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INTRODUCTION

The Case Study Handbook has emerged fiom sixteen years of work with busi-
ness school students. The impetus for it was 2 void in the guidance 1 could
give them about cese essays.

When [ first worked with MBA students, [ confined myself to conven-
tional writing advice—coherent paragraphs; active voice; essays with 2 dis-
cernible beginning, middle, and end. The advice had an fmpact, but not as
much as [ hoped. Bventually, I realized that in case examinations, students
often didn't know how to recognize the need for an argument or were
anclear about how to write one, (This lack of knowledge isn't the fault of
students; it’s the fault of the writing instruction they have received.) |
immediately placed argument at the forefront of my instruction. | experi-
mented with thesis statements derived from an enthymeme. I tried Stephen
Toulmin’s syllogistic approach to the soracture of an argument. In the end,
[ kept it simple: conclusion, reasons, and evidence.

Understanding when an argument is needed and how to construct one
helped many of the writers. Nevertheless, | remained concerned abous the
trouble students had with case-based essays, Their writing was often charac-
terized by fuzzy points of view, disjointed discussions of 1ssues, and uneven
use of evidence, It took me a long time to reslize that these €55ays Were
unwittingly mirroring the cases the wrirers were supposed to be interpret-
ing. Argument therapy was an incomplete solution to this problem. The
students needed more, and I dida't have more to offer,

I knew that if there was a solution, it was in the cases theniselves—but
my jurisdiction was writing. Reluctanty, 1 sat in on case discussions and read
many case exams. I read cases that students were writing about and com-
pared them to the essays written about them. Some students imtuitively knew
how to respond to questions like these: What is the best decision? Why is
this organization performing badly? T marveled at their clarity of purpose,
despite the pressure of an exam, the challenge of a case, and the lack of
information about the reader’s expectations. I learned from the successful
essays and those that fell short.

Gradually, the ideas in this book took shape, and [ tried them out with
MBA studenis 1o see if I could finally offer advice that spoke to all their needs.
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The ideas weren't confined to writing. I found myself reverse-engineering
amethod that could be used for analvzing a case. | have been using the ideass
detailed in this book for five years, and the results have been consistently
positive in class discussion and case-based exams—not as judged by me but
by the grades of MBA instructors who know nothing of the method and
have ne reason to know. I have been especially happy about the stadents
who have been able to Iift themselves out of 2cademic trouble.

[ make statements in this book that could be construed as a theory of
cases. Readers, especially business academics, need to understand what this
book is not. Tt has no theoretical ambitons. It is not a thetoric or generative
theory of cases or a taxonomy with exclusive categories. It does not break
new ground on argumentation. It describes a pragmatic method grounded
in observations abour sitmations that frequently occur in cases and in stu-
dents’ responses to them. Strictly speaking, this book isn't about the case
method because such situations also occur in the real world——not surpris-
ing, given that cases mitror the real world, The method doesn’t account for
every situation encountered in cases or every combination of siruations. It
simply takes advantage of the fact that many cases do involve certain well-
defined situations.

Each of these situations has its own logic, and an awareness of it can help
students read cases more efficiently, discuss them mere effectively, and write
about them more cogently. The links between analysis, discussion, and writ-
ing are a primary advantage of the method, However, it 1s nof a substitute
for the theories, framesworks, processes, and quantitative methods taught in
business courses. In fact, it is intended to complement and facilitate their
use. The method shouldn't detract or distract from them but accelerate
recourse to them and focus their application.

The essays and essay excerpts in the book are based on the writing of
MBA students. [ have disguised the writing to protect the privacy of the
authors, Because the original essays were examinations written under time
pressure, | have also edited them so that they are better examples of the points
made in the book. However, I restrained the editing to aveid the appear-
ance of "ideal” examples, Only a single example of bad writing is used; it is
& contrast to a good example on the same case. I think examples of bad
writing tend to reinforce bad writing,

All of the cases i the book are from Harvard Business School. To avoid
causing problems for instructors, the cases have been carefully researched to
ensure that they are no longer being ordered for classroom use anywhere in the
world. T use these mactve cases to demonstrate the method put forward in the
book. I stress to the reader that my interpretations are no more definitive
than anyone else’s, and in those interpretations I include open questions



and other ways to look at the case. In other words, T do evervihing T can to
discourage the notdon of a “right answer” to 2 case. Some short EXCEIPTS
from cases that are still taught have been carefully disguised to prevent a
student from gaining an unfair advantage—although it’s hard to imagine
that the brief quotations could provide any even if they weren'’t disguised.

The Case Study Handbaok hasn't been written wich the pretension of being
indispensable. On their own, business students develop approaches to cases
that work and smoothly adapt to writing case-based essays, Nonetheless,
too many students don’t arrive at a reliable approach to cases, and that hin-
ders their learning. The same can be said ahout Writing—-tao many students
struggle with it in business school. With the long-term growth in MBA
enroliments and the widespread wse of cases, the worldwide pool of stu-
dents who will encounter the case method continues to expand,

This book 15 intended for all case method students, current and nrospec-
tive. My hope is that the benefits will extend even more widely. Everyone
gains if Jearners are better prepared for classtoom discussion and written
arguments—the student, peers, professors, and future employers,

INTRODUCTIOT

3






CHAPTER 1

PERSUASION, ARGUMENT,
AND THE CASE METHOD

Emh year, entering business school students encounter an approach to
teaching and 1eunmg new to many of them: the case method. By case,
[mean the substantial studies from business schocls or corporations, not the
slender vignettes included in nany business wxtbooks. Far novices, the firse
encounter can be perplexing. A case appears to be a straightforward narra-
ave, but when these students finish reading them, they wonder what point
the case Is trving to make, A case study of a restaurant chain ends with the
president turning over in his mind basic guestions about the business, He
gives no answers and the case doesn’t either. In another case study, a young
MBA has accidentally learned of alleged office behavior that could have
serious consequences for the individuals involved, inc cluding him. At the
conclusion of the case, he has a literal and figurative headache—and noth-
ing explicit is mentioned about what he should do.

In classroom discussions of cases like these, instructors use the Socradc
method, in which students carry the discussion through answers to a stream
of guestions. Students can feel vulnemble, and the classroom atmosphere
can be strained and edgy, particularly in the first months. Written case-based
examinations pese ancther challenge. In class, the entive group, mciudmg
the instructor, works collaboratively on a case. Depending on the size of the
class, each student is likely to contribute only a small number of comments
to the discussion, On exams, students are on their owit. They not only have
to analyze the case in response to one or more questions bur also write an
essay that satisfies and persuades an expert reader—all in a limited time.

In class and on exams, case method studenss are asked questions like
these:
* Is the change effort described in the case worthwhile? 1fit i, why
has it failed? How can it be successfully implemented?
* How artractive is the industry described in the case? Are some se 2g-

ments merve artraceive than others? Why? Identify;, analyze, and
evaluate the strategy of the company featured in the case.

o3
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» Thinking from the perspective of current European Union mem-
bers, do vou agree with their decision to enlarge the EU by ten new
members? What are the pros and cons? What is the impact on the
world economy?

SKILLS FOR STUDYING CASES

From time to time, MBA students have told me they feel there is a secret to
the case method that some people get and some don't. If you get it, you do
well; if you don’, you scrape by as best you can, always fearful that von will
be exposed.

The case method requires a lot froms the studenc. At the same thme, it fsn't
2 secret society in which a few fortunate individuals get it and thus outper-
form their peers. Case method students need two distinet sets of skills. First,
they need o be able 1o analyze a case, to give it meaning in relation to it
key issues or quesiions that have been asked about it. The goal is to come to
conclusions congruent with the reality of the case, taking into account its
gaps and uncertainties. Second, students have to be able 1o communicate
their thinking effectively.

This book provides a method of organizing and divecting case study and
guidance on how to communicate the results. The method should help you
use the business concepts that are already part of your working knowledge
or are taughr in business courses—concepts such as;

= BExpectancy Theory (Victor Vioom)
» 5 Cs analysis of marketing situations®

* 5 Ps Model of Leadership (Mildred Golden Pryer, ] Christepher
White, and Leslie A. Toombs)

* Macroeconomics
< Value Chain {Michzel Porzer)

The combination of a method to organize thinking about a case and
business concepts will help vou come to conclusions and explin why you
think they’re valid. In education and in business, your conclusions have Lt~
tle meaning unless theyre shared with others, The case methed is about
stating and comparing opinions and learning from the differences and sim-
ilarities. In an academic program, communicating conclusions abour a case
occurs orally, in study groups and class discussions, or in formal presenta-
tions, it also occurs in writing, in class assignments, rescarch projects, and
examinations. Each type of communication has its own needs and require-
ments. [ class, you have to meld vour insights with the overall discussion.



PERSUASION, ARG

The vole of each individual is to advance the discussion and contribute to
the collective understanding of the case. Individual or group presentations
usually ain at persuading the audience. A case-based essay also afmis at per-
suasion. This bool & divided into thres separate skills: case analysis {part ),
discussion (part 1T}, and wrising zbout cases {part TIT).

RECEIVING KNOCWLEDCGE VERSUS MAKING 1T

Many entering business school students have been educated in 2 lecrure
system. A lectuze is an efficient way for an expert to deliver content to many
individuals at once. In combination with textbooks, which are lectures in
print, this learning model can deliver volumes of content in 2 short time.

The lecture model is good at transferring information. Like any learning
model, it has Hmitations. One of the most mmportant 15 that it doesn’t
encourage listencts to think about the content and apply ir. Lectures on
organizational development or macroeconomics aren'’t traly meeningful
until the learner can apply the content o issues to betrer understand orga-
nizations or countries. Concepts that are meant to be applied require prac-
tice opportunities. The lecture method generally doesn't afford students the
chance for rigorous practice, and learners tend to be graded on recall of facts.

When students ener a case-based program, they understandably assume
that regurgitation of case faces is 2 central task, They are surprised when
their professors not only expect them to know the facts but ro use them to
support an opinion about an issue the case raises. [t doesnt help that
incoming business school students often aren’t told what the case method
asks of them. A sink-or-swim mentality seems common in professional
education, at least in the United States. In the lecture method, learners
recefve knowledge from an expert. In the case method, learners make the
knowledge with the assistance of an expert. This fundamental shift causes
many new case method students to be confused and uncertain about how
they should go about learning,

WRITING AND PERSUASION

A graduate once summed up his feelings abour writing instruction in an
MBA program:“I didnt go 1o business school to learn how to write!”

Fair enough. But many business schoof students don’t think they have
strong writing skilis and aren’t swe how 1o write an argument, Graduates of
undergraduare programs often have had linde practice in writing after a
required freshman composition course and very Jittle meaningful feedback
on what they do write, Individuals with degrees and backgrounds in sci-
ence and technology may have done no significant writing since high




8 THE CASE STUDY HANDBOOK

school. Yet, quality MBA programs—classtoom based and online—require
students to write, and the dearth of prior instruction and practice can be a
liabifiry. Tt can also reduce graduates’ career effectiveness. The title of a much
discussed New York Tismes article captures the state of writing in the United
States: “What Corporate America Cannot Build: A Sentence™

The ability to think clearly and comuunicate convincingly has always
been an importane skill for managers and leaders. It is now arguably more
important. Rapid globalization, the increase in geographically dispersed
work groups, and the Internet put a new premium on text communication.
The New York Times article fust cited illustrates the daily chaos that badly
written e-mails cause in companies, In the “knowledge economy,” employ-
ces are expected to think and act on their own. These skilled and inrelligent
mndividuals expect management te explin and persuade, not issue orders.
With employees distributed around the world, the most practical way of
reaching them is wridng. Wellwricten documents can be 2 hidden source
of competitive advantage.

Persuasion is the art of convineing an audience, listeners or readers, to
believe, think, or act as the speaker or writer wants them to. The art has a
fong history, going back more than two thousand vears in the West. It is still
as vital today as it was in its anclent forms, Argument and persuasion are
necessary to resolve controversy—+io assist people with very different views
of the same thing to find common ground. That function has particular
mmportance in business, with its emphasis on acton. Differences of opinion
need to be negotiated 5o that a company can take intelligent action.

Cases have multiple meanings and thus are always controversial. In a class
of forty students, there are likely to be forty different views of a case, To
persuade classmates and professors in a case method setting, writers must
deal with two obstacles: the shared text (the case) and the eritical outlook
or attitude of the audience. The audience knows the text and the facts so
writers can’t afford to make factual mistakes. In addizion, because the andi-
ence mermbers are familiar with the case and will have their own opinions
about it, writers must meet 2 high standard of proof,

On the other hand, the andience’ knowledge of the case is an asses. It
relieves writers of having to describe the case situation, define the terms used
m it, and other tasks speakers and writers often have o perform when the audi-
ence isn't intimately familiar with the topic. Also, most professors are less inter-
ested m the position wrirers take on a case than in how well chey can prove it.

There are many ways © persuade an audience—emotional appeals;
tricks of logic; appeals to authority; or reasoning and evidence. In an aca-
demic or business setting, the best way to persuade is through argument.
Academic work is founded on rational, logical thinking and discourse, and
argument is essential co both. For business students, learning to analyze o
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siteation accurately and persuade through rational argument has great
importance. Managers and executives need to be able to think logically
about the businesses they are trying to run, the people they are trying to
lead, and the goals they are trying to achieve, Thinking chronically clouded
by emation, lapses i reason, or an unwillingness to look hard at che facss
generally leads to wouble for both managers and their organizations.

Broadly speaking, an argument is a series of logically related statements,
The fundamental relationship, the one that matrers most, is between the
starement of a conclusion and the evidence for it. You make a conclusion
about a case—the president of the country is right to default on its foreign
debt—and readers nod their heads and say, “Fine, bur what can you say to
prove i7" For the audience to take your conclusion seriously, you need to
show them why they should.

Here's an illusrration of the conclusion-evidence relationship:

Why? fevidence)

Full payment of the debt will destabilize the country.

Whai? (zonclusion)
The president is right

{because]

o default an the

counpry’s foreign debe.

The statcement “Full payment of the debt will destabitize the country”
won't persuade anyone on its own. The audience needs to see the evidence
proving that full payment will destabilize the nation.

What? fronclusion) "5 Why? (reason)

o
g

The president is right § Full payment of the debt will destabilize the country.
e

to defanlt on the =

countrv's foreign debt. Evidence

1. Debt payments will take money our of the
country that is badly needed to support the
econonty and meet social needs such as education
and healtheare,

Evidence includes historical narrative showing
that past economic downiurns have impoverished
the population and created political confiicr that
worsened the economic situation.

2. National finances are depleted.

Evidence includes data and calculations showing
that poor management of the economy has re-
sulted in defictt spending and spotty tax collection.

3. The naticnal economy is just beginning to recover.

Evidence includes data and calecladions showing

that GDP has increased by 3 percent and 5 percent
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the last two years, respectively; inflation has
declined 5 percent in a year; but unemployrent
has risen sharply,

4. The standard of living and other indicators of social
well-being are improving, bur a downturn in the
economy will reverse the gains.

Evidence includes data showing that per capita
income has risen slightly (2 percent). Major crime
1s down 6 percent and the decline colncides with

improved econonyy

(%3]

- A polirical crisis has just been resolved, but if the
sconomy declines, there is potential for meore.
Evidence inctudes recent political histary of
pofitical turmonl that has prevented the government
from taking the difficult steps necessary for

economic growh.

The argument began with a conclusion and a statement sunumarizing
the proof. Arraved under the statement are other, more detailed, statements,
Eack needs to be accompanied by further evidence that corroborates it, (In
order to keep the outline unclutered, most of this detailed evidence has
not been included.} Note that the cvidence s ot only specific but is also
derived from different sources including cconomic statistics and political
history. Generally, the broader the range of evidence that aligns with a con-
clusion, the more convincing the argument i,

Keep this simple model of argument in mind, especially in the chapters
on case-based writing, Cases constantly invite immersion in the details of
fact and data.You want that detail—but you also want a structure that man-
ages the detail and Hnks it to a conclusion,

NOTES

1. See Robert | Dolaa, “Note on Markedng Strategy” Note 9-598-061 (Boston: Har-
vard Business Schoel Publishing, 19971,

2. Sam Dillen, “What Corporate America Cannot Build A Sentence,” New York Tiines,
December 7, 2004,

3. Paraphrase of Stephen Foulmin, The Uses of Argniment (Cambridge: Cambridge Uni-
versity Press, 1958), 13,



CHAPTER 2
WHAT IS A CASE?

En a case method classtoom, both the instructor and stadent must be
active in different ways, Each is dependent an the other to bring about
teaching and learning, Instructors are experts, but they rarely deliver their
expertise directly. The art of a case method instructor is to ask the right
question at the right time, provide feedback on answers, and sustain 2 dis-
cussion that opens up meanings of the case.

To llustrate the pattern of question and response, here is a portion of a
simulated case discussion of the Harvard Business Schoo! case “Malaysia in
the 1990s (A)™:

Tnstrucior; Whar do you think the prime minister should do? Wiar
showuld he say ar the United Nations?

Studeini A: He shouldn’t give in to the environmentalists. The COURTY
should be free to do what it wants inside its borders. That’s nobody
else’s business. The environmentalists should worry sbout problems in
their own countries.

Instructor: So be should go it alone, then? Say you were interested in
putting your money into the country. Which would vou prefer: a gov-
erntment open to discussion and negotiation about issues, or one that
takes 3 hard line with outsiders?

Student A: 1 guess T would want the government o be willing to tlk.
But 1 don’ think this is an issue that needs 1o be discussed.

Instiuctor: You said you think environmental groups should only con-
cern themselves with issues in their home countries?

Student A: Yes.
Instrucior: Does Malaysia have a strong environmental movement?
Student A: 1...1 dont know. The case doesn’t say.

Instruceor: Let’s assume it doesn’t. Does an envitonmental point of view
have any utility for 2 developing nation? Are there any results that could
damage the country’s development, or is it just a matter of saving, say, a

11
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species of frog that Western scientists have not yet had a chance to
study?

Stident A: 1 chink the country can’t afford to have Western standards
for environmental pretection.

Student B: ‘The case does mention some negative consequences tor
Malaysia, things like ercsion, floods, and some types of plants that
might be destroved which could be develeped for medicines.

Dustriicror: OK. Can deforestation hurt the country’s fong-term
development?

Student C: It could. Harvesting trees at a rate that isn't sustainable
means the timber harvest will ger smaller and smaller. Eventually, the
mdustry and the revenue from it will disappear.

Iustrictor: T this a big problem, a small problem, or semething in between?
Student C: 1 think ic’s mostly in one area.

Instructor: s there anything in the case that tells us the scope of the
probiem? Has anyone got numbers that help define it?

Student C: I don't have specific numbers. 1 know timber is going down
as a percentage of exports | .

Students provide most of the content of 3 case diseussion. They are indis-
pensable to the creation of knowledge. In fact, if they dont come 1o clags
well prepared, the case method will fail because the people responsibie for
making meaning fiom the case are not equipped o do it. In a lecture-, or
expert-based, teaching method, facts tend o be configured in a way that
yields a single interpretation, the “truth” Case discussions are teplete with
facts and information, but they aren’t shaped into a single truth.

The logic of the method sounds fine, even inspizational. The reality of
the experience can be baffling, Case method instrucrors usually don’t pro-
vide a packaged summation or give a personal opinien of students’ conelu-
sions and plans for action. They may teach concepts for analyzing cases
studied in the class, What they don’t do is announce definitve conclusions
or right answers, although they may discriminate between more and less
plausible solutions. Students enter and leave the classroom responsible for
the outcomes of the discussion.

For students, this can be a monumental shift in the educational experi-
ence, from the comfort of authority and the officially sanctioned wruth to
the hazd work of personal responsibility and the unease of ambiguity and
multiple meanings,



WHAT A CASE 15, WHAT IT DORS
WHAT IT DOESN'T DO

H

A business case hmitates or simulates a real situation. Cases are verbal represen-
tations of reality that put the reader in the role ofa participans in the siruation,
The unit of analysis in cases varies enormously, from a single individual or
organization to an entire nation or the world. Cases can range from one page
to fifty or more. But they all have 1 common purpose: to represent reality,
to convey a situation with all its cross currents and rough edges—including
irrelevancies, sideshows, misconceptions, and litde informarion or an over-
whehning amount of ic.

Most educational texts represent the real as logicel and coherent, But real
business situations are Auid and inevitably involve uncerminty; they don't
present selected and sorted information. Cases don't either. Real situatons
consist of some clarity, too much or to0 Lide information, and Jots of con-
tingency—and so do cases. They provide business students with the equiv-
alent of laboratories used for educating scientists and doctors. To fulfill is
role, a case must have certain characteristics, As an analog of reality, a substi-
tute for the direct experience of a business situation, a case must have these
three characteristics:

= A significant business issue or issues
* Sufficient information on which to hase conclusions
» No stated conclusions

A case without a significant issue has no educational value. You can
therefore assume that every case deals with something important {e.g., a
pricing dilemma, debt-equity trade-offs, 2 major problem in a plang). A case
miust have an adequate fact base to make possible reasonable conclusions,
but it doeset state any conclusions.

Many cases have these complicating properties:

* Informaricn that includes “notse”’—irrelevancies, dead ends, and
false, biased, or limited testimony by characters in the case

* Unstated informadon that must be inferred from the information
that is stated

* A noniinear structure in which related evidence is scattered through-
out the text and is often disguised or left to inference

A well-written case st have these characteristics in order to simulate
reality. As a reader of cases, therefore, vou must be able to:

¢ Construcr conclusions from the information in the rext
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¢ Tilter cut irrelevant or low-value portions of the text
¢ Furnish missing information through inferences

* Associate evidence from different parts of the case and integrate it
into a conclusion

Cases may put statements that sound cenclusive in the mouths of case
characters, but every case character is subject to skepticism based on his or
her self-interest and limited point of view. Many cases have elaborate
padding in the text and exhibits that serve as noise to distract the reader and
wake 1t harder to distinguish useful information. Noise is a characteristic of
real sitwations. Today, we are awash in information, much of it of Hide value,
Cases provide a hard but invaluable education in filtering information
according to its relevance and velue. Sonie of the best cases, however, use
the opposite strategy. They offer what seems to be a hopelessly inadequate
fact base. They mimic situations in which information s scarce, placing a
premiium on the reader’s ability to make inferences. Every case, whether it
has a large amount of nformation or very little, requires the reader to make
inferences. This can be the most difficult transition fom textbooks and lec-
tures. If memorization is the primary skill of the lecture model, inference is
the primary skill of the case model.

Cases look hike they have a linear structure. They can have an introduc-
tion and 2 conclusion, a sequence of headings and subheadings, and a series
of exhibits that look like those in textbooks. The introduction and conclu-
sion can provide invalusble information, as we shall see, but they don'
always. Headings and subheadings seem to divide the case into sections
with the logic of a textbook or a Fall Street Journal article. Business cases
imitate the structure of linear docwments such as textbooks, but they are
nonlinear, meaning the content is not presented in the most logical way.
Along with inferential information, this characteristic is probably the great-
est challenge for readers. Inexperienced students read cases assaming that
the text has a logical order. They are puzzled when the content follows an
organization that isn't completely illogical but is still confusing. They can
then stecl themselves to oy harder, to spend more time on cases, to take
better notes. Instead, they should quesion whether the way they read
matches the nature of the texr,

TAMING AN INDETERMINATE TEXT

Cases require active readers. The texts most of us regularly read encourage
us to be passive readers. The journalism of newspapers, magazines, televi-
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ston, and the Interner, whether reporting or opinton, tells the reader what it
means. I it doesn't, it has failed. A newspaper article, for example, states its
subject clearly, often in the first paragraph, and carefully declares its main
points, witich are usually explained and amplified through specific exam-
ples. For instance, a recent front-page article in 2 U1S. newspaper began
with an anscdote about a doctor who discovered that a pharmaceutical
company sepresentative knew a great deal about which drugs he was pre-
scribing. Here is the third paragraph of the story:

Dirug makers, i a level of detail unknown fo many physicians, are spending
mifliens of dollais to develop secret veparts about tndividual doctors and thelr
patients, aceording fo consuliants to the drug companies

The paragraph succinctly states the overall point of the story. The bal-
ance of the text provides exarnples of the data collzction and explores the
reasons why the companies want to collect it

In a texrbook, an expert delivers the truth, as he or she sees it, to readers.
A history text on ancient Rome asks this “fundamental question” on page 1:

How was It possible, on Talian soil and on the basis of a league presided over
by one of its members, to create a single power with a strong army and a vich
treasuiy, whereas Greece, i spite of her creative genius, never succeeded in any
of her aitemnpts to secure the same reslt? In other words: why did Rowme, just
such a city-siaie as Athens or Sparta, succeed in solving the puzzle which had
baffled both Athens and Sparta and even the Greek wonarchies founded vpon
military strength by the successors of Alexcander?

The rest of the text—more than three hundred pages—seeks to answer this
question.

The Harvard Business School case “Malaysia in the 19905 (A)” begins
with the prime minister of the counry, Mahathir bin Mohamad, about to
address the United Nations General Assembly and have meetings with
potential investors. Western environmentalists have been criticizing his
country for deforestation. The prime minister must consider his country’s
development strazegy in relation to internal and external interests. At the
end of the case, he is left wondering whether he should accept his speech-
writers’ confrontational statements dismissing the environmentalisss and
their criticism. The rest of the case doesn't veport only those facts relevant
to the controversy or offer the views and reasoning of all the parties to the
dispute and evaluate which one has the most legitimate position. Com-
pared with a news story or textbook, the case’s opening and closing sections
seein to have little to do with the text in between.
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THE CASE sTUDY HANDBOCK

THREE WAYS TO READ
There are at least three possible approaches to reading 2 case:
v Receive it
« Find i
» Make ir.

The first approach, “Receive it." fits a text that states both a subject and
its significance, as a news story or an onkine product review does. The sec-
ond,"Find it,” is adapted to a text that has keys or clues that ¢he reader rec-
ognizes and puts together for a solution. A mystery novel is a good example.
(50, oddly enough, are highly quantitative cases, which give clues that help
identify the correct formmlis or equations that will £ll 2 need stated or
implied in a case.) The final approach, “Make it,” is appropriate for cases.

I “Malaysia,”
can assume that the criticism of Western envirenmental groups has some
basis—which is not say it is true as stated-—and it could complicate the
governments development strategy. But when we read the case, the infor-

" the begiuning and end of the case are clear enongh, We

1y

sation varies considerably in its apparent relevance to the issue raised at the
beginning. A reading of the case induces an uneasy feeling that although
the content bears on the issue, how it does is unclear. Indeed, the most basic
matters of fact are not clearly stated or are stated in multiple ways. If this
were & news story, the editor would send it back to the reporter for a com-
plete rewrite.

By design, a case doesn't tell you what it means, On first reading, it can
seeni to be a whole that is less than the sum of its pars. Therefore, you can't
sit back and let the text do the work, You have to read 2 case actively and
COMSEFUCT YOUr OWI meaning.

NOTES
1. Liz Kowalezyk, "Direg Companies’ Secret Reports Ouerage Docrors,” Basion Globe,
May 25, 2003, section A.
2. Michael lvanovich Rostovteeft, Rome (New York: Oxford Usiversicy Press, 19603, 1.
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CHAPTER 3
HOW TO ANALYZE A CASE

Acase Is 4 text that refuses to explain iself. How do you construct a
meaning for it?

Start by recognizing some contextual factors that help limit and narrow
the analysis. Cases are usually studied in a course. A marketing case requires
you to think as & marketer, not a strategist or manufacturing manager.
Courses are often divided into different modules or themes defined by cer-
tamn types of situations and, often, conceprs, theories, and practices appro-
priate for these situations. You can expect to encounter the themes in the
cases that are part of the modules and opportunities to put to work the ana-
Iytical tools and best practices you have learned. Past case discussions pro-
vide a foundation for thinking about a new case, and study questions can
call attention to important issues, You should make use of all these contex-
tual factors, but they don'’t amount to 2 method for analyzing a case,

STARTING POINT FOR UNDERSTANDING

The case method i hewristic—a term for seli-guided learning that employs
analysis to help draw conclusions about 2 situation. Awnalysis is derived from
a Greek word meaning, “a dissolving” In English, analysis has two closely
related definitions: to break something up into its constituent patts; and to
study the relationships of the parts to the whole. To analyze 2 case, you
therefore need ways of identifying and understanding important aspects of
a situation and what they mean in relation to the overall situation,

Each business discipline has its own theories, frameworks, processes and
practices, and quantitative tools, All of them are adapted to kelp understand
specific types of situations. Michael Porter’s concepts are productive when
investigating competitive advantage—but they aren’t very helpful for de-
ciding whether to Jaunch a product at a particular price or choosing the
best method to finance the growth of a business. Porter’s five forces can
describe and explain the industry context in which a firm operates,!

No one would expect Portert framework to guide a product launch
decision, Specialized methods are fruitfil because they're tailored to fir
well-defined purposes. They're often complex, though, and hard to apply,
especially for people who are just learning how to use them,
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This book teaches an approach to cases that complements business con-
cepts and theeries. lts purpose is to provide 2 starting point for analysis that
aids the use of theories and flameworks and quantitative formulas, all of
which are indispensable for reaching conclusions about a case and building an
argument for those conclusions, The case sitzation approach identifies fea-
tures of a case that can be helpfil to s analysis and encourages active reading.

THINKING, NOT READING, IS KEY

Stadents new to the case method usually believe the most reliable way 1o
understand a case is to read it from start to finish and then reread it as many
times as necessary. (That's why many business school students think speed-
reacing courses can help them.) They rush into a case, highlighter in hand,
reading as if the case were a textbook chaprer. For case analysis you need to
know when to read fast and when to read slowly. You should also spend
more time thinking about a case than reading it

When you begin work on a new case, you don't know what 1o look for.
That 15 the major dilemma that confronts everyone who reads a case. In an
active approach to a case, you start thinking before vou read the case. And as
you start reading it, you ask questions about the content. Then vou seek
answers in the case itself, As you find partial or full answers, you think about
how they relate to each other and to the big picture of the case. You don't
make knowledge by reading. Reading is never the primary resource of case
analysis. Reading is simply an instrument directed by the thoughs srocess
that makes meaning from the text.

TYPES OF CASE SITUATIONS
Four types of situations occur repeatedly in cases:
« Problems
= Decisions
= Ewvaluations
¢+ Rules

People sometimes react indignantly to this classification. They insist that
there are 2 muliitude of situations portrayed in cases, and ir's misleading to
say they're reducible to four. The four are not the only situations found in
cases, but many case situations de belong in one of the four categories, and
when they do, an awareness of which one can help organize analysis. This
approach isn’t the only correct way—it is onte way. Try it and see if it helps.
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Feel free to Integrate pieces of it with your own way of dealing with cases,
The greatest value of the case situation approach may be that it causes vou
to think about how you thick abour case studies

Problems

The word problei has many meanings The meaning can be vague, referring
to something that’s difficult or troubling. The definidon of problem as a case
sitation, however, Is quite specific. It is a situation in which (1) there is a
significant outcome or performance, and {2) there 15 no explicic explanation
of the outcome or performance. To put it simply, a oroblem i a situation in
which something important has happened, but we don't know why it did.

Cases provide many examples of problems defined this way. In one, 2
well-trained, well-intendoned ma nager has iried w introduce a worthwhile
change in the sales strategy of an organization—a change supported by a
detailed, data-driven analysis everyone admits is a breakthrough-—and has
failed to get any of the sales staff to go along, In another, ag accounting
manager of a manufacturer notices that two good retail customers suddenly
have accounts payable that are large and overdue enough o be worrisome.
He has no idea why the ovo firms would fall so far behind in their paynients,

Both of these cases describe sitnations that involve negative outcomes.
The causes of these sorts of outcomes are imporrant to know for a practica
reason: the knowledge can help improve the situarion. The ¢l 1ange effort
may be self-destructive because it has weaknesses that are not apparent, or
the manager may be good at many things but is a poor change agent. The
manufacturers retail customers may have large accounts payable because
they have sloppy internal controls—or they may both be on the verge of
bankruprey. These possibilities illastrate why accurate causal ana bysis s vical.
A conceptually flawed change is addressed very differentdy from an indivi
ual who isn't well suited to lead change. If both situations exist, the correc~
tve action s that tnuch more complex. Reti! operations that need to clean
up their accounting processes might require the manufacturer to engage in
negotiations over a period of time, but two firms with bad debrs that might
go bankrupe require the supplier’s immediate attention.

Success can also be a probler in the special meaning used here. Take the
case of a company that specializes in outdoor advertising. It operates in
three different market segments, but the case doesn’t tell you which is the
most profitable, much less why. Another case describes the development of a
connery over a period of thirty years or so; after severe political and social ip-
heaval, the counuy slowly recovers and exceeds the performance of most
countries n the region, But the case docsn't state how nuich more successful
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the country has been refative to its neighbors, and while it provides a great
deal of data, both economic and demographic, it doesn 't enumerate the rea-
sons for the country’s revival.

Problem analysis begins with 2 definition of the problem. That seems
obvious, yet many cases don't state a problem. So first, you need to realize a
problem exists and then define it for vourself, Next, you work out an expla-
nation of the problem by linking the outcome or performance to its root
causes——this 15 the main work of problem analysis. To carry it out, vou'll
need relevant tools, the specialized methods of business disciplines such as
organizational behavior or operations management,

Decisions

Many cases are organized around an explicit decision. The second para-
graph of “General Motors: Packard Blectric Division” (reproduced in this
book) begins with this sentence: “The Product, Process, and Reliability
(PPR) committee, which had the final responsibilicy for the new product
development process, had asked [Dravid] Schramm for his analysis and rec-
ommendation as t¢ whecher Packard Electric should cormit to the RIM
gromumet for a 1992 model year car” Like many cases, this one complicates
that decision immediacely: Schramm must make up his mind within a week,
and the product development people and manufacturing disagree over which
Way to go.

The existence of an explicit decision is an important distinction, because
nearly all business cases involve decisions. In many of these cases, however,
the decisions are implicit and dependent an another situation. Lets tzke a
case described earlier that involves a problem: the outdoor advertising com-
pany. The case imphies & decision: What is the best strategy the company
should pursue in the future? This decision can only be made after the com-
pany’s current strategy and how well it works are analyzed.

The decisions featured in cases vary greatly in scope, consequence, and
available data. An executive must decide whether to launch a product, move
a piant, purstee a merger, or provide financing for a planned expansion—or
the president of a country must decide whether to sign a controversial trade
agreement. Regardless of the dimensions of 2 decision, analyzing it reguires
the following:

= Decision options
= Decision criteria

¢+ Relevant evidence
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Identifying decision options is often easy because the case tells vou what
they are. As soon as you encounter a stated decision, vou should look for a
statement of the alternatives. If they arent stated, then the first goal of
analysis is to come up with plausible decision options.

The most important part of a decision analysis is determining the crite-
ria. A rational decision can't be made without appropriate criteria, A deci-
ston case isn't likely to sute criteria—they have to be derived through
careful study of the specifics of the case, with the help of specialized niethods.
The criteria are used to develop evidence to complete a decision analysis,
The goal is to determine the decision that creates the best fit between the
available evidence and the criteria. In the General Morors case, a possible
decision criteria is value to the customer, The reader needs to find evidence
ndicating which option delivers the greatest value to the customer. (That
doesn’t settle the mater, though, because there are other criteria.)

One other characteristic of decision analysis deserves mention here,
There is no objectively correct decision. The standard for a good decision is
the one that creates more benefits than the alternatives and has fewer or less
severe downsides.

Evaluations

Evaluations express a judgment about the worth, value, or effectivencss of
performance, ace, or outcome. The unit of analysis of an evaluation can be
an individual, a group, a department, an entire organization, a country, or a
globai region. An annual performance evaluation of an employee is a real-
worid example. S0 is 2 new CEO evaluating the performance of the com-
pany she is now heading, An evaluation can also involve the assessment of
an act, such as a decision that has already been taken. Here is an example:

Frotm the perspective of current EU members, do you agree with their decision
to enlarge the Union by fen new members?

Finally, an outcome can be the subject of an assessment. The competitive
position of a company, for instance, is the outcome of numerous decisions
and performances as well as contingencies such as macroeconomic conditions.

Like decision analysis, evaluation requires appropriate criteria. Without
them, there are no standards for assessing worth, value, or effectiveness. As in
decision analysis, evaluative criteria are inferred from the particulars of a sit-
uation with help from specialized methods. Evaluating a company’s finan-
cial performance over a five-year period can be undertaken with a long list
of financial formulas, but the circumstances portrayed in the case come into
play as well The numbers may show that a company has a steadily declining
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performance over the period, but it still may be doing well because the
national economy is slumping and the company is acwually doing better
than its competitors,

An overall evaluation expresses the best fit between the evidence and the
criteria. In the example just given, measured against purely financial crite-
1ia, the company is doing poerly Yol the evidence pertaining to mnacroeca-
nomic and competitve criteria alters the evaluation: in a tough market, the
company s actually performing better than is peers.

Another requirement of evaluation is that it include both positive and
negative sides, A leader has serengths and weaknesses, and both are included
in an accurate evaluation. Moreover, there may be aspects of the leader’s
performance that are ambiguous—he has delegated power widely, bur it is
too carly to tell whether the managers below him can handle the power.
And this individual’s performance as a leader could be substantially affected
by factors outside his control~-corporate headquarters has incervened in
his promotion decisions and insisted that certain favorites be elevated even
though they aren’t the best-qualified candidazes.

Ruides

Quantitative methods can provide critical information about business situ-
ations. For example, say there is a need to compare the value of 2 company
when a specific condition exiss—a parmership with ancther company—
and when it doesn't exist. The way to calculate fature cash values—one that
experts and experience support as reasonably accurate—is net present
value. An NPV calculation is done according to a formula. Mathematically,
there is a right way to perform the calculation; any other way provides an
inaccurate result.
For rules analysis, you need to know:

= The type of information needed in a situation

¢« The appropriate rule to furnish that information
* The correct way to apply the rule

« The data necessary to execute the rule

Rules analysis exists in virtually every area of business. A breakeven cai-
culation is a rule used in marketing. In manufacturing, quantitative meth-
ods are used for process analysis, and accounting and finance consist
primarily of rules. The scope of rules is very narrow: For the most part, they
arc useftl only in specific sets of circumstances, bt in those circiunstances
aze very productive. There is a correct way to execure or perform the rule,



and the ourpur is of one type. A well-defined set of rules is needed to ana-
lyze a company’s Hquidicy. Those rules are the most useful in the sitaation,
because they are designed to be. Each caleulation spec 'i:ed by a rule has a
procedure that must be followed. If it isn't, the result is a meaningless nam-
ber. Each caleulation yields a precise output of a preseribed vype (e {“ 2 per-
centage less than or equal to zero).

Qualitative methods are different from rules. There are often many alter-
native methods for abtaining the same or similar information. To analyze
the quality of leadership in an organization or its competitive sirategy, there
are a large number of methods to choose from. There is no preseribed
method that provides correct information zbous con'lpetitivc advantage. In
marketing, two differenc methods can he applied to the same sitnation, can
produce very different results, and can both be uscml——-»m usejess. A second
difference between rules and qualitative methods is how ¢ they are executed.
There is a correct way to execute a rule such as the formula for net present
value; there is no objectvely correct way 1o execute qualitative methads for
analyzing competition,

That is not to say that rules analysis lacks uncertainties and ambiguities.
Any calculation about the future involves uncertainty. This uncertainty is
buile into formulas through assumptions, and asumptions involve judg-
ment, not objective ruth. Sewtling on 2 growth or inflation tate over a cer-
tain period of time is speculative. The key is the reasoning behind the
choice. Central bankers can be wrong about inflation and growdy, and so
can the rest of us. Assuptions need to have a reasonzhle basis, but reason-
able people can disagree about ther. But note that the argument is about
assumptions, not about the rules themselves. (Experts do argue about che
fimess of rules and make changes to them, but after they do, everyone uses
the changed rule and executes it the same way)

Sometimes, though, an idiosyneratic assumption has no material effect
on the result of 2 calevlation. In the earlier valuation example, you might
assumie a growth raze that is too optimistic, but if the rate is the same for the
caleulation with and without the partnership, it should have no effect on
the comparison of the end values.

The results of rules analysis frequentdy provoke sharp differences of opin-
ion. What two people infer from the same numerical results can diverge.
Economisss are famous for locking at the same sct of numbers and coming
to vastly different conclusions about themn, even though they all agree on
the formulas and data that have produced the numbers, The same i true in
companies. One exccutive can read financial numbers as confirmation that
@ strategy Is working, while another can read them as a warning that disas-
ter looms, In short, nuntbers don't explain what they mean, aud they don't
make decisions for you,

AMALYZL A CASE
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However, the interpretation of the output of rules is distinct from the
rules themselves. If the right rule is applied and correetly performed, and the
rule doesn’ invelve 2 controversial assumption (like the predicted growth rate
of GNP), everyone will come up with exactly the same result. If a qualita-
tive merhod relevant to a struation is applied to the same set of facts in a wWay
consistent with the generally understood meaning of its concepts, evervone
will not necessarily come up with the same result, That is the fundamental
difference between rules, as defined here, and qualitative methods.

Ruules aren’t pursued further in this book. Learning rules analysis means
learning a certain category of rules—valuation, for instance—and when
and how 1o use them. That learning is the province of accounting, finance,
tax, and other areas that are intensely rule governed. However, it may be
helpful to remember that when rules depend upon assamptions, the values
chosen for them: require an argument. Moreaver, the information rules provide
has great importance for the analysis of problems, decisions, and evalua-
tions, Accounting rules can diagnose the financial health of an orgaization,
Macroeconomics is invaluable in evaluating a nation’s development strat-
egy. Financial rules are indispensable to a decision about whether o sell a
company at a given time and price. Rules are a large and important subser
of the specialized methods necessary to understand case situations.

CASE ANALYSIS AS A PROCESS

The way you analyze a case differs fiom the way anyone else does. There is
a difference, though, between personal study habits and a process for ana-
lyzing 2 case. The latter involves more than habits and practices. It concerns
how you think sbout a case. The intention of this section is 10 suggest a
process that has helped case method students become mere efficient and
productive. This process is designed for case discussion preparation, bt it is
easily adapted to 2 process for writing a case essay. (However, the Way a case
is analyzed for an essay is more prescriptive, since an essay must have certain
elements. Chapters 10 through 12 will explain these elements.)

The key to the process is active reading. Active reading is interrogative and
purposeful, You ask questions about the case and seek angwers, Questicns
give a purpose for reading; they direct and focus study on impaortant aspects
of a situation. The moment vou sense that you are reading without purpose,
stop and regroup. It may be 4 good time to step away and stretch, do some
yoga, or walk. Active reading is also ferative, meaning vou make multiple
passes through a case. With each iteration, the purpose of reading changes:
you are looking for new information or looking at old information in 4
new way. Three concepts coneribute to active reading: @ goal, a point of
view, and a hypothesis.
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Goal of Analysis

At first it may seent obvious, What other goal can there be for analyzing a
case than to understand it? The problem is that “undersaanding” is too
vague. Another way to think about the goal is, How do vou know when to
conclude the scudy of a case? This is an important question. If you don't
have a concrete limit, you can drift along for hours, much of 1t taken up by
distraction and undirected effort. Here is a more concrere goal: you are
familiar with the information in the case, vou have come e 1 conclusion
about the main issue, you have evidence showing why vour conclusion is
reasonable, and vou have thought about other possible conclusions and why
vours is preferable to them.

"This substantive goal can be combined with 2 time limit. Allocare a ser
amount of time—uwo hows, for example—for each case. At the end of the
period, stop and settle for whatever vou know about the case, This is a VeI
good way to par constructive pressure on vourself to make the most of the
time,

Point of View

To anchor analysis, take advantage of what's already in the case. Adopt the
point of view of the protagonist—the main character. Put vourself in her
shoes. Her dilemma should he vour dilemma. IF#5 o decision, set 2 recom-
mended decision as your goal, When you adopt the persona of the main
character, don’t assume that you're dealing with a cardboard cutous, 4 dra-
matc veneer. Consider the character’s strengzhs, responsibilities, and blind
spots. By all means, too, be sensitive w the dilemmas characters find them-
selves in, Often, 2 good question to ask voursellis, Why is the person in chis
dilemma?

Hypothesis

One of the most useful constracts for resolving the protagonists dilemma is g
Iyporhesis. A leypothests is “a tentative explanation that accounts for a set of faces
and can be tested by further investigation ™ Tt i indispensabie to science and
to any fact-based analytic activity in which multiple conclusions are possible.

A hypothesis offers the advantage of 2 concrete staterment YOU ¢an test
against case evidence. Say that the protagonist of a case must evaluate an
individual she has hired—a rising srar, but also 4 person who allenates many
people inside che firm and cuts some corners in his relentless pursuit of
new business The hypochesis is that the new hire should receive 2 high rating
despite some flaws in his performance. To cest it, you’ll have to develop a
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stzong argument, based on relevant criteria, facts, and inferences, that backs
a positive evaluation but akso recognizes poor performance on other criteria.

Cases don’ allow just any hypothesis. The available evidence in the case
sets the rational imit on the range of hypotheses. A hypothesis that can't be
argued from evidence in the case is simply an unsubstantiated opinion.
However, there is 2 range of possible hypotheses about every case. A con-
trarian’s position—one that opposes what seem to be safer hypotheses and
can be argued from evidence—can have a galvanizing effect in a discussion,
forcing everyone to lock at the evidence from an endrely new angle or
consider evidence no one else has noticed,

DESCRIPTION OF PROCESS

The rest of this chapter outlines & process for working on cases. The process
has five phases:

. Situation
Questions

Hypothesis

S

Proof and action
5. Alternatives

The process is meant to be flexible and adaptable. Experiment with 1t,
using the cases in this book. Many MBA students don't give much thought
to their case-study approach, not because it is unimpertant but because
they don't see anything tangible to think about. Uldmately, the value of the
process described below depends on whether it prompts vou to think about
YOur owil process.

1. Situation (5 minutes)

The most difficult part of a case analysis seems to be the beginning. You
have to bridge the gap between no knowledge zbout the case and knowl-
edge sufficient to form a hypothesis. That gap can fook very wide as you
begin reading a case thick with detail; it can seem to be all parss and no
whole. Earlier in the chapter, T swessed that it is hard to find something
when you don't know what you're looking for, To get started, you can
structure analysis with a series of questions. The process [ advocate is under-
standing the big picture first and then filling it in with details. Start by ask-
ing this question: FWhat is the situation?



Usually reading the first and last sections of the case is sufficient to iden-
tify the situation. Decisions and evaluations tend to be stated at the beginning,
Problems are harder to recognize, and more dewils abour identifving them are
provided in chapter 5. A characteristic of 2 problem case is the absence of
any actionable statement made by or about the protgonist, Often, the main
character is reflecting on a situation and wondering what to do.

Reeading the first and last sections of the case can offen provide far more
information than just the type of situation. In decision cases, these sections
may specify the decision options, That is true of the case “General Motors:
Packard Electric Division.” If vou don't find options at the beginning or
end of @ case, you should scan other sections, The openimg or ending of a
problem case may present 2 partial or complere description of the problem.
In all types of cases, the initial and final sections frequently express a tension

or conflicr important to the analysis. In “Geperal Motors” the first section

identifies the decision and a conflict berween two functional groups. The
two sides of the conflict, with the protagonist i the middle, can bhe refer-
ence pomss for analysis. Why do the product development people so
strongly support an innovative component that theyre witling 1o take a for-
midable visk? And why are the manufacturing people just 25 adamant that
the company should not go forward with the component in the short term?

After reading the openings and closing sections, vou should put the case
aside for a moment and consider what vou have Jearned. Is the situation a
problem, decision, or evaluation? Do vou have any ideas about the causal
frameworks or criteria that might fit the situation? Does it seem vou'll have
to cut through a farge amount of information in the case or make many
inferences because the information is scarce? Are there any hins in the two
sections about causes, criteria, or even a plausible decision or evaluaton?
Do the hints seem reliable or just & way to throw you off?

2. Guestions (15 minutes)

Knowing the situation allows you to ask questions pertinent to a problem,
a decision, or an evaluation. The maost important of these questions is; W
do I need to krow about the sifuation?

Here are questions specific to each situation:

PROBLEM

Who or what is the subject of the problem {e.g, 2 manager, a company,
a country)? What is the problem? Am [ trying to account for a failure, 2
success, or something more ambiguous? What's the significance of the

problem to the subject? Who is responsible for the problent {fusnaliy it is

2%
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the protagonist) and what might he need to know to de something
abour i?

DECISION

What are the decision options? Do any seem particularly strong or
weak? What’s ar stake in the decision? What are the possible criteria?
What might the most important criteria be for this kind of decision?
Are any of the criteria exphaidy discussed in the case (case headings
can sometimes give good chies)?

EVALUATION

Who ot what i3 being evaluated? Who's responsible for the evaluation?
What's at stake? What are the possible criteria? What might the most
important criteria be for this sort of evaluation? Are any of the criteria
explicicly discussed 1n the case {case headings can sometimes give vou
good clues)?

You won't be able to answer these guestions now. That will ke further
study. To make this first pass through the text more targeted, it’s useful ro do
a condent {nveniory. lis purpose is to locate information that might be used to
answer the questions about the situation.

To perform a fast inventory, scan the headings in the rext. Read 2 little of
the sections, especially those that seem to have valuable information, Exam-
ine the exhibits 1o get a sense of what they convey. You will learn some-
thing about the case——sometimes a great deal more than you might expect.
Youli also build a map of the vseful content. Because cases often aren'r lin-
ear in their crganization, this map is very important; pieces of information
related to the same issue will be found in different sections of the case and
in the exhibits.

Use a pencil or pen 1o mark up the case. Mark high-value sections and
circle facts, numbers, and staternents of possible importance. Be sure to cap-
ture any thoughts about the answers to your guestions, and record new
questions that come to mind. Note what issues particular exhibits may ilha-
minate, and what calculations might be performed later to yield relevant
information.

3. Hypothesis (45 minutes)

Armed with a list of things vou want to know about the situation and a

map of the content, you are ready for this question: Whai’s my hypothesis?
This is the most important phase of work on the case. Through close

study of high value sections and exhibin, vou narrow the possibilities to the
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one that scems most plausible to vou. If there are three aiternatives for a
decision, test them, starting with the one you suspect has the most promise.
Here ave some other sugpestions for structuring vour work at this poine

PROBLEM

£

Make sure you know the problem thar needs to be dlagnosed. Con-
sider whether the characteristics of the problem suggest causes.

Think about the frameworks that seem most appropriate to the situ-
ation. Quickly review the specifics of the frameworks if you aren'y
sure of them.

Pursue the diagnosis by locking at case information through the Jens
of the cause you are most certain about,

For each cause, make a separate pass through the case looking for
evidence of it.

If the case has a Jot of quantitative evidence, to what catise 15 it most
relevant? If you don't have a cause relevant to the quantitative evi-
dence, formulate one. Work up as much relevant, high-value quanti-
tative evidence as you can.

Iz 2 case with a protagonist, consider whether she s 2 potential
cause. [f you think she is, work out how she contribures to the
problem.

DECISTON

*

Review the criteria you have come up with so far. Which do you
have the most confidence in?

Review the decision options. Do any seem especially strong or
weak?

Apply the criterion that seemss to identify the most evidence in
the case,

Investigate the strongest decision option with the criterion vou have
the most confidence ia. Or, if you're reasonably certain about which
is weakest, see if you can dismiss that option quickly.

If the case has a lot of quantirative evidence, which criterion is most
relevant to it? If vou don’t have a criterion relevant to the quantita-
tive evidence, formulate one. Work up as much relevant, high-value
quantitative evidence as you can.

YLL & CASE
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» If there are conflicts about the decision berween individnals or
groups, think about why that is. Look at the decision from the point
of view of each of the parties to the conflict.

¢ If the protagonist is in a difficult position in relagon to the decision,
consider why that is.

EVALUATION
+ Review the criteria vou have come up with so far. Which do you
have the most confidence in?

» What are the termis of the evaluation going to be {c.g.. strengths/
weaknesses)? Do any stand out in the case {e.g., an obvious strength
of an individual}?

» Do you already have a sense of the bottom-line evaluation vou
favor? If you do, what are the reasons for the preference? Pursue
those reasons,

= Start by applying the criterion that seems to idendfy the most evi-
dence in the case.

¢ Inpvestigate the most positive rating or the most negative with the
criterion you have the most confidence in.

¢ [{the case has a lot of quanttadve evidence, which criterion is most
relevant to it? If you don't have a criterion relevant to the quantita-
tive evidence, formulate one. Work up as much relevant, high-value
quantitative evidence as you can.

Taking notes helps you organize and remember information, but it serves
the equally important purpose of recording your thought process. Without
note taking, vou can too easily stray from active rezding. Of course, note
taking can degenerate into transferring information in the case to a piece of
paper or computer screen. Notes on a case don’t simply record facis. They
capture anything that might lead to answers to the questions you've asked.

it may sound trivial, but [ recommend that students try to contain the
“highlighter habit This study aild 15 well adapted to the lecture model of
learning, but it can be a detriment to case study, Highlighting sentences is
satisfying because it malkes you feel you're doing something. In reality, swhat
you're doing is marking sentences to think about later, and that’s a setup for
passive reading.You should be thinking sbout statements the fust time you
encounter them. That said, highlighters can be useful as a tool to differenti-
ate yelated content: facts about one aspect of the case, for example, or text
and nunbers that belong to one category of evidence,
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A pencll or pen is more conducive to active reading-—to write down
questions and make notes. When vou begin to gravine toward 2 conclu-
sion, scop work and write it down. The function of a hypothesis is to give
you a position to try out, ot a final conclusion, so listen carefully to vour
mntuition.

H'you have time, put the case away after this iteration. Even a short break
can be useful. There is scientific evidence that our subconscions minds are
much better at dealing with complexity than our conscious minds. Turning
your attention to something else allows that subconscious capacity to work
on the information vou have collected.

4. Proof and Action {40 minutes)

& hypothesis drives a different approach to the case. You want to prove
something, not look for something to prove. Ask these questions; What evi-
dence do I have that supports the hiypothesis? What additional evidence do T need?

Lok at the information you've compiled and identify evidence sup-
porting the hypothesis. Your first priovity should be to add to the evidence
you have, What is the strongest evidence? Can you add more to ic?

Nov assess where evidence is missing Where will vou find more——or is
there any evidence in the case? Think about any factors you may have over-
iooked such as 2 cause, criterion, or evaluative category.

Go back into the case, with the single purpose of bringing out more evi-
dence that aligns with your hypothesis. You don’t have to work from the
first page 1o the last. You can go directly to the sections and exhibits you
think have what you need. Of course, you can work from beginning to end
if that makes you more comfortable. Just be sure to stay focused on what
you're trying to prove.

Let’s say that you're building an argument for = decision option and one
of the crireria is cost savings. You've noted some statenients that mmply your
decision option will save money for the firm and circled numbers that you
thought were relevant to savings. Collect those numbers now, and work out
caleulations to estiimate the total savings. You 1may then have one of those
gratifying moments of case study: from those scattered numbers that looked
50 inconsequential when viewed individually, you've pulled rtogether an
estimate that indicates a very large annual savings—and that’s just one part
of your argument.

Also give some thought to the actionable content of your position. How
would you implement the dectsion you're recommending? What actions
does your diagnosis or evaluation call for? Think in practical, real-world,
not ideal-world, terms. Don't just sketch out in vour mind a broad
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approach to action. Think about tangible actions and write them down.
Finally, give a bit of thought to the order of the actions. An action plan is a
program in which actions are taken at a certain time for 4 reason. Tt isnt a
to-do list,

5. Alternatives (15 minutes)

It may seem paradoxical, but the last phase of analysis should be to question
vour own hypothesis: What is the greatest weakness of the frypothesis? What fs
the strongest alternarive to it}

The intention isn’t ro undermine your hard work but to take a step back
and look critically at the hypothesis and the evidence. Every position has a
weakness, and vou should be the one who recognizes i¢, not the professor
or your peers. Here are some ways to think critically about your work:

PROBLEM

{Can the problem be defined differently? Would that make a difference
to the diagnosis? Are there any holes in the diagnesis—could there be
causes missing? What's the weakest part of the diagnosis? Could an
entirely different diagnosis be made? What would it look like?

