
1

Chapter 8Chapter 8

Managing  Internal  Managing  Internal  
OperationsOperations



2

Learning ObjectivesLearning ObjectivesLearning Objectives
•• Allocating Resources to Support the Strategy Execution Allocating Resources to Support the Strategy Execution 

EffortEffort

•• Instituting Policies and Procedures that Facilitate Instituting Policies and Procedures that Facilitate 
Strategy ExecutionStrategy Execution

•• Adopting Best Practices and Striving for Continuous Adopting Best Practices and Striving for Continuous 
ImprovementImprovement

•• Installing Information and Operating SystemsInstalling Information and Operating Systems

•• Tying Rewards and Incentives Directly to Good Strategy Tying Rewards and Incentives Directly to Good Strategy 
ExecutionExecution
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Objective 1Objective 1

Allocating Resources to Support Allocating Resources to Support 
the Strategy Execution Effortthe Strategy Execution Effort
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Allocating  Resources  to 
Support  Strategy  Execution  

Allocating  Resources  toAllocating  Resources  to 
Support  Strategy  Execution  Support  Strategy  Execution  

•• Allocating resourcesAllocating resources in ways to in ways to support effective support effective 
strategy executionstrategy execution involves involves 

–– Funding strategic initiatives that can makeFunding strategic initiatives that can make 
a contribution to strategy implementationa contribution to strategy implementation

–– Funding efforts to strengthen competenciesFunding efforts to strengthen competencies 
and capabilities or to create new onesand capabilities or to create new ones

–– Shifting resources Shifting resources —— downsizing some areas,downsizing some areas, 
upsizing others, killing activities no longer justified,upsizing others, killing activities no longer justified, 
and funding new activities with a critical strategy roleand funding new activities with a critical strategy role
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Objective 2Objective 2

Instituting Policies and Instituting Policies and 
Procedures that Facilitate Procedures that Facilitate 

Strategy ExecutionStrategy Execution
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Creating  Strategy-Supportive 
Policies  and  Procedures 

Creating  StrategyCreating  Strategy--SupportiveSupportive 
Policies  and  ProceduresPolicies  and  Procedures

•• RoleRole of of new policiesnew policies

–– Channel behaviors and decisionsChannel behaviors and decisions 
to promote strategy executionto promote strategy execution

–– Counteract tendencies ofCounteract tendencies of 
people to resist chosen strategypeople to resist chosen strategy

•• Too much policyToo much policy can be as can be as stiflingstifling as as 

–– Wrong policy or as Wrong policy or as 

–– Chaotic as no policyChaotic as no policy

•• Often, the Often, the best policybest policy is is empowering employees,empowering employees, letting letting 
them them operate between the operate between the ““white lineswhite lines”” anyway they think anyway they think 
bestbest
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Objective 3Objective 3

Adopting Best Practices and Adopting Best Practices and 
Striving for Continuous Striving for Continuous 

ImprovementImprovement
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Instituting  Best  Practices 
and  Continuous  Improvement 

Instituting  Best  PracticesInstituting  Best  Practices 
and  Continuous  Improvementand  Continuous  Improvement
•• Searching out and adopting Searching out and adopting best practicesbest practices 

is integral to effective implementationis integral to effective implementation

•• BenchmarkingBenchmarking is the backbone of the process of is the backbone of the process of 
identifying, studying, and implementing best practicesidentifying, studying, and implementing best practices

•• Key toolsKey tools to promote to promote continuous improvementcontinuous improvement

–– TQMTQM

–– Six sigma quality controlSix sigma quality control

–– Business process reengineeringBusiness process reengineering
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What  Is  a  Best  Practice?What  Is  a  Best  Practice?What  Is  a  Best  Practice?

•• Any Any activityactivity that at leastthat at least 
one company has provedone company has proved 
works particularly wellworks particularly well

•• A A pathpath to to operating excellenceoperating excellence
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Characteristics  of 
Best  Practices 

Characteristics  ofCharacteristics  of 
Best  PracticesBest  Practices

•• The The best practicebest practice must havemust have 
a a proven recordproven record inin

–– Significantly lowering Significantly lowering 
costscosts

–– Improving quality or Improving quality or 
performanceperformance

–– Shortening time Shortening time 
requirementsrequirements

–– Enhancing safety Enhancing safety oror

–– Delivering some other Delivering some other 
highly positive operating highly positive operating 
outcomeoutcome

•• To be To be valuable and valuable and 
transferable,transferable, a a best practicebest practice 
mustmust

–– Demonstrate success Demonstrate success 
over timeover time

–– Deliver quantifiable and Deliver quantifiable and 
highly positive results highly positive results 
andand

–– Be repeatableBe repeatable
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What  Is  Total  Quality  
Management? 

