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Introduction

Organizations that win in the long term “plan their work and work their plan.”  Realization of strategy – the long-term vision of an organization is achieved by a disciplined approach to setting direction and then executing that direction through the effective use of an organization’s resources.  In Japan this method is called policy deployment – the secret weapon in the Japanese management system.  Policy deployment is the strategic direction setting methodology used to identify business goals as well as, formulate and deploy major change management projects throughout an organization.  It describes how strategy cascades from vision to execution in the workplace through a collaborative engagement process that also includes implementation details like performance self-assessment and management review.  This paper describes the relationship between strategy development and the organization’s daily imperative to measure and manage its operations using a system that aligns the actions of its people to produce collaboration among the various business functions and processes to produce requirements for customers.

Historical Development of Policy Deployment

What were the circumstances under which policy deployment originated?  Interest in strategy, market focus, and long-term, balanced planning were generated by visits of Dr. Peter F. Drucker to Japan in the early 1950s. 
  As a result of his teaching, “Policy and planning” was added to the Deming Prize checklist in 1958.  Bridgestone Tire Corporation first used hoshin kanri, the Japanese term for policy deployment, in 1965.  In 1976 Dr. Yoji Akao and Dr. Shigeru Mizuno were involved in the Yokagawa Hewlett-Packard (YHP) implementation of hoshin kanri as part of its pursuit of the Deming Prize.  By 1982 YHP had used hoshin to manage a strategic change that moved it from the least profitable Hewlett-Packard division to the most profitable.  In 1985 this hoshin methodology was introduced to the rest of Hewlett-Packard as a lesson learned from the YHP Deming Prize journey.  From HP this methodology was transferred to other leading companies including: Proctor & Gamble, Ford, Xerox and Florida Power & Light, involving several advisors and councilors of the Union of Japanese Scientists and Engineers (JUSE).  The work of the GOAL/QPC Research Committee also extended the managerial technology of policy deployment and was a key ingredient in introducing policy deployment across North America and, through multi-national companies, into the world. 

Foundations of Policy Deployment

Mizuno defined hoshin kanri as the process for “deploying and sharing the direction, goals and approaches of corporate management from top management to employees, and for each unit of the organization to conduct work according to the plan.”  Hoshin Kanri is a comprehensive, closed loop management planning, objectives deployment, and operational review process that coordinates activities to achieve desired strategic objectives.  The word ‘hoshin’ refers to the long-range strategic direction that anticipates competitive developments while the word ‘kanri’ refers to a control system for managing the process. 

Hoshin does not encourage random business improvement, but rather focuses the organization on projects that move it toward its strategic direction.  It builds strength from its relationship with the daily management system that is focused on kaizen – continuous improvement. Hoshin seeks breakthrough improvement in business processes by allocating strategic business resources (both financial and human resources) to projects that balance short-term business performance to sustain improvement toward its long-term objectives.  In a policy deployment management system this two-pronged approach integrates operational excellence in the daily management system with architectural design of its long-term future.  This planning process contains two objectives: hoshin – the long-range planning objectives for strategic change that allows an organization to achieve its vision, and nichijo kanri – the daily, routine management control system (or daily management system) that translates the strategic objectives into the work that must be accomplished for an organization to fulfill its mission.  The blending of these two elements into a consensus management process to achieve a shared purpose is the key to success for the policy deployment process.  In a hoshin planning system, strategy is observed through the persistence of its vision – how it is deployed across cycles of learning in project improvement projects that move the performance of the organization’s daily management system toward its direction of desired progress.

The fundamental premise of the policy deployment is that the best way to obtain the desired result for an organization is for all employees to understand the long-range direction and participate in designing the practical steps to achieve the results.  This form of participative management evolved and was influenced by the Japanese refinement of Drucker’s Management by Objectives (MBO) through the birth and growth of the quality circle movement.  In order for workers to manage their workplace effectively, they must have measures of their processes and monitor these measures to assure that they are contributing to continuous improvement as well as closing the gap toward the strategic targets.  Policy deployment became the tool that Japanese business leaders used to align the work of their front-line organizations to the strategic direction of their firm.  When HP first implemented hoshin planning, many of its business leaders explained how it worked by calling it ‘turbo-MBO.’

Policy deployment links breakthrough projects that deliver the long-term strategic direction to achieve sustainable business strength while, at the same time, delivering an operating plan to achieve short-term performance.  The methods of policy deployment anticipate long-term requirements by focusing on annual plans and actions that must be met each year to accumulate into long-term strength.  Policy deployment processes begin when senior management identifies the key issues or statements of vulnerability, where improvement will have its greatest impact on business performance.  This perspective is an essential starting point for policy deployment.  As Dr. Noriaki Kano of the Tokyo Science University points out, without direction “the ship would be rudder-less.”  The communication of the focus area or theme for improvement provides a cohesive direction to assure alignment of the entire organization and to build consensus among the management team on business priorities.

Hoshin helps to create the type of organization that William McKnight, former CEO of 3M, expressed as his desire: “an organization that would continually self-mutate from within, impelled forward by employees exercising their individual initiative.” 
  In short, an organization where creativity is managed through a combination of self-initiated continuous improvement projects with engaged teams that combine individual capabilities to achieve strategic projects that make a difference on the larger organizational scale.  How does this change management process work at the front line where these strategic hoshin projects engage the routine work processes of the organization?  [Typically, policy deployment is coupled with a measurement system (either a customer dashboard or balanced scorecard).]

