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The Lexus and the Olive Tree

     “I was in Tokyo on a reporting assignment and had arranged to visit the Lexus car factory outside of Toyota City, south of Tokyo.  It was one of the most memorable tours I’ve ever taken.  At that time, the factory was producing 300 Lexus sedans each day, made by 66 human beings and 310 robots.  From what I could tell, the humans were there mostly for quality control.  Only a few of them were actually screwing in bolts or soldering parts together.  The robots were doing all of the work.  There were even robot trucks that hauled materials around the floor and could sense when a human was in their path and would “beep, beep, beep” at them to move.  I was fascinated watching the robot that applied the rubber seal that held in place the front windshield of each Lexus. The robot arm would neatly paint the hot molten rubber in a perfect rectangle around the window.  But a tiny drop of rubber was left hanging from the tip of the robot’s finger—like the drop of toothpaste that might be left at the top of the tube after you squeezed it onto your toothbrush.  At the Lexus factory, though, this robot arm would swing around in a wide loop until the tip met a tiny, almost invisible metal wire that would perfectly slice off that last drop of hot back rubber—leaving nothing left over.  I kept staring at this process, thinking to myself, how much planning, design, and technology it must have taken to get that robot arm to do its job and then swing around each time at the precise angle so that this little thumbnail-sized wire could snip off the last drop of hot rubber and start clean on the next window.  I was impressed. 

     After touring the factory, I went back to Toyota City and boarded the bullet train for the ride back to Tokyo.  The train is aptly named for it has both the look and feel of a speeding bullet.  As I nibbled away on one of those sushi dinner boxes you can buy in any Japanese train station, I was reading that day’s International Herald Tribune.  A story caught my eye on the top right corner of page three.  At the daily State Department briefing, a spokeswoman had given a controversial interpretation of a 1948 United Nations resolution relating to the right of return for Palestinian refugees to Israel.   I don’t remember all of the details, but whatever her interpretation, it had clearly agitated both the Arabs and the Israelis, and sparked a furor in the Middle East.

     So there I was speeding along at 180 miles an hour on the most modern train in the world, reading this story about the oldest corner of the world.  And the thought occurred to me that these Japanese, whose Lexus factory I had just visited and on whose train I was riding were building the greatest luxury car in the world with robots.  And over here, on the top of page 3 of the Herald Tribune, these people with who I had lived for so many years in Beirut and Jerusalem, whom I knew so well, were still fighting over who owned which olive tree.  It struck me then that the Lexus and the olive tree were actually pretty good symbols of this Post-Cold War era; half the world seemed to be emerging from the Cold War with the intent to modernizing, streamlining, and privatizing their economies in order to thrive in the system of globalization.  And the other half of the world—sometimes in the same country, sometimes within the same person—was still caught up in the fight over who owns which olive tree.”

              Source: Thomas L. Friedman, The Lexus and the Olive Tree, Farrar, Straus Giroux, New York, 1999

INTRODUCTION


     Tom Friedman, the author of The Lexus and the Olive Tree, provides an excellent framework for explaining how operations management functions within different types of business environments.   Friedman uses the Lexus and the olive tree to set up his interpretation of the Post-Cold War world.  While this metaphor is not perfect, it is useful in explaining how businesses and their functional areas must adapt to new global realities.  Friedman argues that three forces are propelling countries and businesses toward this globally competitive environment.    These forces are:

· The Democratization of Technology that is the result of major technological innovations that came together in the 1980s—mostly in the information technology arena.  

· The Democratization of Finance that results in risk capital flowing freely between continents, countries, and within industries.  In this post-Cold War era, massive amounts of risk capital can be raised and moved—often at the whim of individuals, such as the financier George Soros.  Ample venture capital enables startups to raise massive amounts to support promising startups. 

· The Democratization of Information that has resulted from satellite technology, the Internet, and the ability to store massive amounts of information in digital form.  

Few countries can hide from these global forces.  Post-Colonial India tried to survive as an isolated economy only to have most of its industrial sectors become noncompetitive in the global marketplace.  In the late 1990s, Malaysia tried to protect its economy from these forces only to have its national economy shunned by the movers and shakers in the financial world.  In the Post-Cold War world, there are over 180 economies to invest in, most of which are eagerly seeking the technologies and investment capital from advanced economies.

     Failure to deal effectively with these forces of change can result in what Friedman calls, a Microchip Immune Deficiency Syndrome, which he defined as a disease that can afflict “any bloated, overweight, sclerotic system in the Post-Cold War era.”   Friedman argues that the only known cure for this disease is a fourth democratization—the democratization of decision-making and information flows.  This fourth democratization enables the organization to compete effectively by empowering more people in a country and/or company to “share knowledge, experiment, and innovate faster.”

     The metaphor that Friedman uses to explain the Post-Cold War world can also be used to describe the competitive environment in what some used to call the New Economy.  Some firms seemingly move at a glacial pace while others respond quickly to change.  Even so-called old economy companies face change and the need to rethink and adjust the firm’s business strategy and resource mix, but these need not be done at a fast pace.

Since no one management system will work well for firms competing at the different extremes of this pace spectrum, we need some means to classify firms and industries.   Charles Fine of MIT coined the term, clockspeed, to describe the pace of change existing within an industry. 1    The pace of an industry is defined by the rate customers demand or is able to get new goods or services.   Fine argued that in fast-pace environments, most competitive advantages are quite temporary.    The challenge for firms in the Lexus- lane is to be able to anticipate and adapt to change or face decline and quite possibly extinction.  

Better yet, a firm could take a more proactive role to create situations in which its competitors must respond to the change that it introduces to the competitive environment.  It is generally better to play in a game in which your team has the “first mover advantage.”  While it is difficult to define one attribute to measure a firm’s clockspeed, Fine cites a list of industries to illustrate the concept.

