A DIAGNOSIS OF THE PRODUCTION FUNCTION PERCEPTION IN THE BUILDING BUSINESS: A CASE STUDY

Abstract

Our objective is to develop a diagnosis in the construction field. Our framework is based on studies performed by Arnoldo Hax and Nicolas Majluf regarding competitiveness and the Shingo Prize. Existing reports show lack of consistent use of adequate parameters to evaluate Production Function as competitive weapon. Brazilian companies have low productivity level. Our aim is to relate this poor performance to the misuse of strategic management techniques. The analysis will cover production levels, financial health, marketing position, and process of strategic development and level of benchmarking. To conclude, a final report including recommendations will be issued to guide.
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INTRODUCTION

This paper is related to the evaluation of a building company in the metropolitan area of Rio de Janeiro, which is considered as an average company, so far production level and financial health, are concern. The methodology applied involved prospective measures to evaluate the level of strategic planning and competitive weapons adopted by the company, focusing its strategic positioning as well its competitive approach.

THE COMPANY AND THE MARKET

To better understand how the company fits in the market, we decided to establish comparisons among the main financial indicators of the national market of building industry, published by the Exame magazine (June 99) and the corresponding financial results of the company. The selected indicators were: Sales Growth, defined as the relation between one net sales of year and the net sales of the previous year (having the inflation effect discounted). Return on Equity, the relation between the net income after taxes and the shareholders equity. Sales Margin, the relation between net income after taxes and net sales. Last, but not least, Current Ratio that means the relation between current assets and current liabilities.

Looking to the results covering the years of 96, 97 and 98, we concluded that the company is financially healthy, with most of the indicators well above the national market average. The only item where the company presents a result below the market average, it is the Sales Growth.

ANALYSIS OF THE STRATEGIC  PLANNING

1 - The Mission of the Company - Hax &Majluf (1996)

The mission of any company represents the essence of the firm, what the company is about, its products and its behavior in the market. Our task in this stage of work, consisted of constructing an idealized mission, starting from the knowledge of the variables associated to the dimensions of business (product, market and geographical area) and also specific competencies of the company. That mission, theoretically built, was then compared to the mission of the company, which was defined by its top management. The comparison among the two statements showed that there is no conceptual divergence . These findings demonstrated that the mission of the company is in accordance with its management.

2 - The Dominant Dimension – Bailey & Avery (1997)

Several, interns and external factors, influence the development and definition of the strategy of a company. At this point, our objective was to determine which are the most important dimensions to the strategy definition in the analyzed company. These are Planning, Incrementalism, Cultural, Political, Command and Enforced choice. The application of a specific questionnaire, resulted that the dominant dimension is Command. This aspect was also observed when we were presented to the structure of the Company, as well as detected during the interviews.

3 – Attractiveness – Hax & Majluf (1997)

In order to conduct the analysis of the attractiveness, we have used the methodology based on Porter’s five-forces model, Porter (1986). Using this model we have analyzed, in the environment of the Company, Barriers to Entry, Barriers do Exit, Rivalry among Competitors, Power of Buyers, Power of Suppliers, Availability of Substitutes and Government Actions. The result of the analysis has supported the conclusion that the company is mildly attractive.

ANALYSIS OF THE PROCESS

1 - The Measure of Excellency – College of Business (1998)

In order to evaluate the level of excellence in manufacturing, we used the guidelines established by the Shingo Prize for Excellency in Manufacturing. The analysis of the results showed that the company got its best ratings on the items related to the Manufacturing Vision & Strategy and Market & Product Innovation. However, regarding the most important item, World Class Manufacturing Operations and Processes we found the results hardly visible. This finding is strongly associated to the lack of formal registrations of such practices.

2 - The Application of Benchmarking – Miller, Meyer & Nakane (1992)

In this item, we proposed to evaluate the company regarding to the competitive aspects of the market, as well as its internal practices. Our approach was to define a specific questionnaire that evaluates how the company treats its strategic points and helps to conduct any benchmarking practice. The questionnaire is divided in two parts: the first is about the strategic profile, and the second is about the plans and objectives. The analysis of the questionnaire showed that the company does not have any formal procedure and/or structure for the benchmarking practice, however, some specific actions are developed in the fields of internal and external benchmarking. These actions are related to marketing researches generated by specialized firms, eventually hired for this purpose.

CONCLUSIONS


Through the analysis of the financial results, we noticed the good financial health of the  company and the decline in Sales Growth can be explained partly by the strategic option of avoiding geographical expansion on its market.


The fact of finding command as dominant dimension brought also the perception that, as a direct consequence, planning is the one with the smallest impact in the strategy definition. When Command is the dominant dimension, an individual or group of individuals concentrate the power regarding the decision making process, including the strategy definition. At the end, the strategy is strongly associated to the leader's vision and aspiration.

Regarding the Shingo prize model, the poor results are strongly associated to the lack of formal registrations of any world-class manufacturing practices. We believe that most of the companies in the Building Industry did not incorporate such practices in their daily operations. Those practices are quite disseminated in the manufacturing industry, and to incorporate them, would bring an important competitive advantage to the companies in the construction field.

RECOMMENDATIONS


The analysis of the above conclusions, suggests the following recommendations:

(1) To expand the geographical area of operation, not far from the metropolitan area, where there are high demographic growths, reasonable income per capita and public investment in infrastructure and (2) To develop a concept of planning inside the company. The implementation of modern tools of management, as well as, the continuous improvement must follow this. The formal use of those tools will allow the traceability of any action, besides validation of the register. 
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