©2004 GENE GRIEF C/O THEISPOT.COM

Operational Alignment:

Bridging the Gap Between
Strategy and Execution

Many businesses fail to achieve strategic objectives
because they do not successfully connect operations
with goals. Effective communication among all
stakeholders is critical in bypassing this fatal chasm.

HEN [ MEET PEOPLE, | LIKE TO ASK THEM WHICH BUSINESS
books they have been reading because it gives me insight
into what’s happening across a broad spectrum of orga-
nizations. Based on what I've heard in the past year, we're
in the midst of a fundamental business shift. Gone are
the weighty tomes that instruct companies to optimize their supply chains, lever-
age just-in-time manufacturing, or outsource business processes. In their place are
titles like “The Strategy-Focused Organization” and “Good to Great.”

Many of today’s popular business books have a common theme: Doing more
with less is not a sustainable advantage in today’s global economy. Organizations
are altering their business model, designing new products, and cultivating new
channels to prepare for the future. But correcting an out-of-date strategy isn’t
enough to stay competitive. We’ve all seen the results of formal strategy sessions:
50-page briefing books filled with missions and visions, key messages, and posi-
tioning statements. You probably have one in your drawer right now. After the
inevitable all-hands meeting to announce a strategy change, most employees go
back to doing what they’ve always done.

As businesses shift plans with the improving economy, they must eliminate
the gap between strategy and execution. Employees must understand the orga-
nizational strategy and, more important, how it should affect what they do. And
the company should have a mechanism for adjusting that strategy if an employ-
ee discovers something fundamental about
pricing, competitors, or product features.

To bridge the gap between strategy and
employees’ day-to-day execution of that strat-
egy, a company’s executives must succeed in
four areas. They must motivate employees
toward the strategic objectives by communicat-
ing those goals in a way that is relevant to all.
They must manage operational programs in a
way that empowers individuals to take owner-
ship of the strategic objectives. They must
proactively monitor the company’s progress
toward incremental milestones and alert stake-
holders to unexpected outcomes. And they
must measure operational performance in a
way that clearly identifies both problems and
areas for growth. When an organization has
achieved these four goals, it has achieved oper-
ational alignment, and it is in a strong position
to adapt to the changing world of business.
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‘i Motivation
Exhibit 1 Corporate leaders often shrug off strategy

Pathways Show How Priorities Shift Over Time as “just words” and spend little time articulat-
ing their organization’s objectives. However,
it is critical to ensure not only that the words
EXPAND accurately convey the company’s intentions,
but also that they do so in a way that is mean-
ingful to every stakeholder. Executives who
need help communicating corporate goals
should consider using two tools: pathways and
strategy plans. These tools can help people at
all levels piece together the puzzle of how an
organization seeks to achieve its vision.

To demonstrate their motivational power,
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- L I'll describe the alignment effort in a hypo-
PR thetical company that is based on a composite
7373006 372009 7730132 e of all of Pilot Software’s client experiences.

Pilot Fashions is a small-town clothing retailer

with high expectations. Its vision is to become
one of the United States’ top three specialty chains for women’s clothing and accessories. But
hearing that management has set such a lofty goal, which will take many years to achieve, pro-
vides little motivation for individuals who are busy trying to accomplish day-to-day tasks.

Executives make the vision more accessible by separating movement toward it into three
major steps: launching a flagship New York City store that epitomizes style and quality; scaling
operations throughout the Northeast, leveraging early experiences; and expanding across the
United States by focusing on achieving operational efficiencies. Then they plot the resource-
allocation “pathway” that they envision for each step. Exhibit 1 shows the result, a high-level road
map that illustrates how employees’ focus should change over time.

The concept of pathways extends beyond simply naming milestones (launch, scale, and
expand) and attaching dates to those goals. Pathways do not have to be strictly sequential or have
a discrete beginning and end. They show how the company will prioritize among its comple-
mentary goals — and so how it will distribute resources among the milestones it has identified.
For example, exhibit 1 shows that Pilot Fashions expects in December 2006 to expend roughly
three times the resources on pathway one (launch) as it does on pathway two (scale). And path-
way three will not become the company’s primary focus until early 2010.