Exhibit 1

Industry Classification by Clockspeed

Fast Clockspeed                       Moderate Clockspeed
                       Slow Clockspeed

Personal Computers
Bicycles
Commercial aircraft

CAE Software
Automobiles
Tobacco

Toys and games
Computer operating systems
Steel

Athletic footwear
Agriculture
Military aircraft

Semiconductors
Fast food
 Shipbuilding

Source:  Charles Fine, Clockspeed: Winning Industry Control in the Age of Temporary Advantage, Perseus Books, Reading Massachusetts, 1998, page 239.

Citing a list of fast pace industries in a slow clockspeed medium (i.e., books) is risky. Fine’s 1998 list does not include industries such as: e-commerce, personal digital assistants, or web-capable cellular phones. 

 
      Clockspeed is an important attribute in that it defines how fast a firm, or parts of a firm, must respond to change, to competitive threats, and other organizational challenges.  In 1999, Amazon.com learned that another online bookseller had cut its discount on books on the New York Times best-selling books list.  Within an hour, Amazon had matched the discount.  

     Note that being able to respond has two components.  First is the ability to detect quickly that something has happened.  No doubt, Amazon’s market intelligence unit monitors all of its competitors continuously.  The second component is the organization’s ability to quickly assess the nature of a new competitive threat and then to quickly select appropriate responses.

      One of the learning goals of this course is to provide a framework for helping an operations manager design, develop, and manage business processes capable of performing effectively given the pace of the competitive environment.  When a firm is operating in the Lexus lane, its product design and development processes should focus on being agile rather than relying on efficiency-oriented best practices. 

Going with the Flow

      In Bakersfield California, the Kern Sand Company exists in a slow pace world.  Many years earlier, it purchased the right to dredge sand at one point along the Kern River.  Its operations involve one dragline, which consists of a huge scoop that traverses the river on a steel cable.  At the far side of the channel, the scoop is dropped and dragged across the riverbed to the near side.  The scooped sand is then lifted by cable to a storage area and dropped on top of a pile.  No further processing is necessary because sand’s excellent drainage characteristic and Bakersfield's arid climate quickly removes excess moisture from the sand.  After a while, the sand is ready to be loaded in their customers’ trucks.  Such a deal!  Natural forces deliver your product.  You pick it up without paying for it.  And in a short time, the swift current has filled in the scooped out river bed and the process can begin anew.  

     We use this story to illustrate that not all businesses environments demand that business processes have agility.  It also illustrates that being an effective commodity producer can be both satisfying and profitable, provided that the firm can achieve by some means a low cost producer advantage.    

     Olive tree like firms need not be a producer of commodities.  An example of a highly profitable olive-tree-like firm is the McInnery Company which makes Tabasco® pepper sauce.   This firm has: excellent brand-recognition, superior product presence in its market channels, and the ability to command a premium price for its products.  To remain successful, it needs to develop and refine its business processes that enable it to effectively manage the making and marketing of Tabasco® products.  Firms in McInnery’s competitive position often base their business strategy on the “best practices” associated with branded-oriented businesses.  To succeed, it must protect its brand, maintain and develop reliable sources of appropriate quality raw materials, provide good service to its marketing channels, and manage its human resources.  Each is an important task, but the pace at which they are done is just slower.  It should also be noted that olive-tree like industries often offer limited opportunities for growth.  But for the olive tree stakeholders, that may be okay. 

WHAT IS OPERATIONS MANAGEMENT?

     Before we go much further, it is useful to first define the operations management function.    There are two ways to define operations management (OM). *    The first is to define OM by what it does.  Put simply, operations management is the business function that manages that part of a business that transforms raw materials and human inputs into goods and services of higher value.  Traditionally, many have viewed OM using this narrow view, i.e., thinking of it as being involved with the making of goods.  

     A second way to define operations management is to do so in context of its overall activities of the firm.  We think the latter approach makes the most sense, especially since we want to emphasize cross-functional thinking.   The second approach starts by recognizing that a business is really a set of processes, each of which has inputs, outputs, and structure.  Each process has a job to do and each should be measured on how effective it is in achieving the desired outcomes.  

     In its simplest form, the second approach notes that most companies are engaged in four core business processes.   One set attracts customers, the second designs and develops products, the third secures the factors of production and then transforms them into products of value, and the fourth provides business support services needed to effectively operate as a business.  Each of these core process sets is listed on the left of Exhibit 2 while some of the supporting business processes are shown on the right.  

____

*   In academia, the OM course evolved from what was once called Production Management.  The term POM—which stands for Production Operations Management, is sometimes used.  Please do not ask your instructor what the P stands for.

     The first core process determines customer needs.  For an olive tree company, such as Kern Sand that serves local construction firms, determining customer needs involves “doing lunch” with its key customers to learn what their building plans are for the next year.  At the other extreme are firms that sell products in rapidly changing markets that constantly demand new and innovative goods and services.  Knowing what existing and potential customers need is critical here—both to support the firm’s demand forecasting needs and its product design and development activities.  For fast pace firms, a new business acronym has been created CRM, which stands for Customer Relations Management.  Software firms are developing applications that are designed to keep a firm on top of understanding what customers want and in some cases, how it can enhance the marketing capabilities of its sales force.  Is this an operations management activity?  Not really, but if it is not done right, it cripples the ability of the OM function to know what, when, and how much it needs to make.  In the Lexus lane, there is no getting around the need to develop cross-functional business processes in this area.

Exhibit 2

A Business Process Model

              Core Process


                Business Process

     The second core process also involves a set of cross-functional activities.  Marketing, operations, and engineering need to create products that customers want and value.  The slower the pace, the more we focus on our customers in a never-ending pursuit of better ways to refine existing products.  But as the pace of a business increases, the greater the need to be aware of the competitive challenges that new technologies and competitors introduce into the marketplace.  If your firm does not understand the potential customer-pleasing/displeasing consequences associated with these changes, you can be assured that an invading competitor will.  The risk is that if your firm does not replace its existing products, some other firm will.