Perhaps the reason hoshin kanri took hold within Hewlett-Packard is that this methodology demonstrated its ability to translate qualitative, directional or strategic goals of an organization into quantitative, achievable actions that focus on fundamental business priorities achieving significant competitive breakthroughs – in short, the leaders at HP recognized hoshin kanri as MBO done right! 
  The extension of this methodology beyond HP to other leading firms came about because HP was recognized as possessing a best practice for linking its strategic direction with its operational management systems.

Daily Management System

Policy deployment uses a systems approach to manage organization-wide improvement of key business processes.  It combines the efforts of focused teams on breakthrough projects with the efforts of intact work groups who continuously improve the performance of their work processes.  All change occurs in projects that accomplish those changes necessary to achieve stretch business objectives that assure sustained success for the organization.  Policy deployment systematically plans ways to link strategic direction with those business fundamentals that are required to run the business routine successfully.  Policy deployment allows management to commission change projects for implementation and to review the implementation of a system of projects and thereby to manage change.  It seeks opportunities disguised as problems – and elevates those high-priority changes required for the improvement of the daily management system and work processes into business change objectives that are accomplished as hoshin projects.

Routine operation of the daily management system requires a foundation in management by fact, or the combination of business measurement with statistical analysis and graphical reports that illustrates the current state of performance, historical trends, and is able to extrapolate trends through statistical inference.  A key ingredient is the business fundamentals measurement system that includes the set of basic process results measures that are monitored at control points within the organization where the flow of its throughput can be managed based on the requirements that are driven (using a pull-system) by the customer requirements.  This measurement system should include both predictive and diagnostic capabilities.
Hewlett-Packard embedded its daily management system into a work process measurement system that they initially called “Business Fundamentals Tables.”  Other companies refer to the set of measures that translate strategic goals into operational measures of work (in units such as quality, cost and time) as either a customer dashboard or a balanced scorecard.  These systems are used to monitor the daily operations of a business and to report management on the progress in the process for developing and delivering value to customers.  This measurement process must operate in close to real-time to permit process owners to take appropriate corrective action that will limit the “escapes” of defects, errors, or mistakes to external customers.  Such measures of core work processes are called “business fundamentals” because they must operate under control for the business to achieve its fundamental performance objectives.  

These measures must also be captured at the point where control may be exercised by process operators in order to adjust the real-time operation of the process and assure meeting the customer’s performance requirements on a continuing basis.  As the great Dutch architect Miles van der Rohe once observed: ”God is in the details” and it is in these details that business must effectively operate.  A daily management system defines the details of an organization’s operations.  Thus, the measurement and the point at which it is both monitored and controlled are parts of the daily management system and at this point they must be related to their contribution to deliver organizational performance objectives.  In the language of Six Sigma a “Business Y” (such as ‘profitable growth’) that must be achieved is the strategic goal, while a “Process X” (such as ‘creditworthy customers’) delivers this performance in the transfer function Y = f (X) and is therefore a business fundamentals measure in the daily management system.
Collins and Porras point out that leading companies stimulate progress through evolutionary progress.  Where the word “evolutionary” describes progress that resembles how organic species evolve and adapt to their natural environments.  Evolutionary progress differs from the Big Hairy Audacious Goals (BHAG) of strategic progress in two ways.  First, whereas BHAG progress involves clear and unambiguous goals (“We are going to climb that mountain”), evolutionary progress involves ambiguity (“By trying lots of different approaches, we’re bound to stumble onto something that works; we just don’t know ahead of time what it will be.”)  Second, whereas a BHAG involves bold discontinuous leaps, evolutionary progress begins with small incremental steps or mutations, often in the form of quickly seizing unexpected opportunities that eventually grow into major – and often unanticipated – strategic shifts.  Evolutionary progress represents a means to take advantage of unplanned opportunities for improvement that are observed at the point of application – the daily management system.  The accumulation of many evolutionary improvements results in what looks like part of a brilliant overall strategic plan. 
  Both types of change are needed to stimulate the organic growth of an enterprise.  If an organization can make improvements in the ‘right X’s’ then it will improve its performance on the critical Business Y.

Choosing Strategic Direction

Hoshin kanri is the process for choosing strategic change.  In most firms, this process is called strategic planning.  Proposed changes are usually identified to either increase the competitive performance of a process or to create the competitive ‘attractiveness’ of a product to its targeted market.  Strategic choice in both dimensions is essential in order to have a globally competitive organization.  As pointed out by Dr. Hiroshi Osada, many Japanese companies have not paid enough attention to the critical aspects of strategy formulation as they have to the deployment of their strategy using hoshin kanri.  This leads to an error of effectively deploying a poorly chosen strategy.  When management confuses the mechanistic aspects of policy deployment with its own crucial obligation to establish strategic direction, then they create a grievous error that is truly an abrogation of leadership.  An organization may effectively deploy management’s strategic choice however, if the choice of strategy is not carefully directed it will not lead to improvement.

Osada notes that in traditional Japanese management systems ideas flow ‘bottom-up’ from the workplace to the management.  However in policy deployment there is also a top down approach to planning change.  As Osada comments, policy deployment “is a simple tool for effectively deploying a given policy, and has therefore been broadly adopted by Japanese industry, it does not aid in policy formulation.  Even when employing MBP, therefore, the question of whether or not a given policy is appropriate will remain.  It is thus possible for an inappropriate policy to be effectively deployed – to a counter-productive effect.” 
  Strategic direction must be determined by discovering the alternatives for achieving the organization’s vision and choosing the direction that will accomplish it.  This direction is modified through the power of the incremental change to act as the ‘rudder’ that steers the ship by making ‘finely tuned’ changes to the general direction of the strategy.

