Operational Effectiveness and Strategic Direction 
- The Great Disconnection 

The easy choice is to imitate others - the difficult choice is to be unique

Two months ago I was leading an internal Supply Chain workshop for a major international business when someone from manufacturing said: 
"We must remember that we do not bring money into the organisation. We are a cost centre and our job is to meet our manufacturing plan and reduce costs; we need to find the latest technique and implement it to achieve operational excellence."
"What about your strategic direction?" I said.
"Oh yes, the marketing and sales people have done that, but it does not help us with the day to day activities."

This clearly illustrates for me a major issue we face in business in the 21st Century. There is an obsessive emphasis on operational techniques, which creates a treadmill of events in which we seem doomed to live our lives disconnected from the future direction of the business.

In this paper I will talk a little of the history, including my own involvement, and how we have become so focused on techniques and best practice. I will then illustrate how more and more leading companies today are "breaking free", to direct their levels of operational effectiveness as a consequence of strategic direction.

Techniques… a brief history
In the 1970's, many manufacturing companies serviced their customers in a chaotic fashion. Poor planning, corrupt data, poor forecasting led to firefighting, informality, and low productivity. The late Oliver Wight packaged a closed-loop manufacturing process focusing on better planning and control, data accuracy and greater visibility. This became known as MRP II (Manufacturing Resource Planning) and held a dominant position for 25 years. In the late 1980's, the process was expanded to incorporate another layer called SOP (Sales and Operations Planning), which attempted to bring the whole organisation behind one plan and "one set of numbers". This approach focused on the operational necessity of a single set of numbers.

Organisations implementing this obtained significant benefits. I spent a large proportion of my time between the mid 1980's and early 1990's consulting with and educating management teams in this area. Most of the benefits were operational, and although the techniques in MRP II suited the Anglo-Saxon culture of planning and discipline, the Mediterranean culture perceive these as stifling. Furthermore, many senior business executives instinctively do not manage with "one set of numbers". They clearly do not want multiple sets, but they need "targets" as well as "plans" - they want scenarios and options evaluated for the future. They need an integrated set of numbers.

At the same time, the "Theory of Constraints" was proposed by Eliyahu Goldratt to answer problems encountered with "infinite capacity" assumptions made in MRP II. Companies again achieved significant benefits from the application of these techniques.

Then, from the mid-1980s we saw the rise of the Asian economies led by the Japanese with their ability to simplify many activities and engage the workforce. The West faced competition from products which were much lower cost. But, unlike their immediate post-war equivalents, these were products of exceptional quality. The West copied the techniques to achieve high quality / low cost and we saw initiatives such as JIT, TQM, SMED, Kaizen, etc. etc. under the banner of Continuous Improvement. Again we saw significant benefits.

From the mid-1990's onwards we then saw a huge interest in Business Process Reengineering in support of ERP implementations. The focus was mostly internal and managing the integration of data and transactions across different functions of the business. These functions were often at various levels of operational effectiveness, following different agendas, and therefore exhibited different values and behaviours. Businesses wanting to compare their progress with others sparked the growth in benchmarking, and checklists were expanded to try to define operational excellence or World-Class levels of performance.

The conclusion to be drawn from the relentless pursuit of best practice and operational effectiveness is that the benefits were real and significant but that any competitive advantage obtained was only temporary.

So why has the continual adoption, and refinement of best practice operational techniques not created a sustainable competitive advantage? The simple answer is that they can all be copied. You may be a recognised market leader using an effective technique that can be copied. Take the foot off the accelerator and the competition can quite easily overtake you. You could end up in a sector where there is no perceived differentiation between you and your competitor. The journey along this road means one thing - you will most likely end up competing on price. Some organisations still follow the operational effectiveness agenda obsessively and strive for operational excellence. My view is that this will not bring sustainable competitive advantage.

The internet and E-business tools are essential for any company, but unless they support and enhance the strategic direction of the business they will merely put your existing operations "online".