     The third core process involves managing all of the activities involved from the selection of raw materials vendors to the ultimate delivering and servicing of the product to the customer.  These activities are part of the firm’s supply chain.   Not all supply chain players will lie within your firm’s legal boundaries, but this does not diminish the need to manage the flow of materials effectively.

     The fourth core process includes the set of supporting business processes that are essential in all organizations.  The strategic planning process defines what the firm and its OM function wants to be and specifies what it must do achieve its corporate goals.  The human resource management function creates an organization design that is hopefully well suited to the competitive environment and provides and/or enhances the human capital needed by the other functions to effectively carry out their tasks.  The MIS groups provide timely information that is needed to assess the competitive environment and the performance of its business functions.  The accounting and finance groups must monitor the use of financial assets and take steps to assure that the financial base of the organization is both adequate and efficiently utilized. 

     Operations management activities mostly are involved in the second and third core processes.  In the shells that follow, the activities that are most associated with the second core process are called the product innovation process.  The role of this key business process varies with the clockspeed of a firm.  Maintaining product quality is always important but quality starts with product design.  The importance of this business function may be less in olive tree like firms, such as Kern Sand and McInnerry.   But even olive trees risk being surprised by unforeseen developments.  The folks selling yellow pages thought that they had a stable business environment—until the development of the Internet.

      The product innovation process is the most important core business process in fast pace firms, such as Cisco, Nokia, and eBay.  With fast pace firms, OM’s role in this core business process is mostly as a team player given the cross-functional nature of this task.  

     World class firms understand how the product innovation process benefits when OM is participating at each stage of the product design and development   The first benefit occurs because OM, along with R&D, often bring to the product innovation process insights as to what emerging technologies might do to create new products and/or product delivery processes.  This is particularly true when you consider what information technology has or will soon be able to do to create customer-oriented services.  The second benefit is that OM’s early involvement in the product innovation process helps operations managers stay focused on serving the customer and not just on getting the product out.  Operations personnel all-too-often develop mindsets that stress efficiency, sometimes at the expense of the firm’s effectiveness in meeting the unique needs of the customer.  Focusing on what the customer values helps to minimize this tendency. 

     Defining the third core process as supply chain management also broadens the view of operations management.  The broader perspective defines OM as including:  demand forecasting, procurement and purchasing, managing inbound transportation, operations planning, the actual product transformation processes, and managing the flow of materials to the plant and through the distribution channels.  

     Deciding how, what, where, and who should perform the activities within the supply chain is a critical part of this third core process.  A critical part of this decision making set involves the extent to which the firm will outsource some or all of its supply chain activities.  In an earlier time, most firms sought to maximize manufacturing efficiency by performing as many of the supply chain’s activities as possible.  Today, many leading edge firms seek to outsource all but those activities that are critical to the firm’s effectiveness.  Boston Brewing outsources the brewing and bottling of its Samuel Adams beer but its operations managers must continue to monitor its suppliers’ brewing processes to assure that demand and its quality standards are met.

The Operations Manager’s Many Hats

     A modern operations manager is expected to wear many hats.  The most obvious hat is hung in your department where you are expected to perform your department’s mission as well as possible.  Cost minimization is important, but so too are the other dimensions of performance, such as delivery reliability and product quality.  The most important role this hat requires is the ability to manage humans in a way that is mutually satisfying to your subordinates, peers, and superiors.  It involves getting the necessary things done.  One common definition of management is the art of getting work done through people.  The first definition of OM typifies this view of the operations manager’s role.

     A second hat that effective operations managers wear is the supply chain manager/coordinator hat.  When wearing this hat, the manager must view the entire flow of goods and information within the supply chain.  This may involve managing parts of the business that fall within the corporation’s legal boundaries.  But in other situations, you will be dealing with suppliers and customers outside your firm.  In either case, firms are adopting B2B (business-to-business) supply chain management tools that use information technology to enhance the flow of materials within the supply chain.  What traditionally has been called purchasing will continue to exist, but the roles of humans within e-purchasing systems will be dramatically different.

    
     The third hat operations managers wear involves cross-functional participation with the business processes in the other three core processes.  The most important non-supply chain business process is the product innovation process.  But activities involving human resource management, accounting, marketing, and R&D processes also are critical contributors to the operations manager’s effectiveness.

     A fourth hat is the scout hat that is often worn in fast pace business settings.  Since operations managers are amongst those closest to the customer, they can provide quick feedback to the strategic planning process of changes in the market place.  Lexus-lane operations managers are expected to manage existing business processes while helping get the firm ready for the future.    

      In addition to wearing many hats, effective operations managers must show commitment—commitment both to their employees and to the organization’s objectives.   Workers expect good managers to be fair and impartial.  They would like to feel that their manager is an effective advocate when it comes to advancing or protecting their jobs.  In an era of downsizing and disintermediation, many workers have good reason to be concerned.

     This advocacy role is often in conflict with another real corporate need—the need to have team players that understand and are committed to the corporate mission.  If there is a better way to serve customers, then this perspective should prevail.  Consider the following comments by one management consultant.

The One Sixth Perspective

     At a recent professional meeting, Professor Wick Skinner of Harvard reported that a longitudinal study of the advancement rate of manufacturing management executives to positions higher in their firm seemed to be slower than that observed with the other functional areas.  Over the years he had interviewed individuals who were viewed as being fast-track individuals.  It was his observation that those persons that “made it” had more of a “consultant’s perspective” than those who had not advanced.