What are the essential ingredients in choosing strategic direction?  This process of management integrates strategic planning, change management, and project management with the performance management methods that focus on delivering results.  Some specific sub-processes include:

· Identifying critical business assumptions and areas of vulnerability

· Identifying specific opportunities for improvement

· Establishing business objectives to address the most imperative issues

· Setting performance improvement goals for the organization

· Developing change management strategies for addressing business objectives

· Defining goals project charters for implementing each change strategy

· Creating operational definitions of performance measures for key business processes

· Defining business fundamental measures for all sub-processes to the working level

Once a strategy has been set, the next challenge is to align the strategic direction with the work that is being performed in the daily management system.

Aligning OPERATIONS WITH Strategies

A critical challenge for organizations is to align their strategic direction with their daily work systems so that they work in concert to achieve the desired state.  Alignment must include linking cultural practices, strategies, tactics, organization systems, structure, pay and incentive systems, building layout, accounting systems, job design and measurement systems – everything.  In short, alignment means that all elements of the company work together much like an orchestra leader integrates the various instruments to conduct a coordinated symphony.  Organizations that apply the most mature aspects of policy deployment do not put in place any random mechanisms or processes, but they make careful, reasoned strategic choices that reinforce each other and achieve synergy.  These organizations will “obliterate misalignments.”  If you evaluate your company’s systems, you can probably identify at some specific items that misaligned with its vision and that impede progress.  These  “inappropriate” practices have been maintained over time and have not been abandoned when they no longer align with the organizational purpose.  “Does the incentive system reward behaviors inconsistent with your core values?  Does the organization’s structure get in the way of progress?  Do goals and strategies drive the company away from its basic purpose?  Do corporate policies inhibit change and improvement?  Does the office and building layout stifle progress?  Attaining alignment is not just a process of adding new things; it is also a never-ending process of identifying and doggedly correcting misalignments that push a company away from its core ideology or impede progress.” 
 

System for Managing by Policy (MBP)

Instead of referring to this system with the historical term of ‘policy deployment’ a much more descriptive term should be used to define the entire management system that is built around the ideas of policy deployment – Managing by Policy (MBP).  MBP recognizes business change initiatives, selects goals for change, identifies the critical performance measures, defines projects that deliver these goals and allocates resources to assure project completion.  It combines both the “target and means to achieve the target” into a consensus-generating management decision-making process.  Improvement targets are described using four elements: a performance measure to be improved, direction and rate of improvement desired, targeted improvement magnitude, and timeframe for achievement of the target.  A means to achieve the target describes a set of specific actions that will be taken to deliver desired results.  These means may differ across the organization, based upon the initial, local management self-assessment or “current state analysis” that is conducted to assess the business area’s starting point for change and determine the magnitude and nature of the performance gap to be closed by the change management or ‘hoshin’ project to deliver the desired state condition.

There are five elements in an annual MBP plan:

1. Statement of desired outcome:  a statement of an improvement theme to be accomplished

2. Metrics to Measure progress:  The measurement that describes progress toward a desired outcome (as expressed by the targeted value).

3. Target Value:  The value or level of the metric that you want to attain.

4. Deadline Date: a date by which the target value must be achieved.

5. Means: a strategy (approach) to accomplish the target – what must be done to achieve a desired result or outcome (the target value).

As Peter Drucker once commented: “for full effectiveness all the work needs to be integrated into a unified program for performance.” 
  The program for performance is designed by the top management team to provide a specific, effective course of action to achieve its desired results.  In order to achieve these results, then all the dimensions of the business must be consistent with each other.  This is the job of the policy deployment system that we will call managing by policy.

The management by policy system consists of ‘kanri’ or control mechanisms that deploy business policy through four essential steps in order to execute management’s program for the business direction using a systematic sequence of steps that achieve hoshin project objectives within the constraints of assigned resources.  These four steps define policy setting (or establishment of hoshin projects), deployment (or propagation of these projects throughout the organization), implementation (or integration of the results of change into the daily management system), and review (or assessment of the results achieved from the process).  These four steps will be described in the next four sections of this paper.


Policy Setting

Policy Setting is the step in an MBP system where top-down “catch-ball” whereby management conducts “strategic dialog” with employees to collect ideas and opinions about chronic major problems and their aspirations regarding the business future, and then processes this information in conjunction with environmental data analysis and scenario analysis to formulate the annual business change objectives (which some organization call their hoshin projects): strategic change projects (identified by both targets to be achieved and means for achievement).  In this MBP phase, organizations recognize which are the most critical projects that must be accomplished in order to eliminate vulnerabilities or capture the benefits from potential change initiatives or newly emerging improvement opportunities.  For MBP to succeed the organization must undergo a rigorous analysis of both its fundamental work processes to identify business imperatives (things that must change) and its strategic direction to determine potential business vulnerabilities from competitive, economic, or technological changes.

MBP structures the application of continuous improvement into both its strategic and operational dimensions.  David Packard incessantly used the term “continuous improvement” beginning in the early 1940s – it is not a new term, but as Collins and Porras describe the adaptation of MBP to leading companies that have adapted to change, it is an essential structural ingredient in those companies that management architects as Built to Last:  “Visionary companies apply the concept of self-improvement in a much broader sense than just process improvement.  It means long-term investments for the future, it means investment in the development of employees; it means adoption of new ideas and technologies.  In short, it means doing everything possible to make the company stronger tomorrow than it is today.” 

