Five I's for Business Economists

By Lawrence M. Small*

what can be done to heighten their importance and
If you as a trained business economist enhance their abilities to contribute to top level

wish to have a significant impact on your decisionmaking?
organization, you must: (1) focus on your USERS VIEWS OF ECONOMIC INPUT
internal constituents; (2) build a relevant

information resource: (3) be insightful re- My views, admittedly strong ones, on this topic, are

based on thirty-five years of experience in the corporate
world. | have served on the boards of directors of five
New York Stock Exchange companies. As a banking
and financial services person, | have been appointed to
many investment, budget, finance and planning commit-
tees, not only of those boards but of the dozen or so
nonprofit boards on which | have served as well. All of
these committees have been the recipients of hundreds
of presentations by economists, and | have been privy to
the hundreds of conversations that have been held about
I N MANY ORGANIZATIONS , the Economics those presentations and, naturally, the economists who
Department is regarded as an ivory tower; a staffgave them, after the presenter left the room.
function on the periphery of the organization, populated  What has always troubled me is that, more often
by intelligent, highly educated, articulate people who arethan not, the behind-the-back comments about the very
often interesting to listen to but fundamentally not a partobviously intelligent, thoughtful, higher educated econo-
of the mainstream operation of the enterprise wheremists making those presentations are generally light-
they work. And while Economics Departments aboundhearted, but mildly sarcastic, somewhat cynical barbs
in the corporate world, they are rarely regarded assuggesting that what one has just heard should be taken
senior-level, critical functions deserving of key spots in with a grain of salt, is available from any number of
the top management structure. suppliers of the same commodity, is “nice to know but
In my view, that is unfortunate, because many not something we can or would act on” and other such
trained economists possess extremely useful skills thagbliquely (and sometimes, not so obliquely) critical
can provide real value to business organizations. Bustatements. When you hear that kind of thing over and
trained economists rarely have a significant impact onover for so many years, you have to say to yourself, “If
the organizations where they work if they are part of anthis type of report is treated by its audience in such a
enterprise’s Economics Department. Almost always, cavalier way, why do they bother to continue to request
the economists who have areal influence oninstitutionajt? |s it just some form of entertainment, an interlude
strategy are those who have left the Economics Departprovided to lighten things up or to fill space?”
ment and gone on to other jobs. And plenty of econo-  Unfortunately, | don’t believe | have the perfect
mists have done just that. What can be done to changgnswer to that question. Howevethinkwhat’s going
the common perception of Economics Departments,on is that people believe it’s appropriate to seek interpre-
tation of economic events, and they think it's appropri-
*Lawrence M. Small is President and Chief Operating Officer ate to try to figure out what influence those events might
of Fannie Mae, Washington, DC. This paper was presentedyaye on the future. They also respect the fact that, to

at the 4@ Annual Meeting of NABE, October 4-7, 1998, . . .
Washington, DC. carry out the task of interpreting economic events and

garding your analytical work; (4) be an

effective interpreter of economic events ang
trends for your colleagues; and (5) be iden-
tified as someone who can contribute to you
organization’s innovation process.
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trends, you really have to have the appropriate brainvho really have a hand in shaping the key strategies of
power, education and experience. On the other handhe enterprise.
they do not seem, in most cases, willing to attribute  There is no question you can make a decent living
enough credibility to economists who do not have hands<€arrying out a communications function, you can make
on business experience so that they react in a trulya decent living as an articulate interpreter of economic
serious way to what economists say. events and trends for employees and customers, and
Obviously, that is not always true. There are anyyou can be a respected contributor to the speechwriting
number of economists whose words are taken to be verprocess for the CEO. While there’s no question there’s
relevant. But the number of meetings | have attendedralue in doing all of that, | believe there are ways to
in my life where that wanot the case has been quite make the jobs inthe Economics Department much more
significant. Consequently, | believe that business econoinfluential, much more powerful and most importantly,
mists should be very serious about the serious questiomuch more personally satisfying than they are.
of whether they are being taken seriously. And ifthey If you agree with that and are attracted by the
discover they are not, and they are not doing what theyrospect of becoming a significant participant in the
are doing just for the occasional quote they get in thestrategy development and execution activities of your
local paper, they should be asking themselves why noenterprise, then, for surgour Economics Department
and, to the extent they can figure that out, they shouldnust demonstrate many times over that it is making a
then decide what to do about it. contribution to the corporation that simply is not—and

WHY HAVE AN ECONOMICS DEPARTMENT? cannot—be made by anyone else.

