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Background

This paper arises from a research project into ways in which manufacturing strategy is formulated.  The insights arising from the earlier study of fifteen companies have been reported.
  Those fifteen companies comprised a convenience sample over three years; the companies had nothing in common, apart from geographic location in South Africa and willingness to be studied.  In this paper we report a new study where a customer and supplier are studied and compared using the same basic manufacturing strategy audit approach used in the earlier studies.

Aim

This paper explores the extent to which the manufacturing strategies of two companies in the same value stream are coordinated.  Manufacturing strategy is defined as:

The conscious or subconscious attempt by a firm’s manufacturing division to continually develop those capabilities that will allow it, by way of value creation for its clients, to retain and add to, its customer base and in so doing ensure a competitive advantage over its rivals.

Methodology

A different researcher studied each company, contributing to the independence of the evaluations.  Each study took place over the same three-month period.  The explicit, implicit and ideal manufacturing strategies of each company were explored.  These terms were defined as:

· EXPLICIT STRATEGY:  A clearly and precisely stated strategy contained in strategic planning documents, minutes of management meetings, policy documents and/or annual financial statements.

· IMPLICIT STRATEGY:  A strategy that is not clearly stated, but is implied by the decisions and actions taken by the company over time.

· IDEAL STRATEGY:  That strategy which allows the organisation’s manufacturing division to provide those order winning criteria identified by the marketing function, in a manner which is better than competitors can provide, in order to add maximum value to customers and thereby retain their business.
The primary hypothesis of the larger research project is 

Manufacturing strategy development is not a conscious, explicit initiative undertaken by corporate strategists seeking to create an organisation that is capable of satisfying the market requirements of the segments in which their products compete. On the contrary, manufacturing strategy development in South Africa occurs subconsciously and is implicit by nature.
Company A
Company A was established nearly 100 years ago.  It has remained a supplier of electro-mechanical process equipment to the industry it originally served.  A brief time-line for the company is:

1960’s: Management buy-out followed by an expansion of regional operations.

1970’s: Take on sales and distribution agencies for leading European suppliers.

By mid-80’s: Had expanded service network and agencies to become a comprehensive supplier to its target industry.

After mid-80’s: Introduced new concept to its target industry and saw excellent growth, leading to a listing on the Johannesburg stock exchange.

This led to relocation to larger premises and expansion into the export market.  Exports are to North and South America, Europe, Middle East, Asia-Pacific, and, more recently, to 13 African countries; exports now account for 50% of turnover.  Company A believes it is in the top ten of its industry world-wide.  It now employs around 350 people.  The index of turnover in the most recent years is in Figure 1; the continuing high growth rate is evident.  The company has set the goal of achieving a turnover of $100 million within five years.  The stock exchange has shown confidence in the share, which increase ten-fold between 1995 and 1997.

The company professed to have no formal marketing strategy.  However it was possible to determine the strategic direction from the data gathered.  Essentially the plans were:

Local market plans – Increased sales through product innovations to serve the proliferation of retail outlets using their equipment, as well changing tastes in the retail markets, i.e. more outlets with more variety.

Export market plans – Most of the planned growth is seen as coming from exports and is pursued through additional international agencies, and displaying at exhibitions; joint ventures have also been concluded.

A process of interviews and reviews was used to assess the order winners and qualifiers.
  Table 1 shows the results of speaking with both manufacturing and sales people.  They have identified the same factors for the export market, and their weightings are similar for manufacturing issues: price, flexibility, and lead-time are winners with quality as a qualifier.  Sales staff sees the domestic market very differently.  Non-manufacturing issues, particularly ‘reputation’, dominate their view.  Manufacturing staff see the two markets as being similar, except for technical service being important locally, and lead-time internationally.
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Figure 1: Turnover index of company A