      A consultant rose to explain why.  He argued that the typical operations manager was “looking at only one sixth of the equation.”  What equation, we asked?   He then went to the whiteboard and wrote:

MS1 x MS2 x MS3 = Profits

     

Where              

                             
MS1 is the size of the market


                      
MS2 is your firm’s market share
                       
MS3 is margin on sales which is Price – Cost of Goods Sold

He argued that the typical operations manager, including most executives, focused too much on the cost of goods sold part of MS3.  

      Source:  The Last Annual Operations Management Association Meeting, Santa Cruz, California, 1997

The cost of having the one-sixth perspective is evident to any student of business history.  Tabasco dominated the hot pepper sauce market but missed the salsa revolution.  At the other extreme, Sony’s product innovation process continues to expand both the size of its markets and its market share.  And Toyota has shown that manufacturing and service expertise enabled it to emerge as a maker of high quality cars capable of winning market share from the other makers of world-class automobiles.  Soon we will see Toyota take the lead in making some of their cars electronic workstations on wheels.

WHAT IS MANAGEMENT?

     Before we proceed, it might make sense to spend a moment to define what we mean by the second term in operations management.  Management is an on-going process consisting of the following five major activities, each contributing to the successes of the strategic objectives:

· Planning—the process of deciding what to do.  Effective planning seeks to answer questions such as:

· What should the firm do?  The output of this process is goals and objectives.

· When must the firm achieve these goals?  The output is a schedule defining milestones and due dates.

· Who is responsible for doing it?  The outputs are assigned responsibilities.

· How should this be done?  The outputs may be directions or plans of action.

· How should performance be measured?  The output includes standards of performance. 

Planning is forward looking.  When strategic in nature, the planning horizon is long and done in less detail. When planning is operational, the planning horizon is shorter and the level of detail within is greater.  

· Analyzing—the process of making sense of data that is often: poorly structured, incomplete, inconsistent, inaccurate, and/or available in overwhelming quantities.  Analysis supports the planning process by providing the “facts” in useful formats that can then be used to evaluate business alternatives.   Analyzing also supports management’s control activity by providing the basis for corrective actions.

· Organizing—the process of building organization structures and interrelated task coordination teams.  In the past, organizing dealt mostly with humans, but increasingly it involves data--getting the right person the right information in the right form at the right time is a key success factor in organization design.

· Directing/Implementing—an action-oriented process that carries out the outputs of the first three management activities.  This is where money is made and lost.  In this process, management expends resources to perform the tasks defined by the planning process.

· Controlling—the process of measuring the results of the other four management activities.  Were the plans any good?  Did the analysis provide meaningful information to the other processes?  How well did we organize our resources to get the job done?  How well did we do it?  We might even add, how well did we measure the performance of our control function?

The five-activity view of management was first developed by Henri Fayol, (1841-1925), who served as the head of a French mining firm.   We cite Fayol to recognize the robustness of his contributions.

     Many individuals who are elevated to positions of management have the impression that their major role is that of being a decision maker.  The word “boss” is both a noun that describes a position and a verb that describes an activity.  Most of us would like to be boss but not bossed.  If you are content with being a one-hat manager, bossing will get you there—or out the door.  In the Lexus lane, effective operations managers will need to spend far more time performing the first three activities of management.  Management activities require managers to gain consensus with individuals over which they have little or no direct control.  Indeed, the people involved may not even work for your company.  They may work for suppliers or even customers.  Empowering customers often provide key inputs to a business’ management process.

The New Manager

     When I was younger, I managed a division that manufactured and marketed SuperSoil®--a houseplant growing medium, AKA dirt!   During a plant startup, we encountered many problems.  There were problems associated with our new workers, new vendors, new equipment, and the like.  At the end of the day, I often was quite proud that I had: quickly figured out how to solve many problems, i.e., the problem on the packaging line, material shortages, and people problems.   I often mused, “How would this firm have survived without me?”

     During the evening, as I was reading about the Japanese style of management, I was struck by the way a Japanese manufacturing manager might have viewed similar snafus.   What would he say at the end of a day?   I realized that he might say:  “Today, I was a failure.  I had not trained my workers sufficiently to operate the new equipment safely and effectively.  My planning was insufficient because I had to order that rush shipment of raw materials.  And I had not adequately screened my job candidates to get reliable, caring workers. I must work harder to gain control.” *

__

*   Being the SuperSoil® Division Manager was the best education I ever had.  When I took the job, I was long on experience doing the first three activities of management, but I had never supervised anyone other than so-called knowledge workers.   Ten years later, I had learned what the broader view of operations management meant.  Most importantly, I learned the art of listening--listening to: your customers, your market channel, your truck drivers, and your workers.

STRATEGY AND THE OPERATIONS FUNCTION

     In the previous section, we referred a to firm’s business strategy without defining this term.  Although this is not a strategic planning course, it makes sense to offer a brief introduction and to indicate how strategy relates to the operations management function.   The root of the word, strategy, comes from the Greek verb, stratego, which means to plan the destruction of one's enemies through effective use of resources.  Many strategy theorists utilize game theory to define the strategic planning process as a means of winning a contest, much like a game of chess.  These "combat-oriented" approaches might have been useful ways to think about strategies in an earlier time when both armies and businesses viewed competition in terms of territorial expansion or market dominance.  

      Over the years, strategic planning has evolved as follows:

· Know thy enemy 
(Sun Tsu—the great Chinese strategist)

· Know thy customer
(Tom Peters and many others)

· Only the paranoid survive 
(Andy Grove—Intel’s CEO)

Winning and survival are important, but the goal of strategic planning should be to win customers by offering them better value.  Market share will follow, but only as long as no other competitor comes along to out-value you with your customers.  In the fast pace world, a good dose of paranoia is healthy in that it helps guard against corporate smugness.