So, why do we copy best practice? Perhaps it is because the easiest choice is to imitate someone else. It is more comfortable, it involves less risk, we can use an off-the-shelf solution, we can take action, and we can be seen to be doing something. There is safety in taking the same path as many others - but no differentiation. As human beings we like the safety that leads to incremental improvement. 
The appropriate level of operational effectiveness in any business is mandatory, but on its own it is insufficient to create a sustainable advantage.

The Strategic Dimension…
How then, can we find a way of creating unique sustainability?
Perhaps the answer lies in better strategies but this seems unlikely given that we have had strategic plans for 2 or 3 decades now! The fact is that most strategic plans fail to deliver what they were intended to. In many of my conversations with executives a common theme emerges; "the strategy was good, but we just couldn't implement it!" We must therefore have a strategy process which helps us discover a future which is unique and sustainable. A good test of that position is that your competition would love to copy you, but do not possess the right combination of values, resources, skills and processes to enable effective imitation. We then need a robust implementation process.

All our education and thinking teaches us to see the future as the end, and the way we progress is by managing from left to right, using the means (our action plan and project plan). Senior management go away for a couple of days and come back with a vision, mission etc and a refined end point (the annual strategic planning exercise) and then promptly settle back into spending time managing their current reality!
"Left to Right" thinking stifles creativity, limits breakthrough thinking and, at best, provides incremental improvement.

Creating the future is about understanding new possibilities and choices. The most difficult choice is to be unique; the easiest choice is to imitate others. Successful businesses who create their own futures have leaders who see the future as the means not the end. These executives stand in the future and know that success comes from a "Right to Left" approach. They see everything which takes place today and the impact on the future profitability of the business. They don't spend one day per month on strategy and the remaining days managing current reality.






Click to enlarge


Strategic Direction:
What are the elements:
a) A goal of superior long term return
b) Vision / Mission or a simple compelling statement of what we are trying to create
c) Which markets, products and customers we:
    i. Want to serve
    ii. Do not want to serve
d) Core values and beliefs
e) A robust on-going strategic planning process

There is no doubt that most companies do this well. But I have found, and continue to find, that a common problem is that management tend to go straight from setting strategic direction to implementation and get into action planning before they even hear the choices. Choices can only be understood when the consequences and implications of the strategic direction are understood.

Strategic Consequences:
A thorough understanding of the consequences is absolutely crucial to successful strategy implementation. I highlight below a selection of some that may be applicable to your business, and place deliberate emphasis on the importance of consequences as I believe this to be an area which needs considerably more attention than it receives today:

· Enrolment and Engagement of your People. Created futures and strategy create meaning for employees. Without them, and their understanding, there is no sense of results. 

· Values and Behaviours. There is a clear understanding that Values and Behaviours drive the culture of the business and drive performance. All levels of leadership are expected to create "breakthrough" goals, and align the desired behaviour of their people to deliver results.

· Organisational Issues. Organisational structure and geography must be shaped to meet future needs. There is a clear need for cross functional collaboration within and across geographies, functions and channels to market. In large organisations we must develop the ability to live with and manage "ambiguity" by shared responsibility and accountability.

· External Change. Understanding and managing the speed of external change is key to success. Change could impact both the future and the present - particularly changes in the customer / consumer / competitor landscape.

· Clear Value Proposition. Organisational models, competencies and resources are designed to convey the unique offering brought to customers and consumers / end users.

· Operational Effectiveness and Benchmarking. The leadership team understands the appropriate levels of operational effectiveness to support its strategic intent, and has aggressive plans to achieve these targets and maintain them.

· Supply Chain Design. The rules for the design, management and execution of the supply chain process must be clear and explicit and aligned with values and strategy.

· Supply Chain Optimisation. The leadership team actively encourage the optimisation of the extended supply chain (consumers, through customers, distribution, manufacturing and third parties - not just assets that the business unit owns).