In addition to giving employees a more tangible way to visualize corporate goals, pathways
can guide the organization’s operational decision-making. Since Pilot Fashions’ first pathway is
focused on establishing the brand in New York, the company will limit 2006 advertising and
PR efforts to local media outlets. Employees can clearly see that national expansion will not
become their top priority for a few more years but that growth throughout the Northeast will be
their focus by late 2007. Thus, they might choose a regional PR firm to promote their New York
City store in 2006, seeking a compromise between the higher prices commanded by national
firms and a local boutique firm which wouldn’t be able to carry them beyond the “launch” path-
way’s goals. Well-defined pathways help companies focus their resources and avoid the trap of
tackling too many objectives at once.

While pathways provide insight into a company’s priorities, they lack detail about how the
organization expects to reach its objectives. A strategy plan can enhance a company’s pathways
diagram by providing employees with more specific direction. Strategy plans show the relation-
ships between various strategic objectives and demonstrate how the objectives will enable the
organization to achieve its overall mission. After completing the pathways diagram, Pilot Fash-
ions managers develop a simple strategy plan that describes how the organization will move
toward its vision over the next 48 months. Since that time frame will be dominated by pathways
one and two, management omits pathway three objectives, with an expectation that they will be
included in an updated strategy plan in the future.

Executives determine that the organization should focus on customer intimacy in order to
build relationships and achieve the market momentum necessary to attain the goals of the
“launch” and “scale” pathways. This customer-centric orientation gives Pilot Fashions a starting

12 Business Performance Management March 2005



point for its strategy plan. It focuses on two strategic objectives from the customer perspective:
to become a destination store for stylish accessories and to be a trusted adviser for fashion.

Because these are external objectives, Pilot Fashions’ customers must believe the company
has achieved them for the organization to accomplish its mission. However, to reach the cus-
tomer objectives, the organization must also consider its goals from the internal perspectives of
employees and processes. For example, to ensure that customers view Pilot Fashions as a trust-
ed adviser, senior managers must create a culture that rewards employees for customer intima-
cy and ensure that stores always have key merchandise in stock.

Exhibit 2 shows Pilot Fashions’ strategy plan. It goes beyond simply listing a mission statement
and a few goals; it clearly depicts how employees support the strategy. Unless all workers immerse
themselves in customers’ needs and share their experience with others in the company, Pilot
Fashions is unlikely to become a highly regarded women’s clothing chain. To ensure it gets this
message out, the company takes its strategy plan a step further; it creates a collaborative intranet
portal that describes in detail why each objective is crucial to the organization and allows employ-
ees to have unfettered discussions about each objective.

Management

An organization that is appropriately focused on aligning employees with strategy should
resist the temptation to attach indicators of success or failure to its pathways and strategy plans.
Doing so would automatically divert attention away from the strategy itself, so that people would
get stuck in the details of the results rather than absorbing the overall strategic direction. How-
ever, for the organization’s objectives to be tangible to everyone, they need to be translated into
relevant strategic and operational goals for functional departments and business units.

Early on, Pilot Fashions recognizes that helping employees understand the strategy and why
certain objectives are strategic is not enough to ensure success. The company also needs to
answer questions of how. For example, there are many ways it can accomplish the goal of
increasing its market share. It can raise prices on individual products, inducing customers to buy
items that are more expensive. It can stock stores with a broader range of items, encouraging
customers to buy more on each visit. Or it can entice customers to visit its stores more fre-
quently. If corporate management doesn’t specify which approach it wants to take, employees’
efforts could be diluted, or different groups could even work at cross-purposes.

To provide direction, Pilot Fashions’ senior managers set up initiatives to support the objec-
tives in the company’s strategy plan. Each initiative is an operational program that contains the
specifics of how the organization plans to achieve its objectives. An initiative’s description, as
created by senior management, includes the high-level tasks critical to the project’s success,
interdependencies between those tasks, a
budget, an owner, and a timeline. At the
same time, the company implements a
software system, tied in to its strategy plan

An organization that
is appropriately
focused on aligning
employees with
strategy should resist
the temptation to
attach indicators of
success or failure to
its pathways and
strategy plans.