Most organizations tend to operate using three levels of managerial thinking: enterprise-level thinking that focuses on the long-term viability of the organization; strategic-level thinking that focuses on products, markets and customers; and operational-level thinking that focuses on the daily work required to deliver the output of the organization.  Strategies align to these three areas of focus: “Management strategies can be classified into three types – corporate strategy, business strategy, as well as functional and cross-functional strategy – depending on the level of the corporate organization to which they apply.  The corporate strategy, which delineates the fundamental direction of the whole company, is certainly very important for realizing a management vision; but it would be no exaggeration to say that the success or failure of the corporate strategy is determined by the particular business strategies, since it is through these business strategies that the aims of the corporate strategy are actually implemented.” 
  The portfolio of specific strategies that any organization pursues must be managed to deliver the risk-benefit performance desired by the organization in order to achieve its desired results – whether for breakthrough results or just to incrementally improve in a specific business area.  

How is such planning conducted?  The corporate planning process should deliver increasing business brand value to balance financial risk and reward.  This planning process consists of three elements: strategic planning, business planning and functional planning that must all fit together in an integrated planning system.  The Strategic Planning Process is conducted at the enterprise level of the business thinking to identify which business opportunities to exploit and how to sustain the ability of the organization to meet or exceed its annual performance objectives.  The Business Planning Process is conducted at the business level of thinking and its objectives are to drive market share to accelerate financial payback, build customer loyalty and decrease market risk.  At the operational level of thinking the Functional Planning Process improves all process performance to reduce cost, cycle time and defects while enhancing responsiveness to customers and delivering customer satisfaction. 

A business strategy should deliver ‘visionary’ performance: strategic is the persistence of a vision over the long-term – and includes both vision setting and vision deployment – the first two steps in an MBP system.  Performance management using MBP to provide the direction that guides individual plans is one way to assure that an organization keeps moving in the right direction.  The more effective a plan for required change, then the more robust the organization’s ability to accomplish its plan.  Robustness is a function of the management team’s ability to see beyond its operating horizon and understand what may occur in its planning horizon that requires its focus and attention today.

What is a planning horizon?  It is the distance that an organization “sees” into the future in order to study and understand the potential impacts of events on its policies and prepare it for evolving situations that may impact its performance.  In general organizations have four distinct planning horizons:

· Business Foresight:  Managing for the long-term to assure that the organization is not surprised by changes in the assumptions that it has made in the design of its business model and product line strategy (focusing on a three to ten year business outlook).

· Strategic Direction:  Managing for the intermediate term changes in technology and competitive dimensions to assure that vulnerabilities in the business model are not exploited and to bridge the chasm that may exist between product line introductions (focusing on the next three to five years of business operation, depending on the degree of change that is anticipated in the business environment).

· Business Plans:  Managing the short-term fluctuations of the market – a planning horizon that delivers against short-term fluctuations in demand or supply (focus on quarterly and annual operating plans).
· Business Controls:  Managing the current state of a business – a planning horizon that delivers today’s performance and assures rapid responses for corrective actions required to sustain advertised service levels (focus on the daily – weekly – monthly – quarterly operating plans).
How is strategic policy formulated?  Strategic direction is best established using cross-functional dialog to capture all the inputs of the organization and to build a common direction based on the consensus of how organizational strengths and overcome organizational weaknesses in the face of critical business threats to capture the most important market opportunities.  Most organizations have just two kinds of strategic decisions: those that may be executed within the areas of their direct oversight of top management (e.g., personnel decisions, budgeting, merger, capital budgeting, etc.) and those that require cross-organizational collaboration for implementation.  These cross-functional projects require special attention and project management in order to realize the objectives of the change initiative.  Such change strategies that require mutual consent and collaboration are ideal for a policy deployment system.  In addition to planned continuous improvement that is a result of problem solving, continuous improvement may also result from process management, whenever a process is consciously enhanced over time.

Osada encourages strategic engagement of all employees through:

· “Recognition of product life stage (product life cycle analysis)

· “Objective analysis of business and product position (positioning analysis)

· “Analyzing competitiveness (competitive analysis)

· “Perceiving strengths and weaknesses of products (S-W-O-T analysis)

· “Forecasting future competitiveness using time series data (time series analysis)

· “Maintaining transparency through visualization (visual method); involving all employees.” 

 Osada encourages the use of seven strategic tools (the S-7 tools) in policy setting.  These are:

1. Environment analysis

2. Product analysis

3. Market analysis

4. Product-market analysis

5. Product portfolio analysis (or PPM for product portfolio management)

6. Strategic Elements Analysis

7. Resource Allocation Analysis 

But, all of these tools and methods are employed as pre-conditions for strategic planning in the MBP approaches of western organizations where they link the three planning systems (strategic, business and functional) with the business and environmental assessment analyses that precede strategic decision making.  While this linkage may be a bit weaker in Japanese firms, in Western firms, such issues do not appear to be a critical shortfall.  However, without complete integration of these planning processes it is difficult to obtain the degree of effectiveness in deployment of shared resources that permits breakthrough achievement to occur.  What is breakthrough achievement in management?  Breakthroughs represent at leas an order-of-magnitude change in performance that is accomplished over a relatively short period of time.  Such a breakthrough is achieved by first developing a capability to choose the right objectives for planned change.  This requires two factors: identification of what to change and the timing of when to change it. The job of top management is to decide: which lever of change must be pulled in order to accomplish the desired result?