What  Is  What  Is  TTotal  otal  QQuality  uality  
MManagement?anagement?

•• A A philosophy of managingphilosophy of managing a set of a set of business practicesbusiness practices that that 
emphasizesemphasizes

–– Continuous improvement in all phases of operationsContinuous improvement in all phases of operations

–– 100 percent accuracy in performing activities100 percent accuracy in performing activities

–– Involvement and empowermentInvolvement and empowerment 
of employees at all levelsof employees at all levels

–– TeamTeam--based work designbased work design

–– Benchmarking Benchmarking andand

–– Total customer satisfactionTotal customer satisfaction



12

What  Is  Six  Sigma  
Quality  Control? 

What  Is  Six  Sigma  What  Is  Six  Sigma  
Quality  Control?Quality  Control?

•• A A disciplined, statisticsdisciplined, statistics--based systembased system aimed ataimed at
–– Having not more than 3.4 defects per million iterations for Having not more than 3.4 defects per million iterations for 

any business practice any business practice ---- from manufacturing to customer from manufacturing to customer 
transactionstransactions

•• DMAIC process (Design, Measure, Analyze, Improve, DMAIC process (Design, Measure, Analyze, Improve, 
Control)Control)
–– An improvement system for An improvement system for existing processesexisting processes falling falling 

below specification and needing incremental improvementbelow specification and needing incremental improvement
–– A great tool for improving performance when there are A great tool for improving performance when there are 

wide variations in how well an activity is performedwide variations in how well an activity is performed
•• DMADV process (Define, Measure, Analyze, Design, Verify)DMADV process (Define, Measure, Analyze, Design, Verify)

–– An improvement system used to develop An improvement system used to develop new processesnew processes 
or products at Six Sigma quality levelsor products at Six Sigma quality levels
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Objective 4Objective 4

Installing Information and Installing Information and 
Operating SystemsOperating Systems
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Installing  Strategy-Supportive 
Information  and  Operating  Systems 

Installing  StrategyInstalling  Strategy--Supportive Supportive 
Information  and  Operating  SystemsInformation  and  Operating  Systems

•• Essential to promote successful strategy executionEssential to promote successful strategy execution

•• Types of support systemsTypes of support systems

–– OnOn--line data systemsline data systems

–– Internet and company intranetsInternet and company intranets

–– Electronic mailElectronic mail

–– EE--commerce systemscommerce systems

•• Mobilizing information and creating systemsMobilizing information and creating systems 
to use knowledge effectively can yieldto use knowledge effectively can yield

–– Competitive advantageCompetitive advantage
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What  Areas  ShouldWhat  Areas  Should 
Information  Systems  Address?Information  Systems  Address?
•• Customer dataCustomer data

•• Operations dataOperations data

•• Employee dataEmployee data

•• Supplier/partner/collaborative ally dataSupplier/partner/collaborative ally data

•• Financial performance dataFinancial performance data
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Objective 5Objective 5

Tying Rewards and Incentives Tying Rewards and Incentives 
Directly to Good Strategy Directly to Good Strategy 

ExecutionExecution



17

Gaining  Commitment:  Components 
of  an  Effective  Reward  System 

Gaining  Commitment:  ComponentsGaining  Commitment:  Components 
of  an  Effective  Reward  Systemof  an  Effective  Reward  System

Monetary IncentivesMonetary Incentives

•• Base pay increasesBase pay increases

•• Performance bonusesPerformance bonuses

•• Profit sharing plans Profit sharing plans 

•• Stock optionsStock options

•• Retirement packagesRetirement packages

•• Piecework incentivesPiecework incentives

NonNon--monetary Incentivesmonetary Incentives

•• PraisePraise

•• Constructive criticismConstructive criticism

•• Special recognitionSpecial recognition

•• More, or less, job securityMore, or less, job security

•• Stimulating assignmentsStimulating assignments

•• More, or less, autonomyMore, or less, autonomy

•• Rapid promotion Rapid promotion 
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Approaches:  Motivating  People 
to  Execute  the  Strategy  Well 

Approaches:  Motivating  PeopleApproaches:  Motivating  People 
to  Execute  the  Strategy  Wellto  Execute  the  Strategy  Well

•• Provide attractive perks and fringe benefitsProvide attractive perks and fringe benefits

•• Rely on promotion from within when possibleRely on promotion from within when possible