Exhibit 2

Strategy Plan Clarifies Corporate Objectives

portal, that enables it to share information
on these initiatives with employees. This
empowers them to manage their own role
in executing the company’s objectives.

One initiative the company undertakes
is a customer survey program that judges
its progress toward the goal of becoming
a destination for stylish accessories. Exhib-
it 3, on page 14, illustrates the software’s
interface for this initiative. Such a dynam-
ic status-reporting tool helps employees
prioritize their time by focusing them on
tasks that are high-priority and behind
schedule. In addition, the software enables
Pilot Fashions managers to quickly see
whether the company is likely to reach a
particular objective by checking on the sta-
tus of its related initiatives.

CUSTOMER

¢ Be atrusted adviser for fashion
® Become a destination store for

stylish accessories

PROCESS
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EMPLOYEES' ‘ CAPABILITIES

® Foster a culture that encourages and rewards customer intimacy
¢ Elevate employees to valued associates and leverage their experience

MISSION: PILOT FASHIONS WILL BE HIGHLY REGARDED SPECIALTY CHAIN OF
WOMEN'’S CLOTHING IN THE NORTHEASTERN UNITED STATES BY MARCH 2009.

FINANCIAL

® Maintain consistent sales growth
® Increase “share of wallet” for
target audience

e Ensure 100 percent in-stock merchandise while minimizing overstock
® Cross-pollinate best practices from individual stores throughout the chain
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An intang i ble go al ' Ever_y organization 'hzils_ a fset of core processes that are fundarr'lentgl to 1t's oPeratlons and pro-
vide guidance for the initiatives the company undertakes to achieve its objectives. A marketing

SUCh as improving department may, for instance, have a detailed product-launch process that outlines the steps it
employee usually takes when releasing new products, such as creating documentation, getting stakehold-

. . ers involved, and defining key deliverables. But when establishing the initiatives that support its
SCltISfClCtlon can be strategy plan, an alignment-focused organization must go beyond simple project management
quantifi ed using the of processes it has already established. It must articulate a clear link between operational

processes and the objectives that each initiative impacts. Making this connection empowers
resu ltS Of em ployee employees to work independently yet still make decisions that further corporate objectives.

surveys or even the Monitoring and Measuring

percentag e Of Once an alignment-focused organization has articulated its strategy and defined the initiatives
em ployees WhO that will lead to that strategy’s execution, it must consider how it will monitor progress on a reg-

ular basis. It needs to systematically track its performance and alert stakeholders not only to prob-
bother to tClke eCICh lems and failures, but also to bright spots and successes. Stakeholders can then react quickly to
survey. problems, identify where things are broken, and take corrective action in a timely manner. They

can also rapidly recognize what is working particularly well and propagate successful practices to
other groups, which contributes to more effective advancement of the organization’s goals.

Before they can monitor progress, organizations must translate strategy into quantifiable
terms. Key performance indicators (KPIs) are performance measures explicitly linked to strate-
gic objectives. Even soft, or intangible, objectives can be monitored with KPIs. For example, a
seemingly intangible goal such as improving employee satisfaction can be quantified based on
changes in involuntary employee turnover, the results of quarterly employee surveys, or even the
percentage of employees who bother to take each survey. An alignment-centric organization
moves beyond traditional metrics that focus on end results to consider forward-looking mea-
sures that are the drivers of future performance. These so-called leading indicators are typically
operational in nature; for example, they may include employee morale, brand recognition, and
sales-force readiness. They are the gauges by which managers determine whether they are like-
ly to reach their desired goals.