DECISION

Whats the biggest downside of the recommended decision? How
would you manage the downside? Whart’s the strongest evidence against
the recommendation? How would a case for the major alrernarive look?

EVALUATION

Have you been objective and thorough about the evaluative findings
that oppose vour overall assessment? Think how a different overall
evaluation might be proved. Have vou accounted for factors that the
subject of the evaluation couldn’t control?

“BUT WHAT IF MY HYPOTHESIS IS WRONG?”

Swuidents have asked me that question many times. A hypothesis isn't wrong;
a hypothesis fails when vou can’t make a credible argument for it from case
evidence. If you find yourself in that situation—and you will sooner or
fater—first make sure the difficulty lies with the hypothesis and net with
your evidence gathering. You may have overlooked important information
or not used specialized took effectively. If you're certain the evidence isn't
there, face up to it but realize that the work vou've already done isn't wasted.
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You now have a good grasp of the case and prabably have 2 good sense of
what the evidence is and where it is, Your work with 2 new hypothesis is
therefore likely to move slong quickly.

Another way of locking at the fear of being wrong is to ask yourself
what the alternative is. T have not heard of a method of case analysis that
never leads to dublous conclusions. In fact, making analytic mistakes is
invaluable. Through mistakes, we learn more about the thought process
called case analysis. And a shaky analysis can sometimes be a symptom of
risk taking, which is also an invatuable fearning experience,

NOTES
1. Michzel E. Porter, Competitive Strategy: Technigues for Aualyzing Tndustries and Congpeti-
ters (New York: The Free Press, 1580).
2. The Amicvican Hertage Colloge Digtionrary, third edition (Bosten: Moughton Mifilin
Company, 1993},
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CHAPTER 4

CASE ANALYSIS
DEMONSTRATION

he previous chapter describes a case analysis process, This chaprer

demenstrates how to use the process o investigate a case, “Malaysia in
the 19905 (A)." Please vead the case first and then reread sections when they
are diseussed. This process demonstration 1s not the definitive analysis of the
case. Compare your own ideas about the case to those in the chapter. The more
you actively engage the analysis and test it against the case, the more learn-
ing you will gain for your own approach to analysis. 7

/ . ;‘ A4
t.srTuaTion | U AL
You can learn a grear deal from the first and last sections of many cases. The
first section of “Malaysia” tells us the prime minister must decide how t
respond to the chargss of Western environmentalises. The sicuation there-
fore centers on a decision. The opening section says that the country has
been independent for just thirty years at the time of the case. I that period,
it has enjoyed “healthy” economic growth and “relative” political stability,
The Western environmentalists are decrying rapid deforestation, Their pri-
mary threat seems to be a boyeott of Malaysian timber products.

The last section (A Western Timber Ban?”) suggests an option: Western
timber companies are orchestrating the criticisin. The final sentence of the
case Suggests a more sinister motive: unnamed entities are trying to keep
the country poor, In other werds, the real issue is Fast versus West, a devel-
oping country versus developed countries We should note that contention
as another issue to look into. Does the case have any evidence to support a
conspiracy theory? Before we delve into that, we need to take a step back—
already—and think about other questions we might want to ask.

First, are the charges of the environmental groups trae? This is a good
question because it i3 fact based. Second, how important 1s timber to the
Maiaysian economy? And third: How much would a Western timber ban
hart the country’s economy?

Now, we need to think about decision alternatives, In the final section
advisers to the prime minister recormmend that he reject the criticism and

37
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preserve the starus quo. By a simple exercise of logic, we can quickly come
up with an alternarive dismetrically opposed to the first: accept the criti-
cism and make the changes necessary to satisfy it If these are the two
extremes, it means thet a decision option in the middle is something like
this: accept any valid criticism, refect the rest, and make necessary changes.

Here ave the decision alternatives and the questions that can organize the
initial study:

+  Alternatives
= Option 1; Reject criacism, preserve the status quo.
— Option 2: Accept criticism entirely, make all necessary changes.
— Option 3: Accept any legitimate criticism, reject rest, make neces-
sary changes.

e (Juestions
- Are the environmental charges true?
— Is logging econormically significant?
— Would a Western timber boycott hurt?

-~ Any evidence o support conspiracy theory about Western
timber companies?

By reading just the opening and closing of the case and thinking about
them, we already have some promising leads for analysis.

Before moving on, we should critique the optiens. Sometimes ity pos-
sible to draw quick conclusions about therm. An Asian country enjoving
reasonable economic growth is probably not going to change its poli-
cies because distant environmental groups are criticizing it--unless the
counsry is going to suffer dire consequences. Option 1 seems more plausi-
ble unless we can find evidence that it will resuls in serious negarive
consequences.

2. QUESTIONS

Now we should think about decision criteria. Normally, the concepts and
methods of an MBA course would be the primary resource for criteria—
but that resource isn'c available, Instead, I will borrow ideas from a first-year
course taught at a business school,

For the Malaysian government, the most important consideration has to
be the welfare of the country The decision should promote the national
welfare. But the term “national welfare” is too broad. We need to break it
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down into specific components. Macroeconomics certainly is 2 foundation
of national well being, and it has the added advantage of being measurable.
Other elements of the foundation are social and political dynamics, and
they can be measured to some degree, To keep the analysis focused, we
want a spare bist of criteria. Let’s add just one more possibility: Malaysias
internatenal reputation or image. The initial lst of criteria (see below) will
get us started. We can drop, modify, or add crizeria if the initial ones don’t
vield evidence.

CRITERIA
¢ Decision must promote national welfare in these ways:
- Economic
~ Social
- Political
¢ Decision also must support positive international image
New we scan “Malaysia” and the exhibits and read a litdle of each section
to find relevant content. The following sections and exhibits seem to prom-
ise valuable information:
Factual background
— Environmental concerns
= 'Fhe concession system
Economy
= Hconomic strategy
— Economic performance
— Exhibis 3,5,8,9, 10
Social-political
~ Soctal conditions
— Political structare
We will stast our fnvestigation with these sections, Other parts of the

case may have pertinent information, but at this stage we don’t want to
overload ourselves.

3. HYPOTHESIS

We are now ready to read the case to develop a hypothesis.

3

9
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Environment

In “Environmental Concerns.” we find that Malaysia has 2 very small per-
centage of the world’s rain forests, 2 percent to be exact. At the seme time,
the government admits that the rate of logging activity is currently unsus-
tainable, Our first criterion vields an uncomfortable mix: the counmy is using
up its tropical forests faster than 1t can replace them, burt the contriburion to
the global problem s small. We could say, at this peing, that our work 1s done.
No, Malaysia isn’t perfect, but the environmenzal critics seem to be focused
on the wrong country, Still, that doesn't feel like a coniplete position.

Economy

Heres what we learn from the sections on the economics of the country.

“Economic Strategy” tells vs a lot abous the path the government has

taken to promote economic growth. The exhibits we flagged cell us even
more. Exports are very important to the economy, and timber remains a big
part of the export mix. At the same time, a goal of the couniry’s develop-
ment strategy is lessening its dependence on commodity exports such as logs,
The case text and numbers in the exhibits show that the strategy is work-
ing. Raw material exports are 2 declining portion of Malaysian exports,
though timber has not declined as rapidlv as other commodities, Most of
the country’s exports of logs go to Asian countrics, Japan in particular, A
Western boycott of raw timber from Malaysiz would probably have lude
effect, although it might be broadened to include Malaysian value-added
wood products, and that could hurt. However, the case deesn'’t have infor-
mation on the percentage of value-added wood exports 1o Western nations,

Foreign direct investment has grown by more thar 300 percent from
F9BG to 1990, bur foreign capital could move on to the next low-wage
econemy in the region if Malaysian wages continue to increase. That exit
night not be as bad as it sounds if the government can meove the economy
to value-added products and scrvices before the low-wage seeking FDI
flows elsewhere.

Two other points abour timber harvesting stand out. First, unsustainable
logging could evenumlly harm Malaysia. Environmental degradation
imposes costs; in addition, logging would cbviously be curtailed or elimi-
nated as the stock of trees declines, It seems that current policies could at
some point in the future underniine the fature they are supposed 1o bring
about, Second, largescale production of logs for expert continues Ma-
laysia's relfance on commedity exports, a dependence that the government
is determined to reduce, if not climinate.
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Political and social well-being are closely linked to economic develop-
ment. Malaysia has struck a delicate social and political balance based on a
bigger pie and an artificially bigger slice delivered to the majority Malays,
who have lagged other groups in income, through the New Econormic Pol-
icy (NEP). Without continuing econoniic growth and an assurance that the
majority will share in it, the risk of instability seems high. At the same time,
the WNEP should give us pause. It has a positive goal and has produced the
intended results, yet the mechanism exacts the costs of inefficiency and is
vulnerable to corruption.

Although it may seem too soon, we can already try out a hypothesis.
Remember that hypotheses are stazements that give purpose o an investi-
gation; they are not hard-and-fast conclusions.

Malaysia should wake no changes to its basic economic policies for the time
being, buit the government should monitor lgging and rake steps if it thieatens
to hurt long-term developiment,

4. PROCF AND ACTION
To back our hypothesis, we can build an argument on 2 framework of sev-
eral statements;
FACTUAL CONTEXT
® Malaysia is a very small contributor to wepical deforestation.
* 'The government admits logging that exceeds agreed upon lmits,

CRITERIA

Economic
© Abrupt cuts in raw timber exports will reduce GNP
* A Western boycott of raw timber would not damage the Malaysian

£CONOnRY.

* But unsustainable logging could hurt the economy more severely if
it were continued long enough,

* So can contined dependence on commodity exports and low-wage
production.

Establishing the factual context is straightforward. The case states that
Malaysia has just 2 percent of the world rain forests, In addision, logging a
tropical forest does not mean that it is permanently barren. Logged land in

4
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the tropics can regenerate in twenty-five or thirty years, unlike forests in
celder climates.

The financial hit to the national economy that would result from an
abrupt reduction in raw timber exports can be proved with numbers from
several of the exhibits. The social and political consequences are matters of
inference. In the past unrest in the councry has been partly driven by eco-
nonuc inequity. Purthermore, Malaysia has not enjoyed the same improve-
ment i Hving standards as some of its Asian neighbors. If the majority finds
itself losing its modest gains, the political consequences might force deci-
sions that prop up the majority’s standard of living but injure the gverall
£COnOmY.

Case exhibits provide numbers for Malaysias raw tmber exports that
show they are overwhelmingly imported to Asian countries. A Western
boycott would presumably have no effect on the Japanese businesses chat
mmport most of Malaysia’s raw timber, Not only are Japanese firms Malay-
sia’s biggest timber customers, but they also pay the best prices. There is
abundant evidence, too, that the government has managed to achieve goals
that few developing nations with a heterogencous population have been
able to attain: (1) steady economic growth, (2) an improvement in the stan-
dard of living of the entire population, with the largest increase going to the
least well off, and (3) a decreasing reliance on velatle commadities. These
three related points show how the government’s policy seeks to balance
various needs, including those of the environment,

Dara in the text and exhibits prove Malaysia’ steady economic growth,
The government’s development strategy has propelled the country to an
tmpressive 5.9 percent annual growth rate in the 1980s. The government
has adjusted the composition of exports to decrease commiodities and
increase value-added products; the percentage of manufactured goods has
leaped from 28 percent of total exports in 1980 to 67 percent in 1990,

Social-Political

We have now worked the envitonmental and economic content in some
depth. We should look further into social and policical issues to see if they
have a bearing on the hypothesis. Exhibits and the section “Social Condi-
tions” inform us that the Bumiputras—che indigenous groups ncluding the
Malays and others—have enjoyed 2.7 percent annual growth in terms of
househeld income as compared to 1.4 percent for the Chinese. Rising
presperity across all ethnic groups promotes stabilivy, which is the founda-
tion of economic growth. Altheugh Malaysia has not performed at the level
of the “Astan Tigers” such as Singapore and South Kores, it has fared well
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considering that the Tigers have homogeneous populations and Malavsia
does not.

“Political Structure™ is brief; perhaps the most significant conclusion we
can take from it is that Malaysian politics are a carefilly orchestrated bal-
ancing of ethnic groups. The majority leads this national colition but doesn't
pursue its self-interest at the expense of other groups, The majority has the
potitical power to mandate policies that essentially confiscate wealth from
other groups. In that contexr, the NEP appears to be a restrained policy.

We can now add some additional points to the framework of our argumen:

SOCIAL-POLITICAL

¢ Abrupt and sustained reductions in GNP will result in a declining
standard of living that would fall most heavily on those wich low
comes; the majority Malays,

» Ifthe economic progress of the majority s reversed, the result will
be social distress (e.g., rising unemployment) and that could ignite
political conflict.

¢ The majority could demand that the government funnel more
wealth to it, distupting the political system and desubilizing the
economy,

The evidence we have compiled is consistent with the hypothesis. If we
use just the economic data available 1o us, we can assert that over time, the
export of logs will dwindle. But there are two nagging points. Logging
needs careful management to make sure that it can sustaie domestic value-
added manufacturing, and “careful management” couid be viewed differ-
ently by Malaysia and Western nations.

Nevertheless, we cannot help but notice that the state of Sarawak is
mentioned frequenty as a trouble spot for timber harvests. The state has had
difficuley managing logging, and there is 2 cryptic reference w the ques-
tionable behavior of Japanese trading firms. In the final major section of the
case, we learn that both the state and federal governments invited an inter-
national timber orgarnization to assess the sitnation in Sarawak. To reach a
sustainable timber harvest, the group recommended an hunmediate 50 per-
cent cue i production, but Sarawak hasn't complied, despite assurances that
it would.

In the process of proving a conclusion about a case, you may come across
an issue that doesn't fit in the argument you are making. That is what is
happening here. When this happens, you need to consider whether the
wsue works against the position you're crafting or 15 one of the aimost

(3]

4
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inevitable complications case sitations throw ar readers. The only way to
answer the question is further study.

The government belongs o an international organization, has signed an
Agreement to manage 1ts forests responsibly, and has promised to make o big
cut in production. Shouldn't the government keep 15 word and clamp
down on unautherized logging? The inability o make good on these com-
mitments points to 2 problem, and it could make foreign investors question
putting money into the country. Governments that don'’t keep their word
usually aren’t good for business. Malaysia’s international Image could abio
take 2 hir, making other governments less willing to work with the country,

The Sarawak sivuation deserves a closer look. The state has enjoyed the
highest rate of growth in household income in the country from 1976 to
1990, according to case exhibit 7, At the same tme, the timber harvest
shows 2 huge increase from 1980 ro 1990 {case exhibit 10, section B), and
almost all of the harvest has been exported, primarily te Japan {case exhibit
19, section ). The two twends correlate: the people of Sarawak have been
making a good deal of money by cutting down their foresis at an unsus-
tainable rate and selling them to the Japanese.

How can this happen? Here are some relevant facts and inferences:

* Japanese trading companies appear to be ENCOUraging excessive
logging since it provides them with a low-cost sonrce of timber.
1 . . . ot I - .,
* The assignment of logging concessions is not transparent, and there
is evidence of blaant self-dealing in Sarawak.
* There is evidence of illegal logging in Sarswak,
¢ Gross underseaffing hampers enforcement of logging limits in Saraweak.

* The state and federal governments appear to be more interested in
blaming each other than doing anything about the problem.

Recalling information in “Social Conditions” in the Hght of the above
facts, we can infer that the NEP overlay on the national cconomic strategy
has left the door wide open to corruption. We can make the following
Inferences:

* Japanese wading companies pay off Chinese businesspeople, the real
owners of logging concessions.
¢ The Chinese pay off their nominal Malay parners required by the NEP

¢ The Chinese “silent partners” or the Maiay nominal owners pay off
the appropriace state and federal officials, who obstruct enforcement
and allow the logs to be cut and exported.



Now we need o think about medifying our hypothesis, s this Just an
interesting side issue of the case, or I it something more central? Corrup~
tion can corrode economic development in multiple ways. We can add o
our basic position that the country should deal with the corruption driving
logging in some parts of the country:

Malaysia should wmake no changes o0 its basic economic policies, but ihe
Fovernment should honor 55 international comminments and gradually reduce
illegal logging,

This position seems to conform to the evidence, but it may not be reafis-
tic given the politics of 2 heterogencous population, We do not have much
evidence to work with on Malaysian politics—primarily,“Social Conditions”
and “Tolitical Structure” Perhaps the country should deal with the COTTUp-
fion associated with Jogging but move slowly o avoid disturbing the social
and political equilibrium brought about by the NEP The revised hypothesis
acknowledges the concerns of external critics but balances that with inter-
nal considerations.

5. ALTERNATIVES

The criteria and evidence have led us to grapple with the mix of policies
that best serves Malaysia’s long-term interests. The case attempts to portray
the situation from a position of political and ethical neutrality. The eriticism
of environmentalists in the developed world is reported and not judged as
fair or unfair, We are forced to dig into the facts to decide for ourselves, and
we find that the criticism may be factually correct, but it doesn’t ke into
account a variety of mitigating factors.

The NEP is not condemned as an obvious violation of free market prin-
ciples or championed as ar engine of economic equality. The case provides data
on the NEP that shows progress toward s stated goals. Yet the case also fur-
nishes evidence of negative consequences. Unsustainable logging does not
help long-term development. But is it so harmful that the central govern-
ment should take dramatic steps to curb 62 Are there other ways to assist the
majority in raising their standard of living without the distortions and dan-
gers of the NEP? Or is the mix of pesitive and negative factors approvriate to
Malaysia’s state of development? Should any significant changes be made now
when the development model seems to be succeeding for the most part?

Your hypothesis is influenced by your experience, values, and cultural
background as well as by the evidence. T
berween critics from wealthy developed nations who can afford the luxury

he case can be viewed as a conflict

of environmental concerns and leaders of a developing nation who are Lying
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to tmprove the lives of their people. The perspective can be reversed: groups
in the West are trying to protect the environment in all parts of the world,
not just developed nations, because that is in the best interests of the global
population. As much as possible, we should try ro recognize the imporance
of both the world ecosystem and the best interests of millions of people kiv-
ing in a developing country,

We have gone far enough to demonstrate a case analysis, Your responsi-
bility would be to decide on 2 final positicn—s recommendation to the
prime minister—and to have evidence at hand to sugport the recommen-
daticn: a5 convincingly a5 vou can. But it’s ako important for the learning
process that you also have in mind questions provoked by study of the case.
Each of them can be a pach to further learning, for you and for everyone
else in a case classroom,

CONFIDENCE IN A CONTENTIOUS WORLD

Itis not easy to prove something, There are situations in which an audience
has a low threshold of proof, but generally, with an internal audience in 2
company, 4 group of potential jnvestors, or an MBA class, proving a contro-
versial position is hard work. To be persuasive vou need o be able to per-
torm an adequate analysis of the situation,

Developing a proof requires muliple skills. Vet confidence has a lot to do
with it t00.You need to keep in mind the standard of proof for a position
on a case: reasonable and actionable, not scientific certainty. I other words,
are you confident thar your argument takes fnte account the imafor pieces of evidence
It the case? as opposed to, are you satisfied that your argument 1s true and exchides
all other possible arguments? Many new case method students tacitly assume
that the standard of proof for an interpretation of a case is the scientific one.
They try to build an airtight proof, working againse 2 standard they can
never achieve because the case content simply does not allow i,

A second point to keep in mind is a variation an the test of optimism
versus pessimisi: Is the glass half full or half empty? Students can focus
obsessively on the half-empty part of the glass: what they don't know about
the case. You are far better served by focusing on what you do know about

the case and working from that to create more knowledge.



CHAPTER 5
PROBLEMS

What explains the success of one company and the mssteps of
another? In the US. airline industry, older “legacy” carriers such as
United and American have experienced monumental difficulties, while
some newer airlines itke Southwest and Jet Blue have thrived. Why has Jet
Blue fared far better than United? How can we explain these business

stance that produced the outcomes. If that were true, business schaols
wouldn't exist. Some kind of logic undedies the end results. But what is
that logic?

An entire category of case situations poses this question. Problems are
outcormes or results of actions, processes, activities, or forces that we don't
fully understand. Many problems concern business pathelogy: managers
who perform poorly, change efforts that £l to achieve their goals, and
companies that don't realize expected financial results, Understanding busi-
ness success s just as important, Problem sitnations also £zl berween the
poles of robust success and abject failure.

For the reader, cases about problems can be difficult because they simply
describe a situation. Case protagonists and other significant characters tell
us about a situation. Sometimes they have an acute awareness of the prob-
lem, and sometimes they have none at all. Although his company has had a
sensational yeay, the president of a drug company knows he will have to
adapt irs strategy quickly to enjoy more good years, In a case set in Mexico,
the main character, a top executive, is absolutely confident about the future
of a business on which the firm has placed a big bet, but when we “look
over his shoulder,” we sze a host of issues to be worried shout. In cases
involving success, characters often don't understand the relevant success
factars, don’t disclose them, or disagree about them.

Whatever the proportion of successful ourcomes to unsuccessful ones in
a case, you need to pull them apart and trace their cavses. Problem diagno-
sis, especially of business pathology, leads o a critical second phase: figaring
out how to fix the problem. [t does litde good to understand problems if
there is nothing that can be done about them.
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Problem analysis has five elements:
« Problem definition

* Diagnosis

» Cause-effect analysis

¢ Concepts and frameworks

s Actions

PROBLEM DEFINITION

Recognizing problems can be tricky stmply becaase they are rarely defined
ina case. You can’t begin a causal explanation unti] you know the problem
that needs to be explained. A problem definition organizes, concentrates,
and describes the critical effects that the main charactsr in the case should
be most concerned about, When preparing a case for discussion, you prob-
ably arent going to write a formal definition but noting its major attributes
is worthwhile, Here’s an example:

Failed change effore:
o

* Second unsuccessful try

:

¢ The change 1s important to company
= Manager could lose job if third wy fails
= She doesn't know reasons for failure

A problem, as defined in this book, requires 2 diagnosis based on ratise-
and-effect analysis. A diggnosis is a summary statement of the important
causes. The problem situation in a case presents effecss as well as informa-
non and data that make possible the diagnosis and a cansal explanation;
these causes acted in 2 certain way to produce these effects.

Problem analysis has a fundamental stability. The acdons or activities that
caused the effects of interest have been complered. The effects are not mov-
g targets, and the case provides a record of them. As we will see, this is
important because cause-and-effect analysis & zbout reasoning backward,
Contrast this to cases involving decisions. Decisions are about the fiture
and therefore cannot have the same level of certainty as cases set in the
past. Complexity uswally characterizes problem analysis, First of all, effects
have to be pulled apart front causes. Second, cemplex effects mmply mul-
tiple causes.



CONCEPTS AND FRAMEWGRKS

Cause-effect analysis relies on causal frameworks appropriate to the prob-
lem. Such frameworks allow us 1o make starements like “Allies and aliances
assist leaders in making change” or “External and internal CONMSLENCY are
crucial to an effective strategy” and use these insights to mvestigate situa-
tions where they apply, Specialized methods—business frameworks, theo-
ries, and formulas—till this role, One of the first things you need to
consider when you recognize a problem is what causal framewarks are rel-
evant to it. In a course, the professor may designate « framework to employ,
or you may have to choose one or more from those you have learned.

ACTIONS

Problem analysis yields actionable content—ofien a great deal of it. The
problem definition sbout 2 failed change effort given above will lead to an
analysis that has many actionable points such as in this example:

The manager needs to build allies and netiworks in the field so thet peaple
get to know and frust her, She should use the networks to chiain feedback
on her proposal so that it reflects conditions and needs of the distribution
centers,

You should reflect on your analysis and formulate actions that will im-
prove the current state as it is described in the problem definition. Case dis-
cussions often take up acdon plans, and case examinations often call for them.

RECOGNIZING A PROBLEM SITUATION

Lets consider some ways to identify problem situations. The case “Allen-
town Materials Corporation: The Electronic Products Division (Abridged)”
begins with these two paragraphs:

In July 1992, Don Rogers took a moment to veflect on the staie of his organi-
zation. He had become the Viee President and Generdl Manager of the Electronics
Products Division (EPDj at Allentowi Materials Corparation folloting his
predesessor’s untimely deatli two years before. The EPD faced a aumber of
problesns, and Rogers was not sure what ke needed to do. He fols increasing
pressure from headquarters. EPD was expecred to continue to meet the corpo-
ration’s 1076 average anmial growth vate and aggressive profit tagets, despite
tnereased competition in the electvonic components industry. The division’s per-
Jormance had declined in 1991 and 1992 and nmost componest mamifacturers
anticipated that they were competing for a shrinking fotal marker, In addition,

PROBLEMS
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EPDY yeputation for delivery and service had slipped, and their number of
smissed commitmenis was very high, Rogers commented:

1 have had some difficult times in wy division over the past fio years,
Our businiess is becoming flercely competisive and this has led o o
decrease in sales. T deal with the dowarry in husiness we have reduced
the wmmber of people and expenses sharply. This fhas been paiaful, but [
think these actions have stepmed the tide. W are in control again, but the
business conitines to be very competitive. Morale is low; there is a lot of
confiict between groups that we can not seem 1o resolve. There is a lack
of mutual confidenize and trust. The owanization is just nor piilling
together and the lack of cooidination is affecting our ability to develop netw
produces. Most of wry key people beliove that we are having conflicts
because business is bad. They say ihat if business would only get befter wwe
will siop crabbing at cach other. Frankly, I am not sure if they are right.
The conflicts might be due to the pressures we are under but more Khely
they indicate a more findamental problem. I need to determine if the con-
Slicr between groups is sevious, so I can decide what 1 should do abont 1.}

EPD is obviously a moubled organization. Notice the tong characteriza-
tion of the organization m the second paragraph. It provides some addi-
uonal insighss, including the presence of conflict and differing opinions
about its root cause. Key managers astribure it to poor business conditions,
while Rogers believes “a more fundamental problem™ might be responsible,
He does not suggest whar chat problem might be. You might not notice that
the second paragraph consists of Rogers’ opinions. As the head of the divi-
sion, he may have a vested interest in portraying the sitnation in the best
possible light. Yet blaming external factors is 2 way of aveiding responsibil-
ity. Does Rogers seem to be doing that?

Nothing in the opening of the case suggests 2 decision or an cvaluation,
Rogers needs to make some decisions, but he isn't ready to make them:
“Rogers was not sure what he needed to do” This kind of uncertainty is a
characteristic of problem situations. The protagonist is aware of a condition
and has something important at stake, yer he doesn’t have an explanation
for the condition that can give him a basis for taking action.

ere Is a disguised excerpt from the opening of a case:

In early 2000, Karl Biddieinan, an assistant credit analyst for @ European
Sfurnitwre mapufaceures, StyleHouse, was reviewing the company accounts
receivable. He noted major changes in the accounts of Sofifine and Stella, uvo
well-established furniture retailers. Both had lage overdue balances. He decided
he should bring the accounts to the attention of the credit manages,



The excerpt suggests a routine business siruation: 2 supplier with two
delinquent customers, No decisions can be taken until Biddleman under-
stands the rwo delinguent customers better, Then he can begin to answer
questions:

= What should he tell his boss about the two customers?

= What should he conclude from the financial statements of the WO
retailers?

¢ Are their sinations similar er different, and should Stvlelouse weat
them the same or differently?

This case is like a detective story that requires financial analysis to solve,
When applied well, the analysis reveals the stories of swo retailers pursuing
very different courses and offering very different risks to their supplier,
which in tura can lead to different decisions about how to handle the
retailers. Precisely what decisions are most appropriate can be the subject of
an interesting debate,

Please read the following disguised excerpts from two cases. The figst is
taken from the last section of a five-page case,

With new managers, o recent restucturinig, and the sale of Finesse Produts,
Cristine felt confident the company wanld retum 1 profitability. It was her
belief that the auditors would give the compan v a clean Bill of healdh, Howeves,
iw their repori, they questioned whether Finesse was a “going concern.” Suck a
gualification could be the kiss of death for relationships with lenders and sup-
pliees, ot fo menfion customers.

The second excerpt is the third paragraph of 1 seven-page case.

The Trour Sehool 1was in trouble when Hart became principal, The previous
year theie had been several violent incidents, and the school had 1o shut down
onee because of 4 student demonsiration and once bhecause of a contiact issie
with the teachers Academically, performance in the lower grades was mazginally
better, but the upper giades showed a decline, Theie 1was no question thal the
school was failing to achieve its goaks.

The first excerpt sets up 2 problem that turns on a difference of opinion.
On one side is a company that has apparently made changes to put it
financial house in order. On the other are auditors who have taken the grave
step of questioning the company’s ability w survive, The reader’s task is to apply
financial methods of analysis to gather an accurate reading of Finesse’s cur-
zent financial condition and its prospects for the furure, The auditors might
be right, and the company may need to be liquidated. If the company is
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right, it will need to provide a convincing case that the auditors have ris-
read the data, Or the interpretation may fall in the middle, indicating seri-
ous financial trouble but not the potentially terminal condition indicated
by the auditors,

The second excerpt about the Trout School &5 an example of a case that
defines the problen: “There was no question that the school was failing to
achieve its goals.” Even so, we need to be clear about the specific nature of
the fatture, A school’s primary mission is to educate, and if test scores are an
adequate measure of educational effectiveness, the school is indeed failing
its students. We need to go further in the definition of the problem, how-
ever. The degree of failure is serious because the schoo! can’t guarantee
physical safery, and classrooms were shut down at least once. The reader’s
task with this case is to pinpoint the root causes of the problems and suggest
ways 1o correct them quickly

As mentioned earlier, you are rarely going to find a neat and inclasive
definition of the problem in a case. The Trout School example is one of the
excepions. 1o trace causes, of course, you need to know what effect they
produce. Your first step in a problem case is therefore to describe or define
the problem. A genenal definition of a problem situarion is something like
this:What are the characteristics of the situation confronting the main char-
acter that she should be most concerned abous?

MANY CAUSES OR FEW?

The problems in cases are complex. EPD, for instance, employs nearly 2
thousand people who work in different fanctions. Each of these employees
has his or her own set of experiences and skills, and each contributes, for
better or worse, some of both to the company’s presence in a market, which
in turn consists of customer and competitor organizations, The problem at
EPD is therefore going to have muldple causes, and the same is true of
other problem cases.

A question essential to diagnosis is, How many causes are sufficient? The
first limit on the number of causes is the case iself We'll see in some detail
bow the evidence in “Allentown” trauslates inte a causal account. One limit
is the small amount of information available about the changes in the mar-
ket and the technologies invelved in EPD products, Another is the dearch
of financial data.

Despire the limits, evidence in a case can be the basis for many causes. In
a business school course, you may learn various theories and be tempted to
try to apply them all to a single case. You miight think that more canses lead



to a more comprehensive analysis. Flowever, proliferation of causes leads
quickly to confision. A Jong list obscures the really UTPOITIT Causes.

Another limit on the namber of causes is translating the analysis inzo
action. A causal account needs to be convincing, but it alio needs to be
actionable. An analysis that asserts many causes isn't going o be wseful to
the peaple responsible for doing something abous a problem because it cre-
ates impossibly large and complex rasks.

The analysis should focus on those causes that have the greatest influ-
ence or impact on the problem. Diaguesing and fixing 85 percent of the
problent i better than diagnosing 99 percent of it bur failing to fix any-
thing. There may be case method insouctors who grade by counting
causes, but I reconumend that you follow the advice of 2 medieval thinker,
William of Qckham, who devised the principle now known as “Qckham’s
razor’: don't multiply entities (causes) unnecessaritv? In other words, strive
{or the least number of causes sufficient to account for the principal eifects.

HARD TIMES AT EPD

This chaprer began with two paragraphs from “Allentown Materials Cor-
poration: The Electronic Products Division (Abridged)” We will use the
full case to explore how you can analyze a problem situation, Please read it
now; otherwise, vou'!l Jearn: litde from the discussion that follows,

1. Sttuation

The first section of "Allentown™ lays out most of the major issues. Rogers is
the general manager of a division in trouble, The industry 1n which it com-
petes 15 much more competitive than it used to be, and the division’s financial
performance has slumped in the last two years. Yet corporate headquarters
has set “aggressive profit targers,” Within the division, conflict i ublquitous
and functional groups aven’t coordinated. The last section of the case
informs us that an amnual meeting devoted to major organizational issues is
approaching. We can infer that Rogers needs some answers before then.

Another element of the case can be missed because it is only implied:
Rogers himself. The case is written from his point of view. Everything we
know sbout the case we learn from him. But we shouldn’ lock Just at what
he’s concerned with. We should take a step back from Rogers’ point of
view and look at him, He has been on the job for two years, yet he dossn’
have any answers. His lack of insight is therefore an issue. As we explore the
case, we should look at his coneibution to the crisis.
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Taking into account the first section only, we know Rogers is concerned
about the recent financial numbers, buc he can only influence them indirectly,
through internal change. Of the issues mentioned at the beginning, he cer-
tainly should be concerned about:

= Qutmoded competitive strategy

» Financial issue

* Rampant conflict and low morale

= Lack of coordination

+ Stalled product development funcrion
* Pressure from corporate

This seems like & decent problem definidon to start with; of course, we
can modify it as our work progresses,

2. Questions

The inventory of a case involving a preblem fooks for information relevant to
the problem definition. An inventory of “Allentown” doesn’t turn up spe-
cific sections that seem to be potentially more valuable to the analysis than
the others. In addition, the case isn't particularly long, although it has a grear
deal of detailed information. The most sensible approach seems to be to
read the case from beginning to end, taking notes that help us trace causes.

The problem definition implies essentially the same two questions about
each of the characteristics:

Does the case contain enough information to provide a causal explana-
tion of the characteristic?

If 50, what is its cause?

We can rule out two arcas of investigation after reading the case. Al-
though the competitive laindseape has changed and EPD’s competitive strategy
may be outmoded, we don’t find information to support an investigation of
strategy. Likewise, there is no information for analyzing financial causes.
The case only provides a few numbers about the financial performance of
the divisien. On the other hand, there seems to be information relevant to
the other facess of the problem,

An academic course would no doubt include business concepts and
methods useful for diagnosing this situation. As an example, leadership the-
ories define the characteristics of an effective leader, and they could be our



reference for studying Rogers' leadership. A grear benefit of specialized
cencepts and methods is thar they give vou things to lock for in a case. The
sample analysis that follows emplovs some common principles of leadership
and organizational behavior to diagnose the problem.The analysis would be
richer if more use were made of specialized concepts and methods. How-
ever, that would reguire you to become familiar with them, and that isn't
the point of this demonseration.

3. Hypothesis

Forming a hypothesis for a problem sitation means developing a diagno-
sis. The diagnosis expresses the problem and its most significant causes. In
practical terms, you develop & hypothesis for 2 problem by accumulation:
you identify a possible cauise, test it for substantial supporting evidence, and,
if'you find it, include the cause in the hypothesis,

The initial sorting out of causes, effects, and extransous information can
make establishing the first cause difficult. A helpful distinetion is external
versus internal~—causes that operate outside the unit of analysis (such as
EPD) and those that operate inside it. The location of causes varies in cases.
You should be aware of this and be sure to consider the case in rerms of
where to look for causes. In a strategy case, there will be internal causes
{e.g., the strategy itself and how aligned it is with the strategy} and some
external ones (e.g., the industry, the market, and comipetitors).

I *Allentown,” the competitive changes in the market are an external
cause-—and arc a good place to start the apalysis because you dont have to
infer chem. They are stated in the case. The change in the terins of compe-
tition and the new emphasis on product development—a function in
which EPD is weak-—subject the organization to competitive and eco-
nomic stress. Corporate’s insistence on aggressive profiability when the
division is strugeling is another negative influence.

In chis case, though, the larger group of causes seems to be internal. Cause-
and-effect analysis is reasoning backward, from effect to cause. In “Allentown,”
we think Don Rogers is one of the causes of the division’s performance, so
we have something on which to base a hypothesis and a starting point for
exploring internal causes. Even if we conclude he 15 not a significant cause,
working backward from him will teach us much abour the situation,

£ PROOF AND ACTION

The proof of a diagnosis begins when we can identify a possible cause, Our
hypothesis is that Rogers is a cause. Lec’ see if there is evidence to support that.

PROBLEM

T

o
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Rogers has definite personal strengths. He’s technically knowledgeable,
very bright, personable, and seemingly without hidden agendas, However,
as a manager and a leader, he has weaknesses that are frustrating his own
good intentions. He apparently didn't foresee the coming shift in the terms
of competition, which suggests he's not especially close to the sales force,
ision to face the huge
change from the predictability of a near monopoly 1w the demands of real
competition. No one in the division, including Rogers himself, seems to

Now that the shift 15 obvious, he hasn’t rallied the d

have a sense of urgency about responding to the change,

Further, he doesn’t listen in meetings and sn't curious about the views
of division personnel. That deprives him of valnable information that could
help him fead the division, Rogers isn't holding his managers accountable
for their goals, Given his background, it isn’t surprising that he remains
involved 1n technical issues, but he doesn’t seem o have the same interest in
the other functions of the division. He is often absent working on corpe-
rate projects—despite the fact that his division is in serious trouble. The
produet development process, which is the key to the future of the business,
is broken, and Rogers is not actively trying to fix it. He didn’t even attend
the monthly product development meetings, which were gridlocked by
conflicting viewpoints, until his desperate marketing manager asked himn,

Rogers mansterred the divisional headquarters back to corporase,
removing himself and the muarketing people from close contact with other
EPD groups, He also split marketing off from sales and product develop-
ment. All of these organizational moves have backfired. Rogers needs to be
physically present to learn about and lead a fractious organization, Market
conditions require marketing to be closely coordinated with sales and the
plants and evervone to be in close communication.

Rogers appears to have been suspicious of people and programs associ-
ated with his predecessor. He replaced a number of the top managers swith
people from outside the division, thus Josing the experience and knowledge
of the old managers and sending a message to the remaining employees that
he dogsn’t have a high regaed for people promoted by Bennett. These actions
are a prescription for low morale. And he ended an organizational develop-
ment project that addressed » number of the difficulties EPD is facing,

Two ather inferences can be made about Rogers, Probably his biggest
weakness is that hie has very litde awareness of the many issues that are
hurting EPD's performance. He has lictle chance of having any impact on
the problem unless he’s motivated to look more closely at the organization
he 15 supposed to be leading. The other conclision comes from the case
account of Rogers’ experience. He was promoted to vice president and
general manager because of his technical expertise, not his management



experience or leadership abilides. In that respect, he isn't 2 good fit with the
needs of the division.

With the evidence we have found, we can say Rogers is 2 cause of the
problem. Now we need to look for more causes,

Corporate Mistakes. The fact that Rogers wasn't well qualified for the
Job raises the question of why he was promoted. That question leads us to
think about the role of the corporate headquarters in Allentown,

Rogers lack of management experience isn't his fault. We can infer that
cerporate didn’t provide Rogers with any special eraining or support in his
new position, and did nothing o help the organization cope with the sud-
den tass of their hard-charging former leader, Joe Bennetr. They endorsed
Rogers’ new nunagement team, which is sorely lacking in experience, and
set unrealistic financial targers that the division s in no condition to
achieve, As we fock at corporate’s actions closely, they appear to be & signif-
icant cause. Note that the case provides relatvely Titde information abous
those actions, and the references are scatrered.

Now swe have two evidence-backed causes, Rogers and corporate.

Culture and Conflict. The information about Joe Bennett enables us to
compare EPD under him and under Rogers. Bennett was the founder of
the division and a smart, creative businessman. He moved bis headguarters
out of Alfentown-—we can speculate that he wanted to ensure that he was
in complete charge of the division. He made all the important decisions
and used everyone clse to implement them. In other words, EPD was
strictly a top-down organizadon, with an authoritarian leader at the apex
and “political and manipulative” managers underneath.

Rogers had worked at Allentown and returned the EPD headquarters
there after he was named the general manager. Allentown has 2 culture built
on “close-knix family” relationships. Hierarchy fsn't important, and people at
all levels communicate freely and informally. The difference betwesn the
corporate and divisional cultures couldn be starker. At EPD Rogers seemss to
believe that the division should run in the same colizboradve manner as cor
porate, Nevertheless, the division is still the company that Bennerr shaped.
Besides the emphasis on hierarchy and bad habits such as politics and manip-
ulative behavior, the EPD departments have no interest in working to-
gether. They aren’t a close-knit family——that 15 cerrain, Thus the clash of
cultures is 2 cause thar may work in tandem with Rogers’ management faifures,

So far we haven’t made much use of the information in the overviews of
cach of the major EPD) departments in the section “Review of the Functional
Drepartments in 1992 Because they take up nearly half of the length of the




58 ANALYSIS

case, the descriprions must have significance for the analysis, unless their
main purpose is to distract us. A good deal of the detail docsn’t seerm essen-
tial and could bog us down if we tried to work all of it into the analysis.
After reading all of the descriptions, we need to take 2 step back and ask if
there are issues that seem to apply to all of the departments
issues specific to the deparunents that could be significant.

or if there are

Misalignment. There are some issues in common, and they are easy Lo
niiss among the clutter of particulars. Every department or function s in
conflict with the others. In face, EPD seems less like an organization than a
collection of warring tribes. Some of this can be explained by culwral col-
lapse: the top-down organization has lost its linchpin, the authoritarian
leader. Another factor is at work, however, All of the fmctions are mis-
aligned in several dimensions. Firs, their incentives are different, Second,
there are no clear definitions of responsibility and accountability. Third,
there is a discrepancy and inequality in the perceived importance of the
functions in the division and at corporate, as well as big differences in the
experience and length of service of key personnel. And finally, the functions
are physically dispersed in a way that doesn't make sense for the work that
needs to be done.

"l end the analysis here, although we haven’t touched on all possibilities,
Qur argument of primary causes looks like the following:

PROBLEM

= Declining performance

= Rampant conflict

¢ Lack of coordination

= Stalled product development function

+ Poor leadership

EXTERNAL CAUSES

¢ New terms of competition

+ Corporate mistakes

INTERNAL CAUSES

» Rogers' mistakes and limitations
= Cultural differences

° Conflict

« Misaligninent



We can safely assume that more causes remain to be identified in “Allen-
town” A particular leadership paradigm would use an entirely different set
of ternys o diagnose Rogers’ actions and Bennert’s legacy Another frane-
work mighe highlight the aspects of organizational structure that give rise
to the problem. These different perspectives are complementary, not com-
petitive, however,

Actions. The diagnosis of the problem at EPD is a blueprint for action.
Every cause is 2 target of change. Action planning should include steps for
all of the causes except the new competitive terms; we don’t have enough
information to suggest changes to the division strategy. Because Rogers is
the leader of the division, much of the action planning focusss on him, He
is an important part of the selution to internal confier and misalipnment.
To improve the laiter, he can begin the process of changing incentives so
that they motivate people to work for the same end and move people back
from corporate into EPD facilities, including hismself, He can also work on
changing the organizational culture, but that will rake time.

But Rogers’ first steps probably should center on himself Because he
seems to have no clear sense of his strengths and weaknesses, he needs to
assess both. Hiring a coach would give him an unbiased ouwside perspective.
He can make a start on bringing everyone at EPD together by calling for—
perhaps demanding—a shared urgency. The division is headed in the wrong
direction, market conditions aren’t favorable, and evervone’ job could be at
stake. That situation doesn’ seens to be on anyone’s mind, and Rogers should
mizke sure it is front and cencer. Rogers needs to break out of his self:
mposed isolation to cultivate allies and invelve the division in the shaping
of 2 vision. HMe should use his relationships at corporate to get then to ease
off and fobby for their support of the changes he must make,

And these are Just o few of Rogers action items that vou would want to
consider. The hardest part of articulating 2 plan for Rogers and the divisien
would be to keep it from becoming veluminous.

ALTERNATIVES AND OPEN QUESTIONS

Beyond causes, the analysis of “Allentown” could delve into the compararive
infiuence of the causes. In other words, Which causes make the greatest
contibution to the problem? In this area, sharp differences of opirion are likely.

Each dime I read the case, I becomse more convineed thar corporate has the

)

fargest share of the responsibility for EPD's troubles, Rogers’ many mistakes
are of course not ateributable to anyone else, but he would never have been
in a position to nake them if corporate executives had understood the
dwision and its needs berter. They condoned Bennetts onc-man operation,
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probably because he produced consistently good numbers. A succession
plan for Bennetr’s eventual departure didn’t exist, apparently, and that is fur-
ther evidence of senior management’s detachment from this business unit.

On the other hand, from the information on the EPD departments, ws
can discern: weaknesses within each of them. The overall picture makes one
wonder whether an experienced leader with a realistic view of the organi-
zation could do berter than Rogers in just two vears, Bennett created an
organization at the extreme of one-man rule, He had to have controlled
hiring and promotion, as he did everything else at EPD. It's possible that
people willing to work in an organization that gave them no authority and
didn’t need creative thinking might not be the people who would want to
take on the new conditions of the market. Under any circumnstances, the
transition to another leader wouldn'c have been easy.

The larger point is that for all the clarity we can realize through careful
study of this case, the grey areas pessist and warrant more study, reflection,
and debate,

NOTES

1. Michael Beer and Jennifer M, Suesse, “ Allentown Materials Corporation: The Elec
tronic Products Division {Abridged),” Case 9-498-047 Boston; Harvard Business School
Publishing, 1997), 1.

2. PaulVincent Spade, "William of Ockham,” in The Stanford Encyelopedia of Philosophy
(Fall 2006 Edition, ed. Edward N. Zalm, hiep://plate.stanford. edu/archives RR2006/
entries/ockhar.



CHAFTER 6
DECISIGNS

Cnscs mvolving an explicit decision are a staple of management educa-
vion. By explicit decision, T mean a case buil sround g stated decision—
one net impled or subordinate ¢ ancther ssue such zs a preblerm
diagnosis. That's an important distinction to keep in mind, since almaost
every business case can be ralked about in terms of 2 decision. The tollowe-
ing is a sentence from the first paragraph of the sample case for this chaprer,
“General Motory: Packard Electric Division”
The Product, Process, and Relialiility (PPR) cosmmitice, wiich had the fnal
tesponsibility for the new prodi developaent process, had asked [David]
Schraiinn for his analysis and recommendation as 1o whether Packard Electric
shautd commit to the RIM grommet for a 1992 model year car,’

David Schramm has to make & decision about the recommendation he
will give 2 company commitcee, and the rest of the text is cancerned with
his choice—this is what is meant by a decision situation. Cases of dhis type
have as much to do with how w make 2 decision as they do with a partic-
ular decision. They may teach you about sales or hedge funds, but they'll
also teach you about the process of deciding.

Decision analysis has five elements:

+ Options
» Criteria
< Analysis of options
* Recommendation

*  Actions

OPTIONS

on to be
made. Not al cases define decision options, but wany do. [ vour first reading

A decision requires concrete options; otherwise, there is no decis

of a case 15 lockstep linear—from page one to the end—you may not learn
the options until the very end of the case. That diminishes the usefulness of
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your first reading. You can't begin to consider what decision: may be appro-
priate and what vou neced to know to choose it unless you know the
choices.

Cases often don't provide the options in enly sections, or they appear to
but omit sigraficant additional informanon. Here are the critical sentences
{from the opening of a marketing case:

I 1990, the Nestl¢ Refrigerated Food Company (NRFC) contenplated the
introduction of a refrigesited pizza product to the U.S, marker . . . Cunliffe
{the decision makes] sought 10 further opportuniries for Nestlés growih in
refrigerated pasta, Prior to launching a plzza produc, hewever, he kaew e
had to take a hard look at the numbers to ensure its business viability?

The opening seerns to propose a simple yes-no decision: lannch 2 refrig-
erated plzza product or not. Later, the case adds a twist. The decision has 2
second level: Should the company launch a refrigerated pizza with one top-
ping or provide a kit with multiple toppings? If vou don't skim the case
before beginning a serious analysis of it, you won't be aware of this compli-
cation and will have to reread the case in light of it. At the same time, you
need to consider whether this complication s meant to distract vou from
concentrating on the basic decision: Should this company launch a refrig-
erated pizza product at all?

The sentence quoted from “General Motors: Packard Electric Division”
refers to an innovative new part that would substitute for the current one
used in automobiles. A reader who goes straight through this case doemnt
discover the three specific options Schramm is pondering unil the lase sec-
tion of the case text.

When you realize the case you are reading is a decision situation, you
need to huni for the decision alternatves. In the instance of the pizza case,
you waeuld be well advised to think for 2 moment about the priority of the
decisions suggested in the case. Launching a new type of pizza might be
the wise thing ro do for NRFC and duplicate its first-mover success in the
refriperated pasta product category. It might also be a mistake, However, if
you become embroiled in the decision about alternative pizza products
without first making the fundamental choice, vou niay be missing 2 large
part of the case. Of course, the two decisions might actually be aspects of a
single one. In the RIM grommer case, vou need to know the particular
options the company is considering as soon as possible. The opening of the
case implies a ves-no decision, but at the end, you find there is an option in
the middle. It may be a terrible choice, but you need to know it exists and
understand whether it meets your criteria better than the other options.



CRITERIA

A rattonal decision can’t be made without crizeria. For example, 1o decide
whether to extend more credit to a retailer, a supplier might use the fol-
lowing considerations ro make the decision:

* The retailer must be in sound financial cendition.
It must be welt managed.

* Ir must have a good credic histary,

> Tomust have long-term value to supplier.

The criteria vou use for resolving decision situations depend on both
speciaiized tools and the circumstances of the case.“Sound financial condi
tion” is not very meaningful untl fAinancial metrics such as cash fAow and
capital structure give It concrete meaning. “Long-term value to the sup-
plier” is similarly abstract, but sales history as well as informacion about the
retailer’s future prospects and che overall market give the words rangible
meaning,

Criteria profoundiy influence decision making. They should be relevant,
they should be kept ta the mimmum necessary for a sound decision, and
they should be able to relate a significant amount of the available cvidence
to the options. First of all, they have w be relevant ro the decision and the
situation. Relevance is defined by circumstances of the case. Some criteria
will crop up frequently—cost and profitability are two, Others will be very
specific to a case or category of cases. A case we will stuedly later in this chap-
ter has as a criterion the refiability of a new manufacturing process. Second,
decision analysis should use the minimum number of criteria necessary for
a credible recommendation. Too many criteria are Just as much a labiliry as
too few. Too few criteria lead to an inadequate yecommendation and a
weak evidence base, Too many criteria produce so much fragmentation and
confusion that a clear—cut recommendation becomes impossible. And
fimally, just becanse a criterion is relevant to the decision doesn’t mean that
it’s useful. It must be able to connect substantial evidence to the decision
being considered,

Some guesswork is mvolved in choosing criteria. You should be alert to
clues in the case about which criterion may vield the most informative
results. Say the case about the supplier’s credir decision has litde rext, one
exhibit on the market, and several financial exhibics. The case is telling you
that the most fruitful cricerion may be the one involving the analysis of
financial data. Still, you should net forgo applying other criteria that you
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believe ave relevant, even if initially there doesn’t appear to be a lot of infor-
mation to work with. Sometimes a criterion will help you pull together
related pieces of evidence that are hard to recognize because they occur in
different sections of the case and in the exhibits.

ANALYSIS OF OPTIONS

Once you know the decision options and have selected some of the crite-
via (you don't need all of them to start work), you begin looking a¢ the case
information in relation ro the criteria. Gradually you will bring o focus
the decision option that seems to create the best fit between the criterfa
and the faces,

Let’s say you are trying o decide whether te extend additional credit to
a retailer. “Sound financial condidon™ is one of the standards. Using data
from the case, relevant financial tools supply information on the financial
healeh of the company. Say the numbers indicate the retailer has a serious
short-term cash shortage. Then you find it has an operating loss for the pre-
vious year, apparently because it has reduced prices to clear existing inven-
tory. Nene of this seems to be good news, bur the case notes a mild
recession has been in place over the last few years, and numbers from an
exhibit show an industrywide drop in sales. Now we look at data on capital
structure and see that this particular company has kept its balance sheet
largely free of debt. It has prudently maintained the capacity to berrow to
cover operating losses in circumstances like the ones that now prevail.
Moreover, the recession is ending. The weight of the financial evidence
seems to Indicate that managers of the company are operating wisely under
difficult circumstances.

5o the critericn “sound financial condirion” aligns the evidence with the
decision to grant additional credit. Nonetheless, the criterion does have
negative fmdings. (See exhibit 6-1 for a summary of the positive and negi-
tive factors.) Merely applying criteris and business methods doesn’t make

EXHIBIT 6-1

Oriterion: sound financial condition

Negative factors Positive factors
® Reduced cash flow = Reduced inventory during period of slow sales
= Current operating loss = Little debi; high degree of financiai flexibiity

= Recession ending; sales should Increase




the decision, You stll have to interpret the results, Often, vou will face
mixed results within each criterion, as with the financial standard we Just
applied. And the results of different criteria may clash. Let’s say the financial
condition and management crireria confirm a decision o extend credic,
but on the credit history standard, the recailer doesnt look good, and its
long-term value to the supplier is uncertain. You have a decision of your
own: Which of the criteria are most important and is the evidence associ-
ated with then: strong?

Ini a time-constrained situation, as i a written examination, you need to
commit to a hypothesis as quickly as you can. In such situations, vou need
to conserve as much time as possible for writing. You need o be alert for
the fact threshold that allows vou to commit to 2 hypothesis about the deci-
sion. Fact threshold simply means that you have encugh evidence that fits a
decision option to give vou confidence in the option. Your rask changes
then—fiom testing for the criteria~evidence fit with a decision to aligning
as much evidence as possible with your preferred option,

RECOMMENDATION

The object of decision analysis is to recommend the best choice ammong the
available options. As a hypothesis, a specific recormmendation gives you a
way of thinking about the case facts that isn’t available when you don't
make a commimment. It sharpens your focus and poses the challenge
of proving it. When you have succeeded in aligning what vou belleve is
persuasive evidence with 2 decision option, the hypothesis becomes vour
recomumentdation.

The advocacy of a decision doesn’t mean vou cover up i downside. In
fact, acknowledging the downside enhances the recommendation by help-
ing the decision maker anticipate and prepare {or it

ACTIONS

The purpose of a decision action plan is to implement the decision as effec-
tively as possible. That single goal distinguishes decision action plans from
problen: and evaluation action plans, which frequently have multiple goals.

Developing implementation steps can be frustrating because the case can
provide litde explicit information directly related to the steps. Somie creativ-
ity can help fill the void. So can recogrizing conditions in the case relevant 1o
implementation. In the “General Motors” case, the innovative product that
is the subject of the decision is cermin to cause problems for the manufac-
turing operation of the company. Whether the product is introduced
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immediately or deferced for a year, those problems remain. So, the action
plan for any of the decision choices has to inclade steps 1o resolve them.

THE RIM CONTROVERSY

“General Motors: Packard Electric Division™ concerns a wholly owned
supplier to the automotive giant, General Motors, and an innovative new
compornent with an odd name, the "RIM grommet” Please read it now,
otherwise, you'll learn little from the discussion that follows.

1. Situation

The opening paragraph is a minefield for the inexperienced case method
studente. The very firse sentence has a refevence to a glossary in the appen-
dix. The diligent reader can easily become immiersed in the glossary, study-
ing the terms in order to understand them when they are used in the text.
The next paragraph has a reference to Exhibic 1, a GANTT chart. The
exhibit is just as much a time sink as the glossary. The vwo have one other
thing in common: they are meaningless at this point. They can double or
uiple the time it takes to get through the opening section. The opening of
this case is one of the best illustrations of why wortving abous the big
picture before immersion in the details can make case analysis cleaner
and faster.

