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Operational Strategy
Objectives: How to develop capabilities in process execution that will yield competitive advantages.

i.e., to apply strategic management concept at operational level. 

3 important elements of OS:

a. TQM and Core process reengineering


b. Guidelines for managing TQM and CPR efforts, 


c. Emerging best practices in each of 3 three generic core process: viz., product development, demand management, and order fulfillment.

a. 

TQM: focuses on encouraging a continuous flow of incremental development from the bottom of the organization’s hierarchy. 

Core process: Product development, Demand management, and order fulfillment. It’s a Top-down approach, aimed at more radical changes in how processes are designed.










E.g., Procter and Gamble.

The need / utility of TQM and CPR:
· Encourages strategic approach at the operational level.
· Managers can get the expected results
· These processes work equally well both for White and Blue collars
· Organizations can get several ‘enabling’ developments
· An orientation stage toward interorganizational collaboration.
Criticism of CPR:

· Two thirds / or 36% of the managers of all US managers believe process improvements in their organizations have failed to produce the expectred results.

Why negative or Why TQM and CPR fail?

Two reasons.

· Process improvement is difficult. Change is required from individual functions to cross functional processes. Managers can’t do that easily. 

· Expectations from TQM and CPR is too much. Because, CPR has its own limitations.

So, what do you do? Should you take it or leave it?
· Ray Sata (CEO of Analog Devices) says “Process improvement essentially involves attention to processes, commitment to customers, involvement of employees, and benchmarking of best practices. It is hard to believe you cannot benefit from that.”

· Better change the title, (Bad Branding effect!!) or relabel as ‘managing customer value’ and Mororola’s famous ‘six sigma’. 
· Tom Vanderpool (QC expert Gemini Consulting), “Abandoning the acronyms may be appropriate, abandoning the principles is not.”  

Q. Appoaches to Managing at the Operational Level?
2 major approaches to process improvement: a. TQM, b. CPR

Similarities between these two:

· Objectives of TQM & CPR: to improve the process execution capabilities.

· Both are for enhancing the capabilities of processes to provide better customer value. Scale down each individual performance.
· Focus on internal + external needs.

· Simultaneous improvement of multiple dimensions of competitive advantage. Not just focusing on quality, price and speed.
· Based on a systems view of the organization. System= objectives+actions involved in transforming inputs into outputs= as desired by customers. As ‘it is’ now vs. as ‘should be’.
· Cross the intraorganizational and interorganizational boundaries.
· Benefit from benchmarking

· Both are aimed at achieving, and if possible, redefining best in class performance. E.g., motorolla’s 6 sigma.

Differences between TQM and CPR

· Different general orientation: 
Two ends of continuum of process improvement effort. One dealing with the target-improvement ‘site’, less ambitious, root cause analysis, problem prevention; the CPR = improvement ‘sought’, broader processes (Sub, or core processes), ambitious and improving ability to anticipate and prevent potential problems. Fuzzy in practice!
· Scope and Scoring:
TQM=incremental improvement + Kaizen (Continuous improvements) or ‘hitting singles’ (US).
CPR= Radical changes in process + hitting home runs (US)

· Within vs. on:

TQM= within a system, incremental development

CPR= working on the system, how system works itself.

· Directing and staffing:

TQM= Bottom up approach. Involved lower level employees (but upper level is not out of the system, that’s why TQM fails as top management stay away!) 

· The nature of involvement is important not absent. 
· Senior management must be the champion and enabler of the improvement, overcoming the ODC, monitoring it

· Actively, visibly facilitating and encouraging its use.

CPR= Senior management more actively involved.

· Also upper-middle senior managers involved. 

· Both TQM and CPR must be organized around desired outcome stated in terms of improved process capabilities rather than being organized by functions and departments.

· Involvement and numbers:
TQM > CPR. 5 : 1 to 50:1 depends.  

Improvement sites=20-100 (TQM), 3-5 (CPR)
· Boundaries:

TQM= cut across functional + several departments 

CPR= cut across several departments + whole organization.

· Degree of continuity:

TQM= Kaizen concept= continuous improvements=never ending process.

CPR= Redesigning, so should not be never ending. If it continues the operations would be disruptive, so, it should be fixed in a certain time.










Q. Brian Harrison and Maurice D. Patt’s Methodology for Reengineering Businesses.

Contributions to Staffing Improvement Efforts:







Q. How TQM and CPR Complement each other?
· Apparently TQM and CPR are different.  Yet complementary in nature.

· There are no conflicts between these two although top-down and bottom-up approaches.

· CPR is not possible without TQM

· Each phases of changing in CPR, TQM to improve process capabilities.

· To reach the maximum process execution capability, organizations must employ both.

e.g.

Kaizen involves continuous improvement; Reengineering involves discontinuous improvement.