Exhibit 3

The Right Interface Makes Tracking Initiatives’ Progress Easy

T Schedule
Initiative: Customer survey Status: ® Behind
DESCRIPTION: DEVELOP A CUSTOMER SURVEY TO DETERMINE WHETHER PILOT FASHIONS Progress: Started
IS DELIVERING ON ITS PROMISE TO BE THE TOP-OF-MIND PROVIDER OF HIGH-END CLOTHES Start: 1/1/05
TargetEnd: 12/30/05
@ Define customer @ Rollout Actual End:
survey program customer surveys
Larry 1/30/05 Larry 5/15/05 Customer 5{2332-‘
(S;tg‘;fgj) Budget:  $75,000
Hire survey @ Analyze survey Actual: $60,000
consultants results
Greta 3/21/05 Kurt 12/30/05 Owner: Sandy Adams

Tasks/ Subtasks Team Proportion | Importance Target Actual
(Owner™) Complete End End

Define customer Larry*, 100% Medium Jan 1 Jan 30 Jan 30
survey program Sandy... 2005 2005 2005
Determine location | Andy*, 60% Medium Feb 1 Mar 15
for information Greta... 2005 2005

. Hire survey Greta*, 0% Low Feb 1 Mar 21
consultants Chen... 2005 2005
Roll out customer | Larry*, 10% High Feb 15 May 15
surveys Sandy... 2005 2005
Analyze survey Kurt*, 0% High Aug 1 Dec 30
results Larry... 2005 2005
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Th e biggest After they’ve chosen metrics, organizations need to find an efficient way to monitor them.
Scorecards and dashboards are two popular methods. Although the terms are often used inter-

impediment to changeably, there are differences. Scorecards provide a high-level overview of progress toward

H H ’ goals, while dashboards offer a more quantitative look at specific metrics. In an alignment-
Orgar"Z?tlonS centric organization, casual users gain a true account of corporate progress toward strategy
success is not by looking at scorecards that integrate operational and financial information with resource-
that th ey lack a allocation data. The interface is simple and easy to use. In contrast, dashboards typically dis-

. play arbitrary metrics across multiple dimensions of performance. They are built for power
well-defined strategy users who need to slice and dice the data, drill down into areas of interest, and develop what-

- if scenarios for use in forecasting. Dashboards’ analyses can benefit the organization as a
or weu_ honed whole because they allow for testing of the assumptions made in devising the strategy and
execution; identification of measures or targets that might contribute to dysfunctional decision-making.
itls th e fact th at When Pilot Fashions prepares to implement performance monitoring, it decides to give

employees a high-level status report of progress toward corporate objectives. Doing so is chal-
these tWO are usually lenging. Many of its objectives — such as “foster a culture that encourages and rewards cus-
= tomer intimacy” — are difficult to quantify because there aren’t obvious ways to measure
notinsync. ) . \ ) . )
success using the data in the company’s financial and operational systems. Yet these soft objec-
tives are crucial. All of the goals in the company’s strategy plan are closely interconnected, so
reaching the soft objectives is key to achieving the other goals, including revenue growth.

For example, the personal relationship employees build with customers is a key differentiator
for Pilot Fashions. The company expends substantial resources training employees to provide per-
sonalized customer service, which fosters customer loyalty. Due to the training investment in
each employee and the value the organization derives from ongoing, established employee rela-
tionships with customers, minimizing employee turnover is critical. Therefore, employee morale
and employee satisfaction are leading indicators that the company must track regularly. By mon-
itoring employee attitudes through surveys, Pilot Fashions can head off problems before they
cause significant damage and negatively affect financial performance.

Armed with a deep understanding of its KPIs, Pilot Fashions deploys scorecarding software
that indicates the company’s progress toward strategic objectives (see exhibit 4). It selects status
indicators that blend leading and lagging metrics, subjective measures of progress, and gauges
of action on corporate initiatives. The company allows different departments (such as sales, mer-
chandising, and customer service) to create their own scorecard. Each of these departmental
scorecards reflects the worldview of the group that creates it, but all explicitly link back to cor-
porate strategy. For the most part, they contain a subset of the company’s strategic objectives,
plus a few supporting objectives that apply only to their department.

Because each department’s scorecard represents its own progress toward goals, the status
indicators for the same objective may read differently on different groups’ scorecards. For exam-
ple, the objective “cross-pollinate best practices” requires different behaviors for each function