By jumping directly to the back of the case, 2 reader can quickly confirm
that the sitwation is a decision. The final section, “Schramm’s Options,” lists
his three aliernatives. What difference does it make whether you read the
opening and concluding sections of the case first or read the case from
beginning to end? If you start from the beginning, you read the entire case
knowing only that Schramim must make a decision, Youw'll be looking for
decision options while absorbing information pertinent to tire decision. At
the end of the case, you find that the work vou have done on choices has
been a waste of time. When you read the opening and concluding sections
together, you can organize vour reading of the case around the options. You
won't always find decision alternatives neatly packaged at the end of the
case, but they’ll often be staced somewhere in it

One strategy for making decision analysis easier is to see if you can defer
or eliminace one of the choices. The number three has a stange magic. In
cases, you'll often find thas decisions have thice choices, By eliminating
one, you can simplify vour work. Comparing two alternatives is far easier
than comparing three.
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2. Chuestions

Lets take stock of what we know and can infer from just the first and last
sections of the case text. We know that two groups have conflicting views.
Schramm’s decision options correlate with the conflict, One option repre-
sents the views of each party, and one is a compromise. When you read the
description of the compromise, “paraile] development,” it sounds complex.
It would ereate even more SKUs and therefore increase engineering tme and
cost, two problems the parties are erying to solve. It would force Packard
Electric to accommodate two separate assembly operations, putting even
more pressure on manufacturing. And it might be difficuls for Packards
customer, GM, to handle two different versions of the same part. The deci-
sion maker, Schramm, certainly has to wonder whether the new process
would receive the commitment it needs from manvfacturing if the old
process was sall running. The compromise oprion seens, well, comprontised.

Of course, there is an entirely different way of assessing the options. An
exclusive commitmenr to the new component might be too risky, with
bath Packard Electric and the customer paving a high price for a flawed
manufacturing process. In that Hghr, delaying adoption of the part for a year
could be the lowest-risk option, allowing time o perfect the process and
get yields up. Or the middle way could be repositioned, with the RIM the
fist-line proctuct and the old component available as a backup in case of
problems with the RIM.

The two different scenarios can confisse the analysis. Rather than inves-
tigating all three options at once, we can stast by concentraging on the two
“pure” options, to forgo the RIM grommet for the upcoming production
year or commut to it completely. To investigate these two alternatives, 4 cou-
ple of questions seem critical:

* What are the advantages of the RIM grommet to Packard and its
customiers?

¢ What are its disadvantages?

These seem to be questions we should answer. But it would be helpful to

have a more specific meaning for “advantages” and “disadvantages” The
opening and closing sections have enough information to be more specific;

¢ The new component must offer significant value to the customer. The
component seems to have some value because the customer wants it

* ltmust have a positive impact on Packard Electric costs, at least i
the medium to long term. The first and last sections don't mention
cost, but it’s always a good idea to consider it
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* The problems it causes for PEs and the customer’s manufacturing
processes must be manageable,

To be more usefisl for case analysis, the possible criteria can be converted
into questions:

¢« How much value does the RIM offer the customer?

= How much can the RIM reduce PE costs?

* How bad are the manufacturing problems associared with the RIM
and can they be solved before the new model year?

3. Hypothesis

Surveying the case, we find several sections thar seem to offer mformation
we will need;

= “Packard Electric’s Products”
* “The RIM Grommet™
* “Views on the RIM Grommet”

We are trying to answer specific questions about the new product, We
have a purpose and wanr to achieve it as quickly as possible, You can read
only the sections listed above, or you can read the whole case, being carefl
to insulate yourself as much as possible from irrelevancies, I vou maintain g
disciplined focus, you can read a case in any way vou chose. The best
approach is to experiment and see what works best for you.

Reading the three sections listed earlier, we learn the tollowing points,
which raise further questions: '

VALUE

¢« The RIM better accommodates increasing electrical content of
vehicles.

* It provides a better water seal (reduces dealer costs/increases end user
satisfaction).

* Does increasing electrical content and better quzhty have value to
GM beyond the obvious?
COsT

* Cost savings on water seal repairs (can this be quantifiedr)

* Big reduction in SKUs



* Big reducton in engineering time

¢+ Can total savings be quantified?

MANUFACTURING

» Requires additional investment, new technology. and workforce
training

* Dramancally reduces SKUs
< How hard are the manufacturing-related problems?

It may seemn premature, but we have enough information now to put
forward a hypothesis: Go with the RIM grommet for the ipcoming model year,
Now case analysis can focus on the evidence for the hypothesis,

4. Proof and Action

Building a proof from this case isn't easy. The exhibits are hard to interpret,
Also, they address two different issues, one of which is never directly men-
tioned or addressed. The exhibits that apply to the implicic issue serve as
“noise™ for analysis of the first issue, the RIM grommet, Finally, the case has
various traps designed ro appeal to the conscientious student, and these cre-
are additional noise that distracts the reader and obscures the important data
ard information. The exhibits are much easier to work with when you
know what vou are looking for. From the three high-value sections, we can
conclude that the RIM grommet has many advantages, some fairly obvi-
OUS, sDMe 10t

° The RIM has double the wire capacity of the old component,
which is erttical because the electrical content of automobiles s
increasing at a rapid pace.

¢ The component is a better seal against water than the old COMpOo-
nent. Warter feakage has been the subject of customer complaings and
is costly for dealers to repair. It may also reduce end user satisfaction
and brand loyalty:

¢ ItisJess prone to breakage.

* Itsimplifies the customer’s manufacturing process and allows more
design flexibdicy to include desirable vehicle features.

* The best proxy for customer value is the fact thar GM is willing to
pay a premiwmn for the RIM.
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» The RIM pare will lower Packard’s overall costs by reducing initial
design costs, the number of Engineering Change Orders (ECOs),
and the number of SKUs.

Despite these clear advanages, they would be more forceful if they were
backed by estimates of possible savings. A financial argument without num-
bers 15 mor convincing. Throughout, the case refers 1o costs and furnishes
seme numtbers that can be used to prepare estimates, The analytical work is
to pull out numbers, group them in the proper category, and caleulate sav-
ngs. There seem to be four categories of cost savings:

REDESIGN

IHG. the old parr, has to be redesigned every two to three vears, with
$30,000 in engineering costs, totaling $43,000 with retooling. RIM
development has $5,000 in engineering costs, for a total of $12,000
with tooling. RIM needs less frequent redesign. Also flexibiliry makes
1t suitable for different model cars. If RIM is redesigned ar half the
frequency of the IHG, or every 6 years, cost savings will be 71,000
{343,000 x 2—3%12,000),

ENGINEERING CHANGE ORDERS

Because of fexibility, RIM will reduce ECOs by an unknown percent-
age. Current ECO costs are huge: $24,000,000 per year (830 per hour
X 500 engineers X 50 percent time or 960 hours per year), A mere
25 percent reduction will amount o an annual savings of $6,000,0001

SKUS

The number of SKUs will decline from 45,000, Assign an arbitrary cost
per vear to maintain an SKU of $5.06 and assume an SKU reduction of
50 percent. Annual savings are $112,500.

IHG VERSUS RIM REPAIR COSTS
« JHG
¢ IHG defecr rate is 12 percent at the Mexican plant in week 52 of
production. With a production cost of $4.40 and 70,000 units in
volume, the loss 15 $36,960.
= Detect rate ar assembly s 1 percent in week 48 after kick-off,
With 2 hours of labor at $45 per hour and 70,000 units in
volume, the loss is $63,000.
 Dealer records in 1989 lise 250 repairs related to IHG. Losses are
$35,000 (4 hours labor X $35 per hour X 2303,



« Overall, annual repair costs for IHG are $134,960.
» RIM
* Repair cost for RIM is §180. RTM is more reliable. With the
defect rate reduced to half that of IHG, repair costs will be
$63,000.
= Repair cost savings from RIM will be 71,960,

TOTAL ESTIMATED SAVINGS FROM Rim
= 36,296,000 per vear.

The ECO category turns out to be the bonanza for RIM advecates.
Even if the savings are much lzss than the estimate, the total anneal savings
aveributable to the RIM are large.

When we expand the analysis to other sections and exhibits, we find
additional evidence to support the hypothesis. For example, the second sec-
tion, “Packard Electric Background,” reveals that GM has been ]
ket share to Japaness manufacturers. Thus, the RIM gromet innovation
can have a small but meaningful role in enhancing GM’s competitiveness. [t

OSINg mar-

can increase the build guality {less leakage and breakage) and allow more
electrical content. The combination of higher quality and greater produce
functionality contributes to GM' competitiveness in an increasingly global
market.

The emotional or attirudisal significance of the RIM situation may be
greater than it technical and financial virmes, GM is the parent company
of Packard Electric, and it is showing signs of 2 competitive stress, losing 11
percent of market share i nine years. Meanwhile, PE has had 2 healthy
growth rate. Is PE complacent about the importance of innovation to its
continued success and that of the parent company? You cermainty don't get
the impression that there is a sense of urgency abou it

An action plan for the immediate adoption of the RIM would make the
marufacturing issues an urgent priority. The product development engi-
neers should assist manufactaring to make the RIM process scaleable and
reliable, the two principal production issues. Schramm should set an exant-
ple by putting himself on 2 cross-functional team responsible for RUIM
manufacturing, and ail the product development engineers involved should
80 out of their way to cooperate with the manufactaring team.

The potential cost savings of the RIM justify hiring more engineers, PE
1mght even consider buying the small vendor that makes RIM machines
and have their people focus exclusively on workig our the process and
increasing reliability. The action plan would set a schedule with milestones.
Given the circumstances, the team in charge should identify the plan’s maost
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serious risks and develop a contingency plan to deal with them. The cost
savings can also justify budget reserves o fund the contingency measures,
And there 1s no question that regardless of the RIM decision. PE must
do something about product development, starting with the casual or even
indifferent attitude toward innovation. A major part of the acdon plan
should propose & new structure for product development and an effort
throughout PE to educate employees on the importance of innovatios,

5. Alternatives and Open Questions

Value to the castomer and cost strongly support Schramm’s first option. [s
it then the right answer to this case? Strictly speaking, the decision isn't
about whether to commit to the RIM, although Sehramm fears that it mnay
tall by the wayside if the company doesn’t push alead with it for 1992 The
decision is about when to commit, and that is still controversial and can be
argued from different points of view:

In this case, the manufacturing criterion identifies a problem with an
unmediace shift to the RIM technology The new fabrication process is not
yet ready for full-scale use, and there are sericus questions about reliability.
The manufacturing operation has no experience with it, and the plant must
be retocled. Only one vendor produces the kind of RIM machine PE
nceds, but it is s¢ small that it probably can’t provide much support to PE to
solve process issues.

Althongh the case suggests that these problems are not insurmountable,
nothing leads us to believe that they will be solved in time for the upcom-
mg model vear, Because of the frosty relationship between the product
development and manufacouring engineers, they might not cooperate.
Manufacturing definitely has legitimate grounds for being unhappy, They
didn’t promise anything to the customer, but they are mainly responsible
for making good on Product Development’s promises. Finally, breakdowns
and failures in RIM production could cause grave difficulties for GM that
it can ill afford. The middle option of parallel manufacturing processes can
be argued as a safer approach than a complete comminment to the RIM for
the upcoming modet year, Staying with the old part for a year might be the
safest of all the options. Someone favoring this option mighr ask, Is a one-
year delay really a serfous problem, comsidering the risks of hmmediate
adoption?

In the “Allentown” case studied in the last chapter, the failed leadership
of the main character is undoubtedly a cause of the problem. Yet people can
disagree about the extent of his responsibility in relation to other causes
such as the executives ar corporate headquarters and the sudden change in
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the terms of competition. Don’t assume that because you have arrived ac a
fact-based conclusion about 2 simuation—even one s strong as the argu-
ment for the RIM gromunet—that everything is setded and all loose ends
have been tied up. There is uncertainty in all case situations, and there will
always be different ways of looking at it and different ideas about how
deal witl it,

NOTES
1. Steven C. Wheelwright and Geoffrey K. Gill, “General Mortors: Packard Elecuric
Division,” Case 9-691-037 (Boston: Harvard Business School Publishing, 1999), 1.
2. Marie Bell and V. Kestur: Rangan, “Mestlé Refrigensted Foods (A): Contadina Past
& Pizza,” Case 9-593-035 {Bostan: Harvard Business Schoal Publishing, 1994), 1.






CHAPTER 7

EVALUATIONS

valuations are judgments about the worth, value, or effectiveness of a
performance, act, or outcome of some kind. In 2 case, an evaluation can
be explicitly stated. “Rob Parson at Morgan Stanley {A)” concerns the
dilemma Paul MNasr faces in evaluating Parson, a star performer who has
nonetheless racked up “among the most negative” evaluations from peers,
subordinates, and superiors Nast has ever seen.! Evaluatdons can also be
implied as in “Empresas ICA and the Mexican Road Privatization Pro-
gram.” Members of ICA’s board of directors are giddy with the prospects of
the road concession business in Mexico, believing that “the company’s con-
tnued success seemed secure for years to come. The case implcitly begs 2
question: Is building and operating private toll roads as certain an opportu-
nity as the board believes it is? Readers need to assess how good the busi-
ness 13 now and will be in the future, using the facs present in the case.

An evaluation isa't a collection of pros and cons or strengths and weak-
negses. To be actionable, an evaluation needs a concisely expressed bottom-
line conclusion:

« The company’s strategy was effective until new entrants were able to
deliver the same service at lower prices.

* Despite a few setbacks and fakse starts, Carrie Lin has exercised
excellent leadership since being promoted.

= On balance, the finance minister’s decision was the best one avail-
able, although 1t does have significant risks.

ELEMENTS OF AN EVALUATIVE ANALYSIS

Like any conclusion about a case, evaluative seatements need to be backed
by an analysis. The analvsis must include factors ¢hat support the overall
evaluation and these thar do not. The latter condition is hikely to be true of
every evaluative case and analysis. In the real world, perfect performances
and flawless acts aren’t fiequent occurrences. In fact, the negative side of an
evaluation can be the most valuable. A performance appraisal of an individual
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i5 a famliar example. If you were to respond to “Rob Passon at Morgan
Stanley (A)” with a positive evaluation of him, you would need to include
and account for the bad reviews he has received. If you teok the opposite
posttion, you would want to acknowledge his strengths. One reason to
cover weaknesses in the assessment of performance is to help the subject
improve, whether 1£% an individual, 2 work team, or an organization.

An evaluation has six elements:

« Criteria

© Terms

¢ Evaluative analysis

¢ Bottom-line judgment
v Qualifications

* Actions

Criteria

Clear and appropriate criteria are critical and have a powerful impact on
evaluation, just as they do on decision analysis, Everything said about deci-
sion criteria in chapter 6 applies to criteria used for evaluations. They

should be:
* Relevant ro the performance and situation
« The minimum number needed for a credible result
¢ Productve when applied to the case

The two sources of criteria are the situation in the case and specialized
methods. Interestingly, the assessment of various types of business-related
performances has artracted much study and research. 'To pick criteria for a
business-related evaluation, theories and frameworks specific to a perfor-
mance or act are often available. In fact, it may be challenging to decide
which one to choose. In an academic course, 2 mandated theory may spare
you that choice, Reelevance to the case situation will exclude some frame-
works or parts of them, but be careful that you don't try to use as many as
possible under the agsumption that more means better, Remember that
employing many criteria usually leads to an incoherent analysis. As a rule,
you should use the fewest criteria necessary to capture the essential issnes.

Criteriz that can be quantitatively measured are a good place to start an
assessment. They can provide a useful initial reading of the situation and a



concreze foundation on which to build. A place to start work on “Empresas
ICA and the Mexican Road Privatizazion Program”™ would be financial
analysis of the road concession business to evaluate its profinabilicy.

Terms

Appropriate terms are needed 1o express an evaluation. Performance ap-
praisals often have multipoint scales for expressing the effecdvencss of an
indrvidual, bur in cases you are probably more likely to use terms like
“good” and “bad” or “effective” and “ineffective” You will often need addi-
tional terms that fall beween the two primary terms, For instance, an ele-

ment of a company’s market strategy might have both positive and negative
effects. You may also need a term that allows you to describe aspects of a
petformance or ace that are zmbiguous, You can’t always neatly classify
everything as positive, negative, or in between, A manager might take
actions that arent effective or ineffective leadership because the results
aren’t yet m, for example,

Evaluative Analysis

Evaluations are organized according to criteria such as “economic conse-
quences” or “impact on collaborators.” Discussion of each criterion is
divided into the terms being used, such as “advantages” or “disadvantages.”
The analysis works its way throngh the criteria, building up evidence for
the positive and negative sides of each. A one-sided analysis or one that dis-
misses any factor opposed to the overall evaluation simply isn’c fulfilling the
task, The comparative quaniity of positive and negative evidence doesn
decide the bottom-line judgment—the comparative impertance of the crite-
ria and evidence does.

Bottom-line Judgment

An evaluztion without an overall or bottom-line judgment is like a decision
analysis that doesn’t inchude a reconumendation. An evaluative analysis has a
conclusion, just as decision and problen analyses do. Otherwise, it is merely
a group of statements about the subject. In cases and the real world, bottom-
line judgments are essential because they make the evaluation actionable.
An assessment of Rob Parson might point to ways he can be more effective
within the firm and thus increase his value to it {and, not insignificantly,
reduce the stress on him and others that results from the turmoil he seems
to provoke), The optmism of the ICA board about road concessions may be
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Justifiable, but a face-based evaluation could call attention to vulnerabilities
the board should be aware of and prepare for.

Qualifications

Qualifications state factors that are not part of the evaluation but that have
a significant effect on it, A qualification could be a condition that nesds to
exist to make the overall evaluation valid. A marketing program Judged as
effective could be subject to this qualification; “As long as the company is
willing to support a separate sales force for i, the program will be an asse.”
A qualification about a national policy could state: “The national govern-
ment needs to keep tight control over inflation for the policy to have the
intended effect”

Actions

in both the real world and in cases, the result of an evaluation can drive
meaningful actien. A manager can be promoted or not; 4 company can change
4 strategy or maintan the status quo; the leadership of a country can safely
follow up a decision with a series of measures or backerack quickly.

LOOKING AT BOTH SIDES

Fact-based evaluation demands thoroughness, a carefirl accounting against
the criteria that shows where the subject of the evaluation measures up o
the chosen standards and where it doesn't. Evaluation is very different from
the other types of analysis. In problem diagnosis, you are concerned with
locating and proving the primarv causes of 2 problem; you don'’t, and
shouldn't, provide a discussion about why a cause might not account for the
effect. In decision analysis, you are concerned with recommending the best
option and proving it; you should acknowledge the major downsides of
your recommendation and respond to them, Evaluation, though, needs to
encompass everything relevant to a performance, act, or outcome—good,
bad, in between, and ambizuous.

Case-based evaluation encourage two habits of thinking thar are invalu-
able to business school students:

* Trenforces analytical honesty, making you pursue a more complex
persuasive task than simply advocating a single point of view with no
or very few qualifications.

¢ It requires vou to consider the import of evidence apposed to your
overall evaluation.



RESISTERS AND RESISTANCE

“Allentown Materials Corporation: The Electronic Preducts Division
{Abridged)” (see the case reprinted in this book) concerns a troubled
organization as seen through the eyes of its head, Don Rogers. The case is
used in chapter 5 to explore 2 problem sitvation. If you haven't read the
case, please do so now. The following discussion requires familiarity with
the case,

1. Situetion

“Allentewn” is a problem situation. Rogers, the protagonist, deseribes the
many adversities of the division he's leading. A great desl of the case has to
do with Rogers' actions {and inaction) in the two years he’ been in charge
at the Electronic Products Division (EPD). Because the case has much
information about Rogers’ performance, we can also look at it as an evalu-
ation: How effective a leader is Don Rogers? Cases about performances,
acts that have already wken place, and outcomes can be evaluative when 2
question asks for that type of analysis,

2, Questions

For the assessment of Rogers’ leadership, we can choose simple terms:
“effective,” “ineffective,” and “uncertain” or “ambiguous.” Simple terms, and
tew of them, give clarity to assessments.

[ said earlier that for business-related evaluations, many theories and
frameworks are awailable. Few facets of business have been studied as
intensely as leadership. Rather than introduce a leadership theory here, ['l]
designate some commonsense standards of leadership as weil as borrow a
plece of a well-known framework.

A leader of a division of a company should be accountable for its busi-
ness resulis, and the case provides some information about them. However,
because many variables other than leadership affect financial results, they
don't qualify as a criterion. Instead, they can be used as partial and indirect
evidence for the quality of leadership.

A leader surely needs some special skills. She should be able to commu-
nicate and motivate, She should be able to translete business knowledge,
technical knowledge, and an awareness of the environment inte decisions
thar further competinveness, Crganizations always confront chstacles, and
their leaders must be able to detect them and mobilize people and resources
to find a way around them. In addition, from what we learn on the firse
page of the case, EPD seems to need change. John Kotter’s eight-step
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process is @ handy framework for evaluating how well Rogers leads change.
The eight steps are:

1. Establish a sense of urgency.

g3

Form a powerful guiding coalition,

w2

Create a vision.
4. Communtcate that vision.
5. Empower others to act on the vision.

6. Plan for and create short-term wins.

-3

Consolidaze improvements and keep the n:omentum for change
IMaving.

8. lnstitutionalize the new approaches.”

”

Ve'll group the steps under “Change skills” and employ only these that fit
the circumstances,

We should see if any qualifications ought to be included in the evalua-
tion. We do this not only to be faithful to the facts bue alse to ensure that
actions taken on the basis of the evaluation accomplish what they are sup-
posed to. It makes no sense to wy to fmprove a leader in an arvea of per-
formance for which he it responsible. Lets say some employess create
conflict and the leader can'’t control then. But let’s also say that the employ-
ees arc the favorites of semior managers, and they ignore the leader’
thoughtful attempts o work out the conflices. If the meddling of the senior
managers isn't taken into account, the assessment of the Jeader will be dis-
torted and could lead to actions that have no impact on the situation or
make 1t worse.

We start, ther, with three criteria to assess Rogers and state them as
questions:

» How good are his leadership skilis?
* How well does he overcome obseacles?
= Are his change skills effective?

In additien, the analysis will be open to qualifications.

3. Hypothesis

Each of the evalnation criteria is a kind of analvtic filter on the case sita-
non. When we fook at the case facts through the lens of relevant standards
of performance, information should pop out,



The performance of the division isu't good. Sales are down 10 percent in
the two years Rogers has been in charge, and operating income is down
160 percent. A number of factors are behind these numbers. The market ha
just recently become more competitive. Joe Bennetr, the previous leader,
created and maintained a near-monopoly and apparendy didn have to
cope with much change in the competitive landscape, A major triggering
event, the end of the Cold War, surprised even expert observers, as did the
rapid growth of the PC market. There is no evidence that corporate execu-
tives saw the change coming and prepared Rogers for ir, Clearly, if Rogers’
leadership is a cause of the plummeting business results, it isn’t the only one.
Nevertheless, the business results combined with the issues cited carly in
the case suggest a hypothesis that Rogers has not performed well.

4, Proof

Our task in this phase is to make our way through the case gathering evi-
dence on each of the criteria. Given the hypothesis, we will expect to find
mostly negative evidence,

Leadership Skills. Rogers does have strengths in this category. He has an
appealing personality and is liked and trusted. He’ smuare, his business-
related knowledge s wide and deep, and he’s good at oral communication.
He is forthcoming with information and is able to elicit the same in people
he works with. This combination of knowledge, sidlls, and personal charac-
teristics should be a solid foundation for working with people, encouraging
a free flow of information, and making rechnically sound decisions,

On the other hand, his skills deficiencies are serious. He doesi’t listen in
meetings, and this may be & clue to his stance toward the organization as a
whole: he isn't curious about it. If, after two years, he’s just beginning to
realize that there may be a problem with conflict, he must have had blind-
ers on, From the descriptions of the product development meetings, we
know that Rogers has had concentrated doses of clashes between kev fiunc-
tions and a rampant lack of accounuability. The case furnishes evidence that
Rogers isnt comfortable dealing with actasl or potential conflict.’ That is a
clear disability for a leader. Rogers is said to have a good intellectual grasp
of managerial issues, but he’s had limited hands-on management experi-
ence. An example of his inexperience is his unawareness of the bad fit
between his leadership approach and that of his predecessor. Managers and
employees working under Bennett were conditioned to have him make afl
the decisions, and presumably he enforced accountability, Rogers is sup-
posed to be bringing the culture of corporate~—informal, nonhierarchical,
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and collaborative—to EPD, but he dossn’t appear o be doing anything
toward that end, despite the fact that the two cultures are polar cpposites.

Although Rogers exhibits some strengths in this category, overall he i
weak in leadership skills,

Overcoming Obstacles. The foundation of overcoming obstacles is an
awzreness that obstacles exist. Rogers has wken positive steps Lo fix the
division's service and delivery. His review of the functional areas proves that
he has a body of facts to work with, and yet we're feft to wonder why he
can't connect the dots.

Two large obstacles are the conflict among the major finctions and the
absence of accountability or responsibilicy. The conflict arises in part from
the misalignment of all the major fanctions, The goals and incentives of the
functions are often incompatible, and there are large differences in the ex-
perience of personnel. Tn addition, and crucially, no one regards problem
solving as their responsibilicy-—i¢’s always the other guys issue.

Rogers has unwittingly inade the situation at EPD worse through both
acting and failing to act. The sharp conflict and the miisalignment of fanc-
tions are described in the case through his eyes. He’s aware of the confict—
how could he not ber—but he has not acted to contain it A qualification
may be in order, however. No one is conning forward and helping him
understand what he’s seeing and experiencing.

Rogers has made his own mistakes, unwitdngly amplifying the petential
for conflict. Marketing and sales would benefit from being housed together,
so that they can each learn from the other and work directly together; but
Rogers has separated them and moved marketing to corporate, From a dis-
tance, 1ts much easier to sustain self-justifying criticism of others, Rogers
has moved his office to Allentown instead of remaining elbow to elbow
with the people he's supposed to be leading. He also s -parated the product
development group from its manager, which can’t help that group’ strug-
gles to push out new products, Finally, Rogers has ended the organizational
development program started by Bennett just when it was most valuzble to
the organization. The flimsy logic for his decision suggests another agenda
that hobbles leaders; the atticude that if cheir predecessor initiated a pro-
gram, 1t must be flawed.

Overall, Rogers is dangerously weak at overcomung ohstacles.

Change Skills. FPD is subject to two different bus powerful changes in
ieadership and competition. They are likely to have recovered from the sud-
den loss of Bennett, but their adjustment consists of fr more than the
acceptance of foss. An autocradc leader has been replaced by one who



seems to wane a participatory model, but the employees have vet to hear a
clear statemenc about that and so continue to operate as they did, except there
is ne dominant figurs to make the decisions and suppress conflicts. With the
new leader unwilling to decide for them, they seem unwiliing to ke the risk,
Add in the dismal financials, and the need for changs is compelling,

Thus, Rogers’ change skills carry 2 lot of weight in the evahuation. Sig-
nificant change needs motivation, and that s partly accomplished with 4
sense of urgency. To give that motivation direction, a vision is NECessary.
There is no evidence i the case that Rogers has tried ro confront employ-
ees and managers with their dive circumstances, As for creating and convey-
ing a vision, the four major functions described in the second half of the
case all seem to be pursuing different goals, and the product development
meetings are an arena In which the agendas coliide. Rogers needed allies
when. he stepped into the job, Having replaced most of the divisional man-
agement, his choices are candidates for a guiding coalition, supplemented
with key people who worked under Bennetr. Instead, from what we can
tell 1n the case, Rogers is a bir of 2 loner; in addition, he's frequently away
on corporate business, cugting down on the time he has to cultivate allies in
the division.

On chis eriterion, Rogers fs again weak.

5. Qualifications

No leader contrals all the forces that influence an organization’s perfor-
mance. The facts suggest Rogers was promoted for the wrong reasons: for
his 1atelligence and technical expertise, not for his management and leader-
ship abilities, Corporate promoted Rogers into a position he wasn't prepared
for and therefore deserves some of the responsibility for his performance,
For Rogers to learn on the job, corporate should have seen to it that he had
somie preparation—ideally, some formal training before he took up his new
position and mentoring or coaching afterward. It not in corporate’s inter-
est to have a sink-or-swim attinade toward its top managers, and yet that is
the attitude they seemed to have taken with Rogers.

You also must wonder why Rogers isn’t more atned to the change in
business conditions. Corporate has been in a position to menitor industry
trends and financial indicators, They require a formal menthly review of
financials at each EPD plant. Nevertheless, they have inssted on aggressive
profit targets that ave unobrtainable by the division in its current condition.
EPD has been 2 reliable contributor of revenue to the parent company, and

“the sudden loss of divisional operating income should have set off alarm
bells at headquarters. Tn thar light, corporate’s active encouragement of a
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physical separation between Rogers and his staff and the operating groups
is inexplicable.

The disconnect betsween corporate and the division is pronounced, It
could mean that corporate execurives are poor managers themselves or are
distracted by other concerns. Whatever the cause, the lack of understanding
at the parent company and their actions regarding EPD have made a large,
if hard to discern, contribution to Rogers track record.

Exhibiz 7-1 shows Rogers” “report card™

EXHIBIT 7-1

Evaiuation of Rogers’ leadership

Criteria Evahastion

Leadership skiiis Weak

Overcoming obstacles Vary wealk

Change skills Wealk

Qualifications Externai factors contributed to pogr performance

We can conclude with this bottom-line assessment of Rogers' perfor-
mance: he is an ineffective leader, although some strong forces outside his
control have hure his performance.

6. Actions

As for actior, Rogers himself says on the first page of the case that he needs
to do something. On the last page, the statement is repeated, and we learn
that he is abour to meet with his managers to discuss problem areas. The
meeting s 2 golden opportunity to begin the process of change EPD
needs. An action plan will speak to the weak areas revealed in the course of
the evaluarion, and Rogers’ first step could be using the meeting as a plat-
form for acknowledging the major problems, conveying a sense of urgency,
and asking the managers to work with him to find soludons. It will be
important for him to show the group that he is stening, not just giving
them airtime and then imposing his solutions. Following Kotrers steps, the
management group 1s a natural place to start building a coaliton and shap-
ing a vision that reflects the new realities of the business.

In the longer term, Rogers needs to be much clearer about the major
obstacles that will take time to surmount. Changing the culeure of an orga-



nization doesn’t occur avernight, but it should be high cn the list of long-
term actions. So should the alignment of incentives to get evervone pulling in
the same direction. Each category of the evaluation vields i own concerns
that should be pursued in the action plan, The exceprion is business vesalrs,
vihich are moved indirectly through messures based on the evaluation,

ALTERNATIVES AND OPEN QUESTIONS

“Allentown” can be read as the story of an ill-suited individual prediceably
failing in trying circumstances. Rogers can be seen as 4 case study of the
Peter Principle, which wryly suggests that in hierarchies, individuals tend to
be promoted to their level of incompetence, meaning they end up cne level
beyond ther abilities.

Naonetheless, this picture of personal failure can be debated in 2 number
of different directions. How much responsibility does corporate deserve for
promoting someone with the skills and knowledge necessary to succeed?
Weren't they aware that the organization Bennett shaped, with their tacit
approval, could have a very difficult tzansition to a leader more compatible
with the corporate culture? The managers Rogers has brought in fiom our-
side don't seem to be tackling the organizational problers 1n their areas.
No one seems o have approached Rogers about their concerns and frus-
trations. Glen Johnson, the chair of the contenticus product development
meetings, is so roubled about the meetings that he regrets having taken a
Job at EPD. He doesn't share his concerns with Rogers, though. Rogers
isn't getting valuable information from his management group that could
alter his perceptions of the people in the division and their interactions and
give a more meaningful context to the things he has observed.

Many people, not a mere few, seem to lack an urgent sense of personal
responsibility and accounubility. Did Benners hipe employees that he
thought would do what they were told? Did he worry at all about whether
employees had a healthy sense of accountability because he enforced it
through fear and force of personality? Could it be that the division is
largely staffed with individuals who have worked too long in an authoritar-
1an structure?

Thus, responsibility can be allocated differently according to how vou
read the situation and draw conclusions from the evidence.
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CHAPTER 8

HOW TO DISCUSS
A CASE

Case discussions can be exciting and revelatory, or they can he aimless
and seemingly pomtless. They can be data driven and fast paced or vague
and plodding. They can abso embody every one of these qualities in the
course of an hour or twe. The variables that influence the path and gualiey
of a case discussion include the wstructor, the students, the case, and 2 host of
other possibilities such as the physical setting, the time of day. or the prox-
imity to exams. This chapter deals with the cnly varfable you can control:
yourself. It is highly selective, concenirating on a few poinss that can be
pacticularly helpful to students new to the case method.

Diiscussion skills are important because business school students often
spend significant classroom time talking about cases, Case discissions are a
principal means for Iearning in business programs. They teach the applica-
tion of concepts and methads such as those in marketing, strategy, negotia-
tion, and entrepreneurship—the knowledge most students idencify with
professional busiress education. They also help you learn how to think
about business issues on your ewn and as part of & group. In the long run,
you may find the Iearning about how to think is at least as mportant as the
learning about what to think.

COLLABORATION

Case discussion skills are grounded in the special qualities of the case
method. The purpose of a case discussion is to conseruct meanings for a case
based on evidence drawn from it and to recognize the uncerminties inher-
ent in all of the meanings. This purpose can be at odds with YOur previous
educational experience,

In a conventional classroom, experts share their knowledge with seu-
dents, who take it in and, through examinations and other means, demon-
strate they understand it. Students participating in case discussions for the
firsc dime can view it as a disguised rendition of the old learning model, and
muake a number of wrong assumptions;
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¢ Cases are stories that have embedded in them the knowledge stu-
dents previously received directly front a rext, an expert, or both, and
are therefore conminers in which the truth i hudden, or a long word
problem with a right answer.

» Case analysis 1s the process of finding the correct answer.

* Case discussion is the opportunity for students to show the nstruc—
tor they have found the right answer.

Smdents who feel confident in their “right answers” will be eager to
speak, and those who have less confidence want to avoid participation.
Those who speak see themselves as being in a competition to prove to the
professor that they have found the truth. They have no compelling reason
to listen closely to other stadents because only the instructor is certaim to
know the answers. So class “discussion” is really serial exchanges between
individual students and the instructor.

These beliefs ave understandable—and at odds with the case method.
Setting them aside and adapting vour academic skills will help vou become
a full beneficiary of case discussions,

Case discussions aren’t opportunities to recite knowledge learned else-
where. They are opportunities to use knowledge and intmition to generate
new knowledge. Evervone in a case classroom has to give up the comfor:-
ing idea that a case is a container of rruth. A case is & description of a situa-
ton, usually a complex one, that has multiple meanings, some of which can
be contradictory. Of course there is wruth in a case. The numbers that
describe the financial performance of 2 company over the last decade are
fact; they cannot be changed at will. However, the explanation of why the
numbers are what they are is open ro debate and so s the crafting of a strat-
egy most advantageous to a company.

In 2 case class, you have to do something that may not feel comfortable
at first: take responsibility for your own view of a case, develop an argument
for it, be prepared to explain the argument, and listen to others who dis
agree with you. This very public process can be nerve-wracking for anyone,
but it becomes fess and less sa as you become accustomed to being the focal
point of the discussion—although only for 2 short time—and see how dis-
agreement can enhance vour learning,

Its very important that you set reasonable expectations for your per-
formance in a discussion. The standard comment is not a piercing insight
expressed with a debater’s skill. Providing a fact straight from the case when
it is needed in the discussion is valuable, So is asking a supposedly “dumb”
question—the same question many of your peers have but are hesitant to
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ask, I fact, students often say thar the vight question at the right time can
be the most powerfidl contribution anyone can make, No one wants o
make a habit of voicing comments that don't contribute to the discussion,
buz che range of consiructive comments s very wide. H vour remark reveals
a misconception about the case, the “mistake” is often the same one some
of your classmares have made, Bringing it into the open can lead to 2 clari-
fication that might not have happened if you hadn’ spoken up.

Collaboration is what the case method is about, It succeeds or fails on
students’ willingness o take risks and contribute to the evolving under-
standing of 1 case situation, When only a few them are willing to take risks,
the method faleers; if the entire group participates, the method can succeed
o a degree that no ene in the room expected, In the case method, the
burden, the responsibility, snd the privilege of learning rest primarily with
the students, not the insmuctor, a complete reversal of the lecture learning
niodel.

Students and instructor in a case discussion classroom are like 4 team, For
a team to perform well, every member needs to contribute. A soccer team
made up of individuals, some wanting to showease their individual skill and
others wanting to stay as far away fiom the action as possible, canmot suc-
ceed-—and neither can a case discussion class. The coach (like a case instrue-
tor) can guide and support the team—but can't kick 1 goal or save one,

CLASSROOM RISKS

Every student in a case classroom shares the risk of exposure, There are also
personal factors that can heighten the level of perceived risk:

¢ The language spoken in the classroom may be not your first language,
and you don’t fee] you are 25 nimble in 2 tree-flowing discussion as
native speakers, You fear tripping over words, mispronouncing thein,
and thus making it hard for vour classmares to underseand VoL,
Worse, vou may fear someone will laugh at you.

* You may have to contend with gender differences that can make
speaking in a group seem extremely risky. Or you may struggle with
cultural norms that conflict with the realities of case discussions such
as a high value placed on public consensus and a complementary
prohibition of public disagreement. You may have learned a style of
academic expression that emphasizes indirection and implication
over assertion and explanation. Some international studenzs may
have to cope with a full agenda of language, cultaral, snd rhetorical
complications.
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* You may enter business school with a degree in an unrelated field,
have litde practical experience in business, and believe the combina-
tion puts you at a disadvantage,

* You may have a general intellectual fear that vou are in over your
head, that you are an admissions nmiscake.

If you have fears like these, you share them with many other stadents. It
natural and constructive to manage the risk vou perceive. There are effec-
tve and ineffective ways to do that. The latter can be entcing, so let’s
explore those first.

Reducing Risk-—the Wrong Way

Every new student would like to make sure she has something valuable to
say in class. Reducing the necessity of thinking and speaking on the fly is an
apparent mears to that end. This can be accomplished in a number of ways.

Canned Comments. You can stockpile points about a case before clags—
points you think can be delivered as high-impact comments, The points
usually aren’t organized into a coherent interpretation of the case. They're
simply a list of statements about various facers of the case you expect
te come up in class, The broad coverage is appealing because it seems to
put you in a position to say something regardless of how the discussion
develops.

Walking into the classroom, you feel a new confidence. You believe you
ate now equipped to make a qualiry contribution. However, in the next faw
classes the discussion takes paths you didn't anticipate; despite the broad
coverage of your prepared points, the discussion doesn’t match up with
anything on the lst. Then, finally, a class does take shape the way you
thought it would. You scan the points for the case as the conversation moves
along. Unfortunately, they are cither preempted by other siudents or don’t
quite fit into the discussion, and you're hesitant to adapt points extempora-
necusly—the very situation you're trying to avoid. Frustrazed as time slips
away, you feel you must present a point even if it isn't relevant to the cur-
rent topic. After all, you're certain you have valuable insights into the case
and therefore expect the group will change the course of the discussion to
pursue what you bring up. So you share one of vour points when called on.
You say it well—but it still sounds like a rehearsed comment.

The instructor says nothing. Her reaction is hard to read, but she doesn’t
appear to be impressed. The other students are also quiet—too quier, The
next student to speak steers the group back to the issue that was being dis-
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cussed before vou spoke. The instructor encourages that, ignoring your
comment,

Vvivi Rongrong Hu, an MBA student, surns up this scenario in a few
words: A great comment at the wrong time is the worst thing!™! An excel-
lent bat ill-timed comment impedes the discussion and will probably be
pushed aside. Evervone Joses because the value of the comment 1s lost, and
the timing of the comment reflects poorly on the speaker.

Speeches. A related risk-reduction technique is the preparaton of a
speech. This option may seem to be even safer than a List of points. You
choose a key issue in the case and write our an extended comment With q
script to work from, you won't forget any of the facts or your reasoning.
You also won't have to search for words to express yourself because vou
have already found them, Again the challenge is to find the right moment,
and again the reality 5 that the moment hardly ever arvives, That’s fortu-
nate, too, because no matter how hard you try to disguise it, a speech will
sound like a speech.

The worst effect of canned comments is the one it has on you. Your
engagement with the class 15 a constant attempt to fit thesr conversation to
your thinking, and that removes you from class discussion. In the end, your
own learning suffers the most.

Delay and Assess, Another risk-reduction technique seems modest and
prudent: delaying entry into the discussion until vou feel at case with the
cases, the give and ke of discussion, your classmates, 2nd the professor. This
“break-in period” doesn’ mean you don’t work hard on the cases. You
study them carefully and pay artention to what class members are saying;
and, as you compare the comments to your thinking about the case, you're
assuzed that you're egual to the task, You may find that you are anticipating
some of the comments; vou ntay even discern Important issues or evidenge
tnissing from the discussion.

Haowever, the longer you remain silent, the harder it is 1o join the con-
versation. The camulative effects of nonparticipation can be subtle. A regu-
lar pazricipant builds a backlog of collaborative effort and credibility with
the group. Bath are helpfil in creating good will coward the individual,
which lowers the felt risk of participation. Good will also acts as 2 cushion
for the inevitable errant commens everyone makes.

With no participation track record, a student becomes essentially invigi-
bie to classmates and the professor and lacks a reserve of good will in the
group. Itk also possible that some classmates may feel a touch of resentiment
that they are taking risks while the silent student avoids them, If 1 student

g3
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lack of participation goes on for a long time, she usually comes to believe
that only 2 very high-quality comment will establish her as a full partici-
pant. The lofty standard eliminates the option of an easy entry into the dis-
cussion, such as providing a case fact. I the student doesn’t find a way of
breaking free from her self-imposed standard, a spiral effect can develop: the
longer the silence or sporadic participation continues, the higher the ante is
and the mere difficult it becames to speak, which simply pushes the ante
higher stiil,

The student could be lucky. Classmates who have had discussions with
her outside class may urge ber w speak up in class and try to boost her con-
fidence:“When we talk after class, you have a lot of interesting things to say
about the case. There’s no reason you can't do that in class” The instructor
may suggest ways to jumpstart participation. Stll, vou should not count on
others to solve the problem. The best way out of the dilemma is to make
sure you don't create it.

Reducing Risk——The Right Way

Some discomfort is unavoidable with the case method. Better than two
thousand years ago, Socrates was making Greek students uncomfortable
with pointed guestions and relentless logic. The case method entails a level
of risk for all participants—including the instructor. You should be realistic
about that bus remnind yourself that everyone, not just you, shares it. Risk
1sn't purely negative, either. It is 2 motivator to do the hard work the case
method requives.

Hewever, don't exaggerate the risk. An artificial sense of risk leads
straight to fear, and fear makes vou a poor listener and robs you of the con-
fidence to speak. What is the worst that can happen if you do speak? Mak-
ing superficial comments, getting facts wrong, or misunderstanding what
the professor or a classmare has said can cernainly be embarrassing, but these
moments inflict no permanent damage on active participants because
everyone mizkss the same mistakes at one time or another. After one of
these remarks, the discussion simply moves on. By the end of class, it’s likely
that no one will remember the comment. In fact, silence is more damaging
than comments that misfire, As Mawreen Walker, associate director of MBA
Support Services at Harvard Business School, notes, “Silence is saying

23

something,

Speak Up Harly. The most valuable advice about case discussion is this:
participate as eatly as possible, ideally in the first class. Speaking up early not
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only reduces the nervousness of being in the spodight. It also assists vou in
seting realistic expectations for vourself, MBA student Chris Cagne gives
this advice;

Be brave! It is very hard in the firet class 1o spell out the brilliant solution of
case or even inake a comment with a high level of quality. It is highly likely
thai i the very beginning, your comments il Just be OK or worse. But this
is only another barrier that you have to evercome fo ealiance the quality of
yeur comments. Never stop falking in class becawse in the last class you said
something silly,

Chris is suggesting thar class participation itself is a learning process. No
onc is born to be an effective case discussion participant, Thus, another rea-
son for becoming involved early: to learn how to be g good participant, vou
have to participae. ‘

Be Prepared. Because the discussion of 2 single case can have many vari-
ations, it isn't feasible to prepare for every possibilitv—even if you could
identify all of them. To be a real contributor, your preparaticen should be
thorough yet flexibie. The case analysis process deseribed in chapter 3 can
be 4 foundation. I+ consists of a series of phases, each with a different pur-
pose. This gives you a plan of attack, which makes your studying more effi-
cient and makes vou less susceptible to the confusion 3 case can induce, The
early steps of the process are the most important because at chat point You
know listle about the case. They prompt you to ask basic questions about
the case.

What should vou know when vou go into the classroom? Here is an
answer from chapter 3:

You ae familior with the information in the case, you have come fo a conclu-
ston about the wmain issue, you have evidence showing why vour conclusion is
reasonable, and you have thought about other possible conclusions and why
Yo 15 preferable fo them.

You might not have worked out a compleze argument for vour conclu-
sion, but you will want specific evidence, not just an idea of whar the evi-
dence may be or one piece of ic. If the case has both quanttative and
qualitative evidence, you should draw on both, Surprisingly, doing a few of
the most basic calculations required for the analysis of 2 case can be an
excellent platform for participation.

An MBA graduate, E. Ciprian Vatasescu, found a role for himself in case
discussions by using numbers (o build 2 point of view:

A A

SE
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To wmy fmnense surprise, people somefimes dow’t bother to do back-of-the-
envelope calenlations and build their arguments on intuition. Thars why, when
you throw in a simple calculation, it can change the discussion radically,

No case has perfect information or data, just as no real-world situation
does, Every case has significant ambiguities and grey arcas. You ought to be
aware of them and give some thought to their implications for the main
issug of the case.

In class, you may never be called on to present a recommended decision
and then give your argument for it in detail. Nevertheless, the work vou do to
understand a rule, decision, problem, or evaluation; to identify types of evi-
dence; and 1o make choices about how to analyze the evidence tzkes you deep
Into a case and provides knowledge that can be adapted to whatever discus-
sion takes place. Preparation that vields some understanding and raises salient
questions serves you far better than prepased points or disconnected notes.

PUT LIMITS ON YOUR PREPARATION

Careful preparation is the foundation for effective class participation, but
you shouldn’t overprepare. The last part of the statement may seem odd. In
an zcademic setting, 1s it possible to study too much? As far as case analysis
is concerned, the answer is emphatically yes.

Don't fall into the wap of believing that the more hours you put into a
case, the better prepared you will be. The first time 1 encountered a business
case, I had no idea what was going on in it [ spent a very long time reading
and rereading iv and got almost nothing out of it except exasperation. Buc
at Jeast was very famikiar with the text. By the tme I finished—"gave up”is
a more accurate term-—I had pracrcally memorized it! You can always jus-
tify long hours studying a case by telling vourself that knowledge is propor-
tionate to ume. Maureen Walker disputes that jusafication. She says those
long hours will just make you sleepy, not more knowledgeable. Rastislav
"Rasto” Kulich, an MBA graduate, feels that balancing preparation and rest
is one of the most imporeant contributors to good classroom participation,

Open-ended study of a case means you aren'’t making choices about the
allocation of your scarce time, Setting 2 limit on case preparation has several
benefits: it puts a healthy pressure on you to use the time well; it helps vou
keep your life in balance and stay fresh; and it encourages vou to pay atten-
tion to how you analyze a case. Case analysis is a skill just hke class partici-
pation.You can develop that skill the hard way, by spending large chunks of
time on a case until disappointing results, fatigue, or both convinee vou o
seck a betrer way,
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An alternative is to make decisions about an analytic approach at the
beginning of case study and make necessary changes as you gain experience
with cases. Much of this book is dedicated to informing decisions about
how to analyze cases. One of the decisions is a time limit, If you have two
OF ThOTE cases to prepare, two and a half hours per case is a good place to
start; aim to gradually reduce that to rwoe hours per case. If you're preparing
only 2 single case, you can afford three hours: paring the time down to two
or two and half hours is a reasonable goal.

READ ACTIVELY

Reading passively Is one of the most potent obstacles to efficient (and frnic-
ful) analysis. Reading with the vague objective of “understanding the case”
can lead directly to passive reading—reading without thinking. Passive
reading is insidious because you may not be aware vou're doing it To ensure
you read actively, you should begin with an explicit process for analyzing a
case. Chapter 3 provides a model that vou can oy out and modify or re-
place over time.

RECOGNIZE THE SOCIAL FACTOR

I have been around business school students for better than siveen years
and have always been impressed by their ability to party. [ admit my attitude
was negative; I thoughe a lot of students were too serious about partving
and not serious enough about learning. It never occurred to me that build..
ing a social network is important to case discussion undl Agam Sharma, a
business school seudent, poinred it out,

A case classroom can be an intimidating place. The material used for dis-
cussion isn't easy to work with, Case discussion can be hard to join, and cases
can provoke strong differences of opinion. Students can feel intimidated by
those who differ with them. And conflicting views on cases that involve
issues such as ethical values can sometimes seem to have 1 personal edge. Add
in competition for grades, and the discomfor: students feel can mushroomni.

Classmates who get to know each other ousside the classroom can
change the atmosphere inside it, A group of strangers competing for grades
can become a group of acquaintances and friends who recognize that
they're competing but also understand theyre collaborating for the benefit
of everyone who takes part. Students surrounded by classmates who clearty
respect them will probably be at least a Hitle more willing to take risks in
discussions. The listeners are probably going te be more empatheric toward
the speaker, more willing to help out if they can when a classmate stupibles
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while trying to make a point, and more understanding when the classmate’s
contribution doesn’t help the discussion. The often subte but damaging
influence of stereotypes about gender, personal appearance, and many other
characteristics can be muted when peaple get to know cach other as they
are instead of what they are projected to be. A classroom friend can encour-
age a reticent student to speak up or to take bigger risks with his commens,

Bowling, card games, class dinners, sports—there are pleaty of ways for
classmares to get to know one another without the stresses present in the
classroon, An awareness of how social tes can help in the classroom is par-
ticutarly important for students who believe social activities are simiply a
distraction from solitary study.

REMEMBER HOW TO LAUGH

Business schools can be very serious places. Studenss new to them, though
excited to be there, can also be anxious about how they will perform. The
seeming high stakes of case discussion can feed the anxiety, and anxiery can
stifle an individual’s sense of humor. Graduates of case method programs
have some advice: remember how to laugh. Listen to Rasto RKulich:

The ability to lighten up s very {mportant. Many siudents, especially inferna-
tionals, are very fnfense and tense and take themselves 100 seriously, That
makes them stiff in delivery and rigld in responding to audience reaction or
cortments. Himor, especially the self-deprecating kind, s very much appreci-
ated and ofien needed. Students’ ability to spice up the discussion or laugh at
themselpes will help them improve audience atiention and fncreuse aceeptance
of their commments,

No one is advising you to memorize some jokes and incorporate them
into your comments. Bug, for many reasons, spontaneous and natural humor
belongs in the room.

LISTENING 18 PARTICIPATING

When asked to give advice about case discussion, MBA students repeatediy
mention the role of listening. In the two vears of business school, stadents
spent far more time listening than speaking in a case discussion. Here i
what one student says about this underrated skilh;

L

Always listen carefully to the other students’ comments and the proftssor’s
gtiestions. Ie's wor only Imporiant to get the essence of different pesspectives, but
also to help you follow the flow of the case discussion,



A business school graduate describes how he listenied in case classes:

Itis q great exercise fo lister fo comments in class and decide whether Yol agree
o woi itk whar people are saying. If you have a good argument ic support
your agreement o disagreesient, it is time to saise yous hand and talk!

Listening s participation (as long as it sn’t the only thing vou de). You
listen to keep up with the discussion and find opportusities to contribute,
A quality comment isn't possible if you haven't been listening wich care. A
good comment fits the context of the engoelng conversation at the moment
it is made, A few memenrs lzter, the commment will be redundant a few
moments eatlier, it would be illogical.

A good case discussion isn't just the sum of a linear series of related but
separate discussions. A comment o observation from early i the discussion
can take on an endrely different meaning or sigiificance near the end. A
line of thinking about a case can commence, recede into the background,
and ther: reappear. A comment made in the middle of the discussion can
answer a question asked at the end. A good case diseussion has richness and
complexity that demand adrort and sustined listening.

Bevond helping you find your place in the discussion, listening is
absolutely viral to learning. In a lecture, histening imports knowledge, The
process doesn't demand much of the Bstener, who can 2ko compensate for
lapses of attention by borrowing someone’s notes. In a case discussion, lis-
tening furnishes other peoples” thinking and puts it in juxeaposition to your
own thinking, Learning comes fiom this dynamic, which isn’t Hnear like
the learning compiled from a lecrure. You can take a view info class that
remains unchanged throughour, bur it is just as possible that the view will
be overturned or changed somewhere along the way. The class can work it
way through a case and sertle on a narow range of cenclusions about it and
that effort can be negated suddenly by a different view. Students can walk
out of class frustrated but realize later that they learned more by pursuing a
false lead than they would have if they had taken a direct route,

Listening in case classzooms isn’t a skill to be taken for granted. Listening
intendy for 60 to 120 minuses to an unpredictable conversation s a task
many students have to adjust to because ktde in their prior experience has
prepared them for it They have to fearn how 1o listen. Interestingly, com-
placency and anxiety lead to the same end. Complacent students aren’t lis-
tening because they don't realize that the discussion is generating
knowledge continuously. Anxions students can'’t listen because there is too
much going on in their heads. Finding a place between the two extrenies is
part of case classroom learning.
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REFLECT ON WHAT YOU LEARN

Business students are busy people with more going on in their lives than
studying and going to class. As they leave a classroom, thelr minds have
probably already moved on to something else besides the discussion that
Just took place. Nevertheless, by taking & Hutde time after class to think abous
the discussion before the memory of it fades, you'll capture more of the
value of the classroom experience. Yusuke Watanabe, an MBA graduate, rec~
ommends a post-discussion practice that has both a short-term and long-
term payolf;

Make sure you write down two or thiee takeaways for each case and veflect
upost themt later It will take only three to five mintes v write them down.
Writing doun lfakeaways will make you remember the virtual experience
nmusch longer.

In the classroom, you'll note some of the broader lessons emerging fiom
the discussion, but recognizing them can be difficulr when you're imimersed
in the polat-to-point movement of the discussion. Moreover, some of these
lessoms don't take shape completely until the end of the discussion—or after
class, if vou take a few moments to reflect on the discussion as 2 whole,
Think expansively and sift out the point that seem to have value beyond
the particulars of an individual case.

The short-term benefit is greater clarity about the issues that link one
case to another and lends coherence to a course. That clarity is a resource
for subsequent case analyss, class particpation, and examinations. Accord-
ing to Yusuke, there is also the potential for long-term value: A lot of . ..
graduates tell me that these takeaways will become your personal bible for
leadership.”

BE PATIENT WITH YOURSELF

The goal of this chapter is to help you ger the most out of case discussion.
More could be said, but I want to err on the side of too little instead of too
much. Learning the case method is challenging enough without being
bombarded with “indispensable” advice.

Set an obiective of a comment in the first class of every case course.
Remember that the context of every class comment is listening. Go into
the first class to listen to what people are saying, not to wait your turn.
When you listen actively, responses come to mind organically, and when
they do, don't evaluate whether they are good enough. Just raise your hand.

Along with the willingness to rake the plunge, vou need patience. Don't
regard your early comuments as a vehicle to prove your brilliance to peers



and the professor. While you become accustomed to the art of case discus-
sion, keep performance anxieties at bay by taking a long-term view. Effec-
tive collaboration is the product of usefid contriburions over 2 period of
time, not occastonal bravura performances.