     The process of developing a business strategy has two stages: strategic planning and strategy implementation.  Put simply, the first seeks to assess the competitive environment, the values of the firm’s stakeholders, and the needs of its targeted customers.  The output of the strategic planning process is a clear statement of what the firm intends to be (AKA a mission statement) and a plan specifying how it plans to implement the business strategy.  This is called the business strategy formulation.   The strategy implementation process involves the last three management activities, i.e., the organizing, directing/implementing, and controlling facets of management.  The nature of this planning process is characterized by the old adage: “Plan your work, and then work your plan.”  For many business environments, this still is an effective approach to strategy formulation.

Exhibit 3

The Strategic Planning Process


     Strategic planning in the post-Cold War era is more challenging.  Tom Friedman notes that this era is marked by a world-without-walls---a world in which your success may be determined by how well you can: harness the capabilities of those within your firm and your supply chain, understand the potential impact of emerging technologies, and understand what your current and future customers really want.   Friedman notes that your success may largely be determined by how well you maintain friendships and customer relationships.  Life in the olive-tree lane provides you time to study and anticipate the consequences of change.       

     Harvard’s Rosebeth Kantor once described life in the fast pace world as being akin to a golf game in which the capabilities of your golf club kept changing form while you were swinging at a ball that has a mind of its own and moves about as you swing, as you try to reach a golf green that relocates without prior notice.  While this may seem extreme, in a fast paced world, the strategic processes can no longer be done in a sequential fashion.  You may not have the luxury of having the folks at the corporate level formulate a business strategy and then have the business functions implement it.  Life in the Lexus lane moves too fast for the traditional annual strategic planning process. 

      In Competing on the Edge, Shona Brown and Kathleen Eisenhardt suggest that effective strategic processes involve simultaneous, adaptive processes.  They argue that in fast pace industries, strategic processes must involve collaborative endeavors where the strategy generating activities emanate not at the corporate level, but within those areas of the firm that are more capable of monitoring and understanding change. 2   They note that when this happens, business managers control both parts of strategy, i.e., “where do you want to go’ and “how are you going get there.”   Managers in high-velocity industries understand that strategy cannot be driven top down.  Change may occur too fast to have a strategic process that trickles down through a hierarchy.  Success comes from skilled, fast, and agile moves at the business level.

    While we cannot capture the entirety of Eisenhardt and Brown’s book, it is sufficient to say that operations managers, as well as the other managers, must don their scouting hat in firms with rapid clock speeds.  The activities associated with this hat require operations managers to be intimately involved with the firm’s strategic planning processes—not just as an implementer, but as one of the firm’s chief scouts.  
     Perhaps the best example of an industry fraught with change is today’s telecommunications industry.  Who could have imagined a world in which:

· A Federal judge breaks up the world’s largest regulated monopoly. (AT&T and the Baby Bells)

· A small Alabama upstart called WorldCom gains access to sufficient financial resources to challenge AT&T for supremacy of this country’s long distance telephone market.

· AT&T becomes the largest cable television company with its purchase of TCI and Media One.  Cable now becomes a threat to local telephone companies and Internet service providers.

· The economic viability of the country’s wired telephone network is challenged by Internet technology.

· A former rubber band manufacturer from Finland (Nokia) becomes the largest cellular phone maker.

· The hamburger chain, McDonald’s, sells disposable cellular phones with limited minute capabilities.

· Wal-Mart starts selling cellular phones that use prepaid phone cards

· Students are asked to check their cellular phones at the door when taking an exam.

· A thirsty cash-less individual uses his cellular phone to order a Mountain Dew from a vending machine and charges it to his telephone bill.

Who knows what will be next?  But it is unlikely that an individual sitting at corporate headquarters will be able to anticipate future events.  Managers at the business level of the firm, including operations managers, will need to be wearing their scout hats to help in a collaborative business strategy process.

     Rapid change is having a major impact on operations managers.   There are three forces driving this change.  The first major force is information technology, which provides operations managers vast new ways to communicate—both within their operations, such as having machines talking to machines, and between the players within the firm’s supply chain, such as is the case with B2B vendor management software.   

     The second force is the market’s demand for product customization.  While it may have started with Burger Kings’ “have it your way” program, customers can and do participate in leading edge firms’ product innovation process.   Surefoot®, a small ski-boot marketer, uses foot-scanning software to customize ski boots to fit the precise shape of a skier’s feet.  In Japan, Panasonic built customized bicycles to match the size, use, and preferences of the customer.  College textbooks can be designed to suit the needs of the professor and/or the idiosyncrasies of the student.  Would you like your copy underlined to match prior exam questions? 

     The third major force impacting operations managers is increased globalism — especially within the firms’ supply chain.  Visit the loading dock at Apple’s final assembly plant in Sacramento, California.  There, you will see that crates from China and Taiwan represent the majority of incoming part shipments.  Within the plant, iMacs are made with the keyboard in the language of the customer—as is the supporting documentation.   Indeed, in many Silicon Valley plants, English is the second language since management must communicate with its workers, suppliers, and customers in their own languages.

     Globalism also impacts the services.  Banking and other financial services have long led the change toward offering their products in offshore markets.  Internet service firms were global almost from their start.  But in December of 2000, Krispy Kreme announced that it was going to expand its fabled doughnut shops to Canadian and European markets.  Are the Czechs ready for hot, sticky glazed snacks?  Time will tell.

     Globalism also has impacted the product innovation process.   During the early part of the American Industrial Revolution, economies of scale induced manufacturers to make standard products using standard parts.   The American market was large enough to support this approach.   American firms were not as effective in foreign markets, partly due to costs, but also due to the fact that our plants did not or could not customize product to serve offshore markets.  Standardized products, such as Ford’s black Model T to McDonalds’ Big Mac, were the norm.

     Firms selling most of their products to offshore markets, such as Sony, Toyota, and Nokia, had a distinct advantage.  Within their product innovation processes, they long had developed the capability of determining the needs of customers in foreign lands.  By doing so, they were to achieve the scale needed to be successful.  Usually they succeeded by gaining a small market share in each market.  Hence their plants were designed to produce a wider variety of products—usually in small batches.  This, in turn, gave them an advantage when it came to customizing product to satisfy unique needs for increasingly demanding market players. 