Time
 b. Guidelines for managing TQM and CPR efforts 


i. Both TQM and CPR  be driven by a broader strategy
· TQM and CPR are about improving operations, 

· Corporate strategy can determine which operations matter most. Without solid grounding it becomes ‘market blind’ cost cutting operations. E.g., Whirlpool = …discussion about number of restrooms and the color of walls.
· E.g. GM. $50billion investment in factory automation for improving internal measures of labor productivity, rather than ‘external measures of customer value’= weakened GM’s market share relative to externally focused competitors.

Q. So, how can you use TQM and CPR successfully?
E.g., Rubbermaid, a successful in this field.

3 questions to guide:

1. Who is your customer?  Encouraging external focus.

2. What value are you providing for your customers? Explicit forms of customer value.

3. What business strategy are you contributing to? The various efforts throughout the organizations are cumulative rather than disconnected.

Case:
 Richard Heygate (McKinsy & Company) feels the #3 is the most important one. ‘Accrued mostly at the individual level, all too often the sum of these benefits does not add up to anything like the quantum leap in overall corporate performance that managers seek and competition demand.’ 
John Hagel (McKinsy & Company), says, ‘we did an audit of client experiences with process reengineering. We found lots of examples where there were truly dramatic impacts on processes 60% to 80% reductions in cost and cycle time- but only very modest effects at the business unit level, because the changes didn’t matter much  from a business strategy stand point.’ So, what to do? He replied, ‘organizations should focus improvement efforts only on those activities that together create distinctive, cross-functional, value adding processes. And only the firm’s strategy can identify which processes these are.’
ii. Don’t confuse means and ends

TQM+CPR= means.

Purpose of the program vs. value of the organizations.

e.g., TQM training vs. Customer care sacrificing!

iii. Adjust application to fit the organizational strengths of the company

CPR worked well in one may fail in another.
It was revealed that the following factors are of important for developing Strengths and abilities. (Based on 2 year research conducted by Ernst & Young on 580 businesses on the subject of International Quality of 945 managerial practices)
The organizations can be divided into 3 groups (Novice, Journeyman, and Master). 

Q. How to know or measure who is who?

· Novice: 

Profitability=  < 2% Return on Assets,  Productivity=  <47,000 value added per employee.

· Journeyman:

Profitability=   2% - 6.9% ROA,  Productivity=  47,000 – 73,999 VAE.

· Master:

Profitability=   >/= 7% ROA,  Productivity=  >/= 74,000 VAE.

Source: Otis Port and Geoffrey Smith, “Quality” Business Week (November 30, 1992), 66-75.
Q. What are the Techniques to be adopted at these 3 organizations and in which variables?
* Activities that should reap the highest paybacks.
i. Novice organizations:

· Employee involvement: Train heavily, promote teamwork (Non-self-managed), Guided customer service.*
· Benchmark: Emulate competitors, not world class companies.

· New Products: Rely mainly on customer input for ideas.

· Supply management: Choose suppliers mainly for price and reliability

· New Technology: Focus on cost, buy not develop.

· Manager & employee evaluation: Reward frontline workers for teamwork and quality.

· Quality progress: Concentrate on fundamentals, VCA, simplify, fast demand meet. *
ii. Journeyman:

· Employee involvement: Simplify core operations, Set up QC staff, Encourage to perform better.*
· Benchmark: Imitate market leaders and selected world class competitors.

· New Products: Use customer input, formal market research and internal ideas.

· Supply management: Select suppliers by Quality certification, then price. 

· New Technology: Flexi process to have wider varieties.

· Manager & employee evaluation: Base compensation for both workers and mid managers on contribution to teamwork & Quality.

· Quality progress: Documented gains & further refine practices to improve value added per employee, time to market and Customer satisfaction.* 

iii. Master:

· Employee involvement: Self-managed teams, Focus on Horizontal processes e.g., logistics & Product Development, selected training.*
· Benchmark: Gauge product development, distribution, customer service, vs. world’s best.*
· New Products: Based on customer input, benchmarking and internal R&D.

· Supply management: Choose suppliers mainly for their technology & quality.

· New Technology: Use strategic partnerships to diversify.

· Manager & employee evaluation: Include Senior managers in compensation schemes pegged to teamwork and quality.

· Quality progress: Keep documenting gains and further refine practices to improve value added per employee, time to market and customer satisfaction.
iv. Investments of Time and Money are usually required to support improvement initiatives adequately:

Case/ success stories: Philips and Chysler’s benchmarking

Internal Revenue Service and Telephone reservation systems benchmarking.

Most of the cases (2/3rd)it is found that:
· Underfinanced and understaffed (meaning no to TQM+CPR!)
Minimum staff time required = ½ employee time commitment

-Dilemma the fund source and slash fund from departments, meaning bad feelings for CPR.

· High quality people are not available to TQM. (as they are also needed in the production line too!)
· Gravy management (Lay CPR  over the top of everything else, hoping good things spill off!) 
· CPR = not free, it may offer tremendous return / may pay for itself / mostly proportional pay offs. = So, invest. 
Q. How to conduct the TQM?
The steps are as follows:

· TQM is usually managed as a series of projects

· Various project teams

· Adopt a particular model or approach for use

· This approach is meant to be used companywide with adaptation if required.