I repeat this advice as a conclusion because T have said it many dmes o
incoming MBA stadents, and 5o have others who have worked with stu-
dents longer than T have, We have seen the pesitive results, and we have scen
the troubles that we were trying to prevent come to pass. But the best
authority on this subject is someone who recently completed two years of
business school, & marathon of five hundred cases. Yusuke Watamabe urges
you not to be “afraid to make the obvious cemments and stupid question,”
He continues:

Discusston 15 all abour confidenice. If vou ave a shy person and doa't speak
wpfront in the semester, it will become harder and haider 1o speal, You will start
pressiring yousself to come wp witl great comments and not speak until yoii
have one. Things just get worse, Ask the stupid guestion, make the obvlous
comment .. The stupid guestion is wsually everyone’s gquesitonr, Once you
start talking, you will feel conforiable, and your miind will beconie cleaser, qnd
you will come up woith betier and better commrents

NOTES

1. Albstudent quores from e-mail respanses to the auther, 2006,

2. Maurees Walker, “International Orientation, Class of 20067 slide presencation o
entering MBA students, Harvard Busines School, July 21104,
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CHAPTER 9

HOW TO WRITE A
CASE-BASED ESSAY

riting about a case is very different from talking abour it. You collab-
orate with others in a discussion, bringing to bear everyone’s back-
ground and case preparation along with the instructor’s knowledge and
facilitation skills. Buc you usually work on your own when writing about a
case. You have to perform the entire analysis yourself as well as organize and
express your thicking for a reader.

However, the difference between talking and writing about a case runs
deeper still, Audiences have much more exacting expectations of a text than
they do of spoken comments. Logical gaps and the back-and-All tolerable
m a discussion are a major problem in an essay, confusing readers and
underrining the writer’s credibility. Audiences don’t wane a transcr ipt of
the writer’s thmkmg as 1t evolved. They want to know the end product of
the writer’ thinking, expressed logically and ecenomically.

CHARACTERISTICS GF A
PERSUASIVE CASE ESSAY

Writing about  case builds on the process of analyzing a case. The case sit-
uations described in previous chapters can be used to organize essays, An
essay arguing a decision is organized in a different way fiom one offering a
prablem diagnosis. The structure of problem, decision, and evaluation £352v5
Is described in chapters 10 through 12, respectively. The chapters also
include cases and sample essays about them. The essays are based on the
writing of MBA students.

To convince a reader that 2 conclusion abour a case is valid, the writer
must offer credible evidence linked directly to the conclusion. This fact
helps explain the characteristics case-based essays have in common;

L. Answers two questions—What? Why?—and often 2 thisd—How?

Makes a position statement {What?)

105
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3. Uses evidence to persuade the reader (Why?)

If needed, providss an action plan {How?)

Three Questions

Contrary te what many MBA students think, most professors don’t want

essays filled with lengthy case summaries and hists of insights and observations

They don't want you 1o prove to them that you have read the case mrefui[\

by relling thent everyihing vou know abour i, They want you to answer

whatexcr questions you have been asked about a case—and to answer them
etficiently as you can.

Tnc parts of a case essay can be organized atound three simple questions:
What? Why? How? The position statement responds to What? and the
argument answers Why? How? refers ro action: How should the recom-
mended decision be implemented? How can the problem be fixed?

Exhibit 9-1 sums up the organizing questions for a case-based essav.

Position Statement

A sharply focused position statement organizes the entirve essay. Without
one, the essay has no purpose or direction as far as the reader is concerned.
"The most common failing of the case exams 1 have seen over the years is
that the writers try to look at a situation from all angles, suggesting many
meanings but committing to none. I use only one negative example in this
book, bur it instructive to look at an essay thar complicates the reader’
task from the beginn"na It was written as 2 response to the decision situa-
tion described in “General Electricc Maior Appliance Business Group
(Abridged),” a case used in chaprer 11

EXHIBIT 51

Casse-hasad gssay DA

Gluestion Answer
Whai? Position statement {expresses a conclusion)
Why? Argument

How? Actior plan
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A, Decision

I recommend that the Project C (PJC hereinafter) management team go to the
board of divectors and ask for an additional capital authorization simciured os

follonws )

+10% = $2.8 wmillion for the management information and support sys-
teriis, which don’t requive forimal approval,

+3% = §1.5 willion for the skills trainiing inr technical problem solving,
which would requive formal approval.

Morever, I recommead that the PIC teant not drop the §1 million fnvest-
micnt 1w the integrated computer control room, as it s cucial for the division’s
processes.

Dwonld not support the additional capital spending of $4.5 million i the
Jactory environment because it doesi’t bring divect benefits. I see it only as an
atrempt to get wrsion buy-in. The wnfon’ support can be gained differently, by
reinforcing job enhancement and ensichwment programs.

L arit alse against adding an additional ifewation in the product development
{PD hereinafter) process. This will only delay the process without clear benafits,
setting the precedent for further delays from the engineering teams. Strict deadlines
will encourage innovation and conmitment,

The case is about the development of a new GE dishwasher. The two
previous machines have missed their sales targets. Jack Welch has challenged
the managers of the product development process (Project C) to set a
benchmark for a world-class operation and introduce a product that beats
the competition. The managers have to decide which, if any, of five addi-
tions should be made to the project and how much more invesment and
time they will require. The opening vou have just read renders a decision
an each of the five proposed additions, but the decisions don’t seem to have
anything to do with one another, and the writers reasons for advocating or
rejecting them are either vague or not stated,

The first paragraph of another essay on the case is a revelation: it relates
the decisions to a Jarger Issue. This writer recormmends five different deci-
sions, buf they are linked together,

The Project C managenent team should persuade senior management and the
board of directors to increase the budget by 15 peseent, o §4.2 million, and
extend the time for complerion by four months. Four of the five changes should be
added (o the project, leaving fmprovements in GEY manggement information
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and support spstetis for o later stage. The siraregic importance of Project C to
GEY success in the dishwasher industry demands meeiing all of the project
objectives, and the four changes are critical to meeting them. Failure to do so
would put at risk the initial fnvestmeni and overall competitiveness in the
dishwasher indusiry,

When you finish this paragraph, you have no doubt about what the
writer thinks. This excellent example of a position statement also asserts 2
single reason for all of the decisions.

Stating your position at the beginuing has several advantages. First, the
reader expects you to answer the question you have been asked, Why make
the reader wait for it? Second, critical readers evaluate an argament as they
go along. Professors do this in order to award 2 grade. Others do so to judge
how convincing the argument is and what implications it may have for
their thinking and for action. Readers can't evaluate an argunient, however,
until they know what its trying to prove. If your conclusion appears at the
end of the essay, they must go back to the beginning and compare the proof
to the position. Their reading will be more efficient if they know the posi-
tion before the proof. Finally, and probably most important, a position state-
ment at the beginning of an essay provides a statement of intention for the
reader—and for you, the writer. That statement of intention can be your
reference point as you compose,

In this paragraph, the writer states a position and expresses an intention
about the organization of the essay:

Rogers took ever an organization that rewarded the politics of self-interest and
expected leaders fo be vistually dictatorial, They had Tost Bennert, the tyrant
who sade the division work. The market is also changing The division’s prob-
lemis stem from thiee sources: a lack of u new vision, Rogers’ leadership weak-
nesses, and a misaligned organization.

The last sentence gives both the reader and the writer an agenda for an
arguinent: prove that vision, an individual’ leadership weaknesses, and miis-
alignment are the primary causes of an organization’s troubles,

Opening with a position saatement does have = downside. [t can be dif-
ficult to write the conclusion of an essay before you write the essay itself,
Depending on your writing process, starting with the conclusion may be a
problem because you develop one as you write. However, that is a high-risk
way 0 write when time is shore. Better to write a partial position statement
to get started and then add to it, e.g,, name two causes of a problem that
vou are sure of and then add the one or two more that become clear later.
A second disadvantage of an early position statement is that it can make the
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writer seem aggressive and arrogant to readers. On certain occasions and in
certain cultures, it may be best to defer a position statement unril you have
proved it. However, there are many situations in which you can reasonably
assume that knowing vour conclugion will help the reader. A case-based
exam is one of those sitwations. If you have any doubts, ask the professor.

Hvidence
Using evidence well is probably the most crucial slill for 2 writer of case
essays. Illustrating how to use evidence is difficulr, though, because it
requires familiarizy with the case that furnishes the evidence. I hope to pro-

vide enough of the case context so that vou can understand how each of

the following examples of evidence works.

The first example uses qualitative and quantitative evidence. It is dis-
cussing one of the five proposed additions to the dishwasher product devel-
opment cftorc called Project C described in “General Eleceric: Major
Appliance Business Group (Abridged).” The value engineering cycle needs
more time and money, both touchy issues at GE since late rollons and
quality preblems have plagued prior models. In face, sales of the Project B
machine were 30 to 40 percent fower than expected because of the bad
guality of the A model. The first sentence is the recommendation.

(1) After PermaTuf A and B failed to meet the desired goals, one addi-
tional prototype cycle or iteration before market rollout seems to be a
very sound measure, Ir will ensure hiph produce gualizy and 1will also lower
warsanty and service costs. The most critical part of implementing ihis change is
the profect delay of thiee to four wonths. However, the value engincering cycle
would increase product quality, lower costs, gain market share beeause of prod-
uet wprovements, and ensure thar Project C does not vitar info the same prob-
lems as A and B, Although it is possible to delay ihis change for one or two
years after the launch, by then it might be too late. The produets repitaiion
could already be jeapardized, and it would be exwemely diffcult 1o convince
both the sales force and customers that the product is the improved version they
expecied i the fist place. I addition, senior management has bees very dlear:
“Drz it right the frest tine,”

The tatal cost is §1.2 million, By year 3 (1985), the added cost of the pro-
posals will be recovered through additional contribution from Project C. By
year 7 {1989), Project C by itself will inciease contribution 70 percent cotii-
pared with total contribution in 1979, With each year after the launch of the
siew odel, ove and nare of the fncreased revenne fron the project will fall
direcily to ihe botiom line.
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Exhibit 9-2 summarizes the evidence in the paragraph. The author cites
many advantages of value engineering, and there is quantitative confirma-
tion that it will increase contribution over the long term. The two para~
graphs ate 2 good example of how qualitative and quantitative evidence can
be used 1o reinforce each other,

The second example uses primarily quanticative evidence, One lesson of
the example is that merely citing numbers will not persuade a reader; wrig-
ers have 1o tell the reader what they mean in the context of the argument.
Another is that several numbers that align with a similar conclusion are
more persuasive than one or two. In some situations, von won't have much
quantitative data to work with. In those instances, every piece of quantita-
tive evidence has a high value. If you have a finance background, this sec-
ond example will be familiar ground. If you don't, the context will help
veu follow the logic of the paragraph. The case is about 2 manufacturer and
two retail customers that awe it a substantial amount of money, An analyst
is assessing the likelhood that the retailers will be able to repay the debt,
The evidence {in brackets) backs the conclusion (not italicized).

Liquidity: Smiyth & Company has a [urrent ratio of 2.53], and the [acid test
shotws that its current assefs minus inventories can cover 1,26 times its current
labilittes] This 15 a good sign ihat the company can cover its short-term labil-
ties, such as the accounts payable it owes Meraury Enterprises, Nevertheless,
when we look at the accounts receivable, the collection period has worsened, In
1998, Smyth & Company took on average [§2 days to collect its accounts
veceivables] versus an average of [62 days in 1996). At the same time, the
{days payable measwre also increased from an average of 53 days in 1996 1o
70 days in 1998], a good sign. However, the [accounts payable did not
incicase as wiuch as the collection period], putting presstire on the company’s
cash flow since [the pap between the time Smyth & Company gets paid versus

EXRKIBIT 8-2

Project C: yes on value enginesering

Disadvantages Advantages
¢ Imposes defay in launch = Addresses major probler with Profects A and B
s Adds cost » Reduces warranty and service costs

» Creates greater customer satisfaction
¢ Increases salos force confidence in product
= Eventually Increases markst share

e Pays for itself and increases contribution
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the irme it needs to pay its bills inereased from ¢ days fo 12]. Although cue-
renty the acid test and current ratio show good liquidicy, key liquid-
ity measures like accounts receivable and accouns payable are
deteriorating and will start to impair Smyth & Company’s ability to
pay its short-term payables with Mercury Enterprises,

This part of the essay makes clear, authoritative use of numbers. The
author states evidence favorable to the rerailer (the acid rest and current
ratio), compares the positive data to the negative, and finds the negative
more compelling. The acknowledgment of evidence contrary to the at-
thor's conclusion doesn't weaken the argument but enhances it {and the
writer’s credibility) by assuring the reader that all of the relevant data has
been considered.

Case-based essays use the results or outputs of specialized methods as
evidence to prove conclusions. In the example above, the words in brackets
express the outcomes of the quantitative tools the writer has emploved. The
paragraph is constructed around significant calculations and what their
results mean, Wichout financial tools, the writer would have nothing mean-
ingful to say abous Heuidity,

The final example employs only qualitative evidence. The overal argli-
ment concerns the organization featured in “Allentown Marerisls Carpo-
ration: The Electrenic Products Division {Abridged),” the case discussed in
chaprer 5. The evidence (in brackets) supposts the first sentence,

The current organization cannot succeed because it is imisatigned], and
Rogers has to ke much of the responsibility. He made oiganization
[echanges that ran counter fo the division’s past and were not gutided by a clear
vision]. New product developrent hats suffered because Rogers made [changes
that did wothing to fill the void left by the brilliant but controiling Bennets].
He moved the division headguariers to corporate, which has a fvery different
calture from the political and conflicr-ridden division]. Sales and maiketing
were separated with no consideration for theiy complementary nanure, Sales s
not sirply selling, but the source of market information]. The markefing peo-
ple can’t collaborate effectively with sales, becanse [ihey do not have the skilis
needed to do theiy job (they are all recent graduates or have ose or fwo years of
experience), yet [he is noi coaching and helping them], They need the market
expertise of sales,

The paragraph is worth rereading to understand how the writer accu-
mulates evidence sentence by sentence, all of which points o the conclu-
sion expressed in the first sentence. Students have sometimes criticized
paragraphs like this as being mere catalogs of case facts, This one isnt for
three reasons. The facts have been carefully selected from various parts of
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the text; they are combined with inferences that connect the facts to 2 con-
clusion; and they all support the same conclusion,

The paragraph above uses methods very different from the quantitative
ones employed for the analysis of lguidiry, buc they are used for the same
end: to prove a conclusion. The primary concepe of the paragraph, mis-
alignment, is derived from organizational behavior, The bracketed words are
the products of ieadership and organizational behavior frameworks,

Please note one more feature of the three examples of the use of evi-
dence, Fach contains a sentence telling the reader the conclusion the evidence
Justifies. That sentenice controls the meaning of the other sentences and is,
in cffect, a position statement for a paragraph. The sentence can occur at
any peint in 2 paragraph. The safest place to put it is at the beginning. The
statement can also come in the middle or at the end, as it does in two of
the examples. in both, though, the preceding sencences anticipate the con-
tent of the position sttement, which palls cogether all the statersents and
thus ensures coherence.

Action Plan

‘The action plan complements and completes the argument of  case-based
essay by answering the question How?

= How do you solve 1 problem?
> How do you implement a decision?
= How do you improve a performance?

Exhibic 9-3 shows the division of labor between an argument and an
action plan. The general purpose of action plans 15 to improve or advance the
sltuation as it is presented in the essay through a coherent series of actions.

EXARIBIT 8-3

What action plans do

Case sfiuation  Argument Action plan

Problermn Prove cause-effect relationships  Solve probiem: fix waaknesses and
that account for problem reinforce or increase strengths

Decision Recommend best decision Implement decision: show the best

pathway to achieve desired outcome

Lvaluation Provide dstailed avaiuation of Improve performance or outcame;
performance, act, or sutcome implement or change deaision
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The argument of 4 case-based essay precedes the action plan because
there is nothing actionable unti! there is a fact-based understanding of what
is to be done. [ other words, the argument creates both the necessity for
action and the actionable content. Aside from different content, there are
two specific reasons for separating an argument frosn an action plan: orga-
nization and reader comprehension.

A case argument and an action plan have entirely different organizing
principles. Logic determines the order of an arguinent. An argument for a
decision, for instance, is organized according to the reasons supporting the
recommendation. On the other hand, an action plan s chionological—iz
unfolds in time. There is no way to reconcile these two very different
organizing principles—and there & no reason to try, although many sta-
dents do, When a writer tries to combine an argument and action plan,
something has to give. Either the logical strucrure of the argument has to be
thrown out in favor of chronological order, which makes no sense for an
argument; or the chronological order of the action plan has o be sacrificed
to the logical plan of the argument, which then makes it impossible for the
reader to know the order of the proposed steps. The second reason for the sep-
aratior: is the reader. Moving back and forth between arguiment and action
destroys coherence and thus the reader ability to understand the argument
or actions.

ELEMENTS OF AN ACTION PLAN
An effecrive action plan has these five characteristics:
¢ Sets goals based on the argument
* Addresses the actionable content of the argument
» Consists of specific steps
* Has reelistic short- and long-term steps

* Identifies and respends to the major risk to the plan

Goals

An argument doesn’t provide explicit goals for action. A diagnosis argues
the principal causes of a problem but doesn’t say how those causes can be
acted upon to fmprove the situation, An argument for a decision doesa't say
how the decision is to be carried out. A goal statenient at the beginning of
the action plan swwmarizes the desived end state of the plan. The goal can
be simple and have one or several parts:
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¢ Geal: Transfer production o an appropriate vendor as soon as possi-
ble, with 2 targer of ene vear to begin transfers and two years to
complete them.

* Geals: Corcoran's team should persuade senior nanagement to
accept the recommendation, align stakeholders, and execute each
proposal.

A goal statement can be more involved:

o Goals: His shore-term objective should be to develop a cl=ar vision,
redesign the orgaizaton to enable it to realize the vision, and create a
clear plan for getting there. Long term), he needs to create a customen-
facing organization. He needs to reestablish stabiliry rooted in a
vision and culture of continuous improvement and cooperation.

The last objective i typical of essays on problems and evatuations. Both
usually specify multiple factors that require some kind of action. You should
be wary of complex goal statements, though, for they can quickly become
too comphicated to be useful,

Actionable Content of Argument

The argument is the source of afl the actionable content. The plan translaces
that content into rangible action. Every major actionable issue in the argu-
ment should be represented in the action plan. An argument that asserts
three major causes of a problem should have an action plan that deaks with
all three causes. But an action plan shouldn't deal with an issue that isn't
addressed in the argument. This is an easy mistake to make. While drafting
an action plan, writers can come up with ideas that haven't been covered in
the argument (e.g., a new criterion for a decision) and insert them into an
action step. The discrepancy is readily apparent to readers and suggests to
them that the argument is incomplete.

Steps

A plan consists of a series of actions to be raken over a period of time. To be
useful, the steps need to provide specifics. Here i the first step of @ decision
mmplementation plan:

Bstablish a rock-solid consensus among senior executives and agree on transi-

ttor dates and process. Forer a multidisciplinary team to vet vendors and sanage
ihe transition,
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The next example is part of a plan in a problem: diagnosis essay:

Next, they need to create g vision—a vision that s simple, important to all the
gioups, and castly acted upon. Manufacturing is oaly concerned ahout jow cosr
while ather groups are concerned about new products, causing conflict 1when
they work fogether. The vision needs 1o be measumable to allow shori-term
wins. For example, measurements of delivery and sewice con show that 4
vision focused o customer steeds is working, Next, the vision needs to be corn-
nnnicated throughout the division. The conflicts in the division take place o
all Tevels, and it is important to ger everpone aligned and commireed,

The description of actions should strike a balance between generalities
and excessive detail. A generality doesn’ tell the reader enough:

Select manufaciring partrers.

This statement doesn’t answer questions such as, What kind of partner
should be considered? What are some of the criteria for maki ng the decision?
On the other hand, an action step can Indulge in unnecessary specifics:

o select manwfacturing partners, Stotr should schedule g meeting with
Whistlers manufaciuring sianagers in the next week to discwss the criteria to
be wsed for partners. He should prepare ai agenda in advance that covers con-
siderations Iikee the irack record of potential partners in outsousced manfacisr-
g, how well their martfacturing experience matches up with Whistler’s
tieeds, and how well their managesiens teant works 1with Whisders, Stots
should give a lot of thought to how Whistler can quaickly research fack records
of companites in South Korea. What contacts does Whistler have fo Livestigaie
the companies? How muck importance should 11 give references? Is there any-
one it the country who is seliable and equipped to do the research?

As a guide, ask yourself whar readers want to know. Vague steps give
readers no idea how they would be implemented. Minute details bog read-
ers down and cause them to lose sight of the important details of a step,

Organization

Action plans are carried out in time. Some steps come first, some come
later, and others come much later. You have to show the reader the order of
the proposed steps in time, An action plan 1sn’t 2 to-do list, which records
items randomly. Mose substantial action plans need both short-term and
long-term steps. Some may even require a medium-term category, Exhibit
9-4 Tists criteria for deciding where a step should fall in the time sequence
of a plan.
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EXHIBIT 8-4

Criteria for actlion plan steps

Paosition in saqueance Critesia

Short 1arm = Urgent
@ "Low-hanging fruit” (sasy

= Mecessary for longer-ferm steps

Long term o Dependent on prior staps
= Complex, need time to acoomplish

The short-term part of 2 plan begins with the most urgent actdons. What
is the first thing that needs to be done to implement a decision or Improve
a performance or solve a problem? The first step tells the reader a lot about
the attention you've paid to the sequental logic of the plan, Short-term
steps can also be actions that are easy to perform. Is there something the
protagonist can do guickly and casily that will immediately improve the sit-
uation? Finally, short-terms steps can be the foundadon for lazer steps.

Long-term steps ahmost always depend on short-term steps. There will
be no implementation of a proposal requiring senior management approval
until they are convinced chat it is the right thing to do. Winning their
approval s therefore a step that comes before any steps to put the proposal
into effect,

Be realistic about the time it takes to achieve actions and make that clear
to readers, Actions that are complex, sensitive, or involve a large number of
people are usually long term. Changing the entire incentive system of orga-
nization will take months or years, Even some falrly simple actions, such as
a single change in a company’s strategy, may play out over a long period
of time.

Risk

Every action plan has an element of uncertainty and risk. Nothing ever goes
entirely as planned. You are weli advised to identify the chief risk to the
plan and propose measures to manage it, but don't agonize over the risk
of every step. Rather, ask the question, Whar’s the worst thing that could
go wrong with the plan? Then ask, How can the risk be contained or
eliminated?



NOTE

1. "General Electric; Major Appliance Business Group {Abridgedy” Case 9-693.067
(Boston: Harvard Business School Publishing, 1992).







CHAPTER 10
PROBLEM ESSAYS

Pmbiem situations in cases are outcomes or resalts of actions, processes,
activities, or forces that we don’t fully understand. They concern hoth
business pathology (e.g., managers who perform poorly) and success (e, a
company strategy that results in market leadership). Problems also fall
berween the poles of success and failure. They include some of the most
difficule and intrigning interpretive tasks case method students must per-
form. (For more on problem situations in cases, see chaprer 5.3

This chapeer and the two that follow have the same purpose and soruc-
ture. They cutline the structure of an essay appropriate to a problem, deci-
sion, or evaluation and provide one or more examples of 1 persuasive essay
based on the work of MBA studente. At the end of the three chapters, you
will also find templates to help vou plan an ssay.

The sample essay in this chapter was written in response to questions
about the case “Allentown Materials Corporation: The Blectronic Products
Division (Abridged) " To benefit from this chapter, please read the case and
the essay. (Note: “Allentown™ is also used in chapter 5 so you may have
already read it)

HOW TO ORGANIZE 4 PROBLEM ESSAY
An essay on a problem situation has four parts:
1. Problem: definition
2, Diagnosis
3. Proof of causes
4. Action plan

The problem definidon and diagnosis are much shorter than the other wo
parts, and yet they are pivotal to 4 successful essay. Together, they comprise the
essay’s position statemiens, and everything in the essay flows from it. Readers
look for a position statement because it furnishes 2 purpose for their reading.

Problem cases can be hard to write about because they involve multiple
effects and multiple causes, Confronted with cases like these, you can feel
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compelied to compile a lengthy list of causes. Fypically that resules in an
essay offering litde proof of cach cause, and the sacrifice of depth for
breadih diminishes the persuasivensss of the essay. To resolve this dilemma,
observe a version of the 80-20 rule: 20 percent of the causes explain 80
percent of the effects. Explaining 80 percent of the problem with several
causes backed by detailed proof is more convincing ro readers than explain-
ing 99 percent with many causes backed by superficial proof.

Problem Definition

The problem definition should express the effects or outcomes identifiable
in the situation thar the main character in the case should be most con-
cerned about. The sample essay opens with this paragraph:

Don Rogers faces an arvay of diffienlties. The EPD Divison's performance is
cursently declining and their veputation for delivery and sevvice has been slip-
ping. Emplopees have low morale, don’t truist those from other groups, and ar
participants i ynending conflict,

The paragraph states what Don Rogers needs to solve. The Allentown
division’s financial performance and reputation are in deckine, and the
organization suffers from a variety of serious internal issues that have a
bearing on its poor performance, This paragraph may seein to be no meore
than a case summary, bur nowhere does the case state a problem; it simply
catalogs many things that appear to be going wrong, Defining the problem
means Organizing, concentrating, and describing the key effects or our-
comes that constitute it. The definition also declares the type of problem
that needs to be sohved. The problem in “Allentown” concerns the behavior
and performance of people, not marketing, strategy, or manufacturing.

Diagnosis

After the problem has been defined, the next task of the essay 18 to sumima-
rize the diagnosis—the principaf causes of the problem, To pinpoint causes,
conumon sense and movition are helpful, but they aren't sufticient. Causal
analysis car only be performed with frameworks appropriate to the situa-
tion. The sample essay uses widely accepted concepts of leadership and
orgasizational behavior, This is the diagnosis:

Many of these issues can be traced to the undedying wiliure of the division, the
differing leadership siples of Bennett and Rogers, peor decizions by Rogers, and
the fack of alignment amoeng different groups in the division.
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The sample essay provides a clear and compact expression of the diagno-
sis, naming four causes: culture, leadership styles, Rogers’ decisions, and mis-
alignment,

It takes courage to say that a problem has just 2 fow mator causes. [t can
seent much safer and tuer to a complex sitnation to assert many causes. But
the writer’s worle is to clarify complexity by reducing a problem to its few
most influential causes—and the the sample essay does this well.

Froving Causal Links

Showing the reader why the diagnosis is valid takes up most of a problem
essay. After the diagnosis, the sample essay explains the evidence that con-
nects the four causes to the effects or outcomes that define the problem.
No cause is left our, and no causal proof is short on evidence, The sections
of the proof have the same organization as the diagnosis. This is a small but
imporiant symmetry in an argament. Readers expect that the arder of the
elements of a position statement will be the order of the proof that follows.
I there is a difference, readers will wonder why. They expect everything in an
essay to be purposeful. and when it isn't, reader comprehension is reduced.

Now lets rake a closer look at how the proof in the essay warks. Please
read paragraphs two and three of the sample essay:

Cultural Differences

Reagers is under pressure to alion the division mose closely with the rest of the
coporation, but their cultuies are very different. Allentown is o close-lenit fam-
ty i awhich hiesarchy doesn’t matter. People discuss probloms face to face, there
is_formal and informal discission among people ar all levels, and people itei-
act socially. On the other hand, Bennett shaped EPD eplture to sult lis lead-
ership. He creared a hiewaschy with himself at the top holding all the pover and
making all the decisions, Theie {s Tittle cohesiveness and no discussian of prob-
lerns, a grear deal of politics, and ali meetings are formal, The two cultures are
currently incompatible and frying to convert one to the other is bound 0 cavse
conflict,

Leadership Differerices

The cultisial difference is due to the leadership of Bennett, who van the division
Jrom infancy until Rogers fock over two years ago. Bennett wanred the division
10 be separate from Allentown so that hie could be in complee charge. He was
powerful and a micromanager with a strong will, yer e also had a desive o iry
new things. He was motivaied, respected, and experienced. However, he was
also feated and was an authoritaiian leader who made all the big decisions.

O
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This style left no rooin for other leaders, only inanagers. He did, however, focus
o oganizational issues with the program e starsed,

Rogers o5 more consultative, yei he doesn’s seemi to have a 1well-defured
approach fo leading. He involves people in his decisions and shares informa-
tion, He is bright, comimmicates well, and is liked and respected, However,
some of these qualifies cause people to question his leadesship. He is locked
upont as soft and umiiliing 1o take on much conflict. He doesn’t lsten and
spends too wuch fime oi corporate assigurments, both of which limit is krnow!-
edge of EPD. fe is not very expericiced, which can lead to a lack of credibil-
ity. Rogers’ leadership sryle conflicis with the realitics of the organization
Bennett created, and his weaknesses reinforce the difference.

In this early stage of the argument, the writer is trving to connect two
causes—a clash of cultures and a clash of leadership seyles—rto effects de-
scribed in the case. The writer notes that Rogers has a mandate to change the
culture of the division so that it conforms more closely to that of the coz-
poration. No one has thought very deeply about this task because changing a
culture is diftficuit under any circumstances and is even more difficult when
the change is so great. Roogers seems to be operating as if people in the divi-
sion will behave differently shinply because their new hosy expects them to,

In the next paragraph, the writer conrrasts the leadership styles of the
past and present chief executives. Beanett was an authoritarian leader who
shaped the organization to serve his way of leading. His choice succeeded
because of his creativity and intelligence—and the willingness of division
employees to worlk in a system chat severely Hmited their aatonomy and
denied them any power. Rogers has arrived on the scene with a commit-
ment to 2 model of leadership that isn't entirely clear but is more open and
consuleative than Bennests, His style is probably betzer suited to the new
competitive environment, but Rogers has not taken into account the divi-
sion’s recent history and hasn't done anything to bridge the large gap
berween two different approaches to leadership.

Now let’s analyze the paragraphs according to the types of statemnents
they contain with an eye toward identifying a pattern of argument. The two
paragraphs from the sample essay are broken into lists of sentences and
labeled as evidence or conclusions:

Crltural Differences
{Corniclusion] Rogers 1s wnder pressuse o afign the division move closely with the
rest of the corporation, but their cultures are very different.
o [Evidence] Allentown is o clase-kait family in which hiewrchy doesn't
matter.



* [Evidence| People discuiss problems face 1o foce, there s forimal and infor-
mal discussion amang people at all levels, and peaple intermet socially,

» [Evidence] On the otker hand, Bennert shaped EPDY culture io suir
his leadership.

= [Evidence] He created a hiearchry with hirmself at the top holding all the
power and making all the decisions.

o [Evidence] There ic litdle cohesiveness and no discussian of problenis, a
great deal of politics, and all meetings are formal.

[Conclusion] The iwo cultitres are currently tncompatible and trying to convert
one fo the oiher is bowd 1o canse conflice.

The pattern that emerges s a movement from conclusion tw conelusiorn,
with facts that prove and connect the two conclusions. Not all conclusions
are of equal weight, however. Some of them are primary, part of the back-
bone of the overall argument, and others are subordinate, providing a logical
bridge to @ more imporeant conclusion. The initial sentence of the para-
graph is a conclusion that is refined and connected to the problem in the
last senrence. Roogers’ mandate to make EPD like Allentown causes conflict
between him and the division, and that conffict sxacts a cost in the divi-
sion's performance,

Let’s look at the paragraph as a list:

Leadeiship Differences

{Conclusion] The cultuzal difference is due to the leadership of Bennetd, whe
fan the division_from infancy wniil Regers took over i years ago.

° [Evidence] Bennctt wanted the division 10 be separate from Allentown
so that he could be in complete charge.

= [Lvidence] Fle was powesful and o intcromanager with a strong will, yet
tie also had ¢ desive to try new things.

« [Evidence] He was motivated, respecied, and experienced.

* [Evidence] However, he was also feared and was an authoritarian leader
whe wade all the big decisions.

< [Rvidence This style Iofi no vom for other leaders, only managers.

* (Evidence] He did, however, focus on oreanizational issues will the pro-
gram he started,
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+ [Evidence] Rogers is more consultative, yet he doesn’t seem fo have a
well-defined approach fo leading.

¢ [Bvidence] He imvolves people in his decistons and shares infornation,
o [Evidence] He is bright, communicates well, and is liked and sespected.

¢ [Buidence] However, somne of these qualities canse people to question his
leadership,

+ [Evidence] He ix Iooked wpon as soft and wnwilling to take on much
conflict,

» [Bvidence] He doesa’t lisien and speads too much time on corperate
assignments, both of which limit his knowledge of EPD,

¢« [Evidence] He is noi very experienced, which can lead 1o a lack of cred-
ibiliry.

{Conclusion] Rogers’ leadership seyle conflics with the vealities of the organi-
zation Bennett created, and his weaknesses weinforce the difference.

Cnce again, the paragraph moves from an initial conchusion to a more
definitive one. By reducing it to the conclusions, we can distill the para-
graph’s contribution to the proof of the diagnosis: The cultural difference is
due to the leadership of Bennetr, who ran the division from infancy until
Rogers took over two years ago. Rogers’ leadership style conflicts with the
realities of the organization Bennett created, and his weaknesses reinforce
that difference.

This argument ties together the differences in culture and leadesship
style as essential factors accounting for a major disconnect between the new
leader and the division. It makes clear how ill suited each is to the other,
Nevertheless, the two-sentence argument wouldn't be convincing without
an evidence base, The two paragraphs consist of many evidence statements
and enly four conciusions. There is no standard ratio for a proef, but this
example lustrates thar conclusions are earned with a substantia! number of
relevant evidence statements, and these statements constitue a large part
of the argument.

Problem Action Plans

The task of the action plan for a problem essay is to improve situations
involving poor perfermance, sustain those involving high performance, or
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do both. The action plan in the sample essay seeks to improve EPD's per-
formance. (For more information on action plans, see chapter 9.)

The sample states the goals of the action plan and sarts the steps into
short term and Jong term. The plait addresses the major issues of the diag-
nosis: culture, leadership styles, Rogers’ misguided actions, and misalign-
ment. The action plan reverses some of Rogers’ most harmful decisions
such as the geographical separation of EPD people and cancellation of the
organizational development program. Many of the steps prescribe a ze-
vamped approach to leadership, starting with the very first short-term step.
Wiiting steps to cover the entire diagnosis is probably the biggest challenge
of the action plan for 2 problem situation.

The next biggest challenge is to order them in time. The writer shows
good judgment in selecting early steps that are urgent {creating a vision and
fixing produer development), easy (restarting the organizational develop-
ment programy, and necessary for the long term (listening to people and
cultivating allies),

The long-term steps ate more complex and thus take longer to achieve
{change of incentives), build on prior steps (better communication), or both
(changing the EPD culture). The exact order of individual steps usually sn't
critical. The first few long-term steps, for instance, couid be placed in a dif-
ferent order. But the overall chronological order of steps should have a clear
logic. Among the short-term steps, Rogers’ assessment of what he needs o
do belongs before any of the others because they flow from the assessment,
Creating a vision fiom the thinking of people throughour the division
belongs before other steps to stimulate cooperation and collaboration
because it gives everyone a common goal.

The essay finishes with 2 consideration of risks, Two major ones are
idendified, but more could be added. In fact, it would be possible to think of
a tisk for every step. However, en action plan i subject to the same princi-
ple as an argumnent: less is more. The action plan should account for the least
number of contingencies that account for the majority of the risk,

No consideration of risk is complete without measires to contain or
eliminate it. In an exam sitvation, it is easy to concentrate on describing
risks—and forget to say how they can be handied. Be sure o include cffec-
{ive responses,
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Case: “Allentown Marerials Corporation: The Electronie Prod-
ucts Division {Abridged).” Reading the case before the essay
will help vou understand the chapter comments about the paper.

Writing task: Explain the two-year decline of EPD and suggest
measures o reverse it.

Don Rogers faces an array of difficulies, The EFD Division's per-
formance is currenty declining and their reputation for delivery and
service has been slipping. Buaployees have low morale, don't trust
those from other groups, and are participants in vnending conflict.

Many of these issues can be waced o the underlving culiure of
the division, the differing leadership styles of Bennett and Rogers,
poor decisions by Rogers, and the lack of alignment among different
groups in the division.

Cultural Differences

Rogers is under pressure to align the division more closely with: the
rest of the corporation, but their cultures are very different. Allen-
town is a close-knit family in which hierarchy doesn’t matter. People
discuss problems face to face, there is formal and informal discussion
among people at all levels, and people interace socially, On the other
hand, Bennett shaped EPD's culture to suit his leadership. He created
a hierarchy with bimself at the top holding all the power and making
ail the decisions. There is little cohesiveness and no discission of
problems, a great deal of politics, and all meetings are formal. The
two coltures are currently incompatible and trying to convert one to
the other is bound to cause conflict.

Leadership Differences

The cultural difference is due to the leadership of Bennett, who ran
the division from infancy until Rogers took over two years ago. Ben-
nett wanted the division to be separate from Allemtown so that he
could be in complete charge. He was powerful and a micromanager
with a strong will, yet he also had a desire to trv new things. He was
motivated, respected, and experienced. However, he was also feared
and was an authoritarian leader whe made all the big decisions. This
style left no room for other leaders, only managers. He did, however,
focus on organizational issues with the program he started.



Rogers is more consultative, yet he doesn’t seem o0 have a well-
defined approach to leading. He involves people in his decisions and
shares information. He is bright, communicates well, and is liked and
respected. However, some of these qualities cause pecple to question
his leadership. He is looked upon as soft and uawilling to take on
much conflict. He doesn't listens and spends too much time on cor-
porate assignments, both of which limit his kmowledge of EPD. He is
not very experienced, which can lead to 2 lack of credibility. Rogers’
leadership style conflicts with the realities of the organization Ben-

ett created, and his weaknesses reinforce the difference.

Ropers’ Bad Decisions

Many of Rogers’ decisions have been misguided and have had bad
cutcomes, He has mistaken aligning the division with the corpora-
tion as something that cen be dane structuraily and geographically as
opposed to culturaliy. Fle has moved the headquarters back to Allen-
town as well as the market development group. He left the product
development group at the plant bu consolidated control under Ted
Moss in Allentown. He has also replaced many of the division man-
agers with people from Allentown, who are viewed as cussiders. Fup-
thermore, he has splic up the sales and marketing groups.

Allin all, he has pur even greater gaps between functional groups
that not only needed to be more aligned but also lacked colesiveness
in the first place. Finally, he eancelled the organizational behavior
project, perhaps because it was a Bennert legacy, even though it was
having a positive impact.

Misalignment
All of this has caused misalignment in the division. No one clear
direction or vision exists, The incentives of the different groups and
the people in them {plant managers versus sales force) are not
aligned and there is no coordination or informaton flow among
them. The division views corporate as slowing them down and feels
they have no influence to get things done. This leads to big problems
in the newly critical function of product development. There is no
coordination in the group and any department can kill projects with-
out the knowledge of the others. The meetings they hold twice a
year are a disaster. There is a separate meeting for the two products
they produce, even though the sales force is integrated. People are
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flling in and cut of meetings, and many of the people with the needed
information are not there. There is no discussion of why these things
happen and the reasons for the problems. Many conflicts arise, and
people just agree to disagree. Bveryone advocates, no one listens, and
nothing gets done.

Action Plan
Rogers needs to change his own priorides, align the groups within
the division, and transform conflict #nto collaboration.

Short Term

First, Rogers must undersiand what he needs to do. He needs to
shed responsibilities not directly related to the division. A change
process needs a full-time leader, Rogers needs to grasp the difficulty
of the required changes and ask for corporate support. He needs to
fearn much more about the division by changing his tendency to talk;
he needs to just listen.

From day one, he should build a sense of urgency in every corner
of the division. Employees seem to be completely disconnected from
what's happening in the market, He should address all the key people
in the division and walk them througl the bad business resulits. He
sheuld read a Hst of issues that need to be solved and put kis leader-
ship at the top of the list. He will need to keep repeating this message.

He should use his contacts at corporate to lower financial targets
in the short term to take unnecessary pressure off the division. This
action should also indicate to the division that Rogers intends to lead
more assertively.

As part of his effort to mobilize the organization, Le needs to
recruit a group of allies to shape changes, promote buy-in, and divect the
change process. His alflies should be from all of the fimctional groups.

To get everyone working toward the same goal and leverage the
sense of urgency, he and his allies should develop a vision that is sim-
ple, inclusive, and actionable, The vision should express the major
traits of the new culture he is trying to create. They should solicit
opinions from everyvone, regardless of level. When work on it is fin-
ished, the viston should be communicated and constantly reintorced,
It's important that every employee not only knows the vision but
also understands it and is committed ro it,

Rogers then needs to channel the frustration many people are
feeling intc the energy and conimittnent necessary to fulfill the
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vision. Rogers needs to sustain 2 sense of urgency by reminding every-
one of the deteriorating financial performance, the new competitive
demands, and the necessity of everyone working together.

Rogers needs to fix product development quickiy. He should create
a product development group with members from all of the func-
tions who have the needed skills and knowledge. The group should
have a clear set of goals and be held accountable. Anyone who doesn’t
agree should be dropped from the group o fired. The group needs to
meet more frequently than twice a year end should have an efecdve
leader. Currently, Johnson is not happy with the positon. If the
changes don't make a difference to him, he should be replaced.

Rogers sheuld reverse his decision to drop the organizational
behavior program, especially since the final phase deals with coordi-
nation issues.

Long Term

He should bring ali of the EPD functions together in one place,
Getting everyone to work together is far more difficult, if not impos-
sible, when functions are split apart,

Changing EPDYs culture can only be accomplished in the long
term, However, many of the short-term steps will alter old ways of
thinking and acting. Most of the long-term steps will also contribuee
to cultural transformation. Rogers should emphasize the cultural val-
ues of the vision statement on 2 regular basis.

The incentives of all EPD groups should be aligned. Currently,
manufacturing and sales are at cross-purposes, They should be com~
patible with the long-term strategy of the division, as expressed in
the vision.

There needs to be better communication in the division, EPD is a
sifo operation, with each function aware only of its own concerns.

The division lacks leadership at ali levels, and Rogers should work
to develop new leaders. Younger employees not steeped in the old
culture may he the best candidates.

Rogers should seek the continuing support of corporate for the
changes he needs to make and keep them nformed of progress,

Risk and Response

Two major contingencies could throw up barriers to the change
process. First, corporate could be uncooperative, nar seeing the need
for sweeping changes and refusing to lower financial targets or provide
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extra resources. Second, a large number of EPD people might try to
undermine change.

Rogers must make a strong case for change to corporate and be
sure he has the backing of key people. He should give a detailed pic-
ture of the troubled division and emphasize that without change, the
division might actually fail.

In anticipation of internal resistance, Rogers needs to canvas
widely in the division and make sure he includes emplovees ir plan-
ning change. He should ler every employee and manager know that
the division’s survival is at stake and work relendessly to secure buy-
in. He should also be prepared to get rid of people who try 1o block
the changes—especially managers, who are in a position to influence
other individuals.

PLANNING TEMPLATE FOR A PROBLEM ESSAY

This template will help you build a problem essay.® It follows the
organization of a problem essay, but you don’t have to use it in that
order. The impartant thing is to capture your ideas as they occur to you

Position Statement: Problem and Diagnosis

State the problem of the case. Try to state it in 2 single sentence and
then expand it in a few more sentences—if they are necessary. Then
summarize the diagnesis: the primary causes of the problem. The
terms of the diagnosis should reflect the frameworls you are using,
{Mote:You can't start work on the position statement untl vou know
the problem and have one or two of its principal causes The state-
ment can be revised as you work.)

i Problem:

Diagnosis:
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Proof of Diagnosis
List the primary causes of the problem and note the evidence for
each. Jdentify the fewest number of causes that account for the
majority of the problem. Be sure to use the appropriate frameworks.
Note action steps as they occur to you. Don't be concerned about
the order of the steps.

—
Evidence FAotion nlan ideas

Dause:

Cause:

Causa:

Cause:

L |

Action Plan
The general purpose of a problem action plan is to improve the cur-
rent sicuation by acting on the causes of the problem.
Goal(s)

State the goal(s) of the plan—the major outcome(s} the steps are
supposed to bring about,
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Action Steps

Write the steps of the plen without worrving too much about
their order. When you finish, write numbers in the first column to
indicate the final chronological order of the steps. The second col-
umn can help you think sbour steps as part of phases (e.g., consen-
sus, communication, and mprovement).

Short term

Order in essay Phase Sten




Long term

Order in essay Phase Stap

Major Risks and Responses

Identify the major risks that could undermine the plan. Propose
responses that wili eliminate or contain them.

r R
Risk Respanise |

a. Tehila Lieberman contribued substancially to the development of the essay plan-

ning templates.






CHAPTER 11

DECISION ESSAYS

he sterzotype of the manager is an individual who sits in a corner

office and calls the shots, making cne decision after another until its
ame o go home. You aren’t likely to find that stereotype 111 cases. The deci-
stons portrayed in cases involve tough issues and require judicious thought.
They involve competing and conflicting interests, and the decision maker
often has Jittle time to think through the options because the situation has
blossomed into a crisis.

Ancther popular stereotype portrays business decision making as equal
parts intuition, guts, and toughness. The opposite stereotype is the num-
bers-driven technician making decisions according 10 a spreadsheet. The
reality isn't as colorful. Serious decisions are best made with careful analysis
as well as intuition and the willingness o act, That process doesn’t make for
good television or celebrity husiness books. ¥ does make for good deci-
sions, though. (For more on decision situations in cases, see chapter 6.)

This chapter has two sample essays that respond to questions about the
cases “General Electric: Major Appliance Business Group (Abridged)” and
“Whistler Corporation (A)” Please read the cases and the essays now, You
won't benefit from the chapter withour reading them,

HOW TO ORGARIZE A DECISION BESSAY

Decision essays have six elements. The following fist arranges them in the
state-znd-prove crder explained below.

1. Recommended decision (position statement)
2. Decision options
3

Decision criteria

:&

Proot of recommended option

LN

Cridque of options

6. Action plan
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The pivoral element is eriteria. They must be chosen carefully for their
relevance to the specifics of the decision, and they must be clearly conveved
to readess, Criteria can range from the extremely technical, as in a finance
case, to broader ones such as a strategic imperative. The first sample decision
essay uses two fatrly narrow criteria, and the second essay uses three broader
standards, The variation in the circumstances of the case sitnarions explains
the difference. Decision criteriz are contingent on the needs of a particular
situation: they aren't derived from rules that apply to every situation.

Although a good decision essay will include all six parts, their order can
vary. The state-and-prove model just presented is generally the safest be-
cause 1t begins with a recommendation, which tells the reader what the
essay will prove. It also gives the writer a clear-cut purpose, The state-and-
prove model 15 well suited to situadons in which writng time is con-
strained, as it 35 daring academic exams. Sample essay 1 in this chapter,
which deals with the case “General Electric,” is a decision essay built on this
model, However, the state-and-prove may seem biased and aggressive to
some readers in some situations—for instance, the culture of the writer and
reader frowns on the direct agsertion of a position. The model may alse lead
the writer to pay insufficient attention to the reasons why the other options
have been rejected.

A second approach, the prove-and-state model, organizes 2 decision
essay as follows:

1. Decision options

]

Decision criteria
Critique of other options
Proof of remaining option

Recommended decision

S

Action plan

This organization 1s inductive because it ieads the reader to a conclusion
through a process of elimination. Alternative options are shown to have
weaknesses that rule them out, leaving one preferred option to be proved.
The sample essay on the “Whisder” case follows the prove-and-state model.
If there 1s reason to believe thar readers don't want a conclusion expressed
before it is proved, this is the model to use. Some expert readers may prefer
that students follow an apparently empirical path te a decision. That means
stating the options and criteria and then applying the criteria to each option,
This approach can be quite convineing (see exhibic 11-1), The reader feels
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EXHIBIT {11

Decision essay organizations: pros and cons

Crganization  Pro Con
State-and-prove  » Reader knows what = Less "selentific” and more dogrmatic
you think or aggressive in appearance
# You know what you have = May invits insufficient aftention
to prove to refected optiong

v Forces immediate move to
proct

@ Less risk you'll fun out of time

Prove-and-state  » To readar, essay seems = Mare risk you'll run out of time

bisctive and ssientifl . . ;
objective and scientific = More risk vou'll stray from intendad

organization

P

that each possible alternative has received equal Coiideration. Of course,
you must know exactly what you want to prove to write & convincing state-
and-prove essay, The appearance of complete objectivity is precisely that, an
appearance, bur it can have a powerful impact on the reader.

The drawbacks of the prove-and-state approach mostly concern time
management. In an cxam situation, if you aren’t careful, vou can take too
long getting to the recommendation and have too litde time to prove it
adequately. Also, without a stated recommendation and reasons for it at the
beginning of the essay, you can stray from the intended organization,

Recommended Decision

The essay on “General Electric” has to deal with five decisions, three
options, and three criteria. Juggling that many elements while trving to
reach a coherent decision poses a stiff challenge. Applying the three criteria
to the entire package of decisions and sifting through three options for each
can result in a very long essay or one that loses its way—or both. The essay
handles the complexity adroitly. Tt states a recommendation in the first
paragraph {not iralicized):

The Project C munagement team should persugde senlor rianagement and the
board of directors to increase the budget by 13 pereent, or 4.2 million, and extend
the time for compleiion by four months, Four of the five changes should be
added to the project, leaving improvements in GE’ managemient information
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and support systeris for o later stage. The strategic importance of Project
C to GE’ success in the dishwasher industry demands meeting all of
the project objectives, and the fowr changes are critical to meeting
them. Failuse to do so would pur at visk the initial investinent and overall
competitiveness in the dishivasher industry. The wnsuccessfil lannch of Per-
maTif ineveased the imporiance of Project C to save the division’s reputation
and meet future growth objectives,

The non-ialicized sentence i the position statement. An early position
statement leaves no doubt in the readers mind about the direction of the
essay. The rest of the paragraph summarizes the reasons for the position. In
the body of the essay, readers will expect an argument showing how the
recommended decisions are linked to the reasons.

The Whistler essay, which uses the prove-and-state madel, also puts for-
ward a recommended decision, although the statement of it occurs near the
end of the essay:

Whistlers long-term competitive advantage resides inn design and engineering.
The best decision will enable the company to concentraie on its core stiengths
and free up resources for expanded new product development. Whistler needs to
Jollow the lead of its competitors and achieve the lowest possible unit cost
thiough outsonicing. The second option is therefore the preferred deci-
ston because it satisfies both criteria.

Decision Options

There is no decision without alternatives, and readers need ro know what
they are. This part of 2 decision essay often isn’t difficult ro fulfill, Many
decision cases explicitly state alternatives. The “General Electric™ case lists
them i the fourth paragraph. In “Whister” they are spread over the sec~
ond and third paragraphs. Neither case specifically refers to decision
options or aiternatives, however. You need to know what you're locking for
in the case.

Note that both cases present three options. That's true of many case deci-
ston sicuations. That number has a certain logic to ity three possibilities
allows for two opposite solutions and one in the middle. Both the “General
Electric™ and “Whistler” cases use this symmetry, Exhibic 11-2 shows the
alternatives in both cases,

The middle choice can be attractive because it seems 1o be a comprormise,
But the middle way isn't necessarily a real compromise. Splitting Whistler's
manufacturing berween domestic and offshore plants may be in the middle,
butir isn’t 2 compromise. The solution doesn’t have any eftect on Whistler's
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EXHIBIT 14-2

Range of decision options

Case Extrerme Middle Extreme

General Electric Pursue rons of the Pursiie some of the Pursue all of the
changes changes changes

Whistler Reengineer domestic Move more production Move alf production
manufacturing ofishore offshare

increasing manufacturing woes. Moreover, even if the in-between option i
a legitimate comprontise, that doesn’t make it the best choice.

Decision Criteria

The most common, and the nost damaging, weakness of essays on deci-
sions is vague criteria, Many writers simply aren’t aware thar to make a rea-
sonable argument for a decision, they must have explicit and relevans
criteria, Having said that, finding relevant eriteria can be arduous. The two
sample essays provide tangible examples of writers who have made good
choices about criteria,

The writer of the GE essay has what appears to be the easier task. The
case lists criteria in the first paragraph, although they are called “objectives™:

* Achieve worldwide dishwasher industry leadership in product qual-
ity and proficabilicy.

* Achieve world-class leadership in process quality, productivity, and
quality of work life.

* Achieve increased job security through high-quality, low-cost prod-
ucts that gain increased market share,

The writer has reasoned that the proposed changes should serve the
objectives of Project C, so the objectives should be used as the decision-
making standards. Still, a hurdle suggested earlier in the chapeer remains.
Wrth five posible changes, thres options, and three criteria, there are in
theory forty-five different combinations o consider. However, the options
refer to all of the changes, not each one, and that helps reduce the com-
plexity of the task. The writer then does somerthing clever. He essentially
reduces the three criteria to one: whether they contribute to conipetitive-
ness. This doesn't make the argument for a recommendation easy, but it
does simplify it. Competitive success is defined by the three objectives:
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» Low-cost products
+ Profitability
+ Productivity

The writer’s task is to determine whether the proposed changes help to
realize these characterisues. Bur the adoption of the changes is constrained
by two factors: budger and time. The Project C team has set a target of $2.8
million in additional investment for the changes because the team can
authorize a 10 percent increase in budget without the approval of senior
management. The time consmaine is the team’s desive to stay as close as pos-
sible to the criginal schedule. These considerations need to be added to the
competitive criteria, The full ser can be expressed as a series of questions:

COMPETITIVENESS
* Does the change contribute substantially to competitive success?

COST

» Does the total cost of the proposed changes exceed 10 percent of the
budget?

= Can the additional cost of the recommended changes be justified?
TIME

+ Can the total addidonal time added by recommended changes be
Justified?

These questions reveal the logic of the criteria drawn from the case.
Note the decision logic: the competitiveness question needs to be answered
first. If the answer to the question is na, the other two questions are moot,
If the answer is ye

5, then the next two guestions have to be answered,

The writer probably didnt articulate cach of these guestions in his mind,
but the essay reveals that he was working with their core concepts. When
there is sufficient time, it can help both you and readers if the decision logic
that flows from the criteria is included in 2 document.

The writer of the Whistler essay employs these criteria:

To make his decision, Stort should wse two crireria
» The strategic importanee of radar detectors 1o Whistler
v A manyfacturing solution best suited to that hinportance.

These stndards are not explicitly stated in the case. Inferring eriteria
from case facts may be the hardest task of both decision and evaluasion 584Ys.
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Where did the criteria for the Whistler essay come from? The story teld in
the case has two dimensions: the radar detector market and Whistlers an—
ufacturing function, The case gives far more attention to manufacturing
than to the market, and that imhalance can entice vou to follow the lead of
the texe. But a manufacturing strategy decision can’t be made without ref-
erence to the company strategy. The two need to be aligned, and that in-
sight allowed the writer to choose relevant criteria,

The last paragraph and exhibit 2 in the case provide most of the infor-
mation yelated 1o the company strategry. On that eriterion, there doesn’ seem
ta be much room for controversy. The market is in lang-term decline, and,

ke its competitors, Whistlers competitive advantage doesnt reside in the low-
cost production of commodity electronics. On the manufacturing criterion
there is pleney of room for differences of opinion. The writer of the essay has
skillfully developed an argument around this criterion o show that his rec-
ommendation is the best choice. When criteria aren’t stated in 2 case~—and
they often are not—they come from case analysis.

Sometimes you have to determine how to measure the criteria you have
chosen. The strategic standard employed in the Whistler essay can be applied
directly to the case facts. The second criterion, 2 manufacturing solution
best suired to che strategic importance of radar detectors, requires further
specification when used 1o investigate the option of nvesting in process re-
engineering. The writer understands that the only way to resolve the queﬂ—
tion of whether domestic production fits the declining strategic value
radar detectors is to calculate the comparative costs of reengineered domestlc
production versus offshore production. In chaprer 12, the sample evaluative
essay provides another example of criteria that are broken down o guas-
titative metrics such as GNB unemployment rates, crinle rates, and the € per-
centage of households living below the poverty line.

