devel-
selected major company clients. This effort helps withopment. Our surveys determined very few people read
capacity expansion decisions, marketing efforts andit from cover to cover. Most turned to the page they
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needed and pulled off a numb@&nday, the document Helpfulness. Try to respond to anyone who asks
has been replaced by brief (two- to three-page summarie$pr help, keeping in mind how important the request
written reports and spreadsheets of data electronicallynay be for profitability. Find ways to make economics
distributed to targeted individuals. The report contains auseful. Get out into the company through presenta-
request for additional information that lets us meettions, teams, written communications.
detailed needs directly and helps foster individual contact Humor. Keep a sense of humor about your field,
between economics and the rest of the company. yourself, and your function. It took me a while to
Team ParticipationTeams present excellent ways realize that the rest of the company did not take
to enhance relationships and bring economics thinkingeconomics as seriously as | did. | eventually came to

to a broader audience. | participate on strategicthe conclusion that the economist is hot much more
planning, marketing and financial analysis teams on ahan a court jester; entertaining for the monarch’s
regular basis. court, but not always taken that seriously. The jester’s

Electronic Information Sharing MethodsThe value comes from the ability to speak the truth in public
economics function aggressively uses new technologythat others in the royal court cannot whisper. A sense
to disseminate data, analysis and forecasts. | stilbf humor lets the jester keep his or her head. It also
believe that electronic communication must enhancemakes the job a lot more fun.
not replace, face to face communication. Humility minus Hubris. Economists who always
have to be right, who always are serious about their
field and who exaggerate their importance to the
company typically do not last long in the business

| think economics can add a lot of value in a world. Industrial companies especially can easily view
corporation, but | have to admit the gradual decline ineconomics as an expendable staff function of minor
the number of economics functions suggests manymportance. A sense of humility helps me keep from
business people do not agree with me. To close out mgetting too full of myself. While many of my audiences
thoughts, 1 would like to suggest “Four Minus One H” may not have a lot of formal economics training,
characteristics | think an economist should cultivate inexperience and business intuition tend to produce an
order to succeed at a company. excellent feel for the economy. In my experience,

Honesty.First, with yourself: know your strengths many senior managers interpret the economy much
and use them; know your weaknesses and be willing tdetter than highly trained economists.
work on them. Do not be afraid to say you do notknow  Finally, | acknowledge many of these characteris-
when you do not know the answer to a question (buttics do not fit every successful business economist |
keep yourself learning so you do not have to say it toknow. One characteristic that does is a focus on the
often). Acknowledge mistakes and forecast errors.bottom line. Most good business people will value the
Take positions based on principles, not based orfunction appropriately if it helps them improve the
internal politics. Many business types already think of company’s resullts. If enough companies find econom-
economics as a “waffling” field, so you must cultivate ics improving profitability, we may even start improv-

a reputation for honesty. ing the perception of the field.

CHARACTERISTICS OF THE SUCCESSFUL
BUSINESS ECONOMIST
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