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Abstract

Acme truck, a manufacturer of heavy duty trucks, historically generated over 65% of revenues from government contracts. Significant cuts in defense spending resulted in a major loss of sales.  Acme responded by shifting strategy, making a series of acquisitions based upon a radical change in manufacturing strategy.  Operational restructuring included increased capacity and mix flexibility via line redesign, new quality programs and shifts in supplier management.  This paper presents observations from three Acme SBUs that demonstrate both dramatic improvements in operational capabilities and pitfalls in the change process.  

Overview: Redesign as Strategy

How central to corporate strategy can operations be?  Hayes and Upton (1998) pose the proposition that operations’ role makes it “the driver behind successful strategic attacks and defenses.” This paper describes an organization where management has not only built its business unit strategy on the power of its operational capabilities, but also based its corporate growth strategy on that core competence.  

Until the 1990s, Acme Truck was primarily a manufacturer of heavy trucks for military use.  Even as late as the early 1990s, over 65% of its revenues were derived from Department of Defense (DOD) contracts.  Like other defense contractors, Acme faced a two-pronged challenge during the 1990s.  First, as spending for military equipment tumbled, Acme was competing for smaller volume contracts from the DOD in a world where low bids still dominated.  Acme had to be able to supply the vehicles rapidly, reliably, at specification, and at a low cost, without relying on volume.   Second, Acme had to find ways to establish a greater presence in commercial markets to compensate for the decline in demand for military products.  The challenges were clear: Acme had to convert itself into a lean manufacturer with high product mix variety, find market commercial segments where its expertise would provide competitive advantage, and learn how to market its products in the commercial world.  Downsizing, the only other alternative, was unacceptable to Acme management.  

In this paper, we recount the steps that Acme took to meet these challenges and assess its success.  The case presents a timely, natural test of some of the hypotheses inherent in Hayes and Upton (1998).   Acme’s competitive forays would neither be based on radical new technologies nor on creating or exploiting new markets.  Instead, they would be derived from the development of a solid, efficient core of operations, seamlessly integrated throughout its people and processes.

Transforming Operations at Acme

Acme’s long dependence on DOD contracts created a culture and operation based upon continuity – continuity of demand, product and technology.  As a result, Acme operations changed little during the years leading up to the reduction in DOD demand.  The Acme plant held relatively high levels of in-process and materials inventory due to the slow rate of change in component parts.  Production processes changed little because DOD vehicles did not change with the velocity of automobiles, or even commercial truck products.  The work force at Acme was also a constant at Acme.  Long a union shop, the workers staffed three parallel assembly lines, each dedicated to single product type.  Demand was predictable, particularly for DOD work, which occupied the highest capacity line.  Each line also had a dedicated re-work area for addressing quality issues.  

Acme management determined that the best response to the cuts in DOD spending was a complete overhaul of all manufacturing and affiliated tasks.  A single, flexible production line replaced the three parallel lines.  The elimination of inventory storage and re-work areas created the extra space necessary to house the single, high capacity line in the facility that was formerly dedicated exclusively to DOD work.  In concert with these facility changes, Acme launched an extensive supplier reduction program, a conversion to JIT practices, called dock-to-line inventory management and a design for manufacture program.  Acme began assembling all core chassis components on this single line, regardless of product type.  Previously the different product types required between 600-1,400 hours on the production line.  Acme reduced the line variability per product by adopting varying levels of supplier-based component assembly.   Each product now spent equal amounts of time, approximately 600 hours, on the production line.    

In concert with these structural changes, Acme shifted to a team-based approach to work force management that allowed significant reduction in supervisory staff.  Acme also adopted a new set of team-focused performance measures that rewarded the team financially for its performance and allowed the teams to achieve varying levels of autonomy based upon performance.  The team-based approach to management allowed Acme to reduce the number of managers and supervisors in the main production plant from 72 to 3.  The adoption of these structural and infrastructural programs also led to an array of significant improvements.  Quality improved dramatically.  Learning curves shortened from 500 to 120 production units required to reach design standards.  Line downtime fell from 3 hours per day to less than 15 minutes per day.  Worker performance and retention improved overall.  These operational improvements also helped Acme accommodate the shortened lead times and increased demand variability that accompanied their shift away from reliance on DOD contracts to participation in municipal and corporate markets.

The Turnaround Becomes a Strategy

As Acme was solidifying the reinvention of its operational core and creating a new organizational culture, management turned its attention to opportunities for growth.  It was clear that Acme needed new non-military markets for its heavy-duty truck platforms.  But Acme had little experience in commercial markets.  Its non-military sales in the past had been limited to a few downstream assemblers who provided trucks for industrial applications.  Furthermore, Acme was creating greater effective capacity in its facilities through its redesign of operations.  In order to get the full effect of these improvements the company had to lock-in substantial production volumes.  

Management developed a specific growth strategy that would allow Acme to leverage its newfound capabilities and, at the same time, erase some of its competitive deficiencies.  Acme would grow into new product markets by acquiring truck assemblers.  This vertical integration would secure outlets for its increased capacity.  It would also allow Acme to transfer back some newly important skills: collecting market intelligence for innovation in products and service and marketing to non-military customers. In order to maximize the value of these acquisitions, Acme limited it acquisition targets to companies with top shares of their respective markets and reputations for building high-end products within those markets.  

In 1996, Acme acquired Arrow, Inc., the market leader in fire/emergency apparatus manufacture. The purchase price was considered by some analysts to be greater than the value of Arrow’s operations.  However, the value to Acme was enhanced by the synergies with its own operations.  In 1998, Acme made a similar acquisition in the cement truck business.  It bought Tylenus Truck and Manufacturing, giving Acme a leadership position in the cement truck manufacturing business, particularly the front-discharge business.  Front-discharge mixers are more economical for cement delivery operation and represent a growing segment of the cement hauler market.  

These acquisitions gave Acme captive customers for its truck platform manufacturing business.  Given Acme’s ability to mix different products in its flow lines, these acquisitions allowed Acme to run its manufacturing at high capacity and still produce in small lots for each of its military and commercial customers.  However, the question remained whether Acme could effectively create operating synergies among these three business units.

Early results suggest that some competencies in marketing and market-focused innovation are already being successfully transferred from Acme’s two new core businesses.  Customers for emergency equipment and cement haulers desire an interesting mix of functional enhancements and trim and appearance features.

The major challenge in developing synergies remains the primary one, enhancing operations at the two acquisitions.  Although much of the redesign is analytically straightforward, the motivation and integration of the people and processes is problematical. Acme faced high levels of potential workforce reduction.  Its workforce was unionized but the union was well aware of threats posed by DOD spending cuts. Acme’s workforce was skilled, but did mostly routine work.  For Acme and its workforce, the opportunities and benefits of radical change were great.  This was not the case at the acquired companies. The acquired companies were more complacent and more resistant to change. The acquisitions were doing quite well and their production workers were motivated by no such threats.  There were, and continue to be, no unions in the acquired plants and workers are accustomed to considerable autonomy.  Arrow’s workforce was highly skilled and was already successfully producing high product variety.   Tylenus’s workforce was semi-skilled and operated in a highly repetitive production system.  In short, workers at these plants view themselves as part craftsperson, part manufacturing laborer.  

Acme’s management is aware that changes in the operations at the acquired companies must be motivated before they can be successfully implemented.  Acme has deployed some of its experienced managers to the acquired companies to lead these change processes.  The ongoing field study continues to follow their progress.
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