To start that process, the first question that has to bJHE FIVE LILI STRATEGY
asked is, “Why would any enterprise choose to have an  To make that contribution, that unique contribution,
Economics Department?” The answer to that shouldmy belief is that successful business Economics Depart-
be, “Because it provides them with something they waniments have what | call a “Five ‘I’ Strategy:”
that they otherwise wouldn’t be able to get, at least not1 Inside infl
for what having their own department costs them!” ' Ins' € intiuence

. . LS . nformation

Withthatas a b_aS|c premise, itwould seem sen3|bl%_ Insight
for every Economics Department to be so obviouslys |nterpretation
adding value to the enterprise that no one would even; |nvolvement in Innovation
consider thinking of it as “overhead” or simply “nice to
have.” That, of course, means that the department has
to be providing the enterprise with information and If economists are going to be real “players” in the
analysis that it not only needs to run the business but alsmstitutions where they work, they have to focus on their
is either impossible or too expensive to get elsewherekey internal constituencies to develapide influence

And therein lies what | believe is a principal short- The customer newsletters are great. The dinner speeches
coming of quite a number of Economics Departments,are personally gratifying. The conferences are terrific
at least in the world | know best, that of larger corpora-for networking. But none of them puts you in a
tions. They simply do not add significant business valuecorporation’s inner circle. To getintheinnercircle, you
totheirinstitutions. While they may have an indicator or have to hang out with the members of the inner circle,
two that they track that is something no one else tracksand to do that, you clearly have to be able to be an active
the fact is what most Economics Departments turn ouparticipant in that particular world, a participant with
is quite similar to what is easily available in the media. relevantideas and information. If you spend the bulk of

It is certainly true that information that is readily your time focused outside of the inner circle, your
available, but nonetheless attractively presented, or @robability of getting to be a member of itis not going to
well-written newsletter for a given institution’s custom- be very high. Even though your calendar is filled with
ers, employees, suppliers and other constituencies hgsublication deadlines, speaking engagements and indus-
value. The issue is whether it tadficientvalue. The  try conferences, if you want to have more to say about
issue is whether Economics Departments, by focusingan institution’s trajectory, spend more timeioternal
so heavily on the “media” aspect of their work, reinforce matters than external ones.
the impression of economists as people who carry outa You might respond to that by saying, “l agree with
PR function. you. | would like to be more of a key player in my

If, indeed, economists are seen as carrying out a PRhstitution, but how do | suddenly start spending lots of
function, then itis quite natural for them to be viewed justtime with the people who call the shots, particularly if
the way most people in large scale enterprises view theithey don’t take the economics function that seriously in
PR people: specialists the modern world forces them tdhe first place?”
have but not real members of the group of key people  That is where the other four “I's” come in.

Inside Influence
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Information me how their corporate economist had done a study
The next one isnformation. Many business analyzing the performance of their various restaurant

economists seem to traffic in information that is widely UNits versus the key, relevant economic indicators for
shared and pretty readily available. And much of whatth€ immediate markets they served. The ideawasto see
they talk about has a very significant overlap with what Whether their stores were doing as well, better or worse
other economists talk about. Consequently, one heard1an the economies in which they were located. In one
the “it’s a commodity” statement quite often. And the Particular case, that of a central city store with tremen-
way to make a commodity-based business successful {§0US volume, the economist indicated he felt that the
to surround the commodity with enough in the way of restaurant was the “best in the chain” and that the

non-commodity products and services to make the total"anagement of that particular region should be con-
offering unique. gratulated because they were growing the store’s busi-

For example, | am on the board of the Chubb ness atamuch faster rate than the surrounding economy.
Corporation, which is a major supplier of homeowner's  The CEOtold the economist thathe was really quite
insurance. Now, homeowner's insurance is prettysurprlsed to hear the economist’s conclusion, because