Other success factors that are significant in achieving breakthrough plans include the right action to achieve the desired state of change.  Right does not mean comprehensive or exhaustive, but it implies a budgeting of energy that focuses an organization on catalytic actions that stimulate organizational response in the desired direction – applying a limited capital budget and the best people to accomplish those important objectives that they have been personally developed to concentrate on.  A second success factor in management of breakthrough projects is the capacity of an organization to convert objectives into results.  Excellence comes from execution of plans, not just from planning.  To execute an organization must be mobilized to consolidate their energy and coordinate their actions to achieve shared objectives for the common good of the organization as an organism – a living entity that requires appropriate nourishment and execution of all its bodily functions.  A third critical success factor for breakthrough management is the capacity of an organization to integrate specific improvements into standard operating practices that are consolidated across the entire organization for maximum leverage effect.  This success factor is based on the existence of a business control management system that holds the gains from improvement projects and is able to assure that performance degradation does not occur – people do not slip back into their “old way of doing things,” but that they embrace the new methods as their routine way of working.  This success factor is addressed in an MBP system through the policy deployment and policy implementation steps.

It should be noted that breakthrough change projects can only be accomplished if the daily work processes are operating under reasonable control.  If a business is not operating under control, then the “breakthrough” activity should focus on bringing itself under control before making a significant investment in strategic change.  When an organization’s daily management system is operating under control, then more time is available for strategic change because management is not “fighting fires” or “expediting execution” of routine work.  This observation can help the top management team to focus on the starting point of their MBP process by evaluating its readiness to accept strategic change into the operational system that the next steps of MBP will require.

In order to maximize business benefits of Six Sigma deployments, the organization’s strategic direction setting and follow-on implementation processes of MBP should be used to define the highest priority business process improvement projects that require the degree of diagnostic sophistication that is available from a Black Belt analyst.  Only when management chooses Six Sigma change projects that focus on improving the infrastructure of its business processes – typically work processes whose performance contributes to the common cause variation of the business performance – can the most significant gains be realized from a comprehensive Six Sigma improvement effort.  How does management achieve this focus?  The short answer is that management must put in place the methods to “recognize” their priority business improvement needs by linking their choice of Six Sigma projects to the strategic direction of their business so that the portfolio of projects offered to Black Belts drives the policy changes that are necessary to achieve the long-term performance objectives.
Some of the questions that must be addressed during policy setting include:

· What is our business and what results do we expect to achieve?  How will we know that we have achieved these results?  Is this the best we could do?

· What are our assumptions about society, the economy, market and customers, technology and knowledge?  Are they still valid?

· Has anything happened that would change the dynamics of our industry or markets?

· What would change mean for our business position?

· Are there any opportunities that we should anticipate and capitalize upon to our long-term advantage?

· Where should we choose to excel?  Can we take action on this opportunity?

Policy Deployment

Whereas the Policy Setting step of MBP sets organizational policy, the Policy Deployment step will then deploy changes in policy to the organization to achieve the desired results of the policy by changing the way that effective work is accomplished in the daily management system.

How are the ‘hoshin’ or strategic change objectives deployed?  Policy deployment is the heart of the MBP system and has received much attention due to the “catch-ball” approach that aligns the objectives of the organization and then balances work by resource leveling and prioritization of improvement activities.   An implementation plan for a change project is a living document – it acts like a compass to guide an organization while allowing employees to take ownership by participating in choices that define the reasoning behind the project as well as the steps in the project’s execution.  Change projects can identify two types of improvement effort – either by a breakthrough project or a continuous improvement project – to change the way work process activities function.  Breakthrough activities are strategic change projects that make a significant shift in the organization’s capability to perform routine operational work processes or deliver products (either goods or services) to the market place. Work process continuous improvement (kaizen) activities are part of a daily management system that defines how work is accomplished.  The kaizen change activities are the responsibility of all work process owners.  [Note that MBP provides a guideline for pursuit of major improvements (while small incremental or continuous improvements are made through the regular course of daily routine work).]  The distinctions between these two types of activities are two-fold: first, more of the organization’s resources are focused on breakthrough projects and, second, accomplishment of a breakthrough project usually occurs over a multiple-year period (or as a series of coordinated improvement projects).  One important management consideration in choosing breakthrough projects is that the combination of all the annual breakthrough projects (also called the portfolio of change projects) will define the steps that an organization chooses for accomplishing strategic change in the range of its mid-term planning horizon (one to three years).

In order to achieve “saturation” of policy (which consists of both targets and the means for their achievement) – or deployment of the change projects throughout the whole organization that is affected by the defined policy change – and assure collaboration of all the affected work groups, the objectives cascade of an action plan for a particular improvement project must involve not only functional deployment of policy but also engage its cross-functional aspects.  It is across the functional seams of an organization where most significant difficulties are encountered and these boundaries represent focus areas for management to assure continuous collaboration in the execution of change projects and consensus among the various functional organizations that engage all the decision-making managers in the areas where the change will have a direct effect.  To understand the difficulty that the boundary condition dynamics have, consider what happens as change is managed when organizations shift work activities from internal to external units (e.g., from internal manufacturing to an external contract manufacture).  At such boundary conditions conflicting objectives and political issues of the organizations often can interfere with performance improvement work and it is the job of the management team to eliminate any such barriers to the success of their project team.