Notice that the Whistler criteria have to be applied in a specific order,
itke those for the GE decision, The strategic importance of the product has
to be resolved before 2 complementary production solution can be formu-
lated. You'll find that criteria in many decision situations have o be used in
a particular order. However, criteria can also be independent of each other
and be applied in any order,

Two other characteristics should be noted. First, the number of criteria
should be small. It is tempting to apply many to a complex situation, but an
argument that juggles numerous criteria usually falls apare. Second, effective
criteria tend to be broad, not narrow The more general the eriteria, the
more inclusive they are

a point. Criteria that are too abstrace will
yield very litcle useful information zbout the decision. The trick i to hit the
righe fevel of abstraction,

CisH
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Proof of Recommended Option

A decision argument has a simple structure. The criteria are applied to each
option, and the argument shows how good the fit s between the option
and the information in the case. The argument proves the fit with evidence.
Here's a section from: the GE essay:

2. Skifls training in rechnical probles soluing

Implementarion of this change will empower einployees and rapidly
ncrease product guality, process quelity, and productivity. Training
world have an immediate effect on worker involvement in, ownership of,|
and commitment to the success of the project, Like the factory initiative,
it could have a snowhall effect, prompiing skilled workers to propose pro-
cess improvements. This change would also inerease the attractiveness of
worllng i the plant, reinforcing the first change, Increased costs would
be offiet by the reduction of labor-related costs that would be
incurred 1f the change was not implemented. Toral cost would be $1.5
million. This change has no impact on the project’s schedule.

Look back at the discussion of the criteria for the “General Electric” case
earhier in the chapter. The non-iualicized words are the key results of apply-
ing the criteria to the case information about this change.

This paragraph from the Whistler essay also shows criteria in action:

Becouse the radar detector market is dropping off and is now all about
cost, it s little strategic value to Whistler The solution that fits that real-
ity is the one that offers the lowest unit cost. Reengineering is attraciive
because it corvects so many of the mistakes the company has made in the past.
Flowever, it is uncertain-——at best—that the domestic plants will ever be
able to compete on cost with offshore vendors. Therefore, reengineering
isn’t ¢ good option for Whistler

The non-italicized words again show how the criteria have been applied
and also the order in which they have been applied. The coherence that
results from having clearly stated and logically applied criteria is the founda-
tion of an essay’s readability and credibiliy. It gives readers what they necd.

Critigue of Options

An expected part of a decision essay is proof of the recommended option,
But the proof of one option doesn’ necessarily mean that the others have
no merit.You persuade readers mose readily when you prove that the other
options are less desirable. The Whistler essay provides exrended examples of
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negative proof. The “Transfer only low-end products offthore” alternative is
dismissed with an argument that concludes as follows:

In the end, Whistler’s costs are 33 percent higher than those of offshore plants,
a severe competitive disadvantage. Moving more of the volume fo Korea would
narvew the differsisce only slightly and leave yniouched and nnsolved the prob-
lesns {n its domestic manufacturing operation.

To arrive at this conclusion, the writer relates the lengthy history of bad
decisions behind the problems of the manufacturing process. He polnts out
the major flaw in the alternative: it will leave in place all the accumalared
production problems, The writer could have limited the negative proof to a
stacement that the process is broken and the option won’ fix it, The proof
in the essay is more convincing because it gives the reader a detsiled picture
of the biggest manufacturing problems and where they came fron.

The eritique of options extends to the recommended alternative. That
may seem like 2 very bad idea, Nevertheless, no decision is without a weak-
ness or downside. Understanding the major ones permits decision makers
to be prepared for them and, ideally, limit or eliminate their effects. The
writer of the Whistler essay is frank about the decision to oursource manu-
facturing:

Whistler will be fncurring a visk by entrusting an entive function to an outside
organization. . .. The biggest disadvantage, though, is the closing of the doses-
tic plants and the fnnan cost that will exaer,

But the writer also puts forward measures to manage the downsides—for
example, softening the impact of the plant closures. A decision essay can
succeed with readers without raising the topic of 2 decision’ downside, but
the essay is stronger if it dees,

Decision Action Plans

The purpase of a decision action plan is to implement the decision as effec-
uvely as possible. The plan has 4 single goal, and thar distinguishes it from
problem and evaluation action plans, which usually have muldple goals.
{For more information on action plans, see chapter 9.}

The acten plans included in the two sample essays each declare simple
goals. Beyond the obvious objective of executing the decision, they set con-
ditions easily inferred from the situation. The Whistler goal emphasizes speed
in light of the fact that the company is losing $6 million a year. The GE goal
stresses achieving consensus and commitment since the dishwasher division
has @ history of budget overruns, fate launches, and underachievement.
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Recognizing condirions relevant to decision implementation and working
them into the action plan is key:

Writing an action plan for a decision can be frustrating because the
argument and the case often provide litde information usefil for implemen-
tation. This &5 different from. problem and evaluation essays, which generally
provide abundant actionable content, Some creativity can help fill the void
and 5o can the experience gained from classroom discussions of action plans.
The criteria for action plan steps in chapter 9 will aid vou in brainstorming.

Remaving the details of the steps reveals a logical organization more
specific than short term and long term. The GE plan has four phases:

. Consensus

2. Leadership and commnunication
3. Execution

4. Monitoring and reporting

The Whistler document has two more phases, but the ATgUIMent suggests
both since they are primarily devoted to handhng the downside:

. Internal consensus

2. Communication {managing the downside)
A, Selection

4, Transfer

5. Qurplacement (managing the downside)
6. Monitoring

When creating a decision action plan, it may be helpful to think in basic
phases like the ones above. An equivalent to an outline, the phase concepts
can stmulate your thinking about specific steps. Persuading senior manage-
ment, for instance, Is an obvious short-term phase of the GE action plan, as
arc selection, transfer, and outplacement in the Whistler plan. They give you
4 good start on filling out the plan.

Both action plans have short sections on risk management tha deal with
worst-case scenarios. The writer of the GE essay wants the Project C team
to be prepared in case senior executives won't go aleng with a budget
increase that exceeds 10 percent. He would drop what he considers to be
the least critical change that reduces the budget to the 10 percent imit. The
Whistler plan focuses on two risks and considers one as more serious: tur-
moil in the company affer the plant closings and layef are announced.



Although there’s no assurance thar the contingency plan will contain trou-

ble, a plan is well worth the effort even if it only partially succeeds.

i

 DECISION ESSAY 1

> Case: “General Flectric: Major Appliance Business Group
{Abridged}” Vou need to read the case before reading the
essay to understand the chapter comments about the paper.

= Writing task: Reconunend a decision ro Corcoran, tell him
why it’s the best option, and draft an action plan.®

The Project C management team should persuade senior manage-
meni and the board of directors to increase the budget by 15 per-
cent, or $4.2 million, and extend the dme for completion by four
months. Four of the five changes should be added io the project,
leaving fmprovements in GEs menagement information and SUppOTE
systems for a later stage. The strategic importance of Project C ta
GE’s success in the dishwasher industry demands meeting all of the
project objectives, and the four changes are exitical to meeting them.
Failure to do so would put at risk the initial investment and overall
competitiveness in the dishwasher industry, The unsuccessfisl Iamch
of PermaTuf increased the importance of Project C to save the divi-
sion'’s repuiation and meet future growth objecdves.

Options
The Project C menagement team has identified five possible proj-
ect modifications:

i. Improving the guality of the factory environment

2. Skills training in technical problem solving

3. Revisions in GE's management informaticn and support systems
4

. Adding a value engineering development cycle

(241

- Drop (postpone) construction of the integrated computer con-
trol room

Although any combination is possible, the team tended to agree
on three options:

1. Not to pursue any changes now

CISTON ESSAYS
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2. Go ahead with some of the modifications {limiting options to
$2.8 million to avoid the need for approval)

3. Pursue substantial additional capital authorizaden sufficient to
cover all of the modifications

Selection Criteria
Project C has three primary abjectives:
= Achieve worldwide dishwasher industry leadership in product
quality and profitability;
» Achieve world-class leadership in process quality, prodactiviey,
and quality of work life; and

¢ Achieve increased job security through high-quality, low-cost
products that gain increased market share.

In addition, Corcoran imust eveluate the proposed additions on
cost and schedule:

= Total cost should be as close to $2.8 million as possible,

+ Time added to the schedule should be mirndimal,

1. Improve the Quality of the Factory Environment

This change will mostly enhance qualicy of work life. Flowever, by
improving that, productivity, process quality, and therefore product
quality will be raised along with increased job security. The main
impact of this change will be increasing employee motivation and
their pride in being part of this project, a critical factor for its suc-
cess, Although it will challenge other divisions because employees
will demand similar facilidies, Project C can take GE operations to a
world-class level and have a snowhall effect; other divisions will want
to follow their lead. Together, these two factors can propel other
divisions, pushing them to a higher level of job satisfaction and
therefore increasing productivity. The factory initative could be
managed with the union as 2 pilat test in a small division of the
company-—dishwashers—and if it achieves its objectives, the change
can be implemented throughout the company. The total cost is $1.5
miilion, and the addirion has no impact on the project schedule.

2. Train Workers in Technical Problem Solving

Implementation of this change will empower employees and rap-
idly increase product guality, process quality, and productivity. Train-
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ing would have an immediate effoct on worker involvement in, owin-
ership of, and comminnent to the success of the project, Like the
factory initiative, it could have a snowhall effect, prompting skilled
workers to propose process hmprovements, This change would also
increase the atwractiveness of working in the plant, reinforcing the
fiest change. Increased costs would be offset by the reducton of
labor-related costs that wonld be incurred if the change were not
implemented. Total cost would be $1.5 million, This change has no
impact on the project’s schedule,

3. Revise GE's Munagement Information and Support Systems

The IT change doesn’t satisfy any of the three criteria, but it
would ensure that the other changes are having an impact and goals
are being met. However, this change is not essential for the success of
Project € at this time and could be incorporated upen project com-
pletion, meaning no addidonal mvestment now, no additional com-
plexity, and ne extra workload for the team. The total cost is §2.8
million, and the change would extend the project schedule.

4. Add a Value Engineering Development Cycle

After PermaTuf A and B failed to meet the desired goals, one
additional prototype cyele or iteration before market rollout seems to
be a very sound messure. it will ensure high product quality and will
also lower warranty and service costs. The most critical part of imple-
menting this change is the project delay of three to four months.
However, the value engineering cycle would increase product qual-
ity, lower costs, gain market share hecanse of product improvements,
and ensure that Project C does not rum into the same problems as A and
B. Although it is possible to delay this change for one or two years
after the launch, by then it might be too late. The product’s reputa-
tion could already be jecpardized, and it would be extremely diffi-
cule ti convince both the sales force and customers that the preduct
is the improved version they expected in the first place. In addition,
senior management has been very clear: “Da it right the first time.”

The total cost is $1.2 million. By year 3, the added cost of the pro-
posals will be recovered through additional contribution from Project
C. By year 7, Project C by itself will increase contribution 70 percent
compared to total contribution in 1979, Wich each vear after the
launch of the new model, more and more of the increased revenue
from the project will fall directly to the bottom line.
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5. Drop (Postpone} Construction of the Integrated Computar Contrel
Room

This option would release $1 million of approved budget for other
implementations, Its main purpose was to prevent shop floor am-
ployees from losing power. On the other hand, it would be difficul:
to control a new automated plant without these systems. The control
room would ensure that process quality and lower costs are actually
being achieved. Taking this out of the project would put the rest of the
project at risk and eliminate a way of tracking its success. The invest-
ment compared to the overall cost of the project is justifiable to ensure
success factors are met and new systems are working according to plan.

Recomumendation

Opticas 1, 2, 4, and 3 should be pursued. The recommendation will
reguire going back to senior management and the board of directors
for approval of the additional investment of $4.2 million, 15 percent
over the current budget but just 5 percent more than the cashion
allowed any project. This option differs from the ones already agreed
upen by the Project C team. However, leaving out one of the $1.5
million changes to avoid exceeding the [0 percent cushion is not
consistent with 2 commitment to reach the critcal success factors.
Being world class means getting it right the first time. On the other
hand, it’s unlikely senior management and the board weould approve
the $6 or §7 million cost of the complete set of changes. The reguest
could signal that the division isn’t capable of good planning and
cause senior executives to question the management of the project.

Recommen- Total addifional
Proposed action dation Budget hudget
1. Improving guality of the Yes $1.5 mitfion $1.5 miliion
factory environment
2, 8Kkills training in technical Yes $1.5 million §1.5 miillion
problem solving
3. Revisions in GE's manags- Mo $2.8 million 0
ment, information, and
support systems
4. Adding a value engineering  Yes §1.5 million $1.2 mitkon
: devetopment cycle
| 5. Drop {postpone) construction  Yes $1 million u}
of the integrated computer
cantrol room
Total $4.2 mifllon




Action Plan

Corcoran’s team should persvade senior management to accept the

recomumendation, align stakeholders, and exccure each proposal.

Short Term (30 days)

@

Tem Corcoran should prepare a convincing presentation of
the proposal with help from people Le trusts.

Reach consensus on the recommendation and proposal.

Designate team members to be in charge of zach of the
changes and make sure they are fully comunitted. Keep the
union out of the loop prior to approval.

Present the recommendation to senior manageinent and the
board. Don’t hide anyihing, Make the additional cost, resource
allocation, and risks completely transparent.

Communicate outcome to all Project C managers and plan
actual implementation.

Communicate and negotinte changes with the union.

Review and revise the implementation plan with everyone
involved, including union members, and obtain conumitment
once the plan is finished.

Medium Term (50-150 days)

®

Start implementation of all changes.

Track results and have a contingency team ready to intervene
if serious problems arise.

Communicate status on a monthly basis to senior management
and board.

Risks

The main risk is not receiving approval for the additiona]
budget.

A second risk is longer-than-anticipated implementation time,
which would begin to look ke the division had not learned
its lessons.



150 WRITING

Contingency Plan

In the presencation, Corcoran should let management know that
the team sees the additional investment as a small price to pav to
avoid the mistakes of the past and push ¢he division to a completely
new level. He should draw their attention to the potential benefits
throughout the company. ¥f senior management won't approve new
investment, Project C would then have to elininate ons of the
$1.5 millien changes to conform to the standard 10 percent cushion.
Dropping the first proposal would probably have the least effect on
the project.

The progress of all teams should be closely watched, A team
should be on call during implementation to pitch in when a group
falls behind schedule,

a. This essay is based on one written by Francisco “Paco” Demesa for 2 business
school class and is used by permision.

~ DECISION ESSAY 2.

o Case: “Whistler Corporation (A)” Please read the case before
reading the essay,

+ Whiting fask: Recommend a decision to Stott, tell him why it's
the best option, and draft an action plan.

Charles Stott must make 2 decision that will shape the future of
Whistler Corporation. The company is losing 86 million a year and
cannot sustain these losses and remain in business. Stott is consider-
ing three alternatives:

t. Reengineer domestic production.

2, Move all production offshore.

3. Transter only low-end products offshare,

To make s decision, Stott should use two criteria:

1. 'The strategic importance of radar detectors to Whistler.

2. A manufacturing solution best suited to that importance.
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Partial Outsourcing

Stott should eliminate the third option. It sustains Whistler's
flawed manufacturing process and therefore isn’t the best solution
under any circumstances.

The problems in Whistler’s plants are the result of a long series of
events. When the radar detector market exploded in the late 1980s,
Whistler introduced many new products and increased produciion
capacity quickly, It didn’r consider the need to make changes in man-
ufacturing as production increased and the aumber of products grew:
Manufacturing was i prepared for the market changes and suffered
increasing work-in-progress znd longer throughput dmes. Whistler’s
batch and kit process had worked fine in the early stages of the mar-
ket when demand, the number of products, and volumes were fow,
and there was little pressure on costs. However, the process wasn't
suitable for high demand combined with variable volumes and 2
growing number of SKUs, Additional factors compounded the draw-
backs of the batch process. Increased process complexity pushed up
inspection overhead and WP costs. Volatilicy of demand in the mass
market caused sudden schedule changes, longer TPT, and skyrocket-
ing WIP costs. Whistler’s habitual response to production problems
has been to improvise capacity increases and accept the resultng cost
increases.

In the end, Whistler’s costs are 33 percent higher than ¢hose of
offshore plants, a severe competitive disadvantage, Moving more of the
volume to Korea would narrow the difference only slightly and leave
the demestic manufacturing problems untouched.

Process Reengineering

Stott has to decide between the two remaining options.

First, he needs to consider how important radar detectors are to
Whistler. Demand, prices, and profirability are all declining. There is
nothing to suggest that the decline isn't permanent. Competition Is now
based on price, which means the company with the lowest costs wins,
and Whistler is clearly not winning. Most of Whisder's competitors
have moved production offshore.

Reengineering the company’s domestic manufacturing has no-
merous advantages. It would finaily address the issues that have piled

up over the years and could fix many of the most important ones.
Breaking up production into steps and itroducing a JIT syscem are
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likely to decrease WIP and TPT. Quality measures will snsure timely
responses to producton problems.

Reengineering should improve financial results as well. The
exhibit shows that if MPL is implemented and the Fitchburg plant is
closed, the company can expect a 26 percent reduction in unit cost.
As the plant personnel gain experience in the revamped system, costs
might well decline further. Flowever, MPL results may not be
scaleable across the entire company, Even with the benefits of the
MPL, however, Whistler’s domestic production cost per unit is still
11 percent higher than that of Asian vendors,

Comparison of unit costs (USD)

Cost Current ISD MPL Cutsource
Materizl $31.80 $31.90 $30.48
Scrap 53.83 £.65 £.92
Jirect labor 59.00 $3.64 51.88
Variable overnead $6.30 $4.28 §7.48
Shipping 0 0 $.30
Duty 0 G $2.40
Coordination 0 0 $1.00
HQ ovarhead $3.38 $3.38 53.38
Westford overhead $9,28 $9.28 v
Fitchburg overhaad $8.14 G 0
Totat §$71.83 553,13 $47.82

It is uncertain that the domestic plants will ever be able to com-
pete on cost with offshore vendors. Therefore, reengineering isn't a
gocd option for Whisder.

Total Outsourcing

Whisder’s long-term competitive advantage resides in design and
engineering. The best decision will enable the company to concen-
trate on its core strengths and frec up resources for expanded new
product development. Whiscler needs to follow the lead of its com-
petitors and achieve the lowest possible unit cost through outsoure-
mg. The second option i¢ therefore the preferred decision because it
satisfies both criteria,



Disadvantages

The decision does have scine disadvantages. Whistler will be entrust-
ing an entire function to an outside organization, An unreliable partner
could create a crisis worse than the one the cotmpany is experiencing
now. The biggest disadvantage, though, is the closing of the domestic
plants and the human cost that will inflict. The closings and layoffs
are bound to be traumatic for the plant personne! and also for the
remaining employees, The resuliing decline in morale could hure
productivity and commitment when they are urgently needed.

The tisk of the partnership can be minimized by thorough due
diligence. The leading candidate could be Whistler’s current out-
sourcing partner since they have a good relationship, and the vendor
is already famiiiar wich Whistler and its products. The negative effects
of the plant closings can’t be eliminated, bus they can be contained.
Laid-off workers should be provided with every ransition resource
the company can afford. One of the resources should he retraining
workers for available jobs. The remaining Whistler employees should
be thoroughly briefed an the reasons for the plant closures and
assured that the painful actons offer the best chance for the com-
pany’s long-term survival and the preservation of jobs.

Action Flan

Goal: transfer production to an appropriate vendor as scon as possi-
ble, with a target of one vear to begin transfers and rwo years to
complere them.

Shore-Term Steps

¢ Establish a rock-solid consensus among senior executives and
agree on transition dates and process. Form e multidisciplinary
teamn to vet vendors and manage the transition.

¢ Develop as soon as possible a plan for assisting laid-off
workers, It's critical ro have this in place when the decision
is announced. Cominunicate the decision to employees as
soon as the assistance package is setded. The message should
be honest, to the point, and sincere,

¢ Meet with the current partner and potential vendors and work
up a short list of prospects. Stare with the eurrent Korean
partner but take a sericus look at other companies to avoid
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relying on one vendor, Selection should be based on high-
quality production, on-time performance, and 5 history of
being easy to work witl,

Select partner and aglee on process details and schedules ang
run the first wransfor g5 5 test. Modify plans and schedules a5
needed.

Medium-Term Steps

E)

Start cutplacemen services for the first round of layoffs. Make
changes based on the learning from these early effores,

Finish the transfer, Establish a cloge technical and project
cocrdination relarionship with the partner.

Long-Term Steps

Y

The supplier is a partner, not g vendor, and Whistier should
commit to maintaining a healthy long-tery, relaticnship,

Risks and Coun Lerineasirag

The trangfer process could break down apd leave Whistier
worse off than it is now, Whistler and the vendor can test the
Process and change it g4 fecessary by making the initial traps.
fers one produce at 2 tinre, All bur ope of Whistier’s competi-
tors have moved manufacturing offshore, so there are
precedents for smaoth transfers,

A second rigk, opposition to the decision within the company
and turmoil ser off by the layoffs, js worse because it 15 diff-
cult to prevent, Senior management should cotstantly repeg;
tWo messages: for employees wha will he retained, they
should highlight the necessity of autsourcing to survive

and the bright prospects for competing on the company’s
real strengths: for emplovees who il be let go, they shonld
stress that they sincerely regret having ro lay off anyone and
that Whister will dg everyihing it can to help them find
ttew johs,
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PLANNING TEMPLATES FOR A DECISION ES5AY=

These templates will help you build a decision essay. The first tem-
plate uses the state-and-prove model, The second ases the prove-
and-state model. {See the above explanadion of the two models.) You
don’t have to follow the order of the templates. The important thing
Is to capture your ideas as they occur to you.

State-and-Prove Model
Progf

Position Statement: Recommended Decision. State the decision you
are recommending and swmrnarize the reasons for it Be brief]
{Mote: You can't start work on the position statement until you have
a tentative recommendation and at least one resson for it, You can
revise the siatement as you work.}

Decision:

Decision Options, List the decision options. They are usually siated
in the case.

!Eecision options;
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Decision Criteria. State the decision criteria. They shouid be
relevant, broad rather than narrow, and as few as possible.
Specific ways to measure the criteria may be needed. Note them

in the second columm,

Criteria How 1o massure

Proof of Recommended Option. List the criteria in the left column
and the evidence they reveal that supports your recommenda-
tion. Focus on the strongest evidence you have,

— i
Criteria | Bvidence

Critique of Options. List the criteria in the left column and the
evidence they reveal that shows why the other options should be
rejected. Limit yourself to only the most compelling evidence
against the options.

Fejected option:

) |-
Criterig i Evidence

Reiecied option:

Criteria Evidence




?’ﬁ'(kvw. e

Major Disadvantages of Recommendation. List the one or two major
disadvantages of your recommendation, any evidence that is
needed to prove them, and how to mitigate them. (if you are
writing an exam and running out of tme, skip this!)

- — — — -— —

I Disadvantage

J‘_Evidence andd mitigation
— .

— —

Action Plan

The peneral purpose of a decision action plan is o implement the
decision as effectively as possible.

Goalls). Stare the goal(s) of the plan—the major outcome(s) the
steps are supposed to bring abour.

LGual{is]iﬂ

Action Steps. Write the steps of the plan without worrying too
much abont their order. When vou finish, write numbers in the
first column to indicate the final chronological order of the
steps. The second column can heln you think about steps as part
of phases of the overall plan (e.g., consensus, comimmiication,
and improvement),

+ Short term

|—Ordea' in sssay

|
|
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¢« Long term

Order in essay PPhase Step

Major Risks and Responses, Identify the major risks that could
underming the plan, Propose responses that will elininate or
contain it.

Risk Response

Prove-and-State Model

Proof
Decision Options, State the decision options. They are usually
stated in the case.

Decision oplions:

Decision Criteria. Srate the decision criteria. They should be
relevant, broad rather than narrow, and as few as possible.
Specific ways to measure the criteria may be needed. Note them
i the second column.



’E‘éteria

How to measurs

Critigue of Options. List the criteria in the left column and the
evidence they reveal that shows why the other options should be

rejected. Limic vourself to only the most compeliing evidence

against the options.

Rejected apiion:

| Fvidence

Critarfa

Criteria
Rejected option;
Evidence

Proof of Recommended Option. List the criteria in the left column

and the evidence they reveal that supports your recommenda-~

tion. Focus on the srongest evidence you have.

-

| Griteria

Evidence

FPosition Statement: Recommended Decision. State the decision vou

are recommending and semmarize the reasons for it. Be brief]

{Mote:You can’t start work on the position statement unti] you

have 2 tentative recommendation and at least one reason for if.

You can revise the statement as you work.)
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Decision:

Reasons:

Mafor Disadvantages of Recommendation. List the one or two major
disadvantages of your recommendation, any evidence that is
needed to prove them, and how to mitgate them. {If you are
writing an exam and running out of time, skip thisl)

Disadvanisgs . Evidence and mitigation

Action Plan

The general purpose of a decision action plan is to implement the

decision as effectively as possible,

Goal(s}). State the goal(s) of the plan—the major outcomels) the
steps are supposed to bring about.

Goalfs)

2

3,

Action Steps. Write the steps of the plan without worrving teo
mitch about their order, When you finish, write numbers in the
first column to indicate the final chronological order of the
steps. The second column can help you think abeout steps as part
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of phases of the oversll phn {e.g., consensus, communicaton,
and improvement).

= Short cerm

Order in sasay ! Phase Step
« Lomg term
Ovder i essay Phase Step

Major Risks and Responges, Ydentify the major risks drat could

undermine the plan. Propose responses that will elimin

contain them.

ate oF

Rasponse

a.Tehila Lieberman contributed substandally o the development of the
Y p

ning templazes.
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CHAPTER 172

EVALUATION ESSAYS

 valuations are judgments about the worth, value, or effectiveness of a
performance, act, or ourcome of some kind. An evaluation e55ay TSt
look at both sides of the subject—factors supporting vour bottom-line
assessment, those opposing it, and any that fall i berween, This chapter
doesn't consider evaluations, like bank loan reviews, that are performed
with and decided by formulas. It deals with evaluations in which the con-
clusion isn’t determined by 2 formula but by judgment. (For mare on eval-
uative situations in cases, see chapter 7.)

In this chapters sample essay, the case references have been disguised.
The eriginal case is stifl taught, so a detailed discussion of it might lessen ics
usefulness, but the issues it raises are excellent for ustrating an evaluation.
A summary of the disguised case, " The Bokivar Default Decision: Travesty or
Turning Point?)” is provided with the sample essay. Please read the case sum-
mary and the essay You won't benefit from the chapter without reading both.

HOW TO OCRGANIZE 4N EVALUATION BSS8AY
An evaluation essay has five elements:
L. Bottom-line evaluation (position statement)
Evaluation criteria

Proof of the evaluaton

H

Qualifications
3. Action plan

The structare of an evaluative essay differs substantially from problem
and decision essays. The latter present arguments consisting almost entirely
of content favorable to the position statement. A decision essay may talk
about the reconmmendation’s downside, but it is generally a small portion of
the essay. An evaluation essay includes factors that don'’t support the posi-
tion statement and the discussion of them can be extensive (as in the sam-
ple essay below). The subject accounts for the structure. Performances, acts,

163
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and outcomes inevitably have positive, negative, 2nd ambiguous or uncer-
tain facets. Think of a performance appraisal—the strengths and weaknesses
it records reflect the fact that 2 performance is never perfect. In addition, an
evaluation essay often has a section devoted to gualifications to the bottom-
line judgment. In the sample essay, the writer attaches 2 major qualification
to his support for a decision that has been made.

The essay outline above follows the state-and-prove modsl: you iell
readers what you think and then show them why. The state-and-prove
model encourages you to tell readers your recommendation first and then
prove it, That structures the reader’s task and gives you a sharply defined
purpose, making it 2 good approach for written exams and other time-
constrained situations.

An evaluation essay can also follow the prove-and-state nrodel:

1. Evaluation criteria
2. Proof of the evaluation

Quahfications

&

. Bottom-line evaluation {positicn statement)

(9]

. Action plan

The medel is inductive in the sense that it walks the reader through a
process of determining a conclusion, If there is reason to believe that readers
will resist a conclusion before it is proved, this model avoids that resistance.
The approach can be persuasive because readers feel that the evaluation
mcludes all the relevant factors, not just those favorable to the conclusion.
One drawback is thar you can spend so much time on the evaluation that
you never get to the conclusion. You may also wander off peint when you
don't have an explicit statement of purpose at the beginning of the essay.

BOTTOM-LINE EVALUATION

"The most important sentence of the essay is the statement of your bottom-
line judgment. On rare occasions, the conclusion of an evaluation might be
restricted to a summary of pros and cons. In most instances, however, a con-
clusion about the evaluation has ro be expressed. Without it, an evaluation
isn't actionable and shifts the task of judgment to the reader.

Here’s the first paragraph of the sample essay:

Ohwiing to the history of inconsisiency and a siring of political crises peculiar
even for Bolivar, the national government faced the tough decision of whether to
defanlt on a large portion of its foreign debt. This was a situation in which all
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of the aliernatives were unpalaiable, and the decision was lasgely a nepative
one of choosing the least risky of high-riske alternatives, All in all, President
DiNardo’s decision to default was harsh but right. T support his posi-
tion—bur only if the government defines and implements a lang-
ternt strategy that will nstitutionalize economic reform,

The non-italicized sentence is the position statement. Ir is the asserdon
that the essay must prove. As with any argument, a position statement at the
beginning of the essay gives readers a purpose for reading,

Evaluation Criteria

The results of an evaluation are extraordinarily sensitive to the criteria
employed. Heres 2 simple example from economics, Lets SAY YO Te Assess-
ing the effectiveness of 2 nation’s economic policies. Gne measure is GDP
per capita. The numbers show a healthy increase over ten years, and so do
other measures of national income, You could conclude that the policies are
quite successful, When Yol mmeasure income distribution, however, vou find
that mast of the population remaing poor. Wealth is concengrated in the
hands of a few. Now the economic policies don't look as artractive for long-
term stability.

From the standpoint of readers, an evaluation lacking defined and rele-
vant eriteria is arbitrary. The andience can't tell whether the Judgment is
reasenable, (The same role is true for decision analysis.} The writer of the
saraple essay states his criteria clearly:

To evaluate the president’s agtion, these criteria will be weed
¢ The economic advantages and disadvaniages of defarlting
v The pelitical advantages and disadvantages

* The soctal advantages and disadvaniages

With evaluative or decision-making criteria, a crucial skill s knowing how
to decide on the eriteria. The two sources are the situation in the case and
specialized methods, There are many business theorics and frameworks that
can be used for assessment. In an academic course, the professor may
require or expect students to wse a particular framework, The sample essay
for this chapter employs three criteria derived from the frameworks used in
an MBA course: macroeconomics, politics, and social dynamics. Relevance
to the case situation will exclude fameworks or parts of thems, so be careful
Ot T use as many as possible under the assumption that more means betrer,

The second task refazed o eriteria is deciding how to measure them. The
case information guides your choice of measurements to use, The disguised
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case includes Jarge amounts of economic data, some statistics on social wel-
fare, and a small amount of information on politics. Therefore, the eco-
nomic and social criteria can be measured quite well, but the application of

the political criterion mostly relies on inference.
The three characteristies of criteria discussed in the decision essays chap-

ter are worth repeating here:

5

The number of criteria for an evaluation should be as smail as possi-
ble. Proliferation of criterta leads to fragmented evaluations znd
l.lIlpﬁ‘l'SUﬁSiV@ argumcﬂts.

Effective eriteria tend to be broad, not narrow, There are usually an
array of ways to measure broad criteria, The section of the sample
essay on economic advantages and disadvantages illustrates this point
very well; it includes macroeconomic indicators that help the writer
clarify and assess a complex situation,

Criteria are sometimes independent of one another and can be used
in any order. Often, though, assessment criveria have a logical order
of application. The criteria of the sample essay are internwined
because the underlying nadonal dynamics are, but crisscrossing
among them in an essay would leave readers with spinning heads,
Since the act being evaluated is economic, its most direct and mea-
surable effects will therefore be on the economy, which is therefore
a logical place to start.

PROOF OF EVALUATION

The proof of an evaluative essay has a two-tiered organization. The proofis
organized by criteria, and the discussion of each criterion is crganized by
the terms of the assessment such as advantages and disadvantages, strengths
and weaknesses, or effectiveness and ineffectiveness. Here is an outhine of
the sample essay'’s proof:

L.

2]

Economic factors
» Advantages

+ Disadvantages

Political factors
+  Advantages

»  Disadvantages
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3. Social factors
> Advancages

» Disadvantages

Advantages come first because the writer supports the decision being
assessed. The purpose of an evaluative essay is to prove the bottom-line
jndgment. So under each criterion, vou discuss the side of the evaluation
that supports your position statement hefore taking up the other side. A
writer who believed that the decision wasn 2 good one would argne the

disadvanrages first.

The argument for advantages in the sample essay is worth paving atten-
tion to, ft Hlustrates 2 well-constructed proof that uses evidence effectively.
Waiking through a part of the argument reveals some valuable points about
the structire of an argument, The following paragraphs are o portion of the

proof for the first economic advanrage:

After President Fernander left office, 1 succession of weak presidents and
disputed elections paralyzed economic poficy. Spending ran out of control,
government jeveniies declined, and unemployment hit a new high of nearly 20
percent, The conntry then fumed 1o foreign fnvestors Jor $35 billion, but it
twound up i the worst of both worlds, having too litde reveiue and too much debt,
which rose to 110 percent of GDP iy 1998, Esmergency steps were taken, and
they helped improve monetary policy problems but depressed wages to the
point that well over half the country’s population fell below the poverty fevel.

When DiNardo assumed office, he took measures that ied to the
beginning of an economic recovery. The measures were made possible
by & suspension of interest payments on foreign debr, Real GIP went
Jrom negative numibers to 45 pescent gronth in o years. Although ssill hioh,
snemployment weit dows (from 20 percent fo 14 percent) and wages vose;
Soved investiisent started o recover along with the cuprent account as exXports
grews and imports remained steady; and fotal debt as 4 pereeni of GDP fell
below 100 percens.

Nevertheless, the cumulative problems of 2 badly managed econ-
oy threatened the recovery. DiNardo conld have blamed past presidents
and prodaimed that ke could not make good on all thetr mistakes, But he
refused to take that route and was determined to susiain the modest recovery.
Maineaining the recovery was the chief econonic strength of the
decision. 4 dosely relaied positive waos the signal it sent to the people ihat he
was determidived to put theiy needs before these of foreign frvestors, in particular
to move as maiy of thens as possible out of poverty,

167
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The non-italicized sentences are the backbone of the argument in these
paragraphs. Paraphrasing the sentences and putting them in 2 st makes the
logic of the argument easier to see:

1. A succession of weak presidents and disputed elections paralyzed
economic pelicy.

b2

President DiNardo was able to take some measures that started 2
small economic recovery,

3. A suspension of interest payments on foreign debt made the mez-
sures possible.

4. Nevertheless, the cumulative problems of 2 badly managed econ-
omy threatened the recovery.

[$33

Maintaining the recovery was the chief economic strength of the
decision. (Implication of this sentence: the recovery can be main-
taned by funding from the unpaid debt.)

This outline brings out the movement of the argument. Four statements
of fact show the economic logic of the president’s decision and support the
conclusion (statement 3). An effective case-based argument is built from
logical units like this one. But, because none of the statements is self-
evidently true, the writer must furnish evidence to show they are valid.
Only then can the argument convince the reader,

An evaluative essay recognizes the factors opposed to the overall assess-
ment. It portrays them honestly instead of ignoring, minimizing, or sugar-
coating them. When readers are experts, they will readily detect these
evasions, 5o it’s foolish to try them. Nevertheless, the discussion of opposed
factors should include mitigating circumstances or actions—if they exist.
An example 15 the first economic disadvantage in the sample essay:

The main economic weakness of the decision 1s the possible failure of the garm-
ble. If the money saved isn’t wsed wisely, the country could be worse off than
it was before the degision. The president can best defend against this
outcome by ensuring that the government invests in long-term de-
velopment,

The writer doesn’t hide the disasters that would result if the decision
doesn’t pan out. At the same time, though, the non-italicized sentence notes
that the disaster is avoidable. Factors on the opposite side of vour position
sometimes can only be managed, not eliminated. This is true of an eco-
nomic disadvantage noted in the sample essay:
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Finally, some foreign debt holders have vaken the conintyy to coust and many
others tnight do the same. They have a case because the economic mimbers in the
two years before the decision weie looking berter, fnchiding a positive GDR
The couniry could counter that fill yepayment wosld have put the conoiy to
a freefall, in awhich case investors would end wp with less than they are gofng to
recelve wnder DiNardo’s decision. Moreover, nvestors will recefve something
back, Nevertheless, the country may suffer some adverse rulings.

QUALIPICATIONE

Qualifications state factors not part of the evaluation that have 2 significant
effect on it The sample essay has a prominent qualification to the bottom-
line judgment. The writer says the positive evaluation can be justified only
if 2 long-term development strategy is put in place.

Do qualifications harm a conclusion by making it seem less decisive?Yes,
when you pile them on and seem to be uying to avoid responsibility for a
conclusion. When you confine yourself to a few with big impacss, the eval-
wation is strengthened. A substantial qualification makes an evaluation more
congruent with the realities of a situation and therefore more convincing
to readers.

EVALUATION ACTION PLANS

The general purpose of an evaluation action plan varies according to the
subject of the assessment. A plan for performance appraisals smproves the
individual’s weaknesses and amplifies the strengths. A plan for the evalua-
tion of an act such as a decision seeks to optimize the implementation of
the decision 1n light of the findings of the assessment. (For more informa-
tion on acsion plans, see chapter 9.)

The action plau of the sample essay is 2 map for implementing the pres-
idents decision. The plan has two goals, one for economic policy and
another for explaining it to other nations. The evaluation informs the steps
serving each goal. The sources of actionable content in the assessment are
shown in exhibit 12-1. Creating an action plan begins with idendfying
actionable statements in the argument.

The order of steps conforms to the guidelines in chapter 9. Short-term
steps are reserved for urgent or easy actions. In the sample action plan, the
two short-term steps qualify as urgent, The decision has already been made,
$0 1t 15 imperative for the president (1) to begin to pur the COUTIY Om 2
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EXHIBIT 12-1

ESources of action stens

Action sisps Sources In essay

Policy = Economic factors—one advantage, one disadvaniage
= Political factors—one advantage, one nevira! factor

= Qualifications

Informing oihar countries = Egonomic factors—iwo disadvantages
¢ Political factors-—one disadvantage

new development path and (2) through the country’s diplomats, tell the
country’s side of the story o other governments and lending institations.

An action plan for a performance evaluation is going to look more like 2
problem action plan. Problems call for solutions; evaluations call for
improvernents in the negative aspects of performance. Chapter 7 has an
extendsd evaluetion of Don Rogers’ performance as a leader. Rogers' lead-
ership report card (see exhibic 12-2) has a great deat of actionable content.

The goal of an action plan for Rogers would be to shore up his major
weaknesses in leadership skills, ability to overcome obstacles, and change
skills, Most of the plan would consist of steps for strengthening his per-
formance in these three areas. Some of the steps, however, would have to
deal with the external factors that affect his leadership. Corporate, for
nstance, has given him a promotion for which he is poerly qualified and
seems to have a sink-or-swim attitude toward him. For the best interests of
the company, they need o get involved and actively help him.

EXHIBIT 12-2

Evaluation of Rogers’ Ieadership

Criteria Evaluation
Leadsrship skills Weak
Qwvercoming obstacles Wary weak
Change skilis Wealk

CQualifications External factors contributed fo poor performance
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“The Bolivar Default Decision: Travesty or Turning Poing?” (dis-
gnised case):” The presidenc of Bolivar, Alfredo DiNardo, has just
decided to forge repayment of a jatge portion of foreign debt.
The decision was greeted by consternation in international
financial markets, by anger (and litigation) from debt holders,
and by applause from the pecple of the country. Bolivar has a
history of turbulent politics and chronic economic instability.
Political bargains often led to government decisions that sacri-
ficed the long-term economic well-being of the nation. Some of
these bargains involved economic favors to certain groups that
retavded growth. The vesult was a cycle of slight recoveries and
steep declines characterized by federal budget deficits, rising
unemployment, high inflation, and social unrest,

At the time of the case, the new president, DiNardo, has been in
negatiatons with various foreign creditors. Meanwhile, defying
expeciations, Bolivar’s economy has rebounded, Under DiNardo,
the federal government narrowed the federal budger deficit
through higher raxes and reduced cupenditures, but he feared
that these measures would not be enough to maistain economic
improvement. He has decided to unilaterally cease payment on
about 50% of Bolivar's external debi. The decision has sparked
an international controversy, in part because, for creditors and
forcign experts, the decision seems to mark 2 low point in Boli-
var's management of its economy and reliability as a borrower.
Some of them have issued dire warnings that Bolivar won't be
able to borrow from fereign lenders for vears and then only at
very high interest rates, Inside the country, however, politiciaus
and many individuals sce the decision as a turning point in the
economic health of the nation.

The real case provides an extensive cconomic history with a great
deal of supporting data for recent years and a brief parallel narra-
tive of domestic polides, It ends with twenty exhibits, most of them
presenting statisdcs relaced to the economy and social condifions.

o Whriting task: Evaluate the president’s decision on the basis of
its overall merits and specific advantages and disadvantages.
Propose an action plan based on the evaluation.
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Owing to the history of inconsistency and a string of political
crises peculiar even for Bolivar, the national government faced the
tough decision of whether to default on a large portion of its foreign
debt. This was a situation in which all of the alternatives were
unpalatable, and the decision was largely a negative one of choosing
the least risky of high-risk alternarives, Ail in all, President DiNardo’s
decision to default was harsh but right. T support his position—but
only if the government defines and fmplements a long-term strategy
that will institutionalize economic reform.

To evaluate the president’s action, these criteria will be used:

¢ 'The economic advantages and disadvantages of defaulting
* The poiitical advantages and disadvantages

+ The social advantages and disadvantages

Economic Factors
Advantages

President DiNardo intends to finance continued recovery with the
proceeds of repudiated debt. A history of poor economic manage-
ment forced this straregy on him. It may fail, but the alternative
would have been worse,

Historically, the revolving door of governments crippled the
national economy. Over the ten years prior to THNardo’s term, infla-
tion peaked at astounding levels as high as 900 percent, and deficits
typically were 20 percent of GDP Then-President Fernandez was
clected on a platform of hope and initiated reforms to bring down
inflation and deficits and promote growth. Specific steps were a fixed
exchange rate tied to the U.S. dollar and a spile in government rev-
enues owing to the sale of state-owned enterprises. The plan
achicved some resulss—Iess infladon, budget surpluses, and GDP
growth—but it increased unemployment (16 percent). The downside
of the fixed exchange rate was a vulnerability to external financial
problems. In one instance, Bolivar’s central bank had to increase
interest rates and take other steps to respond to a crisis in Mexico
that reduced GDP and put more people out of work.

After President Fernandez left office, a succession of weak presi-
dents and disputed elections paralyzed economic policy. Spending
ran out of control, government revenues declined, and unemploy-
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ment hit a new high of nearly 20 percent. The country then rurned
to foreign investors for $35 billion, and foreign debt rose to 110 per-
cent of GIIP in 1998, Emergency steps were taken, but wages fell,
pushing half che country below the poverty level,

When DitNardo assumed office, he took measures that led to the
beginning of an economic recovery. The measures were made pos-
sible by a suspension of interest pavments on foreign debt. Real
GDP went from negative numbers to 4-3 percent growth in two
years, Although sdll high, unemployment went down {from 20 per-
cent to 14 percent} and wages rose; fixed investment started to
tecover along with the cuzrent account as exports grew and Imports
remaiited steady; and total debt as 2 percent of GDP fell below 100
percent.

IWevertheless, the cumulative problems of a badiy managed econ-
omy threatened the recovery. Maintaining the recovery was the chief
economic strength of the decision. Also positive was the signal it sent
to the people that he was determined to put their needs before those
of foreign investors.

Another strength is the fact that many foreign investors are still
gomng to make Lealthy profits from partial repayment of principal
and interest. The securities had very high interest rates, and their
value actually increased after the markets learned the president was
not going to repudiate the entire debt, In addition, the international
financial community was well aware of the county'’s history and the
high risk involved.

Disadventages

The main economic weakness of the decision is the possible [ail-
vre of the gamble. If the money saved isn't used wisely, the country
could be worse off than it was before the decision, The president can
best defend against this outcome by ensuring that the government
invests the savings in long-tern: development.

A second disadvantage of the decision is che closing of foreign
financial markets o the country with the exception of short-term
debt at punirive interest rates. Paradoxically, if the parrial default
were to lead to a healthier economy, investors would be more likely
ta return. History shows, too, that greed often causes foreign
mvestors to forget defaules. And some current investors can make
hardsome profits from partial repayment,

ON ESSAYS
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Finally, some foreign debt holders have taken the country to court
and many others might do the same. They have a case because the
economic numbers in the two years hefore the decision were looking
better, including a positive GDP The couniry could connter that full
repayment would have put the economy inte a freefall, in which case
investors would end up with less than they are going to receive
under [¥lNardo’s decision. Moreover, Investors will recelve some-
thing back. Nevertheless, the country may suffer some adverse rulings.

Political Pactors
Advantages

Bolivar's politics were a root cause of its economic woes. Charis-
matle pofiticians would declare themselves populists and rake steps
that did put money in the people’s pockets {and their own). In the
end, everyone, except the politicians, ended up poorer. By making
the decision he did, DiNardo took away much of the leverage of
these individuals in the opposition parties,

If DiNerde puts the money saved fiom debt payments into long-
term assets such as infrastruceure and education, he will move the par-
adigm from corruption and short-term consumption to buy political
favor to long-term investment that builds 2 better standard of living.

Neutral

The political dynamic can go one of two ways, but it is hard to
predict the circumistances that will determine the direcdon, If the
recovery continues, it could oblige parties vying for control of Con-
gress and the presidency to toe a responsible line. On the other hand,
rivals could pounce on the inevitable slow pace of recovers, promise
better times, aiid make all the old mistakes.

Social Stakes

Advantages

Sacial conditions were starting to improve in the two years before
the decision. In the prior years, poverty levels had more than doubled
in the capital and increased more rapidly in the councryside. Crime
rates surged, with the murder rate doubling over five years, and riots
were commonplace in the cities. Literacy rates went down, as did
access to health care. The decision was both substance and symbol.
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Substantively, it frees up money to Improve social conditions. Sym-
bolically, the decision gives people some reason to hope.

Neutrnl

With no ability to borrow and a probable slowdown in foreign
investment, the national recovery will be siower, The country will
have to rely on itself more. The slow pace of recovery could wanslate
into small gains in social conditions, which could lead to imnpatience
and more viclence. However, this weakness would also he true if
the president had decided to pay in full. The money sucked out of the
economy would depress coonomic and social progress.

Gualifications

President DiNardo’s decision is right if, and only if; he has a sensible
plan for long-term development. Without one, the money saved
from cutting loan payments will be squandered, angering foreign
tvestors and lending institutions and closing international financial
markets to the country for years. The plan should cover structural
reforms, tax code changes, monetary and fiscal policy, import~export
strategy, budgeting, and infrastructure investment.

Action Plan
DiNardo should put in place the elements of a long-term plan and,
through diplomacy, explain the reasons for his decision to the gov-
ernments of important nations, particularly the United States and the
European Union, and international institutons such as the IME The
diplomatic team should assure all parties that the proceeds of the
decision will be invested wisely.

Short term

* Rapidly install new economic policies: structural reforms such
as tax breaks to encourage foreign direct investment and
exports, a reduction in the paperwork needed to start 2 busi~
niess, subsidies to strengthen industries with high potential, and
better tax collection.

+ Develop a single message to convince key nations and interna-
ional institutions that the decision was a last resort and diat
the government will be as transparent as possible about the
investinent in the economy and social welfare.

5
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Medium term

* 7o help restore government revenues, give provinces incen-
tives they currently lack for tax collection: a bigger share of
collecriens. In return, the president should reguire provinces to
keep revenues from being sosked up by corruption.

* Approach leaders of Congress and convey a desire to work on
policies for the long-term benefit of the country rather than
short-term political advantage. If leaders rebuf¥ him, he slould
take his case directly to the people and ask them to pressure
members of Congress.

Long term

¢ Implement the fuli development strategy. Appoint a board of

experts and prominent individuals with impeccable credentals
to monitor the implementation and progress of the strategy.
The board should have the power to make public statements
and publish reports without needing the permission of the
president or other executive branch officials,

&.This essay s based on oue written by E. CiprianVatasesca for 2 business school class

and is used by perrmission.

PLANNING TEMPLATE FOR
AN EVALUATION ESSAY

This template will help vou build an evalnation essay. o follows the
organization of an evaluation essay, but you don't have to use it in
that order.® The important thing is to capture your ideas as they
oCeur to you,

Position Statement: Bottom-line Judgment

State your overall evaluation, the most significant positive and nega-
tive factors, and any qualifications. Be briefl The statement can be



tevised as you work, (Note: You can’t start work on che position state-
ment wuntl you have some confidence in your bottom-line jadgment.)

’—{_wemﬂ svaluation: }

Summary of mador positive/megativs factors:

Burnmmary of any quaiifications:

Bvatuation Critevia

State the evaluation criteria, They should be relevant, broad rather
than narrow, and as few as possible. Specific ways to measure the cri-
teria may be needed. Nate them in the second column.

Criteria How to maastve them

Froof of the Bvaluation

List positive and negative factors the criteria reveal end the evi-
dence for them. The points can be revised and rearvanged as you
work, If any criteria seem to have ambiguous results, note those. In
the essay, order positive and negative factors to support your pesition
statement. Also, note any ideas for action steps.

[—
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Criterion

Evidence Action plan ideas

| Positive

Negative

Criterion 2

Evidence Action plan ideas

Positive

Negative

Criterion 3

Evidence Action plan ideas

Pogitive

Negative

Criterion 4

T
Evidence Action plan ideas

Positive

Negative

Quulifications

Qualifications state factors not part of the evaluation that have 2
significane effect on it. A suminary of the gualifications should be
included in the position statement.

Qualifications (if any):
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Action Plan
‘The general purpose of an evaluation action plan is to improve the
negative factors and enhance the positive. For the assessment of an
act such as decision, the action plas can be an implementation plan
that reflects the findings of the evaluation,

Goal(s)
State the goal(s) of the plan—ihie major outcome(s) the steps are
supposed to bring abent.

" Gozls)

Action Steps

Write the steps of the plan without worrving too much about
their order. When you finish, write numbers in the first column to
indicate the final chronological order of e steps. The second col-
umnn can help you think about steps as part of phases of the overall
plan {e.g., consensus, comnmunication, improvement).

Shart term

= 1
Ostier in essay Phase : Biep i
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Long term

] !
{Order in essay | Phase | Step

Major Risks and Responses
Identify the major risks that could undermine the plac. Proposs

responses that will eliminate or contain them.

Risk Response

4. Tehila Lieberman contributed substantially to the development of the essay plan-
ning temyplates.
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CASE STUDY

Alientown Materials Corporation:
The Electronic Products Division {Abridged)

I July 1992, Don Rogers took & moment to reflect on the state of his organization. He had become
the Vice President and General Manager of the Electrenics Products Division {EPD) at Allentown Mate-
rials Corperation following his predecessor’s ustimely death two years before, The EPD faced a number
of problems, and Rogers was not sure what he nesded to do. He falr increasing pressure from headguartess,
EPD was expected to continue to meet the corparation’s 10% average annual growth rate and aggressive
profit targets, despite increased competition in the elecironic components industry. The division’s per-
formance had declined in 1991 and 1992 {See Fxhibit 1 for TPD's operating data) and most component
manufacturers anticipated that they were competing for 2 shrinking total market. In addition, EPD's reg-
wiation for delivery and service had slipped, and their number of missed commitments was very high.
Rogers commented:

['have had some difficult times in my division over the past two vears. Qur business is
becoming fiercely competitive and this has led to a decrease in sales. To deal with the down-
turn in business we have reduced the number of people and expenses sharply. This has been
painful, but I think these acticns have stemmed the tide. We are in comirol again, but the
business continues to be very competitive. Morale is tow; there is a lot of conflict between
groups that we can not seem to resolve. There is a lack of muual confidence and st The
organization is just not pulling together and the lack of coordination is affecting our ability
to develop new products. Most of my key psople beliove that we are having conflicts bacause
business is bad. They say that if business would onty pst better we will stop crabbing at each
other. Frankly, T am not sure if they are right. The conflicts might be due to the pressures we
are under but more likely they ndicate 2 more fundamental problem. I need to determine if
the conflict between groups is serious, so 1 can decide what 1| should do about it

Allentown Materials Corporation

Allentown Materials Corporation, a leading manufagiurer of specialty glass, was established in
Allentown, Pennsylvania, in the late-1800s. The corporation’s growth and reputation were based on its
ability to invent and manufacture new glass produets, and it had major businesses in 2 number of differ-
et glass and ceramic markeis. In 1992, Allentown was in & strong financial and profit position. ks
Investment i R&D as a percent of sales was quite significant in comparisen with that of other compa-
nies ir: industry. The company had established the ficst industrial rescarch laboratory in the early 1900s,

the Teclinical Staffs Division (R&D), which conducted basic research and product and process research

This case was prepared by Research Associate Jennifer M. Suesse {under the dircetion of Professer Michacl Beer).
Copyright € 1997 by the President and Fellows of Harvard College. Harvard Business School ease 498-047,
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EXHIBIT 1

EDP sales and operating income, 1885-1892 {$ theusands)

1985 1986 1987 1888 fe8g 1880 1651 1802

Sales 854,518 93,377 §$93,852  $85,854  $i08406 $113,780 $102,208 $1602,986
QOperating Income” 12,902 23,349 24,964 12,846 21,745 17,868 5,680 6,745

"lncaime margin equals less manufacturing, administrative, and sales expanses.
Source: Compary recards.

in glass and related technologies, Strength in manufacturing contributed 1o Allentown’s technological
edge. Until now, Allentown had always been in the envizble position of growing profitably without sub-
stantial competitive pressurss. Patents, technological know-how fn manufacturing, and the requirement
of substantial capital investment made it diffieult for others to offer serious threats,

Carporate organization  Allentown’s corporate organization reflected the close link between its
growth and its technology. RAD was highly regarded by top management. Its vice president reported
directly to the chairman of the board. Next to R&D, Allentown’s strongest functional area was manufac-
turing. Many considered it to be the function through which one coutd rise to the tog, as many of the
company’s o] executives had been promoted from the ranks of manufacturing. To foster a strong maru-
facturing arien(ation, the company had developed a control system in which plants were viewed as profit
centers. Financial results were veporied svery 28 days and were reviewed 13 times a year. These periodic
reviews were conducted ar all levels of the corporation.

For many years all of Allentown’s operations were based in its headquarters, but as the Conpany
grew, plants and sales offices were established throughaout the wotld. In 1992, all but two of the corpora-
tion’s cight line divisions had their headquarters in Allentown. Thus, most divisions could discuss busi-
ness problems on a face-to-face basis; the corporation operated like a relatively close-knit family. People
saw each other frequently on Allentown'’s premises, on the streets of the town, and on social oceasions,
People at all levels and from diverse parts of the corporation interacted informally. 1t would not be
uncommen for top-level corperate officers to meet divisional persormel in the main office building and
to engage them in informal discussions about the state of their business—asking about orders, ship-
ments, sales, and profits for the period.

The EPD and s History

The Electronic Products Division (EPD} manufactured high-guality electronic components (resis-
tors and capacitors} for several markets. More than half of the EPD's 1992 sales were 1o original equip-
ment manufacturers (OEMs) who bought resistors and capacitors in farge volume for use in a variety of



CASE S5TUDY

their products. The remainder of the division’s sales were to distributors who rescld the components in
smaller quantities. Much Iike other Allentown businesses, the components business grew due to the
EPDs uaique technological capabilities. Many of their competitively unique new products were
invented in response 1 needs from OEMs who wanted the EPD to apply its research and development
strength to meet their stringent component specifications.