much of a commodity. But Chubb has an extraordinaryl’® had actually been thinking about firing the manage-
market share with affluent families who are more thanMent of that particular region. Itappears that what they,
willing to pay more for Chubb’s homeowner’s insurance 2nd; it goes without saying, the economist, had missed
protection than that of other companies. Why? Be-Was that real estate pricesin th_atmarkethad risen much
cause the service is so good. Because the policy is §§Ster than any of the economic trends of the fast food
clearly written. Because the material for the home-Pusiness. Consequently, itwas patently obvious thatthe
owner is so attractively packaged. Because the resporpMart thing to do with the property was sell it (and not
siveness of the claims management process is so teKE€P running it as a fast food rfestaurant), because the
rific. I could go on and on. The pointis the company hagPresent value of the restaurant’s future fast food earn-
turned a commodity into a specialty product, even asorings was nowhere near what the market value of the
of status symbol where customers like telling others thatand had become.
“I have all my insurance with Chubb.” And Chubb has  Suffice it to say the problem here was that the
achieved that by pinpoint bombing, by precisely target-"€9ional management and the economist simply were
ing their particular product to a very specific market N°t insightful enough when looking at the economic
segment, by figuring out just what their particular targetindicators of the area in which that restaurant was
market wants and needs and giving it to them. Ic_)cated to arrive at what was a pretty obwous_conqlu—
Successful Economics Departments create thatsmn,atleastforsomeo_newnh an entrepreneur!almlnd.
same type of imagery for the information they develop . N today’s world, in many large corporations a
and supply. They convince their constituents that thejrSignificant number of executives who are responsible
analysis, their data bases, their indicators, their trendOr réasonably sizable business units are simply not that
lines, their graphics and their tables constitute the absoSOPhisticated when itcomes to reading economic trends
lutely best window on the world of their particular and grasping what those trends mean for an institution’s
institution’s activities. They completely sell their inter- future. And even if they do have the intellectual and
nal constituents the idea that no one else, absolutely ngducational wherewithal to do so, there is always the
one else, anywhere, has a better, more comprehensiJgéSue of experience and familiarity with _the business
set of facts and figures about what is going on in theirtN€y are managing, not to speak of the time needed to
enterprise’s business arena than they do. No one els@@de through all the necessary data.

is better informed. No one else has better information,  |f you look at theFortune 500, they all have
thousands of executives running the various compo-

nents of their portfolios of products, geographies and
After information comednsight It isn’t enough  markets. At any given moment, you can be sure 10 to
simply to have the best information; you have to bel5 percent of those executives have been in their jobs
viewed as an individual who is uniquely insightful when for fewer than twelve months due simply to turnover and
it comes to figuring out what the information means for corporate reorganizations. Therefore, almost always
your enterprise. That, of course, makes it mandatorythere’s a sizable percentage of corporate business units
that you not only develop superb analytical skills in orderbeing led by people who simply aren’t that knowledge-
to produce the right answers, but you also work veryable about the economic subtleties of the products,
hard in making sure you get really good at asking thecustomer relationships or regional markets for which
right questions. they're responsible. That being the case, people who
| recall, for example, one case when | was a bankeare really insightful when it comes to analyze the
working with one of the country’s largest fast food economic drivers of acompany’s business should never
companies. | remember the CEO of the company tellingoe viewed as commodities or corporate overhead.

Insight
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Interpretation public relations people and even internal auditors have
The fourth “I” stands fointerpretation,i.e., the emerged from their particularislands of specialization to

communication skills needed to translate the value offake vital contributions to efforts that have contributed
unigue economic information resources and insight intof© Substantive institutional growth. While | know their
meaningful conclusions for executives who are runningn@ve to be cases where people from Economics Depart-
an institution’s affairs. ments have ac_ted in a similar fashion, let’s just say that
| was chatting the other day with the retired Vice they are not widely known.

Chairman of one of the largest businesses in the United And | think the reason you do not often hear of th?
States. He told me that, during the course of his forty-=conemics Department playing a role in a company’s
year career, his company had only one corporate econd?novation process is simply that the people in those
mist who was deemed to have made a really significanfl€Partments do not think they are supposed to. It

contribution to their company. | asked why that was socertainly is not that they are unable to. The issue is not
and he said, “He was a terrific teacher. He a|V\,ayswhethertralned economists can have a major impact on

knew how to get our attention. He was able to taketn€ Organizations in which they work. They can and do.
complicated information and make it understandable.T€ iSsue is whether the Economics Department can
He never sounded pedantic. He never spoke in eco?®come a really influential force in an enterprise’s
nomic jargon. He always talked to us in our language Management.
And over time, he took the ent_ire managemen'_[ team to €XAMPLES OF SUCCESSFUL ECONOMISTS
whole new level of understanding about the indicators we .
needed to be watching, how they were interrelated and . L&t me demonstrate by citing examples of econo-
what the key drivers of our business success really were MiSts who play avital role ininfluencing a company. At
Now, that is a description of someone who haSFa_nnle Mae,sor_ne of our most influential executives are
become really influential in an institution’s top manage- (rained economists. .
ment team! The point is, to become iaternally _ David Berson,someonewell known to all of you, is
influential force in an institution’s management, you [N frequent contact with our CEO and clearly someone
not only have to get close to the members of the senio/N0 has had aninfluence on his thinking. He playsareal
management team, you not only have to develop what i§0!€ In setting performance targets for the company, not
perceived as unique, virtually proprietary, highly spe- ©© mention his participation in a wide range of strategy
cializedinformation resources, you not only must be SSUES covering regional expansion, regulatory policy
seen as being particularigsightfulwhen it comes to ~ Matters and product development. ,
analyzing the events and trends reflected by the infor- _Jayne Shontell has bachelor's and master's degrees
mation with which you're dealing, but you also must [N €conomics from Georgetown and at one time was the
learn how to become a supeifterpreter of the Chief Economist for our principal competitor, Freddie

conclusions you have drawn so that your colleagues wilMac- Jayne has been a major force in the innovation of
clearly, unequivocally, understand whatyou're trying to Major developments related to the securitization of

communicate. mortgages. She _has held a wide var_iety (_Jf positiqns at
. . Fannie Mae and is currently our Senior Vice President
Involvementin Innovation for Investor Relations. Given that the market capitali-