Catch-ball is the process that is used to build a consensus through dialog about the targets and means to achieve the change.  This process is data-driven and uses tools that permit management by fact.  Catch-ball links annual change projects to mid-range and long-term plans – deployment prior to annual fiscal year commencement, incorporated into target setting and annual employee objectives cascade; coordinated both vertically within functions and horizontally across processes and negotiated across the processes to allocate resources (competence, funding and equipment) to achieve the shared and agreed objectives.  The catch-ball process includes four activities:

· Building alignment through linked cascade of means

· Setting business performance targets and objectives

· Cascading business objectives to the workplace (‘gemba’)

· Achieving alignment of improvement and effective resource allocation
Policy Deployment in MBP is a structured, systematic and standardized process.  This step has an ability to empower organizations for achieving strategic change.   Policy Deployment consists of several key elements that assure an organization is properly and fully engaged in change projects are defined in the following list:

· Policy – a general rule or operating principle that describes a management-approved process to approach a business condition or situation based on how it chooses to control its work and manage risk.  Once the right policy has been determined, then the organization can handle similar situations with a pragmatic response by adapting its policies to the concrete situation that it faces.  Truly unique business situations, that run counter to the critical business assumptions, require the full attention of the senior management team to evaluate how these situations challenge the boundary conditions of the business model and threaten its policies of operations with change that is imposed from externalities.    Policies consist of targets and means.

· Target – The measurable results that are to be achieved within a specific timeframe for performance. Targets have checkpoints.

· Checkpoints – A measurement point that is used to evaluate an intermediate state in the policy deployment process to demonstrate that progress is being made.  The data collected at a checkpoint can be reported to management in interim project status reports.  The checkpoint of one process is the control point of the next process – the checkpoints and control points work together to formulate a ‘waterfall’ that cascades across the implementation plan flow and is part of the business measurement system.

· Check Items – Check items and process or project variables that are evaluated in order to enable organizations to understand the causes that contribute to the outcome of a particular policy.  

· Means – The sequence of actions that an organization will take to implement a policy or choice of the management team that is an outcome of the strategic direction setting process.  Means have control points.

· Control Points – A point in the sequence of work activities where corrective action may be taken or countermeasures put in place to resolve a concern or issue that has been identified at a checkpoint.

· Control Items – Control items verify whether results agree with the established goals – does the work demonstrate progress in accomplishments that will enable the final achievement of targets?

· Deployment – the process of engaging the entire organization in an appropriate participation in the strategic direction through both vertical (within functional areas) and horizontal (across the functional areas) by creating shared ownership of the implementation actions.  The entire system of deployment is “connected” from the long-term vision to the daily management activities.  The plans are progressively more detailed as they are refined in deployment from the top levels of the organization to the front-line employees and teams.  The plan is deployed through an organization by negotiating the means between management layers (levels) as well as across the functional departments.  Targets are not negotiated.

· Catch-ball – the joint analysis process that encourages a strategic dialog between levels of organizational deployment is called a catch-ball.  The means at one level become the desired outcome of the subsequent level.  This cascading of targets and means establishes the linkage and alignment of objectives across organizational levels.  Mutual discussion between the parties – a two-way communication that is both top-down in general direction and bottom-up in adaptation to the work place using the existing hierarchical management structure and matrix process structure to engage all parts of the organization in the dialog.  This dialog is a negotiation process (see nemawashi and sureawashi below) that arrives at a collective wisdom to develop and refine the implementation plan.  

· Nemawashi – negotiation – prior consultation to achieve consensus.  Careful preparation of the roots of a plant for transplantation. Seeking to achieve ‘wa’ or harmony, consensus and absence of conflict.

· Sureawashi – the use of data makes the objectives cascade a fact-based process, not just a subjective negotiation process.  Mutual consultation between levels to test the feasibility of plans using a progressive refinement process for conflict resolution …measurement is the basis for establishing agreement and aligning the way that people work as well as the foundation for conducting assessments of progress. This dialog is necessary to obtain buy-in and define achievable plans that middle managers are committed to implement.

· Shibui – a state of uncluttered, beautifully efficient austerity – the perfect balance or harmony (wa) between not enough and too much – used to describe the desired state or vision of the business system.

Peter Drucker quotes the Roman law in order to focus management on the things that are most important: “‘De minimis non curat praetor’ [The magistrate does not consider trifles].” 
  This warning to management against what has been called ‘micro-management’ is a reason for senior executives to focus on the vital few issues that are critical in the business that they manage.  If they don’t take the time to manage these important things, then no one else will…  If they choose to spend their time focused at the detail level of project execution, then they will squander a more effective use of their time on those vital activities that engage the higher thinking levels of the organization that cannot be reasonably delegated to others for effective action.  Management must work the long-term of the planning horizon in order to deliver sustained organizational strength.  It must also review current actions to assure that short-term profitability is being achieved.  But, whenever management spends more time on the short-term than it does on the long-term, then it sacrifices the future strength in favor of current results – and displays to the entire organization its lack of trust in the ability of the organization to perform its daily work.  This behavior signals to the entire organization that a crisis exists and reinforces stagnation as the workers wait for the top management to intervene and make the decisions that they should more properly make.  A very important benefit of an effective policy deployment system is delegation of appropriate decision rights to the proper place in the organization where the best information exists and where action will be taken to implement that decision.