The Component Market  Tarough the mid-1980s, the space program and the militarys reliance on
missile defense systems created demand for highly reliable components, since faihue threatened the
integrity of very sophisticated and expensive equipment. The government was willing to pay premium
prices for coinponents that met its very strict specifications, and Allentown’s knewledge base enabled it
1o serve this market well.

I the late 1980s, the nature of EPDYs business began to shift. As the cold war began to ehb and the
military market declined, the division concentiated mote of its efforts in commercial markets. For exzm-
pie, the personal computer (PC) market was exploding. The growing marker in telecommunications
devices, such as cellular telephones, personal pagers (beepers), facsimile machines, and other consumer
electronics products also provided new opporiunitics for the EPD components. Using its unique techno-
logical capabilities in product development and manufactiring, the EPD was able to sater these new
markets and quickly establish a major position in thern. In response te the high-volume demands of these
markets, the EPD built a plant in Evans, Georgia in 15990,

By 1992, 60% of the EPD’s sales were 10 the computer, teleconununications and consumer elec-
tronics markets. The EPDs management felt continual pressure fo extend existing product lines as
OEMs developed new end-use products for thelr growing markets, Responding to customers’ unique
reeds with new produet extensions was a competitive necessity because new products commandsad
kigher prices in thelr early stages of development and thereby offered an ooportunity for growth. At the
same {ime that these commercial markets were growing, buyers were becoming mose price sensitive,
This prompted increased and often flerce price competition among comporent supphers.

Competition hinged primarily on price but quality and service were also important, Customers
were giving spevial consideration to manufacturers that could assure short delivery lead times (usually
10 more than four weeks), but efficiency in manufacturing operations demanded longer lead fimes,
Stricter quality standards were also being demanded because poor quality often could shut down an
OEM’s production operation. As supplicrs competed for large-valume contracts from major OEMs,
prices fell sharply, puiting pressure on coste. To Rogers and his managers, it appeared as if the EPD was
becoming a commodity business.

The EPD’s future in this dynamic and uncertain environment looked bleak indeed. It was the sub-
ject of much discussion and controversy in the division. Volume could always be increased by taking
low-price business, but this reduced profitability. Most people within EPD looked (o new products as a
major source of both new volume and profits, Some managers wondered whether their division could
meel Allentown's hiph expectations for profitability and growth, or even survive.



186 THE CASE STUDY HANDBQOOK

CASE STUDY

Management History: Jos Bennett's legacy Before 1990, Joe Bennett headed the EPD. An entre-
preneur who sought to get his division into new businesses, Bennett had been in charge of the EFD since
its infancy and nurtured il into & significant business for Allentown. Under Bennetts leadership, the EPD
was one of the two Allentown divisions with headquarters outside Allentown, Pennsylvania, This was a
source of some pride to Bennett. He fostered the desire 1o grow and a spirit of experimentation at the
EPD. For example, Bennett seized one opportunity for growth by personally initiating research into a
new technology that sought to bridge components and integrated cirenits. Scotf Allen, the division’s con-
trotier until 1990, felt Bennett exemplified the division’s strengths:

We always tried new things. We always experimented. We set a fast pace. There was a
feeling of nrgency and commitment end dissatisfaction with the status quo. As an example,
we weie 14 steps ahead In computer applications, This stemmed from Bennett and the
dynamic industry we were in.

Benpett, who was 48 vears old when he died, was a big man with a quick and creative mind. He
ran the division almost single-handedly. For example. both the Barneit (capacitors) and the Hopewell
(resistors) plants had sepavate on-site market development and product development groups. The man-
agers of all these groups reporied to Benneti. Many of the key decisions were made by him and none
were raade without his knowledge and approval. People respected and also feared Bennett. A product
development manager for capacitors described Bennett and his style;

Joe was very awthoritarian with me and others. As a result, the most successful psople
working for Beanett were political and manipulative, People did not extend themsalves very
much to disagree with him.

Benneit had a significant impact on our organization; our masagerial styles came to
reflect his. We were ali more authoritarian than we might otherwise have been. [ was less
willing to let my people make mistakes even though 1 thought it was important that people
learn from their mistakes. The pressure and unrealistic standards were transmitted down
o people throughout the organization, This resulted in our contmitments often being un-
realistic.

There was litle group activity and decision making by the top tear except where
there was a specific problem. It was not a natwral group. We were never together except at
formal managers® meetings. There was no cohesiveness in the group reporting to Bennets,

Bennett was a man of paradoxes. Although most people felt he was extremely directive in his man-
agement style, he was intensely interested in the field of organizational behavior and its applications to
management. In 1989, Bennett initiated a division-wide management and organization development
program. The program was 1o include several phases: an examination of individual management styles,
group effectiveness, interfunctional coordination, and organization-wide problems. In all phases, action
plans for improvement were 10 be developed.
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Dons Rogers Takes Charge

When Rogers ook charge in June 1990, he inherited an organization which employed 900 people,

175 of whom were salaried managerial and professional employees, It had three plants and four sales

districts and, with the exception of same R&D support from Allentown’s Technical Staff Division, was a

etf-contained multifunction organization, Reporting o Don Rogers was a coniroller, a manufacturing

manager, 2 marketing manager, a sales manager, and a product development manager. (Exhibits 2 & 3
provide information about the FPDYs organization )

Rogers’ managerial background  Prior to 199G, Rogers had been the dircctor of electronic materi-
ais research in Allentewn's Technical Staffs Division. His promotion o Vice President and General Man-
ager wag considered unusual because he lacked line experience. However, most of his colleagues
reatized that his knowledge and background were relevant fo the EPD's business and he had 4 n umber of
qualities that indicated his potential for a fop management position. As elecironic materials rescarch
director, Roges had been responsible for all the research and development work going on in Technical
Staffs. He was therefore knowledgeable about EPD's technology. He ofien sat in on the EPDYs meatings
and had a general knowladge of the electronics business,

EXHIBIT 2

Background of EDP executives

Dan Rogers—vics president and ganeral fhanager, Electronic Products Division, 40 years old. He received & Ph in chemistiy from
the University of Circinnati, a mesier's in chem from 8t dohne Uriversdy, and & B.S. from Oueens Collega in New York City. He
foired Allentown in 1981 as a chemist in its Teo ical Staffs Division {R8D). 10 1985 he besame manager of electronle research and in
1928 director of slectrenic matsrials research in the sama division. He was apoointed the EPD's division manager in Jung 1980

Bili Lee—marieting marager, 39 years old. He received & B.8. in chemica! enginegring fom Risgers. He joined Alientawn ha
in 1974 as a staff enginesr, and subsequantly held several engireering and Supenvisory pesitions in glass plants. Foliov ng &n
assigrment in carporata markat planniig, he basame manager of marketing in the EPD in 1291,

terizls

Ben Smith--ranuizeturing manager, 43 yzars oid, He received an engingaring cegeee from Clarksen Callege, He became EFD's
mantaciuring manager in 1491 fotlowing numerous manufaciuring positions i Alentown's Gomputer Products and Technizal
Products Divisions. He had starled as a plant enginzar and had also heen 2 dapartment supervisor, production supaiintendany
plart manager in several glass plants In thesa divisions, Just before moving ta the EPD hs had been manufacilring marager
Laboratory Glassware Division.

and

Yed Moss—-product develanmant manager, 45 years oid, After rec
New York Gity, ke joined Allent Matarials Corporation as a stafi anginear, Aftar
early infancy, He served as a projsat ergineer first and then held several mignagert
He bBecame marager of produst davelapment for the R0 in 1992,

I engineering fram Cily Goliege in
other civisions he joined FPD in its
' in procuct and process development,

Caralyn Green—civision contratier, 31 years oid. She joined Allentown Materials Corporation in 19485 aftar completinga 8.9, in
Industrial administration at Yala, warking in & major scceunting firm, and compigting an MBA &t the Harvard Business School. Befors
ioring the EPD as its division cortrollar In 1991, she served in avarlety of plant accounting positions in Allentown's Cornguter
Products and Display Panel Precucts Divisions,

Jack Simon—ssles manager, 34 yaars old, Ha wers to St, Benaventure Univarsit
jained Allentown in 1934 as & salesman. A of his exparience with Allens
when prometsd w the division’s sales maragerir 1881,

2 N2 racaivad & degree in sociclogy, He
0. He was a district sales manager
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EXHIBIT 3

Electronic Products Division organtzational chart

$Vice President an
i General Manege

' DonRogers |
T B 1
I ] |
Elactronic | Mandaciuring Gontroflar . Sales | Product larketing
| systems ' i Manager i Carolyn i Manager : Developm&-ntf fanager
l business | . Ben Smith i Green | Jack Simon Ted #oss Bill Les
.| Hopewael, VA . District Manager Capacitor ; Markat
West ! Davelopment | | Development
) - Gler Johnson
Barratt, GA |_District Manage | Resistor
Plant | Midurast i Development | | Advertising
MFEvans. GA, JDisirict Managal
! Plant ! Northeast || Customer
) Engineering
|_iDistrict Manager S —
Southeast L Intemational
T Ceordination
;| Distribution
Manager

L‘ Sales Service |

Sotirce: Comparny records.

Rogers also had considerable personal assets, He was very bright, quick thinking, and could
express himself exiremely well in both small and large groups. EPD managers were impressed by his
capacity to grasp a wide variety of complex problems ranging from technical to managerial. He was
always very pleasant and friendly and could get people to be open with him, since he was also ready to
share information and his own thoughts. In fact, people were often surprised by the things he was will-
ing to reveal and discuss. He also involved people in problems and consulted them on decisions.

Despite these very positive attributes and managers’ genuine liking and respect for Rogers, some
aspects of his management style atiracted criticism. His personality and his superior intellectual capabil-
ities almost always assured that he was a dominant force in meetings. Some also had guestions abeut
how comfortable he was with conflict and how much leadership he took in difficult situations. Some of
the EPD's managers deseribed Rogers” style:
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Rogers does not listen too well. He interrupts, which prevents him from hearing others’
opinions and makes it seem a5 if he really does not want criticism. What's more, he has been
teo soft on me, He should be holding me to nmy goals. T have not met some of these goals and
he should be climbing all over me. Furthermaore, you get the same record back from him
regardiess of what you say. H is safe to be open with him and tell him what's on your mind,
but he does not always hear what you are saving.

He is not involved enough in the problems that arise fram differences in the goals of
functional departments, This may be because he spends too much fime away on corporate
assignments. But it dossn’t change the fact that he is not involved enough.

Wave-malcers are not wanted in the division and are being pushed out. Peopie at the
top do not create and confront conflict,

Hogers’ actions  When Rogers became Vice President and General Manager of the EPD, he made a
number of changes in the organization, At the urging of top management and believing that the EPD had
to learm to relate more closely to the corporation, Rogers moved the headquarters from Barnett to Allen-
town. He also brought the market development groups back to Allentown. Furthermore, although the
product development groups themselves remained af the plants, Rogers consolidated product develop-
ment under Ted Moss, who was locaied in Allentown, Shortly after his promotion, Rogers also separated
the marketing and sales functions. As he said later:

It seemed to me that marketing and sales had sufficiently different responsibilities to
justify their separation, Safes, T felt, should be cancerned with knocking on doors and gat-
ting the order while marketing should be concerned with strategies for pricing, new prod-
ucts, and identification of new opportunities for the future. Marketing is a strategic function,
as opposed to a day-to-day function.

Another major chengs had to do with personnel. Rogers replaced all of his key managers with the
exception of Ted Moss, the product development manager. Bea Smith, the new manufacturing manager,
had held & similar job in Allentown’s Laboratory Products Division. Bill Lee, the naw marketing man-
ager, had held positicns in manufacturing in Aflentown’s other divisions and had recenily been in charge
of corporate market planning. Carolyn Green, the new controller, had worked in plants in Allentown’s
Computer Preducts Division. Of the new division staff only Jack Simon, the new sales manager, came
from within the FPD.

Rogers also turned to improving the EPD’s service. An information systern was developed by the
sales service function. In addition, the manufactaring manager held plant managers responsible for
meeting specific goals for delivery conmitments and shortening deltvery lead times, Furthermore, Rogers
requested a report on Beane!t’s organizational behaviar program, which originally was designed to span
a three-year period. Rogers learned that the program had made a positive impact on the division, but that
the final phase, dealing with the improvement of fnterfunctional coordination, was not yet complete. In
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Hght of business difficultics and his relative newness to the division, Rogers decided to discontinue Ben-
nett’s program. He was not sure that the program was an effective way to tackle the problems he faced.
He decided to review what he knew about each of the functional areas.

Review of the Funciional Departmenids in 1892

Manufacturing  Resistors and capacitors were manufactured in high volume at three plants—located
in Evans, Georgia (resistors), Hopewell, Virginia (resistors), and Barnett, Georgia (capacitors). Each of
these plants had a plant manager and 2 full complement of line and staff functions including production,
enginecring, quality control, purchasing, accounting and contrel, and personnel,

The plant managers, with one exception, had grown up in the EPD. As profit center managers,
their performance was evaluated on the basis of gross margins and other manufacturing variances,
including lead times and missed delivery commitments to customers. These plant managers felt that
theit reputations and therefore their promotability were dependent on plant growth and good gross mar-
gin performance. Al saw their future advancement within the manufacturing hierarchy of the company
leading to the possibility of promotion to general manager of a division. Since manufacturing was the
dominant function, such an expectation was not unrealistic.

EPDs plant managers were extremely upset by the lack of growth in the division’s business. In the
last two years their volume had shrunk and, because of price cuts, their dollar volume had dropped sub-
stentially. Managers were thus under enormous pressure to reduce cosis in order to mamtain their gross
margins. While they were able to reduce some costs, gross marging still declined. With some exceptions,
EPDYs plants had the smallest gross margins in the company. Plant managers expressed the following
statements:

We are experiencing price erosion in our product lines, and I do not see a large num-
ber of new products, We need something new and unique. T do not see growth potential in
our existing products,

The frustration experienced by the manufacturing people was expressed most in their attitudes
toward the sales and marketing functions, They felt sales focused exclusively on volume with no concern
for gross margin, They blamed sales for getting low-gross-margin business and not fighting hard enough
to pet better price, Sales, in other words, was giving profits away at mannfacturing’s expense, and sales
was not penalized for it.

Manufacturing was even more critical of the marketing function. They fell that marketing had
fatled in its vesponsibility to provide the division with a direction for profitable growti. They particularly
blamed Bill Lee, the marketing manager, for lack of “strong leadership” They were upset by what they
called the “disappearing carrot syndrome.” As manufachuring saw it, marketing would comne to the plant and
project a market of several million dollars for a new resistor or capacitor (the carret). On the basis of this
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projection, manufacturing would ran samples and make other investments in preperation for the new
product only to find out six months ora year later that marketing was now projecting much smalier sales
and profits, Manufacturing concluded that marketing lacked the ability o forecast marketing trends
accurately and was generally incompetens. Many felt thai Bill Lee and some of his siaff should be
replaced.

Manufacturing was also ushappy with product development, which they falt had not always given
them products that would run well on their production lines, They looked to product development to
identify new low-cost compenents and saw nothing coming. When product development requested spe-
cial runs on their matufasturing lines 1o develop new products, manufacturing wondered how they
would be compensated for this sacrifice in efficiency.

Marketing  Marketing comprised several activities, inctuding customer engineering, advertising, and
its most important function, marker development. Under Glen Johnson, market development was
tesponsibie for developing sales projections for the next year, market plans for the next three vears,
analyses of market share, and plans for improving market position. One of the primary means for
Increasing market share was the development of new types of resisters and capacitors {preduct exten-
sions). It was market development’s responsibility to identify these new opportunities and to assure the
development of new products in coordination with other functions. Because the identification of new
market opportunitics was primarily their responsibility (with help from sales), as was the development of
the new product plan, marketing felt the pressure for new product development fell on them,

The marketing function hed many new people since it had been established as a separate function
justa year earlier. Most of the people kad tzansferred from the sales department. Johnson, for example,
had been a district sales manager. The marketing specialists were generally recent technical or business
graduates with one or two years of sales experience.

Overwhelmed by the tough job of forecasting, planning, and formulating strategy in 4 very wrbu-
lent markeiplace, the marketing people felt that no one apprecialed their difficulties, Some felt that
Allentown bad such high standards for profitability on new products that it was impossible 1o meet them
in the components business. Johnson, the market development manager, said:

While corperate financial people will admit that we need a different set of criterin,
they informatly convey to us that we are doing a lousy job, and it makes us run conserva-
tively, The corporate environment is not a fisk-taking one. We tend to want to bring a propri-
stary advantage to our business which we cannot do. This is slowing us down,

Marketing people were also erifical of product development and its responsivencss to the divi-
sions” needs. As marketing peaple saw i, product development’s priorities were wrong and their projects
weze always late. According to Johnson, “Moss takes projects on without fuily considering the resource
implications. There are no procedures or criteria 2o establish priorities in development. Seventy percent
of bis time is in process rather than product development”
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Marketing felt most resentful about the lack of cooperation and the continuat suiping from manu-
facturing. They saw manufactning as conservative and unwilling to take risks. This was particularly
aggravating because many marketing peopie f2it they were distracted from their primary responsibility
by having to spend inordinate amounts of time dealing with manufacturing. Johnsen indicated that he
would not have taken the marketing job had he known that it would involve the many frustrations of get-
ting manufacturing and others to do things,

Bales EPD products were sold through a direct selling force of approximately 25 salespeople, orga-
nized into four sales districts. Each district was managed by a district sales manager who reperted to the
national sales manager, Jack Simon. Simen, ke el the district sales managers, had come up thyough
sales. The direct sales force visited manufacturers whose products incorporated electrical components,
with the objective of learning about the customer’s needs by talking to purchasing ageats and design
enginzers, and then obizining contracts for resistors or capacitors. The sales force consisted of both col-
lege graduates and older, more experienced salespeople who had worked in this industry for a long time.

The sales force was integrated, meaning that EPD salespeople sold capacitors and resistors to the
same customers, Thus, the EPD sales force had to develop many relationships with purchasing agents
and engineers, and relied on good relationships to obtain market intelfigence and an opportunity {o bid
on contracts. But salespeople also had to negotiate with these same people to obtain the best possible
price. Since their performance was evaluated on the basis of sales vohuue, they worked hard to beat their
budpeted sales targets. However, the sales force was not paid on a commission basis; this was a subject
of some discussion and discontent amongst them.

Simen reporied mistrust, gamesmanship, maneuvering, and politicking between sales and market-
ing. He said, “We in sales do not believe that the information marketing gives us is the best.” Major con-
flict arose in budget-setting sessions, partly because sales based its forecasts on customer canvassing
while marketing used analytical taols to develop its projections. Simon said, “Conflicts are not resolved
hased on facts, Instead there are accusations. I don't trust them [imarketing], and I do not rust that they
have the capability to do their jobs” His view of manufacturing was somewhat more positive:

Relations with manufacturing are personally good, but 1 have a number of concerns. I
do not knew and no one knows about actual cost reductions in the plant. I don’t think manu-
facturing gets hit as hard for lack of cost reduction as sales takes it on the chin for price
reductions. Another problem is Hopewells service. IUs putrid! There is constant gamesman-
ship in the Hopewell plant.

At lower levels of the organization, relationships between sales and manufacturing seemed even
worse. There were shouting matches over the telephone between the Midwest district sales manager and
the Evans plant manager. It one instance, sales had requested quick delivery to meet a major customer’s
needs, feeling that a slow response would damage the EPD position with the customer. The plant said
it could not provide delivery on such short notice without upsetting plant operations. The sales service
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manager commented, “The relaticnship with the Hopewel] plant s bad. Measurement for plant man-
agers has to change. They are notreally measured on service. Things have improved somewhat, however,
and they are a bit more concerned about service.”

Product Development  Unlike the other Allentown divisions, the EPT) had its own product develop-
ment group. The EPD's product development group was responsible for developing extensions of the
current product line, aithough they also relied on Technical Staffs for research and development support.
{Most other divisions relied totafly on the Technical Staffs Division for technical product development
support and only had enginecring groups for manufacturing staff support.) The product development de-
pariment ofien became involved in manufacturing process development as well.

Usually, between 10 and 12 new produst development projects were vnder way, often requiring
significant technological development. The development group was divided into two parts: resistors
(Jocated in the Hopewell plant) and capacitors (located in Barnett), The manager of product development
was based in Allentown, Pennsyivania, along with the rest of the divisional staff, The £TOUP WS coln-
posed of technical people who had spent their careers in research and development work, While some of
these psople had come from the corporate R&D group, many had worled in the division for most of their
careers or had held technical positions in other compantes in the electronics industry. Ted Moss, man-
ager of product development, deseribed his relationship with other groups:

In general, my department’s relations with the plants are pretty good although some
problems exist at Hopewell. My biggest concern is with marketing. I do not feel that mar-
keting provides detailsd product specification for new products. In addition, marketing people
do not understand what is involved in specification changes. I think that writing specifica-
tions jointly with marketing would help this problem. Another problem is that marketing
people have to look ahead more and predict the future better, They always need it yesterday.
We need time!

We also have problems with sales. We need comments from the sales greup on our
new products. | wanted to get the call reports they write and asked Simon for copies. He
would not give them to me because, ‘the marketing depariment has the responsibility for
interpretation.’ I finally had to go to Rogers to resolve the problem.

Moss was also critical of Allentown’s Technical Staffy Division, which on oceasion did product
development work for the EPD:

Lt is difficult to get a time scheduie from them. Their direction is independent of ours
since they report elsewhere. They will not wring their hands if they are behind schedule,
They vill more quickly try to relax tequirements for the development if it is behind schedule.
1 need moze influence on specifications when it comes to things they are working on. 1 often
have to go upstairs [ic speak with their Dogses] to solve the problems that occur with this group,
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The New Produst Dievelopment Process

As Rogers completed his review of the functional areas, he continued to ponder the TPD's new
product development process. Twe recent situations iilustrated that the process was far from smooth,

Two cases  The situation with the W-1201 capacitor, a new product for the computer market, was one
example. The W-1201 project had been killed and resurrected four times because different parts of the
organization had differing knowledge of its status at given points in time. Marketing saw the W-1201
product as a clear opportanity and product development thought it was technically feasible. But sales
questioned the product’s ability to compete in the marketplace, because manufacturing’s cost quotes
were 50 high. As discussions progressed on needed product modifications to reduce costs, marketing’s
ostimate of the potential market changed as did preduct development’s assessment of technical feasibil-
ity, Because szch function’s management judged the viability of the product independently, the status of
the project was never clear. At one point in time, salespeople were actually obtaining orders for samples
of the W-1201 without knowing that manufacturing and marketing had decided that the product was
utifeasible and had killed the idea.

In another case, severe conflict between marketing and plant persennel erupted over a potential
new coating Tor resistors. Marketing had determined that a new, uniform coating was needed for com-
petitive and efficiency reasons. They presented their views fo the divisions management and received
what they thought was a commitment to change resistor coatings. But the plants wers rehictant to con-
vert their operations, They questioned whether product development had proved that the new coating
would work and could be manufactured to meet product specifications at no additional cost. Morcover,
the plants completely distrusted marketing’s judgment of the need for this change. The marketing spe-
cialist in charge of the project would return from plant meetings angry and completely discouraged
about his ability to influence plant people to advance the project,

Product Development Mestings Two day-long meetings were held in Allentown, Pennsylvania,
once each accounting period (28 days) to discuss, coordinate, and make decisions about new products.
Separate meetings were held for capacitors and resistors. In all, approximately 20 people attended each
meeting, including the division manager, his immediate staff, plant managers, and a few other key people
in the other funciions,

A continual stream of people {lowed in and out of these meetings to obtain information from sub-
ordinates In their functional area, It was not uncommon for a plant manager fo leave the meeling to call
an engineer in his plant for details about a project’s status. At one meeting Ted Young, a marketing spe-
cialist, was repeatedly cited as the person who knew the most about the project under discussion, yet he
was not present. On other occasions marketing specizalists (who were located in Allentown) were called
in to share thelr information abowt a project, If necessary, plant people and product development people
were also sometimes brought to Allentown for the meeting.
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The meetings were chaired by Johnson, the market development manager, wha typically sat at the
head of the iable. Johnson published an agenda ahead of time and usually directed the discussion as it
moved from one project to another. For each project, progress was checked against goals agreed (o by
each function at the previous review. Each function described in some detsil what had been done in its
area o suppart the project (for example, what equipment changes had been made in a plant). If a fune-
tion had not met its goals, as was often the case, new deadiines were set. While problems encountered
were always described, the jssue of stippage in goals and the underlying raasons for it were rarely dis-
cussed. Differences in opinion usaally proved very hard 1o resolve, Often, these confiics were ended
ouly when people agreed 1o disagres snd moved on o the next item on the agenda, While tempers fared
occasionally, open hostility or aggression was rarely expressed in the meetings. Afterwvard, however,
people often met in pairs or small groups in the hallways, over coffes, or in other offices 1o continus the
debate.

In the pest, the division manager had not attended product development meetings. In 1992 mar
keting asked Rogers fo attend these meetings 0 help in moving decisions along. Rogers took a very
active part in the meetings; he usually sat across the table from Johnson. He often became involved in the
discussion of 2 new product, particularly its technical aspecis. Frequenty ke explained technical poinis
to others who did not understand them. His viewpoinils were clearly heard and felt by others, and peopie
thought that meetings had tmproved since he decided to sit in, Nevertheless, Johnson still dreaded the
product development meefings:

I never sleep well on the night before the meetings, | siart thinking about the various
projects and the prablems T have in getting everyone to agree and be commiited o a direc-
tion. We spend long hours in these meetings but people just don’t scem to stick Lo their com-
mitments to accomplish their objectives by a given date. Projects are slipping badly and we
just can’t seem fo get them moving. In my opinion, we also have some projects that should
be killed but we can’t seem to be able to do thae, cither. Franikdy, i T had it to do over again,
I would not take this job. After all, how much marketing am | really doing? | seern ta spend
most of my time in meetings getting others {o do things,

The Culioolk for 1002

Rogers knew that something needed to be done. As 1992 drew to 1 close, Rogers and his top man-
agement group were preparing for their secand GLF (Great Leap Forward) meeting. This meeting had
been instituted the year before as a forum for diseussing major problem areas and developing commit-
ment to division objoctives for the coming vear. Now it was time 16 look shead to 1993,
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General Electric: Major Appliance
Business Group (Abridged)

In December 1980, several key managers of General Electric’s {GE') dishwasher business (part of
GE’s Major Appliance Business Group, known as MABG) were exciied about the progress that had been
made on Project €, but concerned about the possible implications of some of the things they had learnad
over the past several months. In December 1979, following a full year of discussion, planning, anatys
and review, GE's board of directors had authorized an invasiment of 528 million in Project C. As stated
in the formal proposal o the beard, Project C had three primary objectives:

5,

a. Achieve worldwide dishwasher industry leadership in product quality and profitabiliry;
b. Achieve world class feadership is process quality, productivity, and quality of work Jife; and

¢. Achieve increzsed job security through high quality, low cost products that gain increased
market share.

The cxperiencs and discoveries of the past year had recently led to several heated discussions
amOong managels on the project team regarding key clements of the praject and possible modifications in
some of the details already approved by corporate management and the board. Those most dirsctly
ivolved in managing the project, delivering on ifs objectives, and rusning the eperations once the prod-
uct was introduced in mid-1983 felt that some of these modifications might be appropriate and in GE's
best interests. However, going back to senior management and the board for additional investment afer
approval had been received was highly unusual because it suggested inadequate up front planning and a
fack of discipline in delivering on commitments. Durix g 1980, a recession year with substantially lower
volumes and profits than planned, MABG had experienced site-wide layoffs in Louisville of 17%
{almost 2,000 emiplovees) during the first eleven months of the year.

Buring the week of Thanksgiving 1980, Tom Corcoran, program manager for Project €, had
organized a series of Project C tearm meetings to review progress-1o-clate, evaluate the potential modif-
cations that had been identified, and discuss how the team should proceed. One major outcome was iden-
tifteation of five possible project modifications thar warranted further analysis, fomr of which wounld
increase, and one of which would decrease, total capital spending on the project.

While any combination of these five modifications might be feasible, those involved in the discus-
sions tended to favor one of three combinations:

Copyright € 1992 by the President and Fellows of Harvard College. Harvard Business School case 693-067,
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1. Not to pursue any changes now, but to wait until Project C was completed in mid-1983 and
then, as part of a follow-on improvement effort, consider not only these modifications, but
also any other improvements that might subsequently be discoverad.

2. To go ahead now with some of the modifications, but to choose a combination that would
increase capital investment by no more than 52.8 million {10% of the original approved
amount), Although frowned upon, standard GE procedure allowed for investment overruns of
up to 18% without formal board approval.

[

To go back to the board of directors within the next month for a substantial additional capital
authorization sufficient to cover all of the modifications that the team concluded should be
integrated into Project C before its completion,

As program manager for Project C, Cercoran was anxious to have the team agree on the appropriate
action at this time so that they could concentrate all their energies on Project C and avoid unnecessary
delays or subsequent surprises.

MARG Background

Duzing the 1970s, GE's MABG was the leading U.S. manufacturer of major kitchen appliances,
meluding reftigerators, ranges, microwave ovens, and home laundry appliances, as well as dishwashers
and disposal units, MABG wes headguartered in Louisville, Kentucky, where it had primary manufac-
turing plants for each of its major appliance businesses, all located on a single site. MABG also operated
& plastics components plant in Frankfort, Kentucky, and a dishwasher assembly plant in Milwaukee,
Wisconsin, that produced GE’s Hotpoint brand dishwashers with porcetain-coated metal interiors. With
factory sales approaching $2 billion in 1979, MARBG contribuied approximately 10% of GE’s corporate
revenues and slightly more of its corporate earnings.

The MABG organization (see Exhibit 1) consisted of three major line functions: apphed research
and engineering, manufacturing, and marketing operations. A fourth division, product management,
comprised 4 general manager for each of MABG's major product lines—refrigerators, dishwashers,
ranges, and home laundry. MABG also maintained a group of staff support functions that reported
directly 1o the sentor vice president and group execntive responsible for MABG. Within each of the three
line functions there were four general managers, cach responsible for ong of the major product lines.
These general managers reported in 2 matrix structure both to their functional vice president and to their
respective general manager within the product management division, whe had overall responsibility for
his or her product line business results. The key players lnvolved in the dishwasher business were Roger
Schipke, general manager of dishwashers within the produst management division, Roger Sundermeyer,
head of dishwasher product improvement engineering in the applied research and engineering division,
Gary Jones, responsible for dishwasher marketing in marketing operations, and Ray Rissler, responsible
for dishwasher manufacturing in the manufacturing division,
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EXHIBIT 1

MABG line oparatfon (1980)
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The four major MABG produet lines were marketed under two brand names, General Electric and
Hotpaint, (Hotpoint had been acquired by GE in the 1920s). During the 1970s, the two brands had been
entirely infegrated. Hotpoint was viewed as the company’s “value” brand, while the GE brand served as
the “quality line” Although price points overlapped, the Hotpaint line was more strongly represenied at
tower and middle price sepments. Major feature Innovations typically were introduced in the GE line &
year ot two before being introduced in the Hotpoint line, In 1979, 72% of MABG dishwasher unil sales
were GE brand and 27% were Hotpoint (with 1% private label). Their combined sales made GE number
one in dishwasher market saleg.

The dishwasher marker consisted of several sepments. Alhough some models were wheel-
mounted portables designed to attach to kitchen teucets, the vast majority were designed to be built into
kitchen cabinetry. About half of ali built-in units were purchased by building centractors 1o be instalied
in newly constructed housing units. Contractors tended to be price-sensitive purchasers. The other half
of built-in dishwashers were bought by remodeling comtraciors or by consumers themsetves. In general,
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cotsumers tended to be more concerned abaut the long-term reliability, convenience, and cleaning pet-
formance of dishwashers than were contractors,

The MARBRG Dishwasher Business in the 1970s

By the early 1970s, MABG management viewed its dishwasher business as a problem despite
market shares exceeding 20+%, growing volumes, and generally strong financial performance overall
(see Exhibit 2). Although GE was producing refrigerators and ranges of premium gquality, management
believed, and swrvey research with consumers and dealers had confirmed, that its dishwashers were
viewed as merely adequate machines of mediam quality.

The majority of GE’s dishwashers incorporated a design that differed from most competitive mod-
els. Whereas most dishwasher tubs and deor liners were constructed of a porcelain coated steel compos-
ite, the majority of G’ tubs and door liners were built of steel coated with a faver of sofi vinvl known
as Plastisol. Plastisol, unitke ceramic, was susceptible to scrapes and scratches from dropped cutlery, and
surface lesions were aggravated by dishwasher detergents. Once scratched, the exposed steel tended fo
rust; rust was unsightly and shortened the lifs of the machine. Although porcelain coated tubs were not
immume from rust problems, thelr incidence of rust was much lower. Another problem with GE’s dish-
washers was excessive noise. Finally, GE dishwashers were criticized as heavy water users, which trans-
lated into excessive energy use,

GB’s dishwasher product managers had long been concerned about the quality of its products, and
MABGS applied research and engineering division had begun in the early 1960s to investigate whether
any of a number of new plastic compounds then being introduced could out-perform conventional liner
materials in the harsh dishwasher operating environment—in which jets of 140° water filled with abra-

EXHIBIT 2

MABG dishwasher performance data

1975 1876 1977 1678 1979
Markat share (§ basis) 24% 24% 25% 25% QG"D_A ------------ T
Sales (00s) §138,726 $168,190 $194,168 $220,407 §235,078
Price index 879 g92.2 95.8 100.0 103.5
Net Income (G00g) 82913 $3,700 $4,466 $6,171 $7 522
Return on sales 2.1% 2.2% 2.3% 2.8% 3.2%
Returs on investmeant 6.1% 7.9% B.0% 12.5% 15.9%

Note: 1874 was a recession year for majer appilances, with 1975-1978 strang racovery years for the economy,
Source: Company recards,
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sive detezgents were sprayed onto the liner for over 500 hours per year on average. Afier experimenting
with commercially available materials such as nylon and polyester, GE's sclentists invenied and patented &
glass-filled polypropylene composite material which performed well even under severe lesting conditions.

GE named this materia} PermaTuf®, and gradually began introducing it into dishwashers—first as
a detergent cap, then as the silverware basket, next as the pump housing. Each of these applications was
progressively more demanding, yet GIE expetienced no warranty claims related to the PermaTuf mate-
rial. By 1968 GE managers had developed enough confldence in the material to launch 2 development
program for a new dishwasher with a PermaTul th and doar liner, They saw in this program the poten-
tial to achieve what historically had been two mutually exclusive objectives in product design—-create a
lower-cost product with significantly improved performance. PermaTuf could not rust; would not dent;
and was highly fracture-resistant, In addition, tests revealed that the plastic tub reduced operating noise
by 15% relative to GE's Plastisol models. Costs would fall because GE s current tub was comprised of 13
parts, which needed to be individually machined, assembled, and then sealed. The PermaTuf tub would
be a single molded picce.

Because of its lower cost, GE's marketers initially saw PermaTuf as a vehicle for strengthening the
GE brand’s share of the low-priced, contracior-oriented end of the market, In 1971, §17 million had been
appropriated for this effort, Three years into the developmment, however, they decided io reverse this posi-
tioning decision. GE% market researchers had concluded that although PerimaTuf tubs in fact ow-
performed porcelain-siee! tubs on almost every dimension, plastic was still regarded by most consumers
as a “cheap” material, They worried that using PermaTuf initially in & contractor-orientad low-end modal
wouid reinforce that image, and compromise GF's ability subsequently to pitch the PermaTuf tub as
a premium feature to quality-conscious consumers at the high end of the market. Management there-
fore decided to deploy PermaTuf initially in a new high-end model (internally this was known a5 the
PermaTuf A producty; to follow that product two years later with a PermaTuf B model, positioned at the core
of GE’ line; and then to develop a truly low-cost version, the C model, targeted at the contractor end of
the market. To reinforce PermaTuf's quality image, management also decided to offer a 10-year war-
ranty against failure on the tub and door liner, sompared to the industry’s standard 5-year warranty,.

This mid-program repositioning forced GE's design team into an intenss 18 months of redesign,
and the A model was introduced as the General Electric GSD 1850 in October 1976-—over a year behind
the criginal schedute. In its rush to get the modal to market, management bypassed an in-home testing
phase which it customarily relied upon as a final test of design quality. Unformnately, after 28,000 models
had been sold, GE was fotced to withdraw the GSD 1050 from the market beeause of warranty claims
unrelated to the PermaTuf material.

Onee the source of the GSD 1050% problems was understood, management decided not o intro-
duce a redesigned A mode!, Rather, they shifiad the features and pricing of the B mode] somewhat up-
rmarket, and approved an additional $4 million for accelerated development and launch of that product.
Three versions of this product, GSD 1200, GSD 1000, and GSD 900, were introduced in 1978, Sales
were 30-40% below expectations, however, because neither GE salespeople nor dealers were eager 1o
push new models using the same tub and door materials as had been used in the tainted A madel.
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In 1979, despite problems with the A and B models, the performance of MABG's dishwasher busi-
ness was still good; strong sales of the five mid- to low-priced models in GE’s line had compensated for
the problems at the high end. It was in this environment that marketing decided it was time to redesign
the low-end products around a one-piece PermaTuf tub—to create Product C, Applied research and engi-
nearing had done preliminary work and felt prepared fo support such an effort; the manufactaring divi-
sion was ready to join the project as well.

Historically at MABG, funding of projects to redesign products was accompanied by additional
funding to purchase tooting and manufacturing equipment for the new product. About 75% of the total
appropriation for the A and B projects, for example, had been targeted toward manufacturing improve-
ments. In formulating their proposal to fund development of Product C, therefore, & team with represen-
tatives from research, engineering, manufacturing, and marketing praposed to senior GE management
an $1i8 million project—with $3 million targeted at product design and S$15 million toward process
improvement and new manufacturing equipment.

Atthe review for this proposal, the sector executive, Jack Welch, raised a number of critical questions.
He was concemned that MABG was simply “fxing” the dishwasher business as opposed fo malking it a world
class operation, second to none, Welch and others were especially concerned about two major shortcomings
in the original redesipn proposal. First was that the Louisville dishwasher plant had & poor reputation for
quality, productivity, and flexibility. Second was that because of the strong unien environment, GE tradi-
tienally had shied away from overinvesting in the dishwasher plant and the other factories located at the
Louisville appliance site. Welch challenged the dishwasher management team to rethink its proposal o re-
sult in a world class product design and 2 world class factory—particularly with regard to automation and
manufacturing competitiveness in quakity and cost, but also addressing the workforce issues. Welch wanted
a proposal to make the dishwasher facility a model for worker involvement and significanily improved
worker attitudes and value-added. Welch made it clear that he was willing to consider an expanded project
involving more capital if it would achieve world class status for GE's dishwasher efforts, be & model for
ihe rest of major appliance and other GE businesses to emulate, and provide a strong financial refurn to the
corporation and its stockholders. Thus it was back to the drawing boards for the dishwasher management.

Project G

In response to Welch’s challenge, & 13-member team was put together to architect and, once
approved, implement a major step change in the product, process, and workforce aspects of GE’s dish-
washer business, The team included representatives from MABG's marketing, manufacturing, applicd
research and engineering, and finance functions as well as from many of the key support staff involved
in the dishwasher business. Over the next several months, the team finalized a proposal calling for fun-
damental chasges in the GE dishwasher product line made in Louisville and a new state-of-the-art,
robot-equipped production process that would provide quality and productivity, with full participation
and contribution from all parts of the workforee in the plant. Particularly important were the significant
changes proposed in the manufacturing process.
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Manufacturing Changes

Under the direction of Homer Moeller, Louisville dishwasher plant manager, and his manufactur-
ing team, ideas were gathersd from throughout GF and across firms considered leading worldwide man-
uthcturers, The resuli was a proposal 1o totatly rede major sections of the Louisville dishwasher plant so
that they fully complemented and were integrated with the redesign of the product line to a PermaTuf tub
and doar. Automation was to be pussued aggressively—not just to reduce cost, bl also 10 improve qual-
ity—and the product design was to be modified in accordance with the capabilities and constraints of the
new process. In addition, more worker control and shorter factory throughput times were to be built into
the process, and product testing was to be integrated more completely within manufacturing rather than
being assigned fo an entirely separate quality conrrol organization.

in developing its part of the proposal, manufacturing adopred several principles it considered
appropriate for ackieving world class leadership in process quality, productivity, and guality of work life.
First was the principle of focusing the Lowisville dishwasher plant on the GE -brended PermaTuf ¢ prod-
uct fine. By 1983, lower volume products would be moved to the Milwaukee facility {with union agree-
ment) and a rational, integrated flew wouid be achieved in the Louisville plant layout. This principle also
had implications for the number of parts going into the products made in the plani, and & goal was set to
reduce them from 4,000 10 800,

Second, a cellular approach for cach of the major stages of production was 1o be adopted. While
cells were to be connected by conveyor lines with limited, closely controlled in-process inventories, a
cellular approach would allow warkers 1o be more of a team and would faciiiate automation, process
improvement, and testing of major subassernblies as well as of the final assembled dishwashers. A hand-
ful of primary cells were envisioned in the plant (see Exhibit 3).

Workiorce Changes

There were a number of significant workforce changes proposed as part of Praject C. While union
relations often had been sained at MABGS Louisville site, it was proposed on this project that
employee atritudes--concerning their work, their environment, and their contribution o the success of

gathering regarding present attitudes, followed by periodic updates, to objectively measure the progress
being made. As envisioned by the Project C management team, the union would be brought in early on
project discussions to get their agreement and support. This was especially critical because to move the
lew volume part of GE% product line from Lovisville to Milwaukee would require union agreement,
something the union would normally be reluctant 1o grant,

A second need for union buy-in was that with the narrower plant focus and the automation and
improved productivity of Project C, demand for hourly werkers at the Louisville dishwasher plast would
likely fall 15%-25% between 1979 and the first year of full production for the new produst line. It was
enticipated that increased market acceptance of the new prodict would add volurne that, over the subse-
quent two to four years, would offset thar decline; eventualty, therefore, total employment at the dish-
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EXHIBIT 3

wer plant floer space is approximately 4507 by 8007,

(1) Parts Cell: Parts wouid be fabricated for use in the inner docr ard t1b asssmbliss. Production in this depatment would lnvaive
increassd astomation and process control and significart set-Up racuctions 1o ensure miniMum work-in-process fvertorias,

(2) PermaTuf Tub and Door Liner Cell: Injection malding rachines for door kners, each controfled by a GE programmabie conirolier
would allow for closed-oop feedback on severa! process variables and would ensure not only consistent talerances but high
productivity and short oycla times i this celi,

13 ard &) Tub Subessembiy Ceit and Doar Subassembiy Cell: PermaTuf and metal components would be assembledin a largety
autcmatad fashion into subassemblies. Tubs and doors would ot he unloaded or loaded by hand. Management feit that variations
wers irtroduced and costs wers increased when product was manu andled. The plan called for a “make cne—use one”
ohilosophy for some paris, raquidng $hat the paris machine be piaced next to the subassembly worksiation.

18} Final Assembly Ceit: Tub and door sUbassermbiiss would be joined with purchased parts that would ba recefved just-In-tima from
& handful of cutsids suppliers, Operators woud puil 2 unit off the maving cenvayor line into thelr work spags. Upon satisfactory
completion of their tasks, they wolld returm the unit to ths racvirg convayor line. This mada workers Girectly responsible for the
guzlily of their work,

(6] Fina! Test Ceii: The test cel would conduct a rigorous 100% pericrmance test of pach unit. Repairs would ba made immediately
and repalr information wouid be astomatically sent back fc the sppropriate work station to ansure corractive action on a real-time
basis.

(7} Packaging and Shiprment Cell

(8] Compuier Controf Centar: Pershad 12416 above the factory floor, the center would manior all manufaciurng processes and
work-in-precess as well provids real-time managament reports and visual manitoring of operations.

While each cefl would De responsible for &l of the activiies performed within it and would have the necessary process cordrels
and irformiation to carry out 45 assignment, bwo faatures propased as part of Project G linked tha entirs plant and integrated ts
cperations. First was the p al Gonveyor systsm that conneclad every uostraam work area to those downstress that depended
on its cutput. Because thers were a fine numier of carrier postions on these conveyors, the conveyor sysiem's design and fayout
established specific imits on the ameunt of in-process i ory. Second, a Kanban (card} system would be used to connact down-
stream dapartment reeds to upsireant supply areas. Following e nies of JIT, 2 imited number of Kanbans would be in the systarn
& any ghven mament and Upstieam deparmenis could iitiate production only when downstregm deparimanis issued those Kanbans.
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washer plant would be as high as or possibly higher than it was in early 1979, Making sure the union
understood and agreed to this pattern of workforce fuctuations was crucial to the project’s success.
(Management wanted to avoid any possible strike situation during new product rollout caused by unjon
surprise or disagreement ever statfing levels.)

Third, and perhaps even more important in the people dimension being proposed for Project C,
was the shift from workers as interchangeable cogs in the production process to workers as a source of
substantial value-added. This required a systeimatic ermployee involvement and training effort of the over
1,000 hourly workers anticipated as being on the dishwasher plant payrell in late 1983, That workforce
would need to be transitioned from a point of awareness of Project C and its chjectives to acceptance,
invelvement, commitment, and then ownership for its results. The goal of Project C's managemenl team
was 10 make the workers an integral part of the dishwasher business® success.

Product Development Ghanges

Finally, the applied research and engineering division managers involved i the dishwasher busi-
ness were asked to do a major rethink of their proposed product design effort. While they were already
committed o the idea of PermaTuf tubs and door liners throughout the GE brand dishwasher product
line, their thinking would need to undergo some revisions to incorporate additionat manufaciurability,
product line and plant focus, and reduced part counts inte their product design efforis, FEngineering and
design needed to focus increased attention on einbedding in their designs higher quatity and lower cost
of ownership (determined by original purchase cost as well as warranty and service costs)

Project C Approval

By late 1979, the Project £ management team—with Corcoran’s coordination and facilitation—
had prepared & detailed development plan for produet, manufacturing process, and people. It consisted
ol several key elemenis and was expected to provide significantly improved results along three dimen-
sions: quality, productivity, and fimeliness (see Exhibit 4), Perhaps even more important (given the way
project approval and capital investment authorization worked ar GE), it would provide significant
improvement in market share, product positioning in the market place, and dishwasher business uait
financial performance,

Ag proposed to the board of directors in December 1979, Project C called for fundamental changes
to the GE build-in dishwasher line, a state-of-the-art roboi-equipped production process. and a signifi-
cantly improved working relationship with the Loutsville plant workforce. As summarized in the author-
{zation request, the plan was o use a PermaTuf-based design for GE brand dishwashers, with the
following objectives:

1. To replace Plastisol tubs and doors with PermaTuf wbs and doars thraughout the GE line, and
1o offer thereby 2 more durable product that wonld increase the actual and perceived quality of
GE brand dishwashers.
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EXHIBIT 4

Key elements of Projsct £

Product

Manufacturing process

Peopie

Higher guality, lower cost product
PermaTuf® as tub/doar material
Simpler product line

{fewsr products and paris)
Product and process design
infegrated

Rationalized, conveyor linked plant fiow
JIT principlas

Tighter tolerances
ffor GE and suppliers)

Minimum fnveniory
Less material handing
Automation

Rigorous fina product test

Frojected areas of resuils

Union invoivement
Reiraining for new process and TCH

Cross-functional Project
managemeant team

Facus on business goals,
net functional or unian goals

Cruslity Broductivity Timeliness
Extended warranty Less indirect labor Less WP
Fewer defects Less diract labor Faster throtighput

Fewer finat test failures

Lower service call/
complain rates

Added volume
Incraased inventary turns

Inersased up times for equipmeant

Make ore—1)se ona

Fagter future new product deveiop-
ment because of known process

2. To implement a quality improvement progeam in concert with product line and manufacturing
process changes, Improved quality wouid be derived primarily from gaing in process
uniformity obtained through automatios, closer tolerances on both externally supplied and
internally fabricated/assembled work, and enhanced concern for quality among management

and workers.

¥

3. To achieve sipnificant cost reductions in three areas;

a. Product costs—including materials, iabor, scrap and rework-—-and more efficient use of
invested capital {equipment and inventory). [Per unit savings over the existing Plastisol

design = $8,52.]

b. Gutbound transpertation costs due to finisked units weighing 12 pounds less than the
current Plastisol models. [Per unit savings over the Plastiso] design = $0.91 Ny

¢. Service call costs dus 10 lower service call rates during the first 90 days of ownership {since
atl units will have been thoroughly tested prior to shipment) and lower payments on
warranty claims. {Per unit savings over the Plastisol design = $2.00.]
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These reductions, totaling $11.43, would be offsel in part by the additional cost of providing a 10-year
tub and door liner warranty on all PermaTuf models, leaving $9.43 in nei savings per unii,

Under the proposal, production of lower-volume products—the Permaluf B models and the
pertable dishwasher line—would be tansferred fo Milwaukee in 1982, Froducing these models in Mil-
wankee would add an average of $7 cost per unit, but this was deemed worthwhile to sharpen the focus
of the Louisville plant, The PermaTul € models would be introduced in phases in Louisville in 1983, By
1985, the PermaTuf B models would be converted to the new desi gn.

The required investment to implement Project C was estimated at §28 million, of which $1.9 mil-
lion already had been spent on: the development of prototype models and experimentation with advanced
assembly techniques. Of the §28 million total, $5 million would be for product development, $4 million
for process development, 53 miltion for relocating some existing products to the Milwankee plant, §14.3
miflion for equipment, and $1.5 million for & minimum of two weeks of quality and job related training
for each howrly employes, The Project management team believed that the change to the full PermaTuf
C product line would result in incremental retail market share for GE from 1983 on, because it would
offer a better product {see Exhibit § for proposed adverifsing copy and a product phota). The team pro-
Jected a 1983 net increase in retail market share of 0.4%, rising to 2.0% by 1989, Because of the capac-
ity limits of the propesed facility, projected at 1.02 mitlion units in 19835, the incremental market share
would be capped at 1.2% in 1986,

EXHIEIT 5

Froduct mock-up for potential PermaTuf advertising copy
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In forecasting industry sales, the team assurned incremental household penetration resulting ln a
5% average annual unit growth from a normal vear in the mid-1970s onward, The U.S, dishwasher mar-
ket size was therefore projected to be 4.7 million units in 1986, The incrementa! coniribution from the
additional retail market share was calculated at $23.5 mitkion through 1989, as indicated in Exhibit 6.

According to the teams’ most likely scenario, the project promised product cost savings of 573
million by 1989, These figures were based on a detailed analysis of projected product costs savings
(Exhulbit 7) and a thorough analysis of income and cash flow projections (see Exhibit 8).

Iz order to be as thorough yet candid as possible, the Project C managenient team also had shared
with senior management the areas in which it had concern. These Included the following:

1. The challenge of convincing consumers thal PermaTuf was a better material than porcelain
coated tubs and doors, and thus that the entire product line was not only different then that of
competitors, but higher quality.

2. By staking the entire GE brand line of dishwashers on PermaTuf, their reputation might be put
at risk by a low-end competitor who might source offshore cheap plastic tubs and doors that
would crack and leal in use.

3. Significant increases in petrolewn prices of 100% above levels in 1979 would add $3 per unit
to the projected PermaTuf costs.

4. Investing $28 million in incremental funds for a modern, computer-run plant at Louisville
would give the labor union even more clout and leverage over the entire site.

EXHIBIT 6

Projected market share impast—Project G

Relevant Retail  Incremental  Incremental  Average GE Unit Contribution  Incrementat
Market Bize Fefail GE kit Margin Including Project & Gontribution
Year  in Units (000Y Market Share  Volume (000}  Manufacturing Cost Savings (5000}

1883 1,525 0.40% 6.1 $1;5.?’3 $ 706
1984 1,850 0.80% 13.2 131.82 1,740
1985 1,810 1.10% 10.8 145.54 2,808
1586 2,000 1.20% 24 161.37 3,873
1987 2,000 1.20% 24 178.37 4,281
1588 2,000 1.20% 24 198.01 4,752
1888 2,000 1.20% 24 219,16 _ 5280
Tota $23,508
“Oniy includes volume from segmants served by PermaTui C. (For exemple, does not inciude pariablas and certain other segments.)

Source: Compeny raceas.
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EXEIBIT ¥
Projected project cost savings—Prolect G
1482 1883 1684 1885 1988 1967 1888 1988 Fotal
Walsrns (G008}
Plastisol to Perratuf C — 320 690 781 866 [3) B6E 846 5,218
PermaTtui B to ParmaTuf C — — e 60 173 173 Y3 173 iz
Portables to Milwaukes B 50 50 50 50 30 53 &6 450
Cost improveinent per Unit Permatuf © vs, Plastisol
Iaterlal, Serap, and Rework - $3.22 85.53 $6.08 $5.57 §7.10 §r.66 58.28
Labor, Other — 3.30 3.58 3.84 4.158 448 4.84 5.23
Cutbound Transportation® — 2.81 G.98 1.08 114 1.23 1,33 1.44
10-Year Tuk aad Door —_ (2.00) {2.00) 2.60) (2.00) 2.00 2.00) (2.00)
Warranty™
Setvice Call FAeduction, — 2.00 218 233 2,52 2.72 282 317
Concessions
Total e 9.43 1033 L3 i2.38 1353 1478 1612
Cost lrprovement per Unit: PermaTut C vs, PermaTuf B
Material, Scrap, and Rewvari - - - §5.30 35,73 $6.19 56.68 §7z2
Labor — — — 2.5% 2.7 293 318 342
Cuarhead/Other — — — 1.37 1,42 1.53 1.85 178
Outbound Transportation” = — = 2.64 _2.88 _308 3.33 _3.80
Total — R — 11.78 1272 13.73 14.82 18.02
Fortable Cost Panalty (B7.00)  (8Y.00) (V000 (37.00) (37000 {00 (V000 (ST.00)
Bavings (000s)
Material, Scrap, end Rework - 371,568 §3,885 $5,051 $8.681 $7.219 $7,789 $8.420 S40.671
Labor, Other — 990 2,488 3,123 4,063 4,387 4,736 5121 324,878
Overhead/Other — - e 105 248 265 285 ace £1,209
Outbound Transportation — 273 avs 1,018 1,482 1,598 1,728 1.87C 58,645
Warranty — {600y (13800 (8RR 11,732 (1,73% (737 {,783)  ($10.420)
Service Call Reduction, e 800 1,480 1,773 2,182 2,356 2,537 2,745 §13,683
Concessions
Fortable Cost Penalty S350 _4380) (358G _ 350y (350) {3501 (356} (330)  ($2,800)
Total {$350) $2.479 6,777 §0,198 312,872  $13,743  $14.805  §15.382 §75,786

Noter A fastor of B%/ysar has bean used o esoalate product cost savingsiuni,

*Permaluf C weighs 8 Ibs. lass than Plastisol urit and 26 acunds lgss thar Permalut B,

“Represents sama accrual now in efiect on ali PermaTis! B dishwashers.