     To increase sales, a firm can expand its market either by geographical means or product line extensions.  The ability to make and/or deliver product quickly in small volumes is often a key capability in today’s markets.  Nokia gained its number one position in the cellular telephone market by both means.  But even this market leader must continue to find ways to better serve its existing customers while looking over its shoulder to guard against invaders capitalizing one or more of the democratizing forces.  

     Friedman likens competing in the Lexus lane as a sequence of 100-meter dashes.  Yesterday’s winners are back at the starting line with today’s competitors.  First and foremost, a business must adopt a strategy that enables it to secure the resources needed to effectively remain at the cutting edge of technological advances in the pursuit of creating and retaining the customers the firm wants.  

     The quality guru, W. Edwards Deming once commented, “He who worries about the competition is lost.”  He argued that focusing on what its competitors are doing can have the following adverse consequences:

· the product improvements will be late to the marketplace,

· the product innovation process risks being blindsided by new competitors,

· the rate of product innovation in your markets risks being marginal as each competitor incrementally parries each competitor’s moves.  Few “wows” are likely to be heard.

In a world without walls, strategic analysis requires viewing the marketplace with wide-angle lens.  Others have noted that focusing on competitors may redirect corporate resources away from their product innovation processes.  History is rife with firms that failed to see new technologies coming.  As Deming noted, “no customer ever asked for the light bulb or the telephone.”  

                                                    When Competitive Advantage is Neither

      Recently, Professor W. Chan Kim and Renee Mauborgne of Insead suggested that competitive analysis in which companies assess what their competitors do and then "strive to do it better" may not be in either the customers or the company's best interests.  Their study of 30 high-growth companies and their competition found that this form of competitive analysis is counterproductive in that it all-too-often results in incremental improvement, imitation, and not much product innovation.  

      They suggest three ways to get beyond what they called the fallacy of competitive advantage.


A.   Challenge managers to dominate the market.  Instead of trying to beat the competition, challenge them to create blockbuster ideas to dominate the market and make the competition irrelevant.  They suggest that the following question be asked: "What would it take to win the mass of buyers even without marketing?"  If you can do this, benchmarking the competition becomes less meaningful.


B.  Pursue radically superior value for the mass of buyers.   Not only must a product be radically superior, but also it must be sold at a price that the mass of buyers can afford.


C.  Raise frame-breaking questions.  Confront the conventional ways competitors think by asking four fundamental questions about the characteristics of the products that you sell:

               -What are the characteristics that our industry takes for granted that should be eliminated?

               -Which ones should be reduced well below the industry standard?

               -Which ones should be raised well above the industry standard?

               -What characteristics should be created that the industry never has offered? 

   They contend one result of me-too product innovation is over-designed or over –featured products.

     Source: W.C. Kim and R. Maubougne, “When Competitive Advantage is Neither, WSJ April 18, 1997, p.18 

STRATEGY IMPLETMENTATION
     Strategy implementation, the second phase, is more difficult since it requires top management to secure and manage the resources needed to actually achieve the business' strategic goals objectives.   In a slower pace world, the means used to deploy and implement a corporate strategy throughout a firm can be policy driven.  As one moves down through an organization, each level down can define what its function needs to do to support the firm's efforts to achieve its strategic goals.  First you define the sub-goal, then install business processes capable of achieving these goals, and lastly you measure how well each business process contributes to achieving the business unit’s objectives.  This approach has been called management by objectives and it has served many businesses well.

     
     But in a fast pace industry, a top down approach to strategy implementation often fails because it can’t respond quickly to unforeseen opportunities and threats.  In such cases, the organization design must provide the firm’s units broad strategic guidelines and then empower the units to do that which is necessary to contribute to achieving its goals.    In the faster lane, people become more important than policy.  This reality is true for each of the firm's functional areas, but it is especially true for its operations management function.

Translating Strategic Plans into Operational Effectiveness

     Strategy gives the functional areas their marching orders.  From strategy, the operations function learns:

· Who the targeted customers are and what they want.

· An estimate of the size of the market and the anticipated distribution of customers

· A profile of how the firm intends to compete to win these customers

· A set of expectations the firm holds, which in turn serve as the basis for evaluating the effectiveness of operation’s management.

Once given these marching orders, operations managers must fill in the details.  Within operations, this is often done using a systems perspective that views management as a three-stage process.  The three stages are:

· The Organization Level: This is the macro-level description of the organization.  It uses the corporate strategy as an input to a process that transforms it into a broad description of how senior management wants the firm and its sub-units to be run.  Outputs of this level include:

· Organization Goals: Goals define how the firm intends to achieve and maintain its desired competitive advantage as well as how the firm intends to benefit from said advantage, i.e., how much sales, market share, and earnings are expected. Organizational goals may also be qualitative, involving things such as awards, prestige, etc.

· Organization Design:  This defines how top management wants a sub-unit structured.  This involves both physical entities such as plant and equipment, the organization structure, and how it expects to treat/rewards its people

· Organizational Management: This translates the above into specific goals for each group, creates measures to evaluate their performance, formulates a resource management plan, and develops an understanding of how the groups will interact with each other.