According to manufacturing


Export
Domestic

Order winners and qualifiers
1997
1998
1997
1998

Price
50
60
40
50

Flexibility
30
30
20
20

Lead time
20
10
-
-

Technical service
-
-
20
30

Quality
Q
Q
Q
Q

According to sales


Export
Domestic

Order winners and qualifiers
1997
1998
1997
1998

Reputation
-
-
60
60

Relationship
-
-
10
20

Selling skills
-
-
1-
10

Price
50
60
Q
Q

Flexibility
30
30
-
-

Lead time
20
10
-
-

Technical service
-
-
10
10

Quality
Q
Q
10
Q

Table 1: Weighted order winners and qualifiers (Q) seen by two functions

From the material in Table 1, the following ‘ideal’ strategies were developed:

For exports:

The manufacturing task is to be the low cost producer offering a wide range of customization options within a short lead-time.

For local market:

The manufacturing task is to be the low cost producer with a wide range of products backed by sound technical services for installation and maintenance.

Low cost and flexibility predominate in both local and export markets.

In order to assess the implicit manufacturing strategy, Skinner’s audit procedure was used.
  It comprises of seven areas:

1. What to make and what to buy, i.e. the integration issue.

2. Production planning, scheduling, and inventory control.

3. Work-force management.

4. Quality control.

5. The formal organization.

6. Controls, reports, and information systems

7. Purchasing.

The overall conclusions of the manufacturing audit were:

1. Manufacturing strategy development and implementation occurs implicitly (and hence the hypothesis cannot be rejected in this case).

2. The implicit manufacturing strategy regarding structure and infrastructure are aligned with corporate objectives and the (implicit) marketing strategy.

3. Marketing, sales and manufacturing people have a similar view on how orders are won, particularly in the all-import export market.

4. Manufacturing managers understand the difference between improvement programs and strategic decisions.

5. Management control systems are in an early stage of development.

6. A culture of change pervades the company.

From the audit it is clear that the company is under pressure, not surprisingly, to increase capacity and reduce costs, whilst keeping quality at industry standards.  Its main problem is the capacity constraint due to the existing batch-type manufacturing process.  In the 1995 to 1996 period WIP and raw materials inventory rose 62% and 57% respectively on a turnover growth of 58%.  The batch size too was increased, with all the problems that that brings.

Actions are already in hand to move to assembly line operations.  Growth is being dealt with through additional factory space and product specialization in one of the new spaces.  But in addition, Company A is outsourcing more of its component fabrication.  Outsourcing components in a time of high growth is sound, but primary concerns (qualifiers) would be about quality and reliability.  The contract would go to the otherwise equally qualified supplier who offered the lowest prices.  We will now turn to examine a supplier.

Company B
Company B is less than five years old.  It was an entrepreneurial start-up by two men who previously worked together at a national metals merchant.  They intended simply importing and distributing specialty steels.  Instead they have developed into a company which does cutting, punching, and bending of aluminum and steel sheet.  By maintaining good relations with their former employer, they are able to source their raw materials at highly competitive prices compared to their competitors.  They believe they lead a pool of ten start-ups all offering the same services.

Company B has experienced strong growth since its establishment; see Figure 2 for the turnover index.  Now employing 22 people, turnover is currently in the vicinity of $3 million per annum, very much smaller than its main customer (at about 40% of sales), Company A.
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Figure 2: Turnover index for Company B

With only two managers (the owners), who share an office, it is not surprising that there is no formal strategic plan.  They claim to do their strategic planning ‘over a beer.’  It was decided to judge their strategy from their behaviour, i.e. from what they actually do, that the modus operandi is the explicit strategy.  This is a departure from the definition given above.

The clearest statement of strategy is that they ‘Chase Rands’, and that no job is too small or too dirty for them.  They see their mission as satisfying the customer with products that conform to specifications delivered at the agreed time.  All of these views require them to have high flexibility.

They subordinate everything to building a reputation in their industry for ‘to spec and on time’ work.  The owners are very ‘hands on’, coupling strict cost controls with reliance on relationships within their industry, with suppliers and customers.  The strong relationship with their former employer obviously provides an additional cost advantage.