Soures: Carmpeany raccrds.
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EXHIBIT 8

Projected income and cash fiow—Praject © ($000s)

tncremeittal
Net Income 1979 1880 1981 1982 1083 1884 1885 1888 1987 1988 488 Total
tarket Shars Impac: — — —_ — 708 1,740 2,586 3873 4,28 4,752 5280 23508
{Exhiait B}
Preduct Cest Savings — — — {350 2479 8,777 9,198 12,872 13,743 14885 15382 75,796
{Frsinit 7)
implamentatfon Costs
?uesimeni Realed -5 i252) 324 @41z (1269 {701} 138} — — — — (B8
Exparse
Depreciation — {1j 12 B39 (207 @218% 028 (LB00 (nTEDy [LvTE)
Stact-up — — 5 k] (330} — — — — —

arance Savings e - i — &
Total 21 1233 (33 Has) 2001 N7 (25149
IncomiedLoss) Before Tax 121} (733; 1338; 8,771 10,083 4,456 16,274 8047 18,816 77191
Fedaral Tax 1462 107 155 2,855 4538 B.EBE (7488 (3288 9181 (35.508)
Invastmert Credd {10%) e 35 1472 0 ¢ 0 220
Nat income/iLosg] (H526} HUESD  iS1148) $7.628  G8.7AS  §972%  $10,755 S43805
Cash Flow-Current Year
Net Incorme/fose) 310 (§128; (3165 (31,144} ($122) 52837 S5445  B7E28 58783 $O720  S10.755 343803
Depreciation — 1 2 833 2071 2583 2022 1,699 1800 1.780 1,776 14,473
Capitalized |nvestmam (30 14 {163 (#9718 ] 1354 — — = (22,204)
Irvestory Raductions —_— — — — &0 an 50 a0 E0 50 1,200
\Warranty Haserve — — — — iTE 535 T35 594 BEG 430 G887
Deferred Taxes on e e e 79 _{z48} 1335 319} 280 18 _{n.78e
Reserve
Total =it} (5128 (5328) {320.024) 53152 557E5  BS0UEY $1027%  $E1013 $11.863  $12.813  $30.477
Cumulative Cash Flow {320 {5148} (54750 (320,499) 1520347 (3145520 (56,485 33Y6%  RiLB0Z  B26EGT AR dTT

Sourea: Jompany records,

5. The success of the overall program clearly hinged on getiing union and workers to become

flally committed and take ownership for product cost and guality in the dishwasher plant.

6. Some MABG managers belleved that the dishwasher market was twoo small and its growth
prospects too poor to justify a 528 million investrment. They argued that GE would be better
off spending these financial and managerial resources on something like MABGs Louisville
refrigerator factory because it produced several times the amount of annual sales revenues and
profits. This was generally countered by dishwasher managers arguing that the $28 million
would give such a boost to the dishwasher business that no additional investment—other than

possibly added capacity in the second half of the 1980s—would be required for the dish-

washer business for another decade,
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Following & thorough and active discussion of the Project C propasal, its purposes, and anticipated
results and risks, both senior management and the board of directors gave their suthorization in Decers-
ber 1979, By late 1980, substantial headway had been made in implementing the product design portion,
laying the groundwork for the union and workforce involvement portion, and preparing process plans
and getting ready to let contracts for capital equipment and facilities engineering at the Louisville dish-
washer plant,

Fossible Preject © Modifications {November-Dacember 1980)

Over the prior several months, the Project C management team had identified a handful of major
maodifications to the original proposal and now found themselves siruggling with how o proceed,
Debate had been heased and emotions were rising over the need 1o resolve the team' position on these
issues. As program manager, Corcoran had tried to pull together the pros and cons that had been voiced
regarding each of five modifications. In early December 1939, ke summarized these as follows:

1. Improving the quality of the factory environmen:. This modification entaifed additional capital
spending of $1.5 million to install a hot food kitchen, renovate rest rooms, and add a multi-
purpose employee room in the dishwasher plant, There was strong support among the Projec
C team memhers, workers, the union, and others in the dishwasher business regarding the
attractiveness of this investment: it was a positive response te employes suggestions, provided
a quality enviromnent consistent with the product and process quality efforts of Project C, and
aligned management’s actions with tis rhetoric. The disadvantage was that other plants at the
Louisvilke site would undoubtedly find themselves pressed by the union for similer facilities.
Because those other plants represented 90% of the site’s hourly workforee, such improvements
might add substantially to MABG? fixed investment in Louisville.

[

Skills training in technical problem solving. This training would be for the top 20% of the
howly workforee and would cost $1.5 million to deliver, Its focus would be on teaching
empioyees how to identify, solve, and eliminate technical problems so that during plant start-up
and subsequently, these workers might become significant contributers to ongoing improvement
efforts, This proposal had received mixed support, with dishwasher plant management, some
union leaders, and sorme of the best workers very much in favor. The plant people saw it as
insurance for a smoother product ramp-up in 1983 and bavond. The union supperted the
proposal in part because they anticipated negetiating as part of their labor contract a new,
higher classification of job category with higher pay of 50.25 to $0.50 per heur for the roughly
200 employees receiving such training. Dishwasher plant management did not object to such
an additional labor cost; they thought it would reduce “bumping™ since when other MARG
Lowssville plants changed workforee levels, the affected people could bid only for iobs in their
same or a lower job category.

Three groups of people were opposed 1o this modification. First, support staff {mainte-
natce, process engineering, materials plansing, and quality control) within the dishwasher
organization considered such training 7 vote of no confidence in their ability fo stari the plant
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up smeothly on PermaTuf C. They were joined, at least informally, by a majerity of the
workforce, who viewed such tasks as management’s, not hourly’s, responsibility. Finally,
managers in the other GE planis on the Louisville site were very much opposed because it
added a higher paid job category (that they would be pressured to add}, and it hampered their
ability to keep their best hourly workers from migrating to the dishwasher plant over time.

. Revisions in GE's managemeni informaiion and support systems. This modification con-

temptated changes in existing GE systems for plant accounting, materials tracking, and
quality reporiing. It would ensure that the activities of Project C would be complemented,
reinforced, and facilitated bv GE's information suppart systems. While this would require a
capital investiment of $2.8 million and additienal tiime commitments on the part of the Project
C management team (since they would be architecting some of the system changes), it would
ensure that such systems did not become road blocks that would slew subsequent factory
improvements. By incorporating svstem changes during Project C, identified by those mana-
gers most knowledgeable about the project’s goals, it would set the stage for subsequent, more
extensive overhauls of these systemns so they would become promoters of behaviors consistent
with Project C.

While the hine managers viewed this as a critical long-term issue and feared that nothing
would happen unless it were made an iategral part of Project C, there was only weak support
for adding it now: it was not essential to the success of Project C, because the team was not
required o use GE's existing management systems during the implementation phase anyway,
and it simply added to the complexity and work oad of the tearm’s asaignment.

Adding a value engineering development cycle. This modification would entail adding one

more prototype cycle {iteration) to the product and process development effort before final
market roll-out of the PermaTuf C product line. The additional iteration would allow for
further refinements, debugging, and integration of both the product and process designs,
Direct costs of this value engineering cycle would be $1.2 million and the proposal would
likely add 3 1o 4 months to the profect, delaying the introduction of the PermaTuf C line by
{hat amount of time. The plant people were all in favor of this modification. They falt that the
resulting product cost savings might be as much as St per unit and that the resuliing quality
improvements might provide additional market share gains of up to 0.5%, Over the prior
several months, the operations people had discovered that they still had much to learn about
“carly manufacturing involvement” and effectively inteprating product and process develop-
ment. In addition, MABGs advanced development group favored the delay. They had come up
with a number of ideas for improved features and performance which they felt they could
incorporate inte the line if given one more engineering cycle.

Marketing opposed the defay; they did not want to risk being late to market with the new
product. Finance was certain that the opportunify cost associated with any delay would wipe
out any potential cost savings, Furthermore, both groups felt that if a sufficient number of
Improvement ideas were identified, a small improvement project could be undertaken in the
1984-1985 time period and achieve the same cost benefits (albeit requiring somewhat more
resources}, bur without the penalty of a delayed market roll-out. They agreed that allowing the
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time line to slip, even for # good cause. would make Project C loak Iike many past GE
prejects that had missed their target completion dates.

3. Drop (posipone) consiryetion of the integrated computer contiol room. This modificazion
would save §1.6 million of unspent, but approved, capital that could then be applied to other
praposed medifications. Operations management had suggested this medification because
they were increasingly skeptical of the control room’s value and favored giving added
responsibiiity and contrel to those on the shop floor rather than to a centralized stafl group,
They argued that even if a computer conirol room proved attractive later on, it would be hetter
to add it then, when the specific requirements were better known, rather than trying le predict
and build the “ideal control system™ based on little or no experience. The negatives of
postponing this part of the project, or dropping it completely, were that senior management
and the marketing group already had publicized the control room as an mtegral part of GE
dishwasher's “world class effort” In addition, the union elready had accepted the concept
following lengthy discussions, and the MIS and financial controtler staffs saw it as the bast
way 1o ensure close coerdination and control of the antomated dishwasher plant.

As Corcoran saw it, the task now was to decide which, if any, of these modifications to incorporate
into Project C. If those to be incorporated required mote than 10% net additional investment {$2.8 mii-
lion), the team would need to return 1o senior management and the board of directors for formal
approval. While nobody liked the prospect, having spent & year trying to “do the right thing” and 1o
respond consistently to Welch’s injunction of “do it right the first fime.” Carcoran and the team waniad
to make sure that the project and jts outcomes were not compromised by their failure w act appropriately.
To keep things on track, these issues needed to be resalved once and for all by the middle of the month
so that resources and energies could be focused on successful pursuit of Project C.
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General Motors: Packard Fleciric Division

David Schramm, the chief engineer for Cable and Compenent Design (CCT), glanced at the RIM
gromumet in his hand and considered the risks and benefits {sce the Appendix for a glossary of terms),
Packard Flectric had developed the RIM (Reaction Injection Molded) grommet as a new technology for
passing the wires from the engine compartment through the fire wall to the passenger compartment of
passenger automobiles.

The Product, Process, and Reliability (PPR) commitiee, which had the final responsibility for the
new product development process, had asked Schramun for his analysis and recommendation as to
whether Packard Electric should commit to the RIM grommet for a 1992 model year car, It was already
March 1, 1990 and, because of the fead time on the equipment and tooling, the decision had 10 be made
within the week (see Fxhibit 1 for the project schedule). While many of the product development people
were very excited by the RIM grommet’s possibilities, many of the manufacturing people were dead set
against it

Packard Electric Background

The Packard brothers founded the Packard Company in the late 19th century fo produce carbon fil-
ament lamps and transformers. In 1899, the company moved into the fledgling automaebile industry and
began to produce avtomobiles, Eventually the automobile business was sold, but Packard continued to
be a supplier of ignition systems. General Motors bought the Packard Company in 1932, and it became
the Packard Flectric Division of GM.

The management of the Packard Flectric division had remained fairly autonomous through the
years. [n the first 90 years of 1ts existence, Packard had only seven general managers. Although the ma-
Jority of its sales were to GM divisions, it did recetve significant business from other automobile
companies.

Buring the 1980s, GM experienced significant competiion—particularly from Japancse imports,
GM’s share of the U.S. market had dropped from 45% in 1980 to about 34% in 1985, Despite its parent
company’s problems, Packard Eleciric’s revenues and profitability grew steadily in the 1980s at a rate of
§-9% per year. This growth was attributed to twe factors: increasing sales to other automobile manufag-
turers, and the growing electronic content of automobiles. By 1989, Packard had over $2 biltion in sales,
of which 25% was to non-GM customers.

This case was prepared by Geoffrey K. Gill (under the direction of Professar Steven C. Wheelwright).
Copyright € 1990 by the President and Fellows of Harvard College. Harvard Business Schiool case 601-030.
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EXHIBIT 1

RiM project schedule (3/1/80)°

2 ‘:98?‘ 1801
D MName Guration |03 Q4501 |02 33 as o1i02i03 | ae a1
1 Rl ieasibity identified g I T e
2 Hagin experinentation R i A R T
3 Investigate materials
4 Assemilz sampies Rt ]
;5 Show mock-uo to customer jited 3 L4
» G Component deve!op.;;m 2500 ”
{7 Gontinue matarial developrient 1804
& Periorm cyale testing B0
+ 9 Find toeling vendor 220¢
10 Choase ma: ) o6
w{i Order ard received materiais 30z
12 Status rmesting with customar i
13 Manuisciuring devalopment a G400
14 Mg engingsring Gebing effert ¢
1% Find molding mackine Za0g
16 Order and received equipmeant e
7 Cplain EPA permits 703
18 Perform tesis offsite GCE B
18 Instali + test equipment and
‘2[3 De;'a‘op ma Is handlirg profecol 1508
(21 Gair axperine w/AIM equipr;ent 150g
2% Estabiish harress repair proceedures 3500
»23 Systern develcpment 3252
54 Buid grommgts into harmesseg 20
25 Corduot B and 5 test 200
26 Prowtypes: bulld + send 0 customer
L 27 Redesion - test
28 Proiotypes: build + send to cusiomer
29 Fedesign + test
30 Prepare assemoly [nie
{81 Transfer equiomant to plant
82 Piot rur buitd + send 1 customer 254
33 Fedesign + test 42d
34 Establish quality tests G
35 Begin product launch -
36 Bu ‘d+sené preduction parts to custemer 132d
_3‘? Achieve ful-scale commersal pradustion Gd
55»-;“!0\% quality/yield &1d
Project Rlid Grommet Criticat Frograss SRR SUmmary Besmemmm gy

Date: 31780

“Early in 1988 tha RIM grommat tecarna an officiel proje

Noncritical £ T Misstorne & Retied Up &

geted at z spscific customer,
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Fackard Electric's Produots

Packard Clectric executives referred to Packard Elestric’s business as “power and signal distribu-
tion.” Packard Electric sold all the electrical cabling and conrectors required to interconnect the electri-
cal devices in a vehicle (see Exhibit 2). The business was divided into two aTeas---COMPenents and
assemblies. The componests side invelved the individual pieces that made up an automobile’s electrical
system, Components included cables, connectors, and conduits {sheaths for holding several cables
together neatly}. Packard Electiic sold to the auto companies and GM divisions (such as Deleo Electronics
and Harrison Radlators) that integrated Packard Electric components nio subsvsiems for astomotive
assembly plants, as well as 1o dealers in spare parts,

The assembly products were complete hamesses or subsysterns that could be installed divsctly into
an autemebile. Typically, Packard Electric would sell the complate wiring svsiem (calied a harness ) for
an autemobile which would then be instailed by the ¢ momobl.e manufactyrer on its final assembly line,
Harnesses varied widely in complexity depending on the requivements of the aulomobile; a complex har-
ness might have many hundred components and nearly g mile of wir ing.

The design of harnesses was complicated by the fact that the engineers had to make sure that the

g P 3 £
harness could be installed in the assembly line as 2 single unit. Hamesses tnically contained bundles of
up to 150 wires. These bundles were very stiff and so the engineers had fo determine a routing path that

not only fit the car’s design but also could be packaged neatly for shipment and instatlation.

The harness installation process was complicated because the cabling spanned the entire length
and breadth of the car and connections had to be made ar every step of the awomobiles assembly
process. This installation process consumed from 60 to 99 minwtes of the 20 to 30 hours re equired 1o
complete the final assembly of a typical automobife. As one Packard Electric engineer noted:

The wiring people get to know everyone in an antomotive company, from design
through manufacturing. They get involved at every step of the process and must work out
thonsands of Liftle details. The easiest thing you can change in a car is the wiring, so if there
are any production problems, the wiring is the first thing o be changed. What's more, cus-
temers don't notice wiring unless there is a problem, and then it’s o disaster. Most companies
hate wiring because of all the details and the fact that you never et any positive feedback,
hut at Packard Electric this is what we do and we love it,

Because of the relative ease with which an autormotive designer could change a harness, engineering
change orders (ECOs) were a major effort st Packard Electric, A hamess for even a matire car had an average
of two majer ECOs, as well as dozens of minor ones, each vear, These ECOs ate up a wemendous amount
of engineering time; Packard Electric estimated that approximately 50% of the time of its 500 enginzers
was spent on I<COs. The part proliferation caused by these constant changes was dramatic {see Exhibit 3),
Because Packard Electric had to be able to fabricate spare parts for any component it had produced,
drawings and tooling on over 45,00C parts needed to be maintained. While Schramm had never been able
1o get any good data on the cost of maintaining these parts, he felt sure that it was significant,
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EXHIBIT 2

Automobile power and signal distribution syslam

Today's Automotive q
Electrical/Electronic Systems 3
This car graphically iustrates how Packard Electrie
cabie, plastc, meisl, and rubber parts ara assermbied

to form & complste eleciricalislecironic wirng
systam i teday's avtomobila.

Grommet
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EXHIBIT 3

Statistics on part {SKU) proliferation and resouross devotad to ECOs

Statistics on Stock Keeping Units (SKus) Application Enginsesing  Components Enginearing
Number of Active SKUs 2,800 45,000
Mumber of 8KUs Added Annially 1,200 2,400
Nurrber of SKUs Delsiad Anpiualy 1,100 300
Life span of a Typical SKU 2 years 10 yaars
Statistics on Engineering Bffort
Percent of Resources Beveloplng MNew SKUs 40% 655
Pertent of Resources on Englneering Change Orders B0% 35%

*For Apglication Engineering, & SKU wzs 2n assemoled Narress ready for instaliation. For Components Enginaering, a SKU was an individual
somsonant.

Reducing the cost of the ECOs and part number maintenance were major goals at Packard Elec-
tric, In recent years, Packard Electric had become better at forciag change to acour eartier in the initiaf
design process and reducing the subsequent changes per part. The total nwnber of BCOs had remained
fairly constant, however, because the complexity of the harnesses (as measured by total length of cable
and the number of conneclors) was increasing by 6-8% per vear in concert with the Increasing electrical
content of automobiles,

Mew Product Development Organization

Three functional gronps were invalved in new product development: Product Engineering, Manu-
Jacturing Engineering, and Reliabilitv (see Exhibit 41 Product engineering did the product design and
enginsering; manufacturing engineering was responsible for developing the procasses for manufacturing
the components, cables, and harnesses, Rehiability’s mission was to oversee Packard Flactric’s commit-
ment to quality and excellence in all phases of its business. Coaperative Involvement Engingering (CIT)
reported to the director of reliability and was designed to provide a divect avenue for customer feedback
into manufacturing eperations, engineering, and Packard Glectric upper management. Hs role was hat of
a customer advocate and if examinad any Packard Electric decision invelving a customer,

Manufacturing Engineering was divided into several subgroups. Of these, the Manufactuing
Process Lngineering and Industrial Engineering deparfments were particulasly important curing the
product development process. Manufacivring Process Engineering made a first pass at developing a
manufacturing process to achieve a repeatable process, and then followed up with refinentents and doc-
umentation. Industrial Engineering had responsibility for training he operators, fitting the process inte
the plant as a whole, and coerdinating the ramp-up of the process,
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EXHIBIT 4

Partial Backard Eleciric product development organization

Packard
i executive |

| committes i
L o
[ o "y . o -
i Product Manufacturing engineering | A
i : | ahilt |
engineering : A. P, Andraatia ‘ W th\f’\?e[hrier ‘
D. R, Heilman | -
Cabie and componant : Walntenance L Cooperative !
—i design and {raining ; invaivernent :
D. Schramm® | J. Ferguson engineering
I JE— . L M. L. Soufes®
Product | Industiai
= gssurance = enginearing
W, Proctar I R. Dettinger”
Advanced engineering %Maraufac‘zuring process
- J. Olirs _lenginesring lassembly}
[ D-Andersn’
Application enginesring !Manufacturiﬂg processi
ter) C. Rausch* L engineering {compaonenth
R. Huibregtse” J
1_ Future vehicles i Manufacturing

| RSzmy | L deveioprnemJ’

J. Silr §

"Signifies member of the Producy, Process, and Reliabiity (PPR] committes.

Four departments comprised the product engineering function. Cable and Component Design
(CCDY, as it name suggested, was responsible for the desipn of components {¢.g., connectors and pass-
through grommets) and cables, The design of cabling included determining the wire gauge required for
the application, the number of wire strands to be wound together to make up the cable, and the type of
insulation to be used, Application Engineering did the design of the hamesses asa whole—determining
the number and length of cables, and the type of copnectors and other components. Often Application
Engineering would need a component that did not exist, which would have to be designed by CCD. The
Jong term product development effort was done by the Advanced Engineering group, Finally, Product
Assurance was responsidie for making swre that all product designs met Packard Plectric’s quality
standards,
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Both CCD and Application Engineering had a “resident engineer progeam.” Resident engineers
were Packard Electric engineers who were assigned to one customer and who resided at the customer’s
plant or design center. Resident engineers from CCD interfaced primarily with the design group at the
car company’s internal or external electrical systems suppliers, while resident application engineers
worked with the design group at the car company, The purpose of resident engineers was to help inte-
grate Packard Electric’s designs with customer needs. By taking responsibility for more and more of the
electrical system design fask, Packard Electric relieved the customer of the cost of doing the design and
enabled Packard Electric to become more fully integrated into the design process.

The resident engincer program had been very successful, growing to almost 1060 engineers. Cus-
fomers were eager to reduce their engineering overhead. Some had been skeptical at the beginning,
believing that resident enginsers would make decisions based on what was good for Packard Electric
rather than the custemer. However, from the cutset, Packard Electric had stressed that resident engi-
neers” responsibility was to do what was right for the customer. Packard Eleciric benefited also because
resident engineers were expected to make sure that Packard Eleetric knew exactly what the customer
needed so that Packard Electric could provide the best soluion.

The resident engineer program £t a trend whereby automotive assembly plant customers were
transferring more and more of the design task to Packard Electric, Carl Rausch, the head of Application
Engineering, described the frend:

One way to think about it is to divide the types of customer design specifications vou
might get inio three levels, Level 1 is a broad functional specification where the customer tells
youwhat he or she wants to do, but you design the whole power and signal distribution system.
Level 2 is a system specification, where the customer has done a system-wide design but left
the choice of components to you. Level 3 is a detailed specification where all that is 16t to do is
manufacture the components to spec and assemble them into the preduct. We wsed to get mainly
level 3 designs from our customers, but we have pushed towards level | specs. Level 1 gives us
more freedom and leverage—we can integrate our operations much better and develop sandard
ways to attack problems. This enables us to increase quality and reduce overall system costs.

To integrate the efforts of all these fanctional departments, the Product, Process, and Reliability
(PPR) committee had been formed, This committee consisted of the managers of Cyble and Component
Design, Application Engincering, Advanced Engineering, Cooperative Involvemem Fngineering, Many-
facturing Development, Manufacturing Process Engineering, and Industrial Engineering. Its purpose
was to provide an overall strategy and process for the development effort, guide major technology deci-
stons, and help coordinate activities between functional groups,

The BIM Grommet

Much of the cabling in an awtomobile’s harness needed to pass through the “front of dash™ arca
between the engine compartment and the passenger compariment, A grommet {or housing) was usad to
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2ass the cables through the fire wall, 1t had three purposas: (1) to hold the cables in place so that they did
not shp and possibly disconnect or wear off their insulation; {2) to dampen engine noise and keep the
passenger compartment quiet; and (3) to prevent any water or vapors in the engine compartment from
entering the passenger compariment.

Packard Electric’s primary gromemet, the injecteble hardshell grommet or THG (see Exhibit ),
had been developed in the late 1970s. The IHG grommet was essentially a hard plastic shell witha comb
into which the cables were placed. The comb served to separate the cables: a plastic resin glue was
injected into the comb area w0 seal it, preventing water from seeping through the grommet. Because the
glue wes quite viscous, however, it did not seal perfectly around atl the wires. The resultant seal,
although highly splash resistant, was not completely waterproof, It fajled the most strenuous lealk test--
the static water test—which tested the seal with a column of five inches of water on one side of the seal
for five minutes. {This test was commonly called the “five and fve” test.)

Water in the passenger compartment had been a frequent assembly nlant customer complaint in
the 1980s, and Packard Blectric engineers had searched to find a solution to the problem. In July 19886,
Bob MeFall, a process engineer at Packard Electric, came up with the idea of using reacticn injection
molding (RIM) tachnology to form z grommet around the cables. RTM was a type of injection molding
technology that had been around for several years in large-sized applications like automobile door pan-
els and fenders. The principle behind RIM was similar to that of eposy-—when twe liquid materials were
mixed, they set in less than a minute to form a rubbery solid (ses Exhibir €). Before the mixture set, it
had a very low viscosity (about the same as that of water), which aflowed it to seep between the cables to
form an excellent seal.

Development of the RIM Grommet

From Jaly 1986 through the end of 1987, McFall worked on a RiM grommet as & side interest
(zhout 10% of his time), experimenting with several different materials in the Packard Electric labora-
tory. By early 1988, he had developed several different configorations. During this period, MeFalbs prin-
cipal activity had been helping design components for the electrical systems for a high-end auwtornobile
customer. He worked closely with Keith Turnbull, Packard’s resident enginser, whe was on-site full time
at that customer’s development center and worked with ifs team planning the 1992 launch of the new
vehicle. Knowing that this customer was very concerned about any water leaking into the passenger
compartment, McFall brought along one of his mack-ups of a RIM grommet on ane of his frequent vis-
its to Turnbull and the customer,

Al the car compzny, both the electrical systems design and packaging team and the assembly
process engineering team were excited about the RTM grommet. Turnbull had tracked complaints from
the customers’ assembly plants and knew that occasional breakage of the brittle TG during assembly
and leaks deiected at the end of the line during the cars final assentbly were perennial problems (see
Txhibit 7 for leak data). He had also heard talk of complaints from dealers’ service mechanics through
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EXHIBIT 5

Contrasting the options: IHG and RIW grommet
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EXMIBIT @

Schematis of BiM machine
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{he warranty reporting system, Grominet repair afier installation was a major undertaking, whether at
the end of the vehicle assembly line (a minimum of two hours of labor at $45/hour) or in dealer repair
shops {(more than four hours of labor at a warranty cost of $35/honur).!

Hoping to eliminate these problems in fature models, the customer {with Turnbull’s urging) asked
McFall if the grommet would be available for its high-end 1992 model. While McFall did not have the
authority to agree to this time table, he felt that it was not unreasonable. Encouraged by the customer’s
reaction, McFall began to get other groups at Packard Electric involved in the effort. During the next
vear, CCD expanded its level of effort, and manufacturing engineering began to get involved with a low
level of effort, Turnbull monitored the RIMs progress but spent most of his time on other projects until
he perceived that “it definitely was a go*

During the next several months, McFall and others worked on several aspecis of the RIM project,
They worked on material development to find the RIM material that could best withstand the constant
cycling batween hot and cold without warping or becoming brittle. Eventually, they determined that
the RIM grommet would need to be reinforced with an internal steel plate. They also began to look at
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EXHIBIT T

Havville auto assembly plant lesk data

MEMORANDUM
To: Bab McFal, Process Enginesr
Fram: Kaith Turnbul, Resideat Enginesr, Aoplication Enginesring
Date: 12 Fabwuary 1988

Cur wiring harnessas that use the IHG grommet are atll as goad a8 any In the industry, but the water iealk is 4 serous issue for
Rayviliz. Your project can get us the inside track on future products if wa sclve the grablem. My contacis working an the new car
program comtinue to ask about progress on the RIS qrommes,

The auto assembly plant people gave me some representative water leak data for their current vehicle, which usss our IHG. The
harness for 1987 had many ECOs, so it was pretty much anaw hamess, Each vehicle is given a water spray test at the end of the
assemoly ling; QC than takes lsaky vahicles off-ine Lo detarmine causes. The two tables below sl the story:

RAYVILLE AUTO ASSEMBLY: DAILY WATER LEAKS {1987y

Weeks Since Model Year Launch

Wask 4 Week 26 3 Week 48
Doare 57 21 i i
Vilndows 13 z 1 B
Fronlc 7 3 i B
hﬁér Dashboard o
Heat/Alr Ducls 10 7 B i
Steering Column 2 o ]
—V—Virﬁamess 30 11 3
Foot Pedals 3 1 Q
%ﬁﬁuild Rate/Day 80 cars 300 cars 300 cars

RAYVILLE ASSEMBLY PLANT: QG ASSIGNABLE CAUSES—UNDER DASH WATER LEAKS,
WIRING HARNESS, IHG GROMMET (1987)"

Weeks Since Moda! Year Laurch

Week 4 Week 28 Week 48
Misaligned Grommet 14 2 0
Bent Sheet Meata! 7 1 _ g
Misaligned Screw Holes 5 1 0
@sing or Torn Gasket 2 4 1
Cracked Grammat 7 3 2
No Sealant in Combs 5 1 ¢ B
Insufficient Sealant In Cambs 8 T o o
Other Leaks ThroLgh Wire Bundle 4 7 1
Gissing Attachment Screws g 1 0 o
Number of Vehicies with Leaks 30 {of B0 11 (of 300) 3 (of 300

‘A single vehicle may heve multipls defects: dala is for a single day's production.
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tooling. Progress was quite slow, however, because all the engineers wers involved in ofher projects
which ook up most of their time.

In January 1989, the customer requested & status report on the RIM project. They were not pleased
with what they heard, The project had not progressed very far, and it was not clear that it wouid be ready
in time for the 1992 model year. Major RIM equipment producers had not yet develeped a piece of
equipment smal enough to be practically used in this application. All known alternatives were expen-
sive, labor intensive, and cumbersome. The customer made it very clear that they wanted the RIM grom-
met and were planning to use it for the 1992 vehicle to be produced at their Rayville plant. With this
increased customer pressure, Packard Electric’s lsvel of effort on the RIM project was stepped up con-
siderably, and Turnbull began working more closely with the Packard team.

For a while, it looked like the project weuld stall for lack of a molding machine that was an appro-
priate size for the grommet application. Most RIM machines were large and expensive becausc they
were designed to make large, relatively high value, components. Tt was impossible to justify the cost of
such a farge machine for experimentation. The project was about to be canceled, when the chief engincer
from Application Engineering ran acress & small RIM machine at a trade show.

This RIM machine had been developed by an eight-person company. lts cost was onky $80,000,
and 1t was about the right sive for Packard Electric’s application, In June 1989 the machine was ordered;
it arrived in October. Unfortunately, Packard Electric was unable to start testing the machine immedi-
ately because it was discovered that, due to the toxicity of the RIM materials, FPA permits were required
to run the machine. The permits arrived and testing began on the machine in January 199€. During this
time, product and process development continued using RIM equipment outside of Packard Electric.

Current Status of the RIM Project

By the end of February 1990, several RIM grommiets had been attached successfully to harnesses
of the type required by the high-end customer. While the RIM grommet’s leak performance was decid-
edly superior to the TG, it was still not sufficient to pass the five and five rest. Packard Electric engi-
neers, however, were confident they could improve this performance and pass the test. The customer was
also still very much in favor of using the RIM grommet—assuming that it could be produced reliably-—
despite the fact that the RIM unit cost was significantly more than the ING {initially $7.00 compared to
$4.40), Exhibit § contains details of the differential costs.

There were a number of outstanding problems still fo be solved with the RIM grommet process.
Probably the most critical set involved materials handling. Keeping the two RIM materials separale was
absolutely essential. For example, if the drum for “material A” was hooked up to the hose for “material
B the whole maching could be permanently solidified, This was not an idle worry; there had been inci-
dents at other companics whers a tanker truck had been filled from the wrong sank and the tuck, kose,
and tank had all been solidified into a block.
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EXHIBIT 8

Packard's operating cost differences between B and 146 {sstimated January 1890

2 Crommat vs, MG

Recurring Additional BiM Cost per Vahicle 1862 1984
Labor 580 (5.80) i
Material 8.65 $.65
Overhisad” 8275 5.95
Total Additional RiM Cost / Vehisle $2.60 5.80
Additional Investment Reguired for BIM: $350,000 $450,000

"Fne overhead rate was based on non-direct chasgas such as salaries for management, engineeng, and other non-diroct iabor, plast
maintenance costs, taxes, and plant depraciation.

Assumpiions:

1.1882; 68,000 vehiclas per vear sariced by

izl assembiy lines, producing

tring for 300 vehicles per day.

2. 1984: 220,000 vehicles oer year serviced by fosr final assembly lires produclng wirng for 846 vehiclss per day (assumes axpansian to
cusiemer's other high-end mode's),

3. A full Ritd or IHG setup reguired for each pair of hamess assembly lines.
4. Ona radundznt (back-ug) maolding syster for sach: plant.

&. No foofing changes required.

An additional problem was that, prior to mixing, “material A” froze at 64° F (18° C); once frozen,
it was ruined. It was therefore very importan to keep the material well above 64° F. Finally, both mate-
rials wers very toxic and would require special monitoring. Because of these properties, Packard Flactric
had to develop and adhere to a series of strict material handling procedures.

A second sat of problems revelved around the risks of a failure in the production system, A failure
in harness production could completely shut down the customer’s assembly line—which was genarally
considered the worst thing that could possibly happen, Because all of Packard Electric’s customers
required just-in-time delivery and were moving toward shorter and sherter lead times, there was little
margin for error. It was exceedingly important that the maching be #bls to run 16 hours a day without
fail. Packard Electric’s limited experience with the syster made it difficult to guaranice, as vet, such fafl-
safe operations.

The third set of problems mvolved repaiting existing hamesses. The act of attaching the RIM
grommet entailed some risk to the harness because the mold had to clamyp down tightly o the harness to
prevent the material from keaking out, If 2 cable were severed at this point ot if the grommet were incom-
pletely filled, the harness would have to be repaited because it was quite valuable (approximately 81803
and could not just be discardad.
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In addition to developing a Tepair process suitable for Packard Electric plants, there also was a
need to establish 2 harness repair process for both auto assembly plants and retail dealess. Because the
RIM grommet sealed tightly around the wires, once it had set there was ne way o remove a defective
cable. The solution would entail feeding an additional cable through a hole drilied in the grommet, but
many details stilf needzd to be worked out. Schramm estimated that four engineers would need to work
approximately five months to address these issues specific to the RIM grommet.

Views on the RIM Grommet

Schramm knew that the RIM gromumet had become a very emotional issue for several people.
Product development engineers were generally very positive about it. They felt that in addition to supe-
vior leak performance, the RIM grommet offered many other advantages, such as greatly reducing the
complexity of the initial feed-through design. Because a comb was required to separate the wires in the
[HG, upwards of 150 dimensions had to be gpecified, compared to only about 30 for the RIM gromumet.

The RIM grommet also reduced the variety of feed-through options required to support a broad
range of automohile models. Although there was some flexibility in the number of wires that couid be fit
into an THG comb, it typically was redesigned every two or three years because of changes in the num-
ber of cables in the harness. These redesigns were almost as costly as the initial design and typicaily
required approximately 500 hours of engineering (at sbout $50 per bour) and about $13,000 in retooling
COSS,

In contrast, the RIM gromimet was simpler, so that the initial design of 2 RIM grommet took only
about 100 engineering hours (and about $7000 in tooling costs). The RIM grommet was much more
fexible because the number of wires it could pass through the fire wall was limited only by the available
arca. With the current design, Packard Electric could double the number of wires without redesigning
the grommes. Furthermore, this greater flexibility meant that # might be possible to use the same grom-
mes for different model cars—something unheard of witk: the IHG. While there would probably never be
2 single grommaet for all modets, sharing the same RIM grommet across three or four modsls was a dis-
tinct possibility.

An additional advantage lay in the fact that the RIM grommet saved space in the pass-through
area. To achieve an acceptable seal, the IHG had to be lengthened every time the number of wires was
increased. Currently, the IHG was 80 millimeters longer than the RIM grommet. In addition 1o taking up
scarce space, the THG became more susceptible to cracking {and teaking) at this length. With a trend
towards increasing the munther of wires in the harness, this problem was likely to get worse.

Another argument given by engineers favoring the RIM grommet was that it was a new techwol-
ogy. As Packard Electric bacame more experienced with the technology, it could expect costs to drop sig-
nificantly. This weuld affect the RIM grommet and other future RIM projects as well.
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Manufaciuring engincers generally felr very differently about RIM. They argued that the RIM
process would not greatly decrease the leaks. Kitsa Alrazas, a manufacturing process engineer, believed
that the customer misunderstoed the sources of leaks:

The problem is that the [customer’s] engineers do the “Dixis Cup” test, which conststs
of filling a paper Dixie cup with water and pouring it down along the wires. This is equiva-
lent to a static water test but the thing is, vou don’t submerge your car in water, The grommet
really enly needs (o pass & splash test at the end of the assembly line~—which the 114G can
do. T'think the car company’s engincers would understand this if it wers explained properly,
but they've formed an opinion of THG capabitiies that is difficult to change.

A component design engineer disputed Airazas’s view:

Here we go again! Engineering geis a great product and process jdea, the customer
loves it, and the manufacturing types want to sit on it. If we waited for them, we'd never
introduce new technology.

The manufacturing engineers were quick to point out that any sensible engineer would see the
obvious process reliability implications of the RTM grommet. The process control paraimeters were sev-
cral times more complex than with THG molding. Developing and implementing the strict materials han-
dling procedures required would take a lot of effort and dramatically increase process complexity.
Furthermore, even the act of putiing the harness on the RIM machine entailed some risk because every
time the harness was moved there was danger of damaging it.

The machine itself caused additional concerns. Considering the size of the vendor, # was likely
that Packard Electric would be pretty much on its own, Although the THG and RIM machines had
approxiraately the same capacity {each could service approximately 70,000 harnesses per year), the RIM
machine was much larger—requiring approximately 250 square fzet compared with 100 for the THG. At
a cost of $23 per square foot per year, this differential tfransiated to $3,750 per year per machine, Because
the volume estimates for this particular 1992 model application were 50,000 to 76,000 cars per vear, a
single machine of either type would suffice.

The RIM machine also was much more difficult to move. Portability was quite important because
the machine was likely 1o be moved between planis often. The RIM machine would be moved from the
Warren, Ohio plant where process development was being done to Packard Electric’s Mississippl plant
where the initial manufacturing was expected to be done. From there, it was likely that eventually it
would be moved to the final harmess assembly location. Ron Szanny, an Application Engincering man-
ager, pointed out an apparent conflict with Packard Electric’s strategy:

The RIM grommet is a good product, but I'm not sure how well it fits with Packard
Electric’s manufacturing sirategy, Packard Electric’s strategy has been to have high-tech
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manufacturing of components in the US. and then to ship those components to Mexico
where the assembly is done in a low-tech fashion. The RIM machine is 2 relatively high-tech
machine, which eventually may be used in Mexico. The language problem and the distance
would greatly exacerbate the conirol problems that ave so important for the RIM technology.

Alrazas spoke for many of the manufacturing process people when she said;

The car companies and our own management have been stressing the need to reduce
costs. We've had travel reductions, hiring freezes, and even layotfs. Now they're talling
about spending almost twice as much for a component that complicates the process,
increases risk, and may not improve performance. I don’t deny that RIM is an important
technology for some components, but this is the wrong application for 1t. Going with the
RIM grommet would send a very bad message.

T'want to make it clear that I believe we can get the REM prommet up and running if we
want to, but 1 would require a tot of work, pain, and suffering. 1 don’t think we want to do it
hecause this cost issue wili kili us, The car company’s design engineers may be excited about
it, but everyone knows the car company will eventyally want the RIM grommet at the TG
price,

Schramm summed up the feelings of many of his subordinates, the product engineers;

Look, if nothing else, the customer wants RIM and is willing to pay for it. They feel it
is very Important to maintain their technological leadership and RIM will help. The funny
thing is that I was over at our Reinshagen subsidiary recently and saw them experimenting
with a RIM grommet for a high-end German auto maker. They didn’t ask what it cost, they
just said, “if' it improves performance, do it.”

Furthermore, thers are cost savings thet no one takes into account because they are
difficult to caleulate. For example, with the 1HG, every worker along our wiring assembly
tine has to insert his or her wires and cables into the 1HG's comb. With RIM that task is elim-
inated. T don’t know how 1o calculate that improvement since it is a small amount of labor
distributed among a number of workers, but there are some savings there (see Exhibit 9 for
the harness assembly process).

Schramm’s Options

The RIM grommet decision was a good example of the type of siftuation that Packard Electric
wanted to avold. A major decision had to be made in & hurry and there was still a deep division in the
views of the concerned parties. No matter what decision was made, it was very likely that one group or
another was going to be faced with a challenge-—either to tell the customer “no,” or to develop and
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implement a process in a compressed time frame. Turnbull’s latest memo reconfirmed that the customer
was counting on Packard to resolve problems that weze as much its own doing as they were Packard
Elzctric’s (see Exhibit 10},

Schramm felt that there were essentially three options he could recommend. The first was to g0
e:\c}usueEy with RIM for this customer’s 1992 model. This was the riskiest option because if RIM failed
in a major way and impacted the customer’s production line, significant repercussions would be felt by

all who hare any responsibility. One way to minimize that risk was (o recommend the purchase of two
RiM machines, one of which would be used as a backup, but Schramm did not Iike this one bit. In addi-
tion to the added expense, it removed some of the pressure from operations to perfect their processes.

A second option available was “parailel development” In this case, 2n THG could be prepared in
parallel with a RIM grommet for this custemer’s 1992 requirements, The drawbacks to this plan were

EXHIBIT @

Packard’s wiring harness assembly process
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EXHIBIT 10

Packard grommet defecis and car dealer data

MEMORANDUM
To:  Bavid Schramm, Chief Engineer, COD
From: Keith Turnbull, Resident Engineer, Application Enginesring
Ra: MG Replacement
Date: 30 January 1990
{ want to reconfirm our cusiomer's plan io replace the IHG with the RIM grommat for their 1892 model car. Cobbled

repairs to defactive grommets on wiring harnesses arg not a visble solution for its upscals car. The custamer is looking
to get rid of defects from ail sources; water leaks are an unnecessary problam.

| checked with the QC managsr at our Mexican plant, who beligves his guality far exceeds other harnass buliders even
with the [HG grommet. He thinks the Dixle Cup test Is helpful when a new harness Is launched, but it doss not accu-
rately reflect what actually occurs in use. He believes his harnesses do not have splash leaks. His data far the ships to
the Rayville auto assembly plant this past year are summarized belov. The story is sasy to read-—he can't make leak-
frae harnesses even after & year of trying,

Harnessas for Rayvilte Auto Assembly Plant (19881 Packard’s Mexicao Harness Assembly Plant Data—Q0C
Assignable Causes, Inspection Prior to Harness Ship [IHG Grommet]

Weeks Since New Harness Launch”

Weak 4 Woek 13 Waek 26 Week 52
Grommet jocation along bundie foui of tolerance +1/4”) 15 2 3 2
Improper distribiton of wires in combs 14 7 3 3
Nesd io replace wires and reseal 3 0 4 1
Excess sealant 8 B 0 1 a
Nonuniform distribution of sealant 19 4 s 1}
Alr bubbles in sealant 7 4 4 3
No sealant one side g 3 1 i
No sealant both sides 4 1 0 Y
Leaks through wire bundle {Dixie cup test) 80 94 54 42
Total harness build rate per day 70 288 320 350

*Data for one rapresentative day during the week indicated.

This controversy botherad me encugh that | decided fo visit two of the largest dealerships In the greater Detroit area to
check if they saw wirlng harmess problems. Their files may net be complete but | did puli fsak repair records. | tried to
classify the defecls according to handwritten comments on repair shests for the final six months of the model year
tweeks 27-52). The service managers dor't like it when these under dash leak problems coma in—they raquira hours to
repair and the customers complain.
Dealer Repairs: Cause of Under Dash Leaks—IHG Wiring Harness

Cracked grommet 2 Torn gasket 1

Leaks through wires 1 Missing attachment scraws 1

| estimate ihat this sample might represent anywhere from 1-2% of the 1989 model vehicies these dealers sold and
new senvice, | rope that the RIM project wilt De a hit and allow us to get into several of the other new car programs.




CASE: GENERAL MOTCRS: PACKARD ELECTRIC DIVISION 233

CASE STUDY

many and obvious. Because Packard Electric had been caught vp in the design of the RIM gromumet, an
IHG grommet would need to be designed quickly. Furthermore, it would become a logistical nightmare
when the car went inte production. Two sets of vaw materials would have to be ordered and kept track of,
and both the auto plant and Packard Electric’s plant would have two different harnesses te deal with on
the assembly line.

The final option was the simplest and least risky. Schramm could recommend that Packard Electric
go with the THG for ail 1992 models. He did not like giving up on the new technology, since he person-
ally felt it had many potential benefits. He feared that if RIM were not pursued actively at this point, it
would lose momentuins and net be applied in 1993 or beyond,

Schramm sighed. He had o present his recommendations o the PPR commiliee at the end of the
week on the RIM grommet; he needed not only to be clear on the RIM versus THG decision, but also to
be prepared to tell them how 1o restructure the company’s development process to avoid such problems
in the future.

MNote
1. Depending on the cause, these charges would be bilted to (or shared by) the car company or Packard
Electric,
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Appendix

Glossary of Terms
CCD {Cable and Companent Design)---A product development department.

CIE {Cooperaiive Involvement Engineeringj—Reporting 1o director of reliability, provides a direct
avenue for customer feedback.

Dash/Dashboard—The console in front of the car driver and fromt seat passenger that houses the radio,
air vents, and so forth,

ECO (Engineering Change Order)—The formal preseriptions for changing the specifications of a
product or process.

EFPA (Environmental Protecfion Agency)--The U8, government agency that monitors and controls the
use of toxic substances.

Fire Woll—The metal wall behind the dashboard that separates the passenger and engine compart-

ments.

Gasker—The soft, pliable material between the grommet and five wall which forms a scal between the
metal and grommet.

Grommel—A plastic fixture that holds and sapports electrical wires and cables as they pass through the
fire wall of & vehicle. The grommet is attached to the metal wall (fre wall) that separates the
engine compartment from the passenger compartment,

Harness—The bundle of wires and cables that carry electrical signals and power to and from the car’s
electronic and electrical components.

IHG (Injectable Hordshel]l Grommeg)—A grommet made from injection molding of polymer pellets.
The material is quite rigid and slightly britile.

Jig—TFixture to hold wie cable bundle and steel plate in the mold while resins are injection molded
around them.

FPER {Produci, Process, and Reliability Commitiee)-—-Manages Packard Electric’s new product devel-
opment processes,

RIM (Reacrion Injection Molding)/—The injection into a mold of two very fluid resins (polymeric
chemicals) that react to form a solid plastic with the consistency of hard rubber.

Sealgni—Resing and glues used 1o join materials and make them impervious to water,

SKU (Stock Keeping Unitp-—Each component, subassembly, or assembly that has a inique identifica-
tien number and identity in Packard Electric’s production system.
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Malaysia in the 1990s (A}

I the early anturnn of 1991, Mahathir bin Mohamad, the Malaysian prime minister, was preparing
to visit New York City, where he was to address the United Nations General Assembly and to meet with
American business people inferested in investing in Malaysia. During the three decades since its inde-
pendence, Malaysia had enjoved rapid economic growth and relative political stability. The prime minister
was determined to maintain that stability, in part by realizing even more ambitions econommic objectives
in the future.

Malaysia’s International reputation could be tarnished by reports that the Malaysian government
was insufficiently respectful of environmental vatues, The Western press was especially critical of what
it saw as ranpant deforestation in the East Malaysian state of Sarawak, in the northern part of the island
of Borneo (see Exhibits 1 and 2}, According to one British envirommental group, the rain forest in
Sarawak was “being cut down so fast that it will be logged out within eight vears,™ Western environ-
mental groups were lobbying their governments o ban imports of Malaysian timber produets and were
trying to change Malaysian forestry policy by appealing to international bodies like the International
Tropical Tunber Organization,

This environmental activism further complicated an already intricate set of economic and political
problems surrounding natural resource development in Malaysia. Exports of timber and other natural
resources were an important source of forelgn exchange. Downsiream vertical integration, from the pro-
duction of natural resource cornmodities through the manufacture of finished goods, was part of Ma-
laysia’s economic growth strategy. Concern over environmental values in Furope and the United States
could shrink the demand for Malaysian products and interfere with the government’s economic plans. In
his address to the UN, as in the formulation of his policies, Prime Minister Mahathir had to consider the
comnections among his government’s ambitious economic strategy, the use of natural resources like
forests, and his country’s relations with environmenialists and other groups outside Malaysia,

Malaysia

During the eighteenth century, the British took control of the colony of Malaya, south of Thailand
on the Malay Peninsule; the area had previously been controlied by the Portuguese and then by the
Dutch. The British later assumed control of the northern parts ef the island of Borneo, four hundred
miles east of Malaya across the South China Sea,

During the colonial period, the British brought laborers from India to Malaya to work in the new
rubber plantations. And while ethnic Chinese had Hved in the reglon for centuries, immigrants from

Professor Forest Reinhards prepared this case. It is adapied from “Forest Policy in Malaysia™ (HBS case No. 792-099).
Copyright © {1997 by the President and Fellows of Harvard College. Harvard Business Scheol case 797-074.
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EXRIBIT 1
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China came in largs numbers during the period of British hegemony to work in the mines and planta-
iicns. The Indians and Chinese joined a population that already exhibited considerable ethnic hetero-
geneity: Islamic Malays inhabited the peninsula, while northern Borneo was populated by numerous
indigenous ethnic groups,

The entire region, including Malaya, Singapore, Borneo, Sumatra, and Java, fell into Japanese
hands during the Second World War. Malaya became independent of British rule in 1937, and in 1963
was joined by Singapore in the new federation called Malaysia. The states of Sarawak and Sabah in
northern Borneo also joined the federation. Singapore remained in the federation for enly two vears,
withdrawing in 1965, (The former colony of Malava is now called “peninsular Malaysia” or “West
Malaysin”; Sabah and Sarawak together are called “East Malaysia™)
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EXHIBIT 2

fres and populaiion

Total Malaysia Perinsula Sarawal  Sshah
Area in thousand square miles 127 50 ” 48 29
Population in milions:
1880 a7 11.4 1.3 1.0
1990 18.0 14.7 1.7 1.5
Papulation density {people per square milg), 1890 142 204 35 49
Population growth rate per year, 1680-1990 2.8% 26% 2.5% 3.8%

Note: Numbers may niot edd to totals because of rounding.

Sowrces: The Eeonomist inteligence Unit, "Vaiaysia, Brunel Country Profile” {Gentamber 1881} Covernment of Malsysia, "Sixih Maiaysa Plan
19971-1895" (Kuais Lumpur, 1891),

Ecanomic Sirategy

The new nation of Malaysia was wel! situated for the production of rubber and was richly endowed
with natural resources, particuiarly timber and tin. Nearly half of Malaysia’s export revenues came from
rubber as of 1960, but this figure subsequently fell as the export economy diversified. Tin contributed
substantially fo export earnings throughout the 1960s and 1970s; after the 1973 oil shock, petroleum and
natural gas became impertant export earners as well. By 1980, fuels accounted for one-fourth of export
earnings, and contributions from Petronas, the government-owned oil company, accounted for a similar
fraction of total federal government revenue,?

Like many other developing nations, Malaysia pursued a strategy of import substitution during the
late 1950s and 1960s, in part at the wrging of the World Bank." Starting in the late 19605, the government
shifted its focus to the promotien of experts, although the reswictions on imports and the incentives for
firms to invest for production to serve the domestic market did not entirely disappear. The Malaysian
government used g variety of policy insruments to encourage export-oriented growth. These included
the establishment of & dozen frec trade zones, to which components and raw materfals cauld be imporied
duty-free; tax holidays and other investment incentives; and lenient technology-sharing requirements.

L.ow wages and the relatively widespread use of English complemented these policy inidatives
in ereating an atiractive environment for foreign direct investment. Intel, Nationa! Semiconductor, and
other high-technology firms built assembly plants in West Malaysia during the 1970s and 1980s, and Ma-
laysia’s semiconductor indusiry grew by 20% a vear between 1975 and 19834

At the same time, Malaysia sought fo diversify its natural resource portfolio further, Timber pro-
duction and exports increased steadily during the 1960s and 1970s.° Malaysians also planted vast quan-
tities of oil palm, a tree whoss seeds are crushed 1o produce edible ofl; by the late 1980¢, palm oil was
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producing more export revenues than rubber, Both rubber and 01l palm trees weore grown on plantations
after the oviginal forest was cleared away.

In addition fo this commodity diversification, Malaysia encouraged its natural resource industries
to integrate downstream to escape exposure to commedity price fluctuations. Through tax holidays,
other tax incentives, and restrictions on the exports of raw materials, the government encouraged the
domestic manufacture of fumber, plywood, wooden moldings, furniture, tives, latex gloves, and similar
products to replace the exportation of raw timber and natural rubber. In the late 1980s, however, over half
of Malaysia’s forest products were still exported in the form of logs, and most of the rubber was exported
In raw form rather than in finished products.®

Malaystan officials were critical of alternative models of economic development, including not
only import substitution but also the model, which they attributed to the World Bank and the Interna-
tional Monetary Fund, that pushed raw material commodity exports as a way of sarning foreign currency
with which to buy consumer and capital goods from industrialized nations. In Prime Minister Mahathir’s
view, such a program would lead to overproduction of agriculmural and resource commodities and 2 fall
in developing nations’ terms of trade. “We are today looking af the ruins of this model in many parts of
the world, especially in Aftica,” he said

Instead, the Malaysian government planned for continuously increasing exports of manufactured
goods, while natural resource commodities gradually declined in relative importance. The government’s
plans called for a fowrfold increase in manufactured exports during the 1990s; during the same period,
revenues from export of fuels and tin were expected to fall slightly, and revenues from the export of logs
and Iumber were projected to drop by 50%.F (Exhibits 3 through 7 show economic data for Malaysia
during the 1980s, including national income, balance of payments, composition of exports, and income
distribution; Exhibit 8 shows comparative economic data for Malaysia and other nations.)

Malaysia's ambitious agenda included the promotion of Proton Saga automobiles, the first of
which were produced in 1985, A joint venture between Mitsubishi Motors and a Malaysian government-
owned company designed and made the vehicles, which accounted for the majority of cars sold in
Malaysia, Mitsubishi provided much of the engineering and management expertise; it took over man-
agement of the Proton plant in 1988, and in the following year Proton recorded its fivst profit. Pride in the
joint venture’s technological accomplishments and optimism about the car’s market prospects abroad
were {empered by doubts about whether automobile manufactore was an appropriate endeavor for
Malaysia. These doubts were fueled, in part, by the continued presence of high tariffs on automoebile
imports. Malaysia, like many other Asian nations, protected a wide range of manufacturing industries as
part of its econemic development strategy.’