· The Process Level: This is the level at which sub-units actually do the work.  Processes include such activities as order entry, product innovation, and the actual making of the good or service.  Within the process level, the following sub-systems exist:
· Process Goals:  These are measurable goals for each of the processes.  For example, order entry might be expected to translate customer orders into production orders within three working days.  Process goals can be multi-dimensional, i.e., a production process might be evaluated on the basis of cost, product quality, and on-time delivery reliability.  
· Process Design:  This involves designing or redesigning processes to make sure that each is capable of achieving its process goals.  The objective is to provide each person with a work situation that can be done effectively when given proper guidance and adequate resources,.
· Process Management:  Here we want to make sure that the way in which the process is managed is able to achieve process goals.  This involves translating process goals into specific sub-goals for its subgroups, metrics to evaluate their performance. 
· The Job/Performer Level:  Now that we have stated what we want done and have designed and developed an organizational structure and a set of processes to do a job, we now have to worry about whether or not the people have performed these jobs effectively.  These activities are akin to the organizing/directing and control activities of the management process.  It is similarly broken down to include the following tasks:
· Job Goals:  Here we establish goals for the people staffing the process.  On a basketball team, we might assign our point guard to hold the opponents star shooter to less than ten points and to cause her to make three turnovers.  In a similar vein, a food server might be expected to serve five tables an hour during the peak shift—with minimum customer complaints.  
· Job Design: The Scientific Management Movement taught us that there is a right way to do each job. This school would argue that it is managements’ task to figure out what that way is and then to train employees to do each task in the right manner.  Employees today often resist short leashes so the appropriateness of job design has to be done within the context of the organization’s culture.
· Job Management: Here we manage human performance.  The job holder has been told what is expected of him and provided the training to do the job in a correct way.  Now we must manage that person in a way that enhances the likelihood of the task being performed effectively.
If the above seems overly systematic and perhaps a tad boring, you are right-- it is.  But the road to an implemented business strategy is rife with potholes.  In businesses with slow pace environments, this three level approach to strategy implementation works well.  The trick is to know when and where to ease up in faster paced business environments.  In the following shells, we will often start with some of the best practices others have found to work well.  These serve as a starting point within the operations management arena.  If they do not achieve the desired effect, then the operations manager needs to put on the analyzing hat to see how the failing sub-system can be modified or better managed to function better.

A caveat
         Fast pace businesses are not fast pace in all areas.  Since management is likely to be a scarce resource, it pays to do as much of the work using the best practices approach. **   Best practices work well on repetitive problems. This allows the organization to focus its talent on future opportunities and non-recurring problems.

___

*    The Scientific Management Movement(1890-1920) was led by Frederick Taylor, Frank Gilbreth, Henry Gantt, and others who developed ways to study work activities to systematically find better ways to manufacture products.

**  Best practices are ways of conducting business or performing an activity which has been recognized to be   effective.  The major difference between the Scientific Management approach and best practices is that Taylor’s approach mostly involved inward analysis while best practices involves analyzing what has worked well in order organizations.
OM’s FUTURE CHALLENGES 

     We only know that change will come, but not when and how.   September 11, 2001 drove this lesson home in a most tragic way.  The following represents one individual’s projections on what operations managers should consider possible as possible future challenges with OM.

Marketplace Challenges  

· Market fragmentation:  America’s industrial greatness was achieved using mass marketing and mass manufacturing processes.  Domestic customers increasingly want their goods and services “their way.”   Even McDonald’s was forced to switch to a Burger King like system in 1999.   Marketing goods and services on a global scale increases the need to have an ability to customize product for local markets.

· Vocal customers:  Some customers will become increasingly vocal—especially those with single-issue agendas. Customers will vote with their dollars and let you know why.   Environmental concerns will be voiced loudly.  Recently a single memo from Green Peace to Gerber’s Swiss parent led this baby food firm to switch to organic inputs to its product.  Guitar makers now worry about whether or not their veneer has come from endangered rain forests.  Home Depot has responded to environmentalists by announcing that it no longer will sell lumber from “old growth” forests.   Privacy concerns will become commonplace as customers and employees understand fully the extent to which companies know “all about you.”

· The customer is your partner—often unwillingly so.  We all have experienced  “some assembly required,”  on Christmas Eve.  Now this trend will extend to the service industry.  Telephone triaging will expand.  Restaurants will give you a beeper to tell you when you should come up to serve yourself.  Casinos currently provide you beepers to eliminate the need to wait in line when you could be losing money.  This trend is partly due to labor shortages but it is also driven by low-cost technologies.

· It’s a Wired World:  Customers, employees, and supply chain players will become increasingly wired—often via wireless technology.  Cellular phones and beepers will expand the scope of their capabilities.  Global positioning technology will spread quickly, which in turn will create some interesting employee control/privacy issues.  Three dimensional bar coding will greatly enhance the amount of information that can be stored on a product or workstation.  Wireless access to databases will become common.

Factors of Production Challenges

· Employee diversity:  The job of managing an increasingly diverse workforce will become an even greater challenge.  I am not talking about just gender and race issues.  The OM function will have to figure how to manage an increasingly older work force.  Human skills are too scarce to allow older workers to migrate to the service sector.  The time has come to start viewing employees as a renewable resource, or keep them at least as long as we want to keep our trees.

· Human resource scarcity:  Baring a major recession, American businesses will find it increasingly difficult to hire and keep quality workers.  While the nation is likely to increase the number of skilled immigrants, the increase will be insufficient.  A shortage of hirable unskilled workers will continue to plague the service industry.  When a McDonald’s is paying a hiring bonus, you know the labor supply is tight.

· The global workforce:  The location of work and workers will be dramatically impacted by the Internet.  The outputs of many service activities can and will be done by competent persons residing in lower cost areas of the world.  In 2001, Conseco just moved 2000 back office jobs to India while Boeing is hiring Russian engineers to design product at its Moscow Engineering Center.

· Declining raw material prices: In the late 1990s, the prices of certain electronic parts were declining at a rate of 1.5% a month.  Much of the rest of American industry has experienced little or no inflation.  There will be little incentive to hold inventory above what is needed to meet immediate needs.  The emerging energy crisis may change this.

Technological Challenges

· Technological change: The challenge of investing in and mastering the right technologies is a major one.  No firm has either the financial or the managerial resources needed to engage every new technology.  Short product/process life spans mean that investing firms must recover investments even faster. 