But, that'sstill not enough. If you really wantto be zation of Fannie Mae is around $65 billion, she is in one
part of your institution’s leadership, you have to show of our mostimportant jobs.
you can play a role in the enterprise’s creative process. Tom Lawler has bachelor’'s and master's degrees
You have to demonstrate @amvolvement innnova- in economics from the University of Virginia, came to us
tion, the capacity to make a contribution to the develop-fourteen years ago as an economist, and since the late
ment of business-building ideas. Although it's not 1980s has been one of the truly pivotal figures in building
always the case, the correlation between the creation afp and running our $370 billion mortgage portfolio, the
increased revenue streams and significant career adpart of our business that generates two-thirds of our
vancement is generally very, very high. Revenue is theearnings.
lifeblood of all businesses and those individuals who ~ Tom reports to Tim Howard, who has bachelor's
show they are obsessed with building revenue momenand master’s degrees in economics from UCLA, worked
tum and gifted at creating new approaches to growingas an economist at Wells Fargo and Chase Econometric
the business are inevitably viewed as highly valuedAssociates, and came to Fannie Mae to become our
corporate assets. Chief Economist in 1982. Today, he’s our Executive

Interestingly, people in sales, marketing and produc-Vice President and Chief Financial Officer. Tim has
tion do not have a lock on playing the principal roles in been one of the really key contributors to Fannie Mae’s
the drama of innovation. There are numerous casespectacular growth in the latter half of the 1980s and in
where accountants, lawyers, information technologists the 1990s and is today one of the mostimportant figures
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in top management. He has been a major force ino take place. | am simply going to have to reorient what
shaping the huge, truly unique, secondary mortgagany department is doing and how it does it.”
market in the United States. That is where the “Five ‘I’ Strategy” comes in:

| have no need to be convinced that economic Focus on those kegternal constituents
training can be a val_uable asset or that economists ¢ . Build a uniquely relevannformationresource.
carry out a Wlde_ variety of_corporate roles. Andtheses Never stop worrying about whether you're béirgight-
colleagues of mine prove just that. They have been at  fy| enough regarding your analytical work. Make sure
the heart of innovation in the housing finance business. you're not only looking at the numbers from just an
They can take credit for generating billions of dollars of  economics point of view. Ask the questions people who
revenue. And my experience of more than twenty- seek to build businesses would ask.
seven years at Citicorp was the same. A number oft. Discipline yourselfto become an extraordinarily effective
really key executives, truly creative contributors to the  interpreterof economic events and trends for your col-

building of our business, were trained as economists. leagues. Become fanatical about avoiding academicja_r-
gon and zealously work to speak to business people in

ROLE OF ECONOMICS their own |anguage_
. . . 5. Do everything you can to become identified as someone

_Can economics, a s_taﬁ: function, play a truly influ- who can contribute to an institution’s procesgabva-
ential role in an enterprise’s management? tion, someone who is identified as being involved in

I believe the answer is, itcan. |amimpressed bythe innovation. Gowhere the moneyis. Get aggressive about
rigorous training economists have to undergo. | am applying your creativity to the task of making money for
impressed by the intelligence of people who are at- the company by finding ways to build the business.
tracted by the economics profession. | am impressed by
the ability of many economists to communicate effec- | truly believe there is an opportunity out there.
tively. And | am impressed by the versatility of many There is an opportunity to do more to shape the future.
economists, their willingness to deal with awide variety of There is an opportunity to really have an influence.
issues, and their enthusiasm at taking on nevieciggs. You do not have to grasp it. If you are happy with

The raw material is all there, and there is not a thingthe way things are, why do anything to disrupt the status
wrong with it. What is really required is leadership. quo? But for those of you who want more, who are
What is required is for the corporate economist to sayfrustrated by the image | have described, for those of
“l want what I'm doing here to be more influential than youwho like being corporate economists but would like
it has been—#&ot more influential—and | recognize | to have more clout, not to speak of more pay, give the
am going to have to make some changes if that's goingFive ‘I’ Strategy” a try.
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