There were obviously only two people to consult regarding perceived order winners and qualifiers.  They were not too fussed with the distinctions and the categorizations used in Table 2 (based on Hill)
; these were put to them rather than extracted from them.  It was their idea to allocate 100 points to each column to indicate relative importance.

Characteristic
Order winner
Order qualifier
Potential disqualifier

Price
40



Conformance quality
20



Delivery speed

40


Delivery reliability
20



Design capability

10


Image


100

Product range

30


Relationships

20


Manufacturing capability
20



Table 2: Company B order winners and qualifiers

The strong view on ‘image’ appears to be a concern to establish and maintain a reputation for reliable (conformance) quality and delivery.  Price, delivery speed, and flexibility are the most important concerns in the winners and qualifiers.

The Hayes and Wheelwright structural/infrastructural framework was used to audit this company.
  An assessment was then made of the ‘degree of mismatch’ between what the audit showed (the implicit strategy) and the explicit strategy as lived out by the owners for the categories Hayes and Wheelwright set out.  Table 3 shows this comparison.  There is clearly a good match between what they say they do and what they actually do.  This is to be expected from a small operation where management is in constant contact with the market and the production personnel.

Decision category
Explicit strategy
Implicit strategy
Degree of mismatch (%)

Structural

1. Capacity
Management intention is 100% utilisation at all times

Move toward capital intensive machinery
Foreman and workforce continuously aware of the need for maximum utilisation levels

Utilisation NOT measured

NC machinery recently bought
0

25

0

2. Facilities
Small overheads and high degree of control
Small facility at industrial park
0

3. Technology
Management intention is to be technology leader in the industry
Hi-tech NC machine recently acquired from abroad
0

4. Vertical Integration
No intentions
N/A
0

Infrastructural / Tactical

1. Workforce
Workforce well remunerated

Advancement possible on merit

Multi-skilling where possible
Bonuses paid out randomly at mgmt discretion on regular basis

Promotions are merit-based
0

2. Quality
High priority

Continuous focus on improvement
Foreman pedantic on quality issues

But no formal measurement or recording of defects, etc.
0

25

3. Production Planning & Control


Foreman controls daily scheduling

Expediting occurs at management request
Scheduling done by job card system

Expediting occurs “as required” 
0

4. Organisation
No need for org. chart

Team spirit fostered


No formal structure exists

Hierarchical structure evident

Team ethic prominent
0

 Key: 
No mismatch

  0%

 
Partial contradiction
25%


Obvious contradiction
50%

Table 3: Degree of mismatch between explicit and implicit strategies

Alignment

Company A is seeking to expand turnover and production rapidly.  Is the manufacturing strategy followed by Company B in alignment with A’s requirements of quality and reliability at lowest cost?  It is clear that Company B is highly aware of the need for good conformance quality, delivery reliability, and cost reduction.  In these respects there is very good alignment.

Of concern is the fact that the owners of Company B do not intend to grow their business much beyond its current size!  In the light of Company A’s plans and recent trajectory, it may need to look to entrepreneurs with greater ambition.  However, given their high concern for customer relationships and good image in the market, Company B’s owners may well find themselves drawn into the growth of Company A.

Comments and conclusions
Company B did not fit easily into the methodology.  With ownership vested in just two people actively involved in the day-to-day running of the business from both a sales and production point of view, little mismatch between explicit and implicit strategies should be expected.

Company B was judged to be at Stage IV of the Hayes and Wheelwright four stages: externally supportive.  This was judged using a questionnaire based on the four stage model.  This positioning at Stage IV raises concern about the stage-model itself: should it not have a Stage O to accommodate the small start-up struggling to plant itself in the market?

It also seems necessary to suggest that companies with plans for substantial growth and using suppliers to provide capacity should be more explicit in signalling their future capacity needs to those suppliers.
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