· Bio-genetic: Synthetic and/or animal substitutes will become commonplace as replacement body parts, foodstuffs, and drugs.  On the plus side, advances in medical health may alleviate some of the more troublesome behavioral problems in the workplace.

· Miniaturization:  The size of products and processes will continue to be made smaller. Manufacturing technologies will permit products being made in undreamed of sizes.  Tiny mechanical roto-rooters will soon be cleaning out your bodies.  More functions will be added to what you now call your cell phone.  
Societal Challenges
· The environment:  There are two challenges here.  The first is to understand how to use technology to make products more earth friendly.  Certainly in the product packaging area, this can be done.  But before much more progress is made, a better method for understanding the full life cycle product-costing model is needed.  The second challenge involves dealing effectively with certain environmental “enthusiasts.”  Firms need to realize that there is no way that most businesses will ever satisfy certain sectors of the environmental movement.  Nor do most of their customers want to forego electrical power and /or their SUVs.   Too often, we have been unwilling or unable to take a public stand that is capable of winning the understanding of those in the middle ground.  

· Intellectual property:  It seems unlikely that advanced nations will be able to restrain the piracy that is commonplace both in domestic and international markets.   Protection will lie more with the delivery process rather than the product. Firms will rely more on industry alliances than governments to protect intellectual property.

· Financial Reporting:  The stock markets and the SEC’s full disclosure rules will require that a firm’s financial control system have better more timely inputs from operations possibly to stabilize short term earnings.  If that is not possible, operations managers will need to be able to alert top management whenever there will be significant deviations from the announced financial projections.
Geopolitical Challenges

· China:  Ever since Marco Polo, Western entrepreneurs have dreamt of selling millions of products to the world’s most populous nation.  With a few minor exceptions, these dreams have been unmet.  Initial sales often are quickly replaced with Chinese goods since they have proven particularly adept in adopting new technologies.  China’s respect for Western intellectual capital is at best suspect.  Since cultures change slowly, China’s rising industrial base will result in economic friction through most of your lives.  China will not be willing to remain solely as the source of low-cost, labor-intensive products.

Jack Welch’s Parting Thought

     At his exit interview, the retiring CEO of GE was asked: ”Over the next ten years what will be the big story for CEOs?”  He responded: “I think that China and its impact on developed economies--and how developed economies and their politicians react to it--is going to be a huge story. We'll be wrestling with many of the same issues that we had in the late '70s and early '80s with the Japanese, and imported cars and televisions. Now it'll be computer peripheral equipment and all that stuff. Just think of the impact Taiwan has had on the U.S. Now multiply that by 1,000.

     Everyone talks about China as a market. I see it equally important, and maybe more important, as a competitor. The scale of China is best shown by a strategic boo-boo I made. We figured lighting would be a good business for us there--high technology, capital-intensive, and you're up against only four big global competitors--so we bought a couple of local companies. What happens? Every mayor in every town in China decides to build a lighting factory. Now there are 2,000 lighting competitors in China. Not ten or 20 but 2,000 guys with lighting brands. When they go after something, it's overwhelming.

Source: “ Jack: The Exit Interview.” Fortune. September 17, 2001

· Japan:  Even though Japan’s economic problems seem intractable, it remains a formidable manufacturing threat.  Toyota continues to extend its manufacturing advantage and it seemingly has learned how to make pickup trucks and SUVs desirable to Americans.   Detroit’s Big Two will continue to lose market share to foreign-owned manufacturers.

· Mexico:  This neighbor will continue to be a mixed blessing.  As a source of unskilled labor, Mexico will provide the US a competitive advantage in the global marketplace.  It matters little if the workers reside on this or their side of the border.  We will have access to scarce unskilled labor.  Unfortunately, the mode in which we do business with Mexico has not advanced its economic infrastructure.  Other nations, such as Korea, have expanded their technical expertise to the point that they increasingly are making end products rather than component parts.  In order for Mexico to take full advantage of its proximity to our economy, it needs to greatly expand its investment in its human resources.  Perhaps President Fox can change this.

· Post-WTC Trauma: The destruction of the World Trade Center and the ensuing military actions is causing many firms to reconsider where they make or procure products.  The threat of germ and chemical terrorism will hinder the flow of goods and personal throughout the world.   

America’s advantage will be that it is the most information-technology-driven economy.  More important, we have an economic system that allows humans to be relocated within the firm when information technology, such as B2B software, renders jobs redundant.  This is not true in many Asian economies—such as Korea.    America will be able to realize the benefits of e-commerce sooner.

SUMMARY    

     To recap, the broader view of the operations management function stresses:
· That all activities going on within a firm are viewed as business processes.  Each business process has a set of inputs that may be physical, informational, and even subjective messages.  Each business process accepts these inputs, evaluates them in the context of the organization’s objectives, resource base, and culture.  A well-designed process then emits outputs in a form designed by the organization’s architects.  An output can be a well-made product, a timely correct decision, or an action contrary to goals.  

· That the role of the OM function within the firm involves cross-functional thinking.  Operations management can’t assume that it has an exclusive role in the product innovation process-nor should others.  This is too important a process to be completely developed within the realm of one functional area.

· That the most important attribute of an operations management system is that it is customer driven.  Being customer driven means that all business functions must focus their activities toward achieving a common goal, i.e., that of winning, satisfying, and keeping cash carrying customers.  

· That the OM function not only deals with the other functional areas, it increasingly must involve parts of organizations that lie outside the legal jurisdiction of the firm as well.  Within the supply chain, many of the participants are independent.  These can include: suppliers, distributors, retailers, and the firms that provide the informational and transport services needed to carry on efficient business logistics activities.

In short, if you want a challenge, a career in operations management may be right for you.  But whatever your goal, it will be necessary to understand that operations managers are key players within the value chain.
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