· Approach will be broken down into several steps
· These steps are shown in a flow chart

· Typically these frameworks are kept as basic and as simple as possible.

Q. What are the challenges Managers face in implementing TQM?

The challenges are as follows:

· Making TQM a way of life, rather than an isolated project or program

· TQM = power of masses = to achieve a greater shared goals. But this is untapped. Is seen as ‘flavor of the month’= just a fad.
Case: Misaree and Nippondenso. Page-211.
Q. Which one is the most influential model? How does it work?

PDCA. ‘Plan, do, check, act’- cycle.  By W. Edwards Deming (Origin Japan after WWII).

P= Develop structured approach to addressing issues
D= Carry out approach as planned

C= Evaluate outcomes: are they desirable?

A= Respond to undesired outcomes by repeating cycle.

Q. How to conduct the CPR?

Case: 5.5 page-214
A Typical Approach to Managing CPR










Q. What are the important elements that should not be overlooked while doing CPR?
These are:

* Team must develop a plan for moving new design without causing a break in operation by suddenly ‘turning off’ the old process. Analogy : electrical re-wiring at high altitude of a flight!
Q. What are the challenges Managers face in implementing CPR?

The challenges are as follows:

· Crazy time =Transition from the ‘as is’ process to the newly designed ‘should be’ process. 
· Case=left hand drive to right hand drive or vice-a-verse. Two specific problems of transition: i. cannot shut down immediately, ii. ‘S’ curve effect= Previous process curve is normally at higher position than new process. So, seems less effective.
The Crazy time in CPR








The above criticism is not a bad thing! 
· American culture= ready acceptance + admiration of ‘home run’= willing to toss out the old and replace with the ‘new improved’ model = cost millions! = so, no blind enthusiasm should not be there!
· Records are there when organizations failed to replace the old with newer one .

So, what is the dilemma?

· Data and information is vital, hard to collect.

· Cost –benefit analysis of the changes

· Cost can be calculated, but the benefits most of the times is unknown

· So, it’s a game of knowing cost vs. unknowing benefits = hard to gain support from management.
c. Emerging best practices in each of 3 three generic core process: viz., product development, demand management, and order fulfillment.

I. Product Development:
In this area core process is improved  for achieving the followings:

· A. to better balance technological capacity and customer satisfaction

· B. to use a concurrent approach to development

· C. to develop goods designed for the products’ total life cycle.

A. Better balance technological capacity and customer satisfaction:

· Moving from ‘Push’ (e.g., Railroad) to ‘Pull’ orientation (Pros and cons). Customer driven innovations are incremental. Japanese companies = Balancing Push/Pull. E.g., New tech = low-end product = pull++++ e.g., Sony= step-1 introduce, step-2 dominate, step-3 new product categories. 
B. to use a concurrent approach to development

* Moving from ‘serial approach’ to ‘concurrent approach’. 

Concurrent approach= stresses parallel involvement of the various parties involved in developing and launching a new product. Steps = initial concepts are developed and debugged; prototypes are created, and output of the new product ramps up.
· How to manage these steps?

Two ways: Sequential approach and Parallel approach.
1. Move between the groups involved in each of the steps in a sequential manner, letting each group complete its work before the next begins.

2. Adopt a parallel process in which the various groups overlap their work as much as possible. 
Two approaches are shown in the diagram below:
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Executive Steering Committee:


*Champion the process


*Set overall improvement targets


*Select initial process evaluation teams


*Provide high profile to need for change


*Monitor results and expedite progress


*Support changes


*Remove barriers


*Integrate with other company initiatives.





Line Management:


*Participate in executive workshops


*Help define value as internal customers


*Provide customer input to teams


*Contribute resources to teams and committees


*Support implementation of change


*Reorganize and redeploy resources.





Process Evaluation Teams


*Conduct value assessments


*Develop process improvements 


*Develop process measurements and targets


*Monitor process improvement


*Conduct continuous process improvement activities


*Change processes


*Evaluate organization and manpower deployment.





Consultant / Facilitators


*Help define objectives, scope, and approach


*Provide technical assistance and training


*Coach teams


*Help ensure conformance with company goals, objectives and directional inputs


*Facilitate workshops and team meetings


*Provide an external reality check on conclusions


*Monitor the process and keep it going








Process Capabilities





1st Generation Process Design
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TQM improves capabilities within each generation of design





CPR replaces one generation of process design with another





Strategy formulation -


Identifies competitive advantage sought





Identification of needed process execution capability
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Use Benchmarking to identify best practices for possible adoption





Study Generic process improvement principles for possible adoption
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Short term loss in process capability associated with changing the system





Period in which the organization is developing a new system while maintaining the old one.
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Total Cycle Time for Parallel Approach