Malaysia belonged to the Association of Southeast Asian Nations (ASEAN), whose other menmy-
bers were Brunei, Indonesia, the Philippines, Singapore, and Thailand. ASEAN was established in 1967
as a consultative forum for foreign and security affairs, but turned its attention to economic cooperation
after the end of the Vietnam War, For exampie, as of the earlv 1990s, Malaysia and its neighbors were
beginning to discuss the creation of an ASEAN free trade area, within which wade would be subject to
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EXHIBIT 3

Gross Domestic Product figures in bilions of 1678 BMalaysian ringgits]

880 1881 1882 1983 1984 TGRS 19896 {BRY 1968 1989 1860

GDP 445 478 BD4 B36  BYY 5T 578 608 883 T2 7RG
Privale consumption 244 257 285 274 281 292 283 2689 312 356 394
Government 7.8 8.8 g8 1940 9.5 9.4 9.5 8.7 10t 108 118
consumption

Invesiment 139 183 178 182 198 178 146 14D 187 212 254
Inventary changes 03 -05 0.5 0.4 10 13 02 0.1 12 -01 -0.8
Exports 226 224 248 219 317 318 356 408 458 B3O 622
Imports 239 253 287  31.3 333 304 261 305 380 484 502

Fractfons of GO
Private consumption 85%  B4%  53%  51%  S0%  B1%  48% 449  47% 480 50%

Gavernment 17 18 18 18 18 16 17 18 15 15 15
corstrmnption

Invesimem 31 35 35 38 34 31 25 23 24 29 32
inventory changes -1 -1 1 H 2 -2 0 4] 2 a -1
Exports 51 47 49 52 55 58 82 687 69 74 78
Imports 54 53 57 58 58 53 43 50 57 B9 75
Agricufture, 23% 21% 18%
forastry, fisheres

Mining and quarrying 10 11 10
Manufacturing 20 20 27
Construction 5 5 4
Electricity, gas, 1 2 2
anc water

Services 41 43 39

Nots: Numbers may not add to totals becauss of rourcing,

Sources: Asian Development Bark, "Key indicators of Developing Asian and Pacific Countriss.” Volurme XX [1991); The Econormist inteligence
Unilt, "Malaysia, Brunei Country Profie” {1991},

very low tariffs and minimal other restrictions. Some observers thought, however, that an ASEAN frae
trade area would be unhelpful and pessibly counterproductive. “ASEAN countries have stronger eco-
nomic ties with the rest of the Pacific fe.g., with the US and Japan) than among themselves. . .. ASEAN
ecenomies by and large are competitive and not complementary. Under these circumstances, any attenipt
fo increase intra-regional trade through discriminatory tariff reductions would prebably result in sub-
stantial trade diversien, shifting the sources of imports from low-cost third countries 1o high-cost part-
ners” (In 1988, US$3.1 billion of Malaysian merchandise exports weni 0 ASEAN, but $4.1 billion of
this total went to Singapore. The same year, Malaysia sent merchandise exports worth $4.2 billion to
Japan, and $3.7 billion to the United States.!!)
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EXHIBIT 4

Balance of payments [figures in billions of US$)

1880 1498t 1882 1983 1884 1985 1886 {88y {888 {5BO 1880

Merchandise exports $12.9 §11.7 §12.0 $13.7 $164 $151 $135 §17.8 $208 $24.8 $280
Werchandise imporis -105 -1t8 127 -133 -134 -116 -103 -11.8 -153 -209 285

Trade balance 24 A1 .8 0.4 3.0 3.6 3.2 5.8 5.5 38 25

Giher goods, services, -7 =23 28 38 48 42  -34  -33 38 42 -3.8
and incoms?®

Unrequited transfars 0.0 0.0 0.0 0.0 0.0 0.0 0.0 o1 0.2 0.1 0.1
Gurrent balance -03 24 -38 -35 -7 08 -01 2.6 18 02 -4
Direct investmant [e8Y 1.3 1.4 1.3 0.8 0.7 0.5 0.4 0.7 1.8 3.1
Partfalio investment 50 1.1 18 1.4 1.0 0.3 6 0% 10 02 &

Other iong-term capital 0.3 0.2 0.4 1.3 1.0 o7 0.2 oo -0 -08 09
Other shari-term capital 0.4 0.0 01 -0 01 0.4 0o -1 -1 0.3 0.4
Frrors and omissions =07 -06 04 0.4 04 04 0.5 0.4 0.1 0z 0.2

Overall balance 05  -05 <03 0.0 0.1 1.3 1.7 14 -0.4 1.2 1.8

0f the totals shown, nel investment Incoms was 0.6 bitlion in 1960, ~2.2 kitlicn in 1984 and in 1985, and 4 B biflion in 1950
iznce of Paymants Statistics, various years).

Ltnent for 1890 is included in other long-term caphal.

Source: Asian Developmert Bank.

EXHIBIT &

Composition of exporis

As a Fraction of Total 1880 1881 19882 1983 984 1985 1986 1987 1988 {889 1000

Rubber 16% 149 9%  11%  10% 8% 8% 8%  10% 5%

4 4%
Tin 9 8 5 5 3 4 2 2 2 2 1
Logs and timber 14 13 18 i3 10 10 1 13 1 11 g
Palm oil 9 10 kil g 12 10 ] 7 8 7
Petroleun: 24 28 27 24 23 23 15 14 1 12 13
Al gthars 28 29 32 38 43 45 54 55 59 63 67

“Al: ather' consists primarlty of manufaciured gaods. i also inciuces smai quantities of food and beverage praducts.

Seirroer Aslan Develosment Bank.
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EXHIBIT &
Economic indicators and government financs
1980 1981 4882 983 1284 1SB5 4886 1887 1688 4850 1080
Unemployment rate £6% 4.7%  48%  5.2% 5.8% 68%  8.3m 8.2% 8.1% 7.1% £.3%
Exchange rate {(M$/USS) 222 2.24 232 2.34 243 2.43 2.60 2.48 ds 2.70 270
Change in Consumer 6.8%  97%  57% 3.7%  3.6% 0.4%  0.5% 0.8% 28% 2.8% 3.1%
Price Indax
Changa in i1 18.0%  128% 133% 7% -0.6% 1.7% 2.8% 13.8% 14.8% 176%  140%
Federal governmant finance {in billions of M$):
Revenus $139 #1158  $167 5186  $208  $21% $1B5  $181 8220 5953 S92
Currsnt expenclilive 137 157 167 18.4 198 261 201 202 21.8 248 28.0
Current surplus G2 9.1 4. a2 1.0 1.0 .8 -2.0 0.2 0.4 1.2
Capital expendiure 7.3 1.1 112 9.4 8.1 £.8 7.0 4.4 4.0 ord 8.0
Cverall surplus 7.1 =110 -2 8.2 ~7.1 ~5.7 ~7.5 -6.2 -39 -5.3 -6.8
Nat domestic borrowing 23 4.1 B.0 4.5 3.2 3.6 50 a7 78 2.5 3.8
Nat foraign borrowing o3 3.4 439 4.6 34 1.8 1.3 2.4 ~31 -1.0 ~-0.8
Othar® 45 35 02 ] 0.8 1.2 1.2 -0.1 -0.8 3.8 28
Gross domestic product 53.3 57.8 62.6 784 79.6 775 718 Y88 06 1015 11540
Govermment financial flows es fraction of GOP
Current surpius 0.4%  02%  0.0% 03% 1.3%  14% -0A%  -26%  08%  04%  114%
Ovarall strplus =133 -1 1780 ~130 -8.2 e =77 ~4.3 -52 -5.9
Net foreign borrowing oX¢] 5.9 7.8 6.5 3.9 1.2 1.9 3.1 ~3.4 -1.0 ~0.7

Aincludes special receipls, use of cash balances, end asset sales.

Source: Asian Developmant Banl:.

Social Conditions

Malaysian leaders saw rapid economic growth as a precondition for political stability. Many
Malaysians and foreign observers regarded ethnic and religious tension as the central problem for
Malaysian politicians and, indeed, the central fact of Malaysian life. For example. The Economist wiate
in 1987 that “Malaysia remains an uneasy racial mix, in which the tensions have erhaps been kept in
check anly because there has been high employment and mcre money in the pay packet each year”!?

The Malays, along with members of the numerous indigenous ethaic groups of northern Borneo,
were classified by the government as Bumipunas, literally “sons of the soil.” Together, these groups
made up just over half of the Malaysian popuiation in 1990. The Chinese accounted for about a third of

the Malaysian popuiation, end Indians for most of the rest.
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EXHIBIT T

Average monthly household income by area and ethnic group, 1976 and 1980 {figures in
1880 Malaysian ringgils)

1978 1976 Percent of 1890 1500 Percent of CGAGH
Yalue MNational Average  Value Maticnal Average 1978~188C
All Bialaysia  Overall 850 10% 1,187 100% 2.3%
Bumiputra 871 87 828 71 27
Chingse 1,340 158 1,631 140 1.4
Indians 904 108 1,201 103 2.0
Other 1,677 197 3,292 282 4.9
Baraweall Overall 719 85 1,208 104 3.8
Bumipulra 485 57 932 80 48
Chipose 1,182 140 1,754 180 2.8
Other 4,805 577 4,235 363 1.0
Sabah Overall 864 102 1,148 98 2.1
Bumiputra 579 &8 895 77 3.2
Chinese 2,003 236 2,242 192 0.8
Other 2,382 280 2,262 194 ~0.4

Sources: Government of Malaysia, *The Second Ouilne Perapective Flan, 1981-2000" [189+); World Bark, “World Tables 19917, Asian
Develepment Bank.

The Chinese in Malaysia formed the nucleus of the modern business community under British rule
and continued to dominate Malaysizan economic activity after independence.”’ “Malays continued to lag
behind in everything from education o commercial enterprises, and their resentment finally erupted into
riots in 1969, when the Chinese opposition parties more than doubled their parliamentary seats, threat-
ening Malay political primacy.”** Hundreds died during the rioting.

In response, the government instituted its New Economic Policy (NEP}, described by the govern-
ment as “'an exercise in social engineering designed to reduce the socio-sconomic imbalances among
ethmic groups and across regions”"™ The NEP included ethnic quotas “in education, employment, and
ownership, as well a3 a varisty of subsidies, licenses, and credit schemes.”’® The plan calied for Malays
to increase their share of corporate equity ownership from 1.5% in 1971 to 30% by 19890, “New univer-
sifies and technical institutions for Malay students were established, and Malay became the official lan-
guage of university instruction. The Chinese were denied the right to have their own Chinese university.
Quotas were established for university admissions, and in the higher civil and diplomatic services a 4 to
! ratio of Malays to non-Malays was required.”"’
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EXHIBIT B

Comparaiive econormic and social indicators

South United

Malaysic Korsa TYaiwan Indenssia Thalland Phifippines Jopan  States
Area (in squars milas) 128,400 38031 12,458 782,669 198,772 115,000 143750 3,518,769
Poputation {millions, 1460} 175 43.0 205 1801 851 66,7 123.6 2504
Popuiation density 136 1,432 1,850 243 277 570 860 §9

(parsons per square mila)

Gross national product fin bilions of USS):

1980 $228  $833 8851 Ba4.4 $47.4 $37.0 §2,380.0 53,865.6

1983 323 1689 118.4 75.2 58.0 4.4 4,888.0 4,881.0
Per capita GNP (in 1988 US$;:

1880 $1,659 $2,184 83,650 $351 §1.012 §727 517,876 218,870

1588 1972 3880 5968 474 1,083 835 23,280 18,840
Compound annual growh rates, 1880-1585:

GNP 4.5% 8.2% 7.8% 4.3% 2.8% 1% 4.0% 3.0%

Per capita GNP 2.2% 77% 8.3% 21% 0.6% ~1.6% 3.4% 2.0%
Life expectancy at birth, 1890 47.8 594 744 80,3 6.8 638 78.3 756
Telephonses per 100 peopla 8.1 25.5 358 05 18 1.8 55.5 78.0

{mid-1980s)

Military expenditures (1988)
In US$ m¥ions $808  $7.202 36,156 $1,400 51714 5580 §28.670  $307,700
As percent of GNP 2.8% 4.3% 5.2% 1.6% 3.1% 1.7% 1.0% 8.3%

Source: Statistical Astract of the United States,

Under the NEF, the disparities amang incomes of various ethuic groups had shrunk; the average
income of richer Chinese households rose, but that of Bumiputra houssholds rose faster. (See Exhibit 7
The NEP did not eradicate income differentials among ethnic groups, and also failed to meet some of its
uumerical targets, like the 30% equity ownership figure, St11, in 1991 the sovernment declared the NEP
an overall success: “Malaysia is . . . one of the vary few countries which has, in a span of 20 vears, suc-
ceeded remarkably welf not only in achieving growth but also in addressing more cffectively the prob-
fems of poverty and economic imbalances.” The government concluded the NEP and instituted the
National Development Policy (NDP), whick included many of the same objectives but did not contain
explicit numetical targets. i

Under these plans, Chinese-managed companies needed Malay partners to satisfy the corporate
owilership requirements. These and related regulations arguably led to new forms of rent-seeking and



244  THE CASE STUDY HANDBOCK

CASE §TUDY

inefficiency. One Malay entrepreneur said, “My partners are all Chinese; they put up the capital and I
demand 31% share. T make sure my investors are with the right faction in politics. I go see government
officials, politicians to make sure we get all the licenses and approvals we need. They get to do what they
went 1o do, and I make a lot of money.” '

Defenders of the NEP claimed that the policy’s critics failed to understand or appreciate the need
o redistribite weakth among ethnic groups in order to enhance political stability. “We are sitting on
dynamite, and there are plenty of fools who want to shorten the fuse,” said a Cabinet minister in 1991,
“Our job 1s to keep them from becoming important actors.” The prime minister constantly stressed the
importance of eliminating poverty and redistributing wealth so that each citizen would see himself or
herself as having a stake in the Malaysian economy. By investing heavily in education, further modern-
izing the country’s infrastructure, continuing to attract foreign direct investment, and integrating down-
stream from natural resources, Malaysia planned to become a “fully developed country™ by 2020.

Paolitical Structure

Since its founding, Malaysia’s parliamentary government had been dominated by a coalition of
political parties, collectively called the Barisan Nastonal (BN). The dominant party within the BN was
the United Malays Natienal Grganization, or UMNQ, whose members were Malay, The BN included
several other parties, among thern the Malaysian Chinese Association, the Malaysian Indian Congress,
and the Gerakan party. In Sarawak, the BN was represented by the Sarawak National Party, the Parti
Pesaka Bumiputra Bersatu, the Sarawak United People’s Party, and the Parti Bangsa Dayals Sarawak. For
the most part, each of the constituent pariies of the BN included mermbers of a single ethnic group.

According to The Economist, “Malaysia is not a democracy in the exact sense of that word. Every
adult has a vote, The elections are conducted almost fairly. . ., The UMNO coalition may win easily, or
not so easily, but it will always win, The opposition can never expect to form a government, altheugh if
an opposition party does well it may be invited to join the coalition and take part in the decision making
and share the perks of office.™ The Malaysian style of government, with a broad coalition allocating
seats in the legislature and cabinet among its constituent parties, and consistently winning eleciions, was
seen by some as similar to that of Japan.

Economic Performance

Even while its leaders concentrated much of their efforts on sncome distribution and political sta-
hility, Malaysia’s economy grew at 7.6% per year in the 1970s.%' The economy stumbled in the mid-
1980s, when world prices of petroleum, tin, rubber, and palm oil plummeted simultancously, but
Malaysia ended the decade with three years of real GNP growth averaging 9%. Over the 1980s, the real
growth rate was 5.9%. These impressive numbers seemed to support Prime Minister Mahathir’s convic-
tion that Malaysia could become a fully developed conntry in 30 vears, increasing per capita GNP ten-
fold from its 1990 level of US$2,300. Other ohservers, however, worried that Malaysia remained
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dependent on foreign Investors who would seek even lower-cost labor in Thatland, Indonesia, China, or
Vietnam as Malaysian wages rose. They also pointed out that the richest filth of the Malaysian popula-
tion still had 16 times the income of the poorest fifih, making Malaysia’s itcome distribution less equal
than that of Korea, Taiwan, Singapore, or Indonesia.

The Forest Products industry in Malaysia

In 1991, imber generated more foreign exchange for Malaysia than tin end rubber combined (see
Exhibit 5). The forest products industry received considerable attention from Malaysian government
officials, who saw it as an ideal setting for resource-based industriatization. It also received attention
from Western journalists and environmentalists, who saw an ecological horror story involving waste,
overharvesting, and destruction of traditional cultures.

Like most other governments in the world, Malaysia’s intervened heavily in the forest products
industry. Most Malaysian forest land was owned by the states. Although the states of peninsular
Malaysia had effectively gransferred much of the authority over forestry policy to the federal govern-

ent, the East Malaysian states of Sabzh and Sarawak retained direct control over the exploitation of
forest resources within their boundarie

Timberland Classification and Forestry Planning

Government agencies sst harvest levels for timber from their lands through a complicated scheme
of land classification and planning. Governmens officials designated each forested area according to the
uses 10 which it seemed best suited. Most of the government-owned forests were classified as Perma-
nent Forest Estate (PFE}. The government forest agencies were required to menage the PFE “with the
objective of maximising social, economic and environmental benefits for the Nation and ils people in
accordance with the principles of sound forest management ™ Other lands were designated as wildlife
preserves or national parks, and timber production there was forbidden. The rest of the government-
owned lands were called stateland forests, and were slaled either for Torestry or for conversion 1o agri-
cultural use. (Exhibit 9 shows the acreage in each category in peainsular Malaysia, Sarawak, and Sabgh.)

If an area of stateland forest was slated for agricutiural use or for plantations of rubber ar oil palm
frees, then timber harvesting there resulted in the removal of all of the ariginal forest cover {a process
cailed clearcwiting), By contrast, statelands not suitable for agriculture were supposed to be harvested
in a way that would ensure the ability to reharvest later. So were all of the lands in the PFE, According
to Malaysian foresters, natural stands of rain forest in the PFE were harvested selectively. Only three
or four trees per acre were harvested. Over the subsequent 25 1o 30 vears, the largest of the remaining
trees would attain the size of the trees that had been harvested. Governiment planness assumed that
afier that time had elapsed, the area could be reharvested, again selectively, and the cycle repeated in-
definitely,
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EXHIBIT &

Land use and thmber harvests

Peninsula Barawak Sateh Totg

Land Use (1888; in millions of acres)

Matural forest: 16.2 233 11.0 49.4
ingged 75 7.9 7.3 226
undisiurbed 77 15.4 3.7 26.8

Trae crops 8.4 0.7 1.3 104

Plantation forests 0.1 0.0 i 0.2

Al other 88 B85 58 21.2
TOTAL 32.5 30.5 i8.2 812

Adrministrative Siatus of Government-owned Lands (in millions of acres)

Permanent forest estate: 117 11.0 8.3 31.0
logged 48 4.1 4.9 13.8
undisturbed 7.1 6.9 3.5 17.8

Other state-owned lands: 38 9.4 23 15.3
loggad 3.2 6.1 2.2 1.4
undisturbed 0.4 3.4 0.1 3.8

“Totaily protecied areas” 1.5 0.7 12 eE

(national parks and wildife preserves)

TOTAL 16.8 21.2 11.8 43.7
Percentage undisturbed 53.6% 52.1% 50.8% 50.1%
ftarvests Peninsula Sarawsk Bahah
Years 198187 198330 1984-87
Annual average area logged thousands of acres) a78 546 436
Annual avarage harvest volume imillion cubic meters) 9.35 11.76 NAA
Average annual acreags logged/iotal forest acreags 3.8% 2.3% 4.0%

Mote: Numbers may not add to totals dus o rounding.

Sourees; Malgysian Ministry of Primary nGustries, "Foresiry in Malaysia" (n.o.); Sarawak Forest Depariment, “Forestry in Sarawak Malaysia”
1881).
1

The Concession System

The government agencies that controlled Malaysian timberland granted logging concessions to
private parties. A concession from the forest agency gave the holder the right, contingent on payment of
fees and rovalties, to harvest a certain amount of timber from a specified tract of timberland over some
period of time. Concession holders commonly contracted the actual logging w other firms,
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Concessionaires could sell their logs to independent mills or process the timber from the conces-
sion lands themselves. In 1990, over 1,000 sawmills and 80 mills producing veneer and plywood com-
peted for raw mber in Malaysia. (In addition, some 650 other timber-processing mills made fusniture,
parquet flooring, chipboard, fiberboard, woodsn molding, matches, pencils, and other wood produets ™)
Alternatively, concessionaires in Sabah and Sarawak could still sell their logs into export markets.

in the hill forests that comprised most of Sarawak’s commercial timberland, government foresters
regarded harvesting cycles of about 25 10 30 years as appropriate. Licenses on the PFE in Sarawak had
lifetimes of 10 ta 15 vears, but could be rencwed on expitation with the approval of the state forest
department. Each concession in the PFE covered an area ranging from 30,000 to 230,000 acres. (By con-
trast, Rhode Island’s area is 776,000 acres.)

The ficense holders paid royaities (o the government based on harvest volumes. Royalties typically
ranged from 15% to 30% of the price of the logs, depending on the species; timber royalties accounted
for 40% to 43% of the Sarawak state government’s total revenues. In addition to the royalties and per-
mits, concessionaires paid relatively small pramiums to the government which were earmarked for mad-
ical and educational services provided to inhabitants of the rain forest *S

Some Westurn observers were offended a1 the manner in which the logging concessions were allo-
cated and operated, charging that it contributed to rapid deforestation. Concessionaires were typically
corporate entities whose only subsiantial asset was the concession itself, and the identities of the peopic
who controlled thess concessions were not normally made public, The Econamist wrote in 1990 that
“Sarawak’s chief minister hands out logging Hcenses at his discretion,” that the chief minister before
1987 had granted concessions covering over 3 million acres to members of his owa farnily, and that the
chief minister's replacement, himself a relative of his predecessor, had aliocated another 4 million acres
to his family menibers, The state’s tourism and environment minjster “exarcises no restraint—but then
he owns three large concessions himself” The Ecanomist wrote.25

Llegal logging by some concessionaires, their contractors, or other parties was held to be a signif-
icant problem. With onky about 1,600 employees in total, the Sarawak Forest Department policed a
rugged, undeveloped, largely roadless area the size of the state of Now York. Harvest targets were diffi-
cule to enforee, A single log of meranti, the most widely harvested hardwood tree in Sarawak, might con-
tain wood worth two and a half months’ income for the average Malaysian.

Malaysian government officials argued that the existing systern, however imperfect, was better
than any tmaginable alternative, “If the actual harvests are 10% 1o 20% greater than the amounts in the
Forest Management Plan, that is an aceepteble price to pay for political stability,” said one senior minister,

Encouragement of Downstream Industries
The governments of Malaysia, Sarawak, and Sabah all used subsicdies and tax breaks to grcowrage

the local production of lumber, veneer, furniture, and other wood products. At the same lime, they
restricied eniry into wood processing industries: firms required government licenses in order to build
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new factories. Despite the incentives, the export of logs from Sabah and Sarewak remained the most
valuable operation in the Malaysian forest products sector in the early 1990s (see Exhibit 18).

In 1983, the Malaysian government baaned the export of unprocessed logs from peninsular
Malaysia to encourage the domestic processing of wood. By 1991, officials were thinking of raising
export duties on lumber and plywood to encourage even further vertical integration. For similar reasons,
the Malaysian federal government encouraged the restrictions of log exports from Sabah and Sarawak,
but fog exports from East Malaysia continued in the early 1990s,

EXHIBIT 10

Wood production and exporis

A, Wood products production and exporis

{includes iwmber, plywood, and vanser] W, Malavsla  Sarawal Sabah Totat
Production, 1880 {thousands of cubic meters) 6,112 380 648 7,138
Preduction, 1880 {thousands of cubic meters) 7,529 7t 2375 10,685
Exports, 1880 {thousands of cubic meters) 3,642 Ha4 2,391 6,577
Exports/production, 1930 45% 0% 101% 62%
Annual growth rate in production, 19801980 2.1% 7.5% 3.9% 4.1%
8. Log production and exports W, Malaysiz  Sarawalk Sabah Total
Production, 1980 {thousands of cubic meters) 10,453 8,398 9,083 27,915
Production, 1880 fthousands of cubic metars) 10,820 18,638 B,445 37,803
Exporis, 1890 (thousands of cubic metears) 15,808 4,584 20,462
Exports/production, 1930 0% 84% 549 54%
Annual growth rate in production, 1980-1880 0.2% B.4% -0.7% 31%
. Bestination and value of
Malaysian [og exporis Japan Kores Talwan Thallangd Al Qther  Total
Volume, 1880 8,825 1,669 2,847 —_ 1,725 15,087
{thousands of cubic metars)

Volume, 1990 10,432 3,118 3,137 765 2,857 20,316
{thousands of cubic meters)

Average valus, 1980 200 180 123 MNA 114 173
{M$/cubic meter)

Average value, 1980 222 1894 148 208 171 188
{M$/cubic meter)

Naote: Total exgort figure for 1900 differs slightyy between parts B and G of this axhibit dug to inconsistencies i origina: data.

Sources: Malaysian Ministry of Primary Industs
D, 35,

, “Statistics on Commadifies,” pp. 15011, Sarawak Forest Department, "Forastry in Sarawak,”
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Downstream integration into lumber, plywood, or furniture would free Malaysia from the alleged
collusion of the Japanese trading firms who purchased most of the logs, as well as from the usual tyranny
of volatile commodity prices. Downstream integration would increase employiment in the forest products
sector; it arguably would reduce the pressure on the forests at the same time, since the same amount of
timber weuld produce more jobs and expart revenues. {in Sarawak, timber and related industries were
said to employ about 75,006 people, or close to a tenth of the market labor force,)

The Sarawak siate government rebated 80% of the royafties on logs if the logs were processed
within the state boundaries, In addition, the faderal Malaysian government offered generous tax breaks
tor companies investing in wood processing factories, Companies with “pionser status,” which included
most forest products companies in Sarawals, received five-year exemptions from incoms tax, and invest
ment tax credits further reduced the federal tax burden for new wood processing firms.?’

Envirommental Concerns

According to a widely cited report by the World Commission on Fnvironment and Deve lopment
(WCED), about 2.25 billion acres of tropical rain forest siill existed worldwide in the 1980s, By that
time, however, human activity kad destroyed the forest cover on another 1.5 billion to 1.75 billion acres.
Lach vear, more than 25 million acres of tro pical rain forest were eliminated, and another 25 miliion
acres were seriously disrapted

For several reasons, this Toss of tropical rain forest was deeply disturbing 1o environmentalists, AL
the locat level, loss of forest cover could increase erosion, soil loss, and the chance of catastrophic
fAoods. Tropical deforestation also accelerated the extinction of plant and animal species, Although they
covered only 6% of Earth’s land area, tropical rain forests contained at least half, and possibly up to 90%,
of the world’s species of plants and animals. Many biclogisis believed that the human-caused rate of
species extinction was hundreds oz thousands of times higher then the background rate ®

Loss of these species, most of which had been poorly studied and many of which probably were
never identified, meant that any potential they might have for homan development went untapped, Many
wild species had already proven nseful in producing medicines, in creating new strains of agriculmral
crops, or in contributing “gums, oils, resins, dyes, tannins, vegetable fais and waxes, insecticides, and
many other compounds”™ Unknown numbers of other species might prove similar fy useful.

Lass of forest cover was also thought to contribute to increases in global average temperature
caused by the buildup of carbon dioxide and other gases in the sarth’s aimosphere. Different studies sug-
gested that between 3% and 15% of globel climate change might be due to deforestation.”

Although Malaysia conteined no more than 2% to 3% of the world’s tropical forests, the thick
forests—-rich in biological resources—that covered the hills of northern Bornea received particular
attention from cavironmenial groups and the Western press, and were the center of especially heated
controversy.
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Reliable data on timber harvesting and forest loss were difficult to obtain in Malzysia and in most
other tropical countries. It appeared, though, that logging in Malaysia had affected between 2% and 4%
of the country’s forested area annually during the 1980s (see Exhibit ). Western environmental groups
argued that the amounts of timber harvested exceeded the growth of the remaining timber, so that the
forests were being “mined.” This raised questions about economic welfare in the long run as timber har-
vests declined.?”

Malaysian forestry officials disagreed. First, they argued that the emvironmentalists failed to real-
ize that Topging an acre of rain forest did not mean destroying it irees would be left standing on the site,
and the same acre could be logged again 25 or 30 years later. Second, while acknowledging that timber
harvests from Malaysia as a whole were greater than the sustainable level, the officials thought it made
no sense to include forests siated for conversion to agricultura! use in caloulating the sustainable yield.

Further, Malaysian government officials feli that small-scale, temporary conversion to agriculture
was a bigger problems than commercial logging. Rural people would clear and burr small patches of jun-
gle and plant crops, moving on to clear and burn other aveas a few vears later, According to the Sarawak
forest department, a state agency, shifting cultivation was respensible for much of the forest loss in
Sarawak.*

Some Western groups also argued that fogging violated the rights of self-determination of indige-
nous people in the Borneo jungle. Attention ceatered on the Penans, nomadic forest dwellers whose way
of life was threatened by logging; their number was estimated ar 9,000 by the Singaporean snd
Malaysian British Society (SIMBA), although Malaysian government officials said that only 308 still
pursued a traditional nomadic way of life. When indigenous peopie tried to stop the logging by burning
bridges or blocking roads, they were prosecuted and jailed. ™

Possible Changes in Forest Management
The ITTC Report and its Recommendations

In 1989 and 1990, the governments of Sarwak and Malaysiz invited the International Tropical
Timber Organization (ITTO} to send a group of observers to Sarawak to visit the timberiands, assess
forestry practices, and present some recommendations. The ITTO, whose member governments were
exporters and consumers of tropical forest preducts, worked with both environmental groups and trade
associations. Its purpose was “to strike a balance between utilization and conservation of tropical {orest
resources through enhanced benefits to promote sustainable management of such forests

The mission released its report to the [TTO in May 1990, Its central recommendation was that the
tirmber harvest in Sarawak be reduced to 9.2 million cubic meters per year: 6.3 millien cubic meters per
year from the PTX:, and another 2.9 million from the statelands that apparently were not needed for con-
version to agriculture or plantations.™ The mission based this recommendation on its own calculation of
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the sustainable annual yield from the PFE and the stateland forests in Sarawak, after excluding the parts
of the forest that it thought were 100 steep 10 be logged in an environmentally acceptable manner.
According to foresters in the Sarawalk government, harvests in the state in 1990 totaled about 18 million
cubic meters, or nearly twice the total that the ITTO recommended, About one-third of this towal came
from land clearing on the statelands, and the rest from the PFE. The Sarawak government stated formally
that it “accepts in principle the recommendations in the ITTO Mission Report and will implement the
recommendations based on available resources and with the assisrance and cooperation of the interna-
tional community,™’

Contraversy persisted after the ITTO report was released, One of the mission’s main TECORLNEN-
dations was that “(he staff of the Forest Department must be comprehensively strengthened "™ A year
and & half after the misslon’s completion, however, practically no new foresters had been hired. The
Sarawak government needed permission from the federal government to increase #s employment; offi-
cials in the Forest Department said they were anxious to hire ar least 400 people, but that officials in
Kuala Lumpur were sitting on the necessary paperwork. Federal officials cauntered that responsibility
for the hiring really rested in the Sarawak capital of Kuching, Meanwhile, harvests continued at a rate
well abave the ITTO recommendations.

Other Maasures

Many observers, including the ITTO mission, suggested that the Sarawak and Malaysia govern-
ments increase the size of their Totally Protected Areas (national parks and wildlife preserves). Sarawak
had agreed to quadruple the acreage of thosc areas. This meant manggement headaches in the short run,
as people were displaced from areas where they had traditionally used the forest, and could also mean
forgone revenuss in the long term. In response, some westerners suggested that, since the Sarawak rain
Torests were in effect a globally valuable assct, the inkabitants of Borneo should somehow be compen-
sated for maintaining them in a pristine state.

& Western Timber Ban?

Less-patient environmentalists suggested that Western nations ban imports of forest products from
Malaysia until the government reformed its forest policies.’® In response, Mulaysians pointed out that
most of the furniture they exporied to the United States and Europe originated in West Malaysia, while
all of the log exports came from East Malaysia, Further, Malaysia’s biggest log customers were in the Far
Fast. It seemed unlikely that they would join any sort of boyeott of Malavsian wood.

Many Malaysians saw behind the proposed timber trade restrictions the sinister hand of the West
ern seftwood timber producers. Government officials and industry leaders alike spake of alliances
between the Western environmental groups and the comparnies that produce fumber and plywood in
North America and Seandinavia. “They are worried that they will lose market share to tropical imber, so
they fimd the environmental groaps 1o engage in anti-trepical hardwood campaigns,” said one offictal,
And Prime Minister Mahathir's own speechwriters had written in the deaft of the address he was to give
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before the United Nations in September 1991 fat “the idea that the tropical foresis can be saved only by
bayeotiing tropical timber cmacks more of economic arm-twisting than a real desire to save the forests,
.. Thisis a ploy to keep us poor™®
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Whistler Corporation (A}

In the summer of 1987, Charles Stott, the recently appointed President of the Whistler Corpora-
tion, realized thai the company had reached a critical juncture—the cnce profitable maker of radar detec-
tors was losing $500,000 per month. Stott had been brought in by Whistler’s comorate parent, the
Dynatech Corporation, to return the company to profitability. Within the next few weeks, Stort was 1o
present a decision to Dynatech regarding the future of Whistler's manufacturing operations.

Stott was considering radically testructuring Whistler’s domestic manufacturing operations in an
aitempt ta become cost competitive with off-shore manufactarers, A pilet “fust-in-time” (JIT) synchro-
nized production line that had been i operation for fess than three months would be the mode! for the
new manufacturing system, If the synchronized production system could be successfully sealed up,
Whistler could expect significant cost savings from reduced work-in-process fnventory, better quality,
higher fabor productivity, and more efficient utilization of ficor space. Major savings in fixed costs
would also come from being able to close the company’s plant in Fitchburg, Massachusetts.

A second option being contemplated was instead to expand the company’s long standing and suc-
cessiul relationship with a Korean consumer electronics compaity. This company was already supplying
complete “low-end”? rader detectors to Whistler at very attractive prices. Turning over additional low-end
products to this Korean supphier would alfow Whistier to be more cost competitive in this segment of the
market, It would nlso alleviaie some of the capacity problems the company was experiencing in its Lwo
domestic plants (in Westford and F itchburg, Massachusetis), A third, and more extreme option was zlso
being given serious consideration: Move all production off-shore and shut down the company’s two de-
mestic plants. This route had been taken by all but one of Whistlers competiors in the radar-detection market.

Background

Radar detectors, known in the verpacular ag “F uzz-busters” ™, are small electronic devices which
alert drivers to the presence of police band radar used to track vehicle speeds {Exhibit 1). The device
contains three basic functional {internal) parts. The microwave assembly is an enienna which picks up
microwave signals {emitted by police “radar guns”) and converts them into lower frequancy radio sig-
nals. These signals are then processed and interpreted by the radio frequency assembly. If police band
radar signals are detected, the controf assembly alerts the driver through flashing lights, a bezp, or some
combination of visual and audio cues.

The first radar detectors were introduced in 1972, Track drivers were then fhe overwhelmingly dom-
inant users of radar detectors. In the late 1970%, the use of sadar detectors began {0 spread o automobile

This case was prepared by Professor Gary Pisana.
Copyright € 1590 by the Presideni and Fellows of Harvard College. Harvard Business School case 696-011.
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EXHIBIT 1

fepresentative products of Whistler Corporation
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“enthusiasts™, satespecple, and others who frequently diove fong distances on highways. It was stilf a
small, specialized niche market when the Whistier Corporation decided to enter the business in 1978,

Whistler was founded by Duodge Morgan in the eady 1970%. In its earliest days, the company

esigned and manufactured electronic specialty products (voice scramblers, marine radars, and gas leak

detectors) in the founder’s garage. As revenues began (o grow, the cornpany relocated first to an old mill
and then to a larger, more modern facility in Westford, Massachusetts.

Because of the company’s strong design and engineering capabilities, it quickly became a domi-
nant and profitable player in the small, but growing market for radar detectors. Iis first radar detector,
designed in 1978, became a leading seller, In 1982, Whistler introduced two mere models. In 1983,
Whistler was one of six companies competing in what was still a rather specialized, but profitabls, niche
market. In this same year, Whistler was acquired by Dynatech, a Burlinglon, Massachusetts company
whose strategy was to purchase small to medinm sized companies with dominant positions in niche markets,

Explosive Growth: 19831887

Shortly after Dynatech acquired Whistler, a number of interrelated changes occurred in the markst
for radar detection devices. As indicated in Exhibit 2, unit aggregate demand exploded. Between 1982
and 1987, the total number of radar detectors sold in the Usited States inoreased by more than 450%.
Annual rates of market growth during this period averaged 35.6%,

This growth was associated with a fundamental change in the composition of demand. “Mags”
consumers became the domisant buyer segment. The market became segmented according to price,
quality, performance, and purchesing convenisnce. Distribution expanded from spacialty auto and truck
shops to a variety of general retail outlets (electronics shaps, mass merchandisers, and mail-order cata-
logues). To serve as many segrents of the rapidly growing consumer market as possible, Whistler intro-
duced nine new models between 1982-19%7.

As could be expected, demand growth atiracted new competition. By 1987, Whistler had 19 com-
petitors. While many of these were American companies, virually all of them sold radar detactors which
were manufactured under subcontracting arrangements with Asian suppliers, The majority sourced
exclusively from Asia. In the wake of infense competition and access to low-cast off-shore producers,
the average price of radar detectors declined steadily (Exhibit 2).

1t was during this period of rapid growth that Whistler experienced severe problems in its manu-
facturing operations.
Manufacturing Operations

Manufacturing at Whistler was divided {nto two sets of operations; subassembly production and
final assembly. Before 1985, both subassembly and final assembly operations were done in Whistler's
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EXHIBIT 2

L3, market for radar delectors {units)

Year Mumber of units % {ncrease Average retal price
1980 473,000 i

1981 583,000 23

1982 618.000 5}

1983 985,000 59 $150
1984 1,458,000 £H 136
1085 1,810,000 3 125
1085 2,505,000 31 115
1887 2,840,060 13 95
1988* 2,582,000 5 90
1889° 2,684,000 =10 84
19907 2,415,000 =10 83
1991 2,295,000 -5 80
"Projected

40,000 square foot plant in Westford. In 1983, Whistler moved final assembly operations to a new 20,060
square foot plant in Fitchburg, Massachusetts (approximately 23 miles from its Westford plant).

Subassembly

As indicated earlier, radar detectors consist of three internal major subassemblies: 1) a microwave
subassembly, 2) a radio frequency (RF) subassembly, and 3) a controf subassembly, Whistler designed
and built alf three of these subassemblies in-house. Both the RF and control subassemblies consisted of
printed circuit boards containing through-hele soldered, as well as surface mounted, electronic compo-
nents. The RF and control boards were assemblad from electronic components and bare printed circuit
boards purchased from owside vendors. The microwave subassembly was manufactured using zine die
castings supplied by an outside vendor. Normally, these subassemblies were produced in batch sizes
large enough to meet the requireinents of one menth of final assembly.

Circuit hoard production requirved 2 number of steps. First, all of the components required te pro-
duce a batch of a particular circuit board were brought from the stockroon: ¢ the circuit board produc-
tion area. Then, electionic components were awomatically mounted onto the susface of the bare panels.
After this “sarface mounting”, the batch was inspected to ensure that all of the appropriate components
were correctly placed. The entire batch then moved to the “hand stuffing” work area where components that
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could not be putomatically mounsed were manuatly imserted into the board. These “hand-stuffed” con-
ponents were then seldered into place on an automated wave solderer,

The entire batch of boards was then tested; boards which failed the test were marked. Al panels
were then sent to the “wazerknife” which used a high-pressure stream of water to cut the panel into individ-
ual circuit boards, a process known as “depaltetization”. After depalletization, any defective boards were
sent to the printed cirewit board re-work area. The boards which had passed the first step were sent 1o a
another work station for RF tuning and functional testing, Boards which failed this second test were also
sent to the re-work area. Finally, the entire batch went through a final quality contral audit to ensare that only
good boards would be sent o the board mventery in the stockroom® and ultimately on 10 finaf assembly.

Microwave assemblies were assembled in a separate part of the factory. Like the RF and control
boards, the microwave assemblies were produced in batches large enough to meet one month’s final
assembly requirements.

Final Assembly

Tinal assembly consisted of six steps. First, the three major internal subassemblies were wired
together. Second, a “quick test” of the Integrated electronic system was done, Defective units were sent to a
final assembly rewori areq. Third, the now-integrated electronic systems wers attached to the bottom half
of the unit’s plastic molded shell. Pourth, the top half of the exterior shell was fastened onto the hottom
balf (now confaining the electronic system), Fifth, the antive unit was tesied (defective unils were sent to
the re-work area). Finally, the unit was packaged with instructions and sent 10 the finished goods storage area,

Froduction Control

The flow of materials was controlled by what is commonly referred 1o as a “batch-and-kit”
method. In a batch-and-kit operation, all subassemblies and final assemblies are produced in batches---
at Whistler, normelly menthly batches, For example, if 3000 Speetrum 1 radar detectors were schednled
for production in a month, all 5000 would be assembied in cne batch,

Before the final assembly of a batch could begin, all requisize subassemblies and parts had to be
ready. Several weeks before {inal assembly of a batch of Spectrum |s was scheduled to begin, the sub-
assembly area produced 5000 of the appropriate RF beards, 5000 of the appropriate contro) boards, and
3000 of the appropriate micrewave assemblies. The finisaed batches were then sent to the stockroon.
Just prior to the time at which final assembly was scheduled, ali the required subassemblics were picked
from the stockroom and organized into 1 “ki"—all those paits required for the final assembly of ane
batch of finished product of that model. The kit was then sent to final assembly.

Most of the small electronic components used by Whistler were supplied by vendors located in
Asia. For these components, th lead time from order to delivery was about ten weeks. Due to these long
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lead times, and because of the relatively low cost of these compenents, Whistler generally stocked
enough raw materials to satisfy the next two months of scheduled preduction,

Strains in Manufacturing

As productien volume began to increase rapidly afier 1983, manufacturing operations experienced
a rumber of problems. When Whistler had been producing four models in relatively low volumes, the
number and size of production batches were managesble, However, increases in both tolal production
volume and the number of models meant an increase in the number and size of batches, With a total of
13 models in preduction, the factory often found irself with several batches of in-process units lined up
and waiting between work areas. With available stockroom space full, the floor of the Westiord factory
quickly became cluttered with work-in-process.

Floor space was not the only constraint i the Westford plant, There were many electronics com-
panies in the Westford-Lowell area. Because of defense spending and a general expansion in the econ-
omy, these companies were experiancing a boom in business. Demand for semiskilled assembly workers
was extremely high. Whistler, competing for labor with such companies as Digital Equipment Corpora-
tion (DEC) and Wang, found it difficult to staff its production operations at the wages it could pay.

A decision was made to lease a factory in Fitchburg, Massachusetts where both labor and space
were more economically available. Management viewed the Fitchburg plant as a way 1o quickly add
capacity and capture some of the business Whistler had been losing. Tn 1985, the Fitchburg plant was
opened. All final assembly and test operations were moved to Fitchburg. Subassembly operations and
packaging remained in Westford, Thus, the process flow was altered as follows: RF boards, control
boards, and microwave subassemblies were produced and tested in Westford. These subassemblies and
alt the other parts required to make a batch of 2 particular medel were “kitted” and then tiveked to Fitch-
burg. In Fitchburg, the kits were assembled into final products and tested. The entire batcl: (or multiple
batches) were then trucked back to Westford where finished product was packaged and stored.

Druring this time peried, Whistler began to experience quality problems in the subassembly of RF
and control boards. Some of these probiems were due to defects in components sourced from outside
vendors. Howaver, a major part of the problem was caused by the new surface mount technology (SMT).
Components which are surface mounted 1ake up less space on the circuit board than those that must be
inserted and soldered into holes. As a result, surface mounting allows more components to be packed onto
a smailer circuit board. The trend toward smaller radar detectors made this technology desirable. When
awtomated, the surface mounting process reduced cycle time dramaticatly, Given the need to increese
production volums to keep up with demand as weil as the increased demand for smaller detectors, SMT
was a natura] technology to adopt, even though it was a far more complex process than traditional methods.

The first SMT equipment was installed in 1986. The yields on the SMT process were quite low while
operators, designers, and process engineers learmed about and adjusted to the sublletics of the new process.
By early 1987, the first-pass yield {the percentage of “good” output the first time through, before rework)
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had climbsd to 75%. Through: diligent inspection and extensive rewerk?, the quality of products reaching
customers remained extremely high. However, ensuring that reliability in the field was quite costly. For
example, at the end of 1986, 100 of the company’s 250 production workers were depleyed to fix defec-
tive boards. About 30% of the Westford plant’s floor space was taken up with in-process rework, Rework
accounted for approximately $600,000 of the cormpanys $2 million of work-in-process inventories.

Defective boards also hampered smoath material fow. A strict batch-oriented material flow disci-
pline requires that an adequate number of subassemblies of each type be available to complete a kit,
High rates of defective subassemblies created probioms is ma iching subassembiies to creats final assem-
bly kits. In final assembly, incomplete kits couid sit for weeks waliting for defective subassemblies to be
reworked. The pressure to ship products was so great that common parts from other batches in process
would sometimes be used as replacements, Unforiumately, this “borrowing” of components often went
unrecorded. As a result, the missing parts were not available when the other batch was ready for final
assembly. High defect rates became so normal that they were built into the production schedule. For
example, as & matter of policy, the Production and Control Department ordered 20% more subassem-
blies than the final assembly production schedute called for.

Work-in-process piled up because of frequent unexpected schedule changes. When Whistler had
been producing only four models for & rather narrow market, the schedule could be set well in advance,
The “mass” market, however, was far more volatite. As one production scheduler put it:

Out of the blue we could get an order for 5000 Spectrurn 2's fromt a big retailer run-
ning a weekend promotion. If we had the products to ship, we had the order. If not, we lost
it. This was something we just weren’t used to, Truckers don’t oo oul and buy a radar detec-
tor just because it's George Washington’s birthday.

Production schedule changes often meant stopping work on one baich of products o free up
resources (o start another. In early 1987, work-in-process mventory had reached 52 million, A produc-
tion controller who had worked on the production line described the scene: “The place was a total zoo,
Boards and halfassembled units were piled up from fioor to ceiling. We even had to rent three trailers 1o
handle the overflow”

Work-in-process had also become a materials-handling nightmare. The longer kits remainad on
the factory floor and the more they were reshuffied {to make room for other work-in-process), the greater
the likelihood of damage to delicate electronic parts and further problems in final assembly. In 1987, by
the time 2 unit had completed final assembly, it had spent an average of 23 days in process, afthough
actual production time was only eight hours,

Performance

Until late 1986, manufacturing was of little concern to the Whistler management. Innovative
design and good marketing were, as one executive sut it, “the name of the game”, Sales had been growin
& 2 2 o
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rapidly and manufacturing, despite its internal problems, had managed to keep up. In 19835, profits
before taxes were 20% of sales; the company had & pretax return on assets of 40%. In that year, the com-
pany was the market share leader with 21% of the domestic radar detector market (units). The “build as
ANy 85 you can, any way you can” strategy seemed to be working.

In 1986, however, financial performance deterforated rapidly. High manufacturing costs were
making it difficult to compete with off-shore manufacturers. The manufacturing costs of Asian subcon-
tractors were substantiatly lower than those of Whistler {Exhibit 3). A marketing analysts suggested that,
due o their performance, quality, reputation, and brand image, Whistler's products could support a 10%
price premium, but not much more. By the end of 1986, Whistler’s market share had fallen to 12%. By
the end of the summer of 1986, the company began to lose money for the first time in its history, at the
rate of alimost $500,000 per month. The problems in manufacturing began to draw notice.

According to Jack Turner, Vice President of design and enginecring, whe headsd manufacturing at
the fime: “We knew manufacturing was sick. We knew something had o be done, We just didn’t know

what it was.”

In September 1986, a consuliing firm was hired to study Whistler’s manufacturing process and to
make suggestions for change,

EXHIBIT 3

Off-shove sourcing alfernatives: U8 vs. far sast manufacturing {spectrum 1)

United States Cusrent (1/87) Far East (n $ U8
Material $31.90 530,48 H
Scrap 3.83 0.82
Direct labor 8.0 1,88
Variable overhead 8.30 7.48°
Shipping —_ 0.30
Buty —_ 2.40
U8, soordination cosis — 1.00
Fheatt ovarhead
Westford (HQ) 3.38 3.38
Westford plart 9.28 —
Fitchiburg plant __ 814 T
520.80 £3.38
Total §71.83 847.82

matad resulis from MPL,

Zincludes the subcontractor's fixed ovarhead, varialie cverhead, and profit margin.
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The HAGE-ME Program

The consulting firm suggesied a comprehensive program 1o reform manufacturing eperations. The
program was dubbed RACE-ME {Restoring A Competitive Bdge Through Manufacturing Fxcellence),
Its goal was to make Whistler's manufacturing as efficient as its Far Fastern competitors within 24
months.

The RACE-ME program included reforms in materials handling practices, operator fraining,
process fay-out, inspection and quality control, tooking, and production How. A mode! (pilot) production
Line (MPL} was set up in a carner of the Westford plant to implement, evaluate, end demonstrate various
reforms. The line consisted of a series of connected work benches, For symibolisim, the benches were &
ditferent siyle and different color than those found in the main manufacturing operations. The relativaly
high-volume Spectrum | was chosen tc be produced on the MPL,

The MPL was designed to change the flow of materials and work-in-process. Rather than a batch
flow, the MPL would operate as a “repetitive” or a synchronous line-flow manufactiring process with
only very small buffer stocks bevween adjacent stages of production. T the traditional system, a work
station received large batches of compenents and subassemblies as scheduled, whether or not it was
ready to start working on thent. On the MPL, a work siation would receive materials or work-fr-process
only when it requested them. The second major change was in the production schedule. The MPL was
scheduled to produce the same quantity of detectors day after day.

After some trial-and-error, the MPL process evolved as follows: RE boards, control boards, and
microwave subassemblies were produced with the same equipment and through the same process as
before. However, sepacate inspection points were eliminated. Fach work station was made responsible
tor identifying and correcting its own quality problems.

Batch sizes and production flow were dramatically different, Rather than produce boards i one-
month batches, the SMT operation ran only enough boards 1o supply one day of final assembly. The
batch sizes were only 2 hours in the board assembly operations after SMT (hand stuffing, wave solder-
ing, and depalletization).

The production flow was controlled by “kanban” racks between each work station. Workers at any
particylar work station were instructed to work on a particular batch of boards only when an empty tray
appeared in: the rack betwees 1t and the next work station. When a specific work siztion needed more of
a certain type of board, a worker would place an empty tzay {with 2 production control card indicating
the type and number of boards required) in the rack. This would signal a worker in the preceding work
station to begin making a batch of those boards. The worker receiving the “produce” signal first checked
the Inventory in the rack between it and the station preceding i1, If the appropriate work-in-process or
components were there, the worker could begin processing immediately. 1 not, he or she would order
them from the preceding station by putting an empty tray with the appropriate production controi card on
the rack. Through this kanban chain, materials and work-in-process were puiled as needed by down-
strearm stations.
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The fiow of materials through subassernbly was similarly controlled hy the final assembly line.
When required, final assembly would pull small lots of boards (a 15 to 30 minute supply) from the kan-
ban rack localed alier the depalletization area. The small lot would then be tested, Boards that failed
were sent to a rework area assigned especially for the MPL. A limit Lhad been set on the maximum num-
ber of boards permitted in the board rework station. Once the limit was reached, the board subassembly
operafion would be shut down until the cause of the quality problem could be identified and corrected. It
was hoped that this line shut-down procedure would help keep the process under control by drawing
attention to defects and by forcing shop management 1o deal with their causes.

The boards were then passed along o the unit integration station where the three major subassembiies
were joined. The MPL operated as a worker-paced assembly line, After completing a particular assembly
step, the operator would pass the work piece a few feet down the bench to the next station’s incoming
work tray. These trays could hold a maximum of six work pieces. Once the tray was filled to capacity, the
operator at the preceding station was instructed to stop working. He or she could resnms assembly only
when the tray contained fewer than six in-process work pieces. At the end of the MPL, an enclosed work
station’ performed the final test. Arty unit failing this final test was sent to another rework station. The
entire production line would be shut down if one day of inventory accumulated in this rework area.

Each worker on the MPL received 15 hours of training in work methods, quality inspection, and
statistical process control.

MPL Resuits: April-June 1987

The MPL began producing Spectrum 1's on April 7, 1987, By late June, a study of the pilot line
was completed. The data (summarized in Exhibit 4) suggested that it might be possible for Whistler o
achieve substantial improvements in the productivity of people, equipment, and space if the manufactor-
ing methods used on the MPL were used to produce all of Whistler’s radar detectors. In addition, the
MPL enabled Whistler to produce & Spectrum 1 from start to finish in 1.5 days, as compared to the 23
days required in the traditional systerm.

One option was to implement MPL concepts throughout the Westford plant. The expected gains in
productivity were expected 1o allow Whistler to close the Fitchburg plant and reduce its total labor force.
However, several questions remained.

Some managers in the company wondered whether the results of the pilot project could be repli-
cated on a plant-wide basis. Which product Hnes might be best suited to the repetitive manufacturing
process? Ed Johnson, the Director of Marketing, argued:

This is extremely risky. You're tallking about changing the entire manufacturing system
and maybe shutting down one of our plants. Trankly, the possibilities scare me to death. Any
kind of major disruption in cutput could really hurt us. I know things aren’t very good now,
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EXHIBIT 4

Pilot results of RADE-ME fwo months of operation)

Category January 18877 June 1987

Cutput (units) per direct employes 100 237 o
Cuiput {units) per sq. #. 100 146

Work-in-process (units) 100 46

RF board: tst pass yiald 100 i14

Varlable Overhead? 100 58

Scrap 100 17

“hate: 100 = nasst for each catagory

“Indirect lahor {materials handiers, siocksoam smployees) accounted for SArtually ait of variable ovarhead.

bu, at least we are gelting product out the door. T think we should make changes in manu-

facturing, but let’s phase them in more slowly.

Larry Santos, the plant manager at the Fitchburg plant, was also concerned:

Imow this sounds like I am just looking after my own job, but I have to say I am not
sure closing Fitchburg is the best decision. First, the plant has only been open for two vears,
The people there have been showing some real cemmitment. In fact, most of the quality and

scheduling problems have originated in Westford.

The Director of Operations Planning, Sharon Katz was also concerned about closing Fitchburg:

£id have 1o agree with Larry about closing Fitchburg, but for a different reason. 1 we
plan lo grow, we're eventually going to need the exira capacity Fitchburg gives us. It’s going

to very expensive 1o start up a new plant in a few vears.

The Executive Vice Iresident of Finance, Margaret Cuiry, had 2 more extreme viewpoint:

Tam very impressed by the results of the MPL experiment, but I just don’t think the
cost savings will be enough. 1 just don’t believe we can compete by manufacturing our prod-

ucts domestically.

The offshore eption buys us tremendous sourcing flexibility. We can shop around for
the best suppliers in cost, quality, and delivery. If one isn't working out, there are plenty of
other potential suppliers throughout Asia we can g0 to. We can take care of the foreign
exchange risks with appropriate hedging positions, so that needn’t cloud our analysis.
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Some within the company believed that despite the success of the MPL pilot project, manufactur-
ing was not what Whistler should be worrylng about. One executive, who had been with the company
eight years, argued:

Iagree with Margaret. We should be focusing on what we do best, perhaps better than
any of our competitors—design and engineering. Our competitive edge is high performance
in a small package. But, Cobra, Bel, and other competitors are really putting the heat on our
rechmological lead. I we try to do everything, we’ll lose our edge in technology. Manufac-
uring, while obviously an important part of the value chain, can be efficiently handled by
our Korean partner or other overseas suppliers, if necessary. Every dollar we save by manu-
facturing offshore 18 another dollar we can invest in product development.

Ed Johnson added; “Or it’s another dollar for advertising and market research!”

Richard Packer, 2 member of the outside consulting team, ralsed another issue; I think there's a
beneflt of MPL that’s been overlooked. By shrinking the throughput time from 23 to 1.5 days, the new
system: gives yvou the flexibility to respond quickly to changes in the market.”

Charles Stott was worrled about larger issues, Growth in the market for radar detectors had essen-
tially stopped. In addition, two states had recently banned radar detectors; several more states had such
tegislation under consideration. The domestic market could evaporate quickly; expanding overseas sales
into Europe, the next biggest potential market, was not a realistic option because most Ewropean coun-
tries had legisiation already banning detectors. In Stott’s view, diversifying out of radar detectors might
soon be a strategic imperative. The marketing group was already looking at potential product lines which
could be sold through the same channels of distribution under the Whistler brand name. The design engi-
neering group had commenced early development projects in several new product areas—CB radios,
battery chargers, anti-theft devices, FM antenna boosters, emergency lights, breath analyzers, collision
avoidance radar, scanners, and marine UHF radios. In view of these changes in Whistder’s business, Stott
contemplated the role that manufacturing would play in its future.

Notes

I, Some propiletary data have been disguised.

2. In the radar detector market, “low-and™ indicates a product with basic features, relafively low engineer-
ing costs, and modest performarnce specifications.

3. “Fuzz-buster” is a registered trademark of Electrolert, one of Whistler’s major U.S. competitors,

4. 1t was not unusual for there fo be no room in the stockroom for finished boards. In these instances, fin-
ished boards wers stored on the factory fleor until the batch was needed in final assembly.

3. Defeetive boards were rewarked because they were too valuable to serap.

6. “Kanban” is a Japanese word meaning “sign.” It refers to the cards or signs atteched 1o the containers
holding work-in-process in some Japanese factories using the just-in-time approach.

7. This testing station was enclosed 10 prevent stray microwave interference from invalidating the test,
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