•• Make sure ideas and suggestions ofMake sure ideas and suggestions of 
employees are valued and respectedemployees are valued and respected

•• Create a work atmosphere where there is genuine sincerity and Create a work atmosphere where there is genuine sincerity and 
mutual respect among all employeesmutual respect among all employees

•• State strategic vision in inspirational terms to make employees State strategic vision in inspirational terms to make employees 
feel they are part of something worthwhilefeel they are part of something worthwhile

•• Share financial and strategic information with employeesShare financial and strategic information with employees

•• Have knockout facilitiesHave knockout facilities

•• Be flexible in how company approaches peopleBe flexible in how company approaches people 
management in multicultural environmentsmanagement in multicultural environments
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Linking  the  Reward  System 
to  Performance  Outcomes 

Linking  the  Reward  SystemLinking  the  Reward  System 
to  Performance  Outcomesto  Performance  Outcomes

•• Tying rewards to the achievement of strategic and Tying rewards to the achievement of strategic and 
financial performance targets is managementfinancial performance targets is management’’s single s single 
most powerful tool to win the commitment of company most powerful tool to win the commitment of company 
personnel to effective strategy executionpersonnel to effective strategy execution

•• Objectives in designing the reward systemObjectives in designing the reward system
–– Generously rewardGenerously reward thosethose 

achieving objectivesachieving objectives
–– Deny rewardsDeny rewards to those who donto those who don’’tt
–– Make the desired Make the desired strategic and financial strategic and financial 

outcomesoutcomes the the dominant basisdominant basis for designing for designing 
incentives, evaluating efforts, and incentives, evaluating efforts, and 
handing out rewards handing out rewards 
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Key  Considerations  in 
Designing  Reward  Systems 

Key  Considerations  inKey  Considerations  in 
Designing  Reward  SystemsDesigning  Reward  Systems

•• Create a Create a resultsresults--orientedoriented systemsystem

•• RewardReward people for people for results, notresults, not for for activityactivity

•• Define jobs in terms of Define jobs in terms of what to achievewhat to achieve

•• Incorporate Incorporate several performance measuresseveral performance measures

•• Tie Tie incentive compensationincentive compensation to to relevant outcomesrelevant outcomes

–– Top executivesTop executives –– Incentives tied toIncentives tied to 
overall firm performanceoverall firm performance

–– Department heads, teams, andDepartment heads, teams, and 
individualsindividuals –– Incentives tied toIncentives tied to 
achieving performance targetsachieving performance targets 
in their areas of responsibility in their areas of responsibility 
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Guidelines  for  Designing  an 
Effective  Compensation  System 

Guidelines  for  Designing  anGuidelines  for  Designing  an 
Effective  Compensation  SystemEffective  Compensation  System

1.1. Payoff must be a major, not Payoff must be a major, not 
minor, piece of total minor, piece of total 
compensation packagecompensation package

2.2. Incentive plan should extend Incentive plan should extend 
to all employeesto all employees

3.3. Administer system with Administer system with 
scrupulous fairnessscrupulous fairness

4.4. Link incentives to achieving Link incentives to achieving 
only the performance only the performance 
targets in strategic plantargets in strategic plan

5.5. Targets a person is Targets a person is 
expected to achieve must expected to achieve must 
involve outcomes that can involve outcomes that can 
be personally affectedbe personally affected

6.6. Keep time between Keep time between 
performance reviewperformance review 
and payment shortand payment short

7.7. Make liberal use ofMake liberal use of 
nonnon--monetary rewardsmonetary rewards

8.8. Avoid ways of rewarding Avoid ways of rewarding 
nonnon--performersperformers
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SummarySummary
In this chapter we discuss five additional managerial actions thIn this chapter we discuss five additional managerial actions that at 

facilitate the success of a companyfacilitate the success of a company’’s strategy execution efforts:s strategy execution efforts:

1.1. Marshaling resources to support the strategy execution effort.Marshaling resources to support the strategy execution effort.

2.2. Instituting policies and procedures that facilitate strategy Instituting policies and procedures that facilitate strategy 
execution.execution.

3.3. Adopting best practices and striving for continuous Adopting best practices and striving for continuous 
improvement in how value chain activities are performedimprovement in how value chain activities are performed

4.4. Installing information and operation systems that enable Installing information and operation systems that enable 
company personnel to better carry out their strategic roles company personnel to better carry out their strategic roles 
proficientlyproficiently

5.5. Tying rewards and incentives directly to the achievement of Tying rewards and incentives directly to the achievement of 
strategic and financial targets and to good strategy execution.strategic and financial targets and to good strategy execution.
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