Some of the questions that are addressed during policy deployment step of MBP include:

· What are the consequences of not doing this project?

· What risks are inherent in this project?

· What would happen to the business if this project would not succeed?

· What would success in this project commit the business to?

· How does this project add to the total economic results of performance?

· Have we assigned our best people to work on breakthrough opportunities?

· Have we communicated clearly and taken into consideration all objections before chartering the project?

Policy Implementation

Policy implementation in an MBP system consists of the execution of the project plan – both the actions taken by the team involved in the change and the in-process management reviews.  All change is implemented on a project-by-project basis according to the priorities established by management and the logical sequence for attacking each project.  The project plan typically will use a Gantt chart to assign clear responsibility for each improvement item in the implementation plan and to record its activity progress in accomplishing the project sub-tasks.  Senior managers should also conduct regular progress reviews of each change projects to monitor team progress in improvements, assure that the projects advance, and eliminate any possible barriers, roadblocks or bottlenecks that restrict advancement of the project.  In this phase of MBP senior management also monitors the execution of the change projects that they sponsor to assure that these projects will make the desired improvement in the daily management system of work processes.  If the management project review indicates that insufficient progress is being made, then they can assign countermeasures or reallocate resources so that appropriate corrective actions are taken to assure continued progress.  

Another activity that occurs during the Policy Implementation phase of MBP is that management must publish information about change projects so that the entire organization is informed of the actions being taken to improve performance.  This communication can help the organization to align other activities with progress being made on these strategically focused change projects.  As a guideline for communication, management should inform all involved parties of any changes to the change project team’s mission, vision of the outcome, guiding principles, or objectives.  If the management team communicates effectively and often, then it will translate the planning rhetoric into action realities.  As Peter F. Drucker observed: “The most time consuming step in the process is not making the decision, but putting it into effect.  Unless a decision has degenerated into work it is not a decision; it is at best a good intention.” 

Some of the questions addressed during policy implementation step of MBP include:

· Have we placed the right people in the right jobs to give the project the best opportunity to succeed? 

· Does this project team have everything that it needs to get the job done? 

· Are all the people who need to know about this project being informed? 

· Are all the right actions across the organization being taken to assure success?

· Is this project implementation the best utilization of the knowledge and ability of the organization’s people?

· Does this project implementation make the best overall contribution from use of the organization’s limited resources (people, time, and money)?

Policy Review

Toward the completion of the annual change projects, the results of the project implementation efforts are evaluated to determine completion rate, performance against targets, shortfalls from expected performance and causes for both under and over achievement.  Specific action must be identified to compensate for performance deficiencies and prevent recurrence of such problems in future change management projects.  Diagnosis of the performance of the policy planning process is conducted to drive improvements in planning systems.  “Feedback has to be built into the decision to provide a continuous testing, against actual events, of the expectations that underlie a decision.” 

Policy review is done in two ways: through management self-assessment (by senior managers as well as by local managers evaluating their activities to determine where they have opportunities for improvement (either performance enhancements or problem resolution) and through operating reviews of the results produced by the local organization where senior managers identify areas where results are not aligned with expectations for performance.  Policy review applies two sub-processes to perform these duties: Performance Review and Business Measurement.

Aligning Objectives through Performance Review

The review process in policy deployment seeks to identify conformance to plans (e.g., is there any shortfall or overachievement in targets?).  Once non-conformity is identified, then the root cause of the deviation is discerned to determine an appropriate response to the out-of-control type of condition.  Both corrective actions and countermeasures are identified to realign the process and assure that process integrity and stability are achieved in the business control system.  The actions taken in response to an out-of-control condition may be:

· Emergency countermeasures to alleviate the immediate issue, concern or problem.

· Short-term corrective action to prevent the specific problem from recurring.

· Long-term preventive action to remove problem root causes and mistake-proof the process making a permanent solution and preventing the problem from recurring.

MBP planning facilitates organizational learning by examining problem areas and critical success factors to discover what directional shifts need to be accomplished in order to achieve the desired end state or vision of the business.  Strategy is the persistence of the vision – achieved one project at a time through exercising constancy of purpose in the business planning process.  MBP project reviews are conducted to assess achievement relative to the following planning elements:

· Change project objectives

· Business planning objectives and corporate commitments

· Business improvement plans

· Economic plans and projections

· Customer requirements and expectations

· Competitive performance analysis

· Business excellence self-assessment

Questions addressed during this policy review step include:

· What results have been demonstrated from this project?

· Which results were expected and which results were unexpected?

· What does this project outcome do for customers?

· What have we done well that our competitors have done poorly? 

· What have we done poorly that our competitors seem to have no problem with? 

Business Control and Management Responsibility 

The ultimate objective of management by policy is to establish a reliable organization – one that creates predictable results through the effective coordination of value-adding work that customers perceive as meeting their needs.  In this environment, all employees are aware of their personal contribution to the objectives of the entire organization and are able to make local choices that are aligned with the strategic direction because they understand how the strategy affects their work and vice versa.  To assure that these local decisions are aligned with strategic direction, it is the responsibility of the management team to develop a measurement system that provides employees with the visible line-of-sight from their work activities to its contribution to strategic direction.  In this measurement system it is essential that causal linkages (e.g., built on a Y = f (X) transfer function) be established so that effective control can be executed at the local operating level.