· Integrated Business Management. There must be a well structured formal business decision making process which relates external and internal events to strategic direction and highlights the key decisions required. q Scorecard. There must be a scorecard which balances indicators for delivering shareholder value, key financial targets, customer and consumer satisfaction, and operational effectiveness. 

The Choices and Making the Right Ones
We cannot do everything and succeed. We must make the right choices and prioritise our actions. Understanding the strategic consequences has a significant impact on the choices we need to make in designing and running our business. The context and combination of these choices should be unique to your business. Remember that off the shelf solutions can be copied so we should look for a unique approach. Let me illustrate with two examples.

The first is concerned with choices around designing an integrated business management process. If we are serious about our strategic direction, then we must have a process which frequently projects the latest view of the future and highlights decisions needed to bring us back on track and maximise opportunities.

Many businesses use this model with great success

The process is monthly, focusing on the future, management information rather than detailed data, understanding the impact of changes and making decisions based on options available to meet the business plan in the context of the strategic plan.

Integrated business management is different from "best practice" traditional sales and operations planning. The latter is a good operational process for a smaller company but it does have some flaws, namely:

· It does not engage business management and sales and marketing 

· It misses the importance of New Activities

· It does not work easily in large multinational businesses

· It involves too much data collection 

Integrated business management is common sense but before we implement there are consequences and choices to consider. I show these consequences in the figure below within three boxes entitled "Potential Issues".
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Before we design our unique business model, let us understand the full impact of the "potential issues", and all the consequences from the previous section.

The second example of choices is very relevant to the major content of this article. What are the appropriate levels of operational effectiveness for our business aligned to strategic direction? There are several consequences relevant to this discussion. They are:

· Values and behaviours

· Organisational issues

· External Change

· Clear Value Proposition

· Operational Effectiveness and Benchmarking

· Supply Chain Design

· Supply Chain Optimisation 

· Scorecard 

Are there many? Yes! It elevates the importance of the discussion on operational effectiveness. The choices impact:

· Site Selection

· Do we need sites with different competencies?

· Do we have different supply chains within one site?

· Do we have common measures but different targets?

· Etc, etc 

Operational effectiveness needs must be dictated by our futures and strategy, not our current reality
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I will now illustrate some issues using the above scenario but recognising that each business will be different. In this example our future shows a greater reliance on new products - very different to our current reality or where we are today. Our existing portfolio (which forms most of our current reality) demands operational effectiveness characterised by repeatable, reliable processes at low cost, high utilisation and reduced variability.
Line extensions and market variants demand operational effectiveness with flexible, responsive processes tailored for specific customers / markets, short lead times, handling a potentially large portfolio of products, more headroom capacity. Is utilisation an appropriate measure for each scenario? Yes, but the targets for success are different.

New products need an operational effectiveness culture which is responsive to changing requirements, a learning and adaptive process, new technologies, new challenges, trialling and uncertainty.
Do we have to choose one or the other? No, but we need to get the combination and the context right for the future not the current reality. We can make better and appropriate choices coming at this from "Right to Left" rather than from "Left to Right".

Action Planning and Implementation
We still have to plan actions and implement, but we now have these directed from strategy, and our actions are now an integral part of successful strategy implementation. But we will still have to manage changes and adjust accordingly when necessary.

The Alignment Process
As we follow the "Right to Left" approach it is normal to find some "holes" in our direction and consequences. We now need to develop more robustly our direction and consequences.

In summary, we can create a direct link between our strategic direction and our day to day actions both of which are regularly refreshed. We see that operational effectiveness is mandatory but that our appropriate levels must be directed by the strategic direction of the business. Leadership in creating the future is vital - if we don't know where we are going then we will end up somewhere else. 

Finally, there could be an even more exciting future if we direct our appropriate levels of operational effectiveness from our strategy - by going from "Right to Left". Remember that if we always know exactly where we are going, we have no chance of discovering something better - sustainable competitive advantage.
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