Benefits of MBP

MBP orchestrates continuous improvements with breakthroughs to assure that the organization attains its long-range goals.  Those elements of long-range plans that can be achieved in a one-year period are identified and become the focus or “vital few” goals to be achieved during that year.  MBP plans change the way that daily management processes operate.  Accomplishments the MBP planning system include:

· Communicating the vision required for sustained success

· Identifying and choosing breakthrough activities or projects required for the vision

· Orchestrating the direction of an organization’s change

· Developing plans and projects that support the business objectives.

· Aligning the organization’s change efforts both vertically and horizontally

· Ensuring that the plan is effectively and efficiently executed

· Reviewing the progress in executing plans.

· Changing plans as required to achieve targets.

· Learning from the experience of planning and executing.

“If you can think of new methods to preserve the core, then by all means put them in place.  If you can invent powerful new methods to stimulate progress, then give them a try.  Use the proven methods and create new methods.  Do both.” 
  The imperative for organizations that endure is to do both breakthrough improvement and evolutionary improvement - both change management and routine management – at the same time.  This is what Collins and Porras call ‘the genius of AND’ – an inclusive approach to planning and executing change that requires organizations to embrace both aspects of change simultaneously.

The most important thing about priority decisions that face a business is that they are made and communicated deliberately and conscientiously.  In a system for management by policy all of the important decisions are visible and there is an opportunity for dialog to guide these decisions into the direction that the organization, as a whole, is influenced by the knowledge of all its members.  In such a system the key decisions that drive toward its common goals are not made haphazardly, but with the full awareness of the organization.  Such open decision processes elicit cooperation of the entire organization in the implementation and review of its activities to assure that it will be able to meet its desired outcomes.  The responsibility of management is to put in place a system of decision-making that generates this degree of collaborative work toward the common end.

Criticisms of Hoshin Kanri, Policy Deployment and MBP

Despite its application in many leading companies, MBP planning systems have been criticized for their mechanistic use of forms and templates that some see as restricting individual creativity.  Some also believe that these planning systems lack strategic emphasis and do not engage the full organization as participants in strategy formulation.  Osada summarizes shortcomings of policy deployment as observed in some Japanese companies:

1.  “It is difficult for those at the middle management level and below to understand the process of formulating strategic policy.  Compared with [editor note: the process for] policy deployment, the process of policy formulation is unclear [editor note: poorly understood and communicated] an indication of management’s view that such form of communication is of little value.

2.  “Strategic policy is ostensibly based on the long-term interests of the firm, but there is no way to judge whether a policy is appropriate, or even truly ‘strategic’ [editor note: in the essential nature of the policy itself].

3.  “Several problems in formulating a long-term strategic plan are not addressed, for instance:

3a.  “Changes in operating environment and other uncertainties are not adequately accounted for; possible difficulties are therefore not foreseen.

3b.  “Positioning of business is not perceived objectively. The question of whether business aims are optimum and clear is not addressed.

3c.  “Only one part of the staff, at the top level, participates in strategic policy formulation; it is therefore difficult to judge whether a policy reflects the reality at the ‘front line’ of operations.” 

It must be observed that not all of these objections are strongly negative.  Organizations must ask if they really front line employees actively involved in formulating strategy?  Nokia Mobile Phones uses a Current State Analysis for self-assessment of front-line operations and then rolls this data into their strategy-setting process.  They also create a ‘strategic dialog’ that builds participation or mid-level managers in conversations about strategy.  Other organizations open communication lines through email forums and internal surveys.  In such instances, the objection is not critical to the total impact of MBP implementation.  Additionally, any argument that says ‘every employee should have an interest in matters of strategic policy is a very different argument than saying that every employee should be actively involved in formulation of business strategy.  Satisfying employee interest in strategy can be addressed by improving communications.  But, a broad involvement of employees in formulation of strategy increases risk of inappropriate public statements or inadvertent disclosure of the company’s strategy in venues where competitors may discover sensitive information that can be used against the organization.  Whenever this occurs, a company loses its competitive advantage.  The challenge for management is to build a strong consensus, without risking disclosure of their strategic direction to competition.

CONCLUDING COMMENTS

Policy deployment, or more specifically MBP, when it is coupled with a statistically based business measurement system, has been demonstrated to create a robust management process that engages an entire organization in the strategic planning process.  It assures line-of-sight from the strategic goals of the organization to the operational tasks that workers perform at the front line as they do the work that produces the organization’s goods or services.  The nature of this process can be described using the term ‘robustness’ – a statistical state in which a process is able to accept variation in its inputs, without influencing the variation of its outputs.  Such a process is capable of performing consistently – delivering consistent results according to its design intent.  Because policy deployment engages the workforce in achieve the common goal of sustained success, it is a strategic tool for assuring sustained competitive advantage over both current and potential business rivals.  

Sustained success must be “dynamic” to achieve its enduring state.  That is, it must provide continuous advantage despite changes in the environment, regulatory shifts, technological breakthroughs, or competitive market.  Anticipating potential actions by rivals is critical to delivering sustained success.  To enjoy such sustained success, an organization must master the skills of priority setting and project management to assure that they effectively define and deploy the right initiatives that result in sustained success.  Advantage means staying ahead of rivals and this requires organization not only makes continuous improvements but also use “breakthrough” opportunities to distinguish themselves in their market place as a differentiated provider of products and services.  This type of management requires managerial competence in three areas: business vulnerability analysis, action planning administration and operational excellence.  The best implementations of policy deployment thus will fully engage the strategy setting processes as well as the organization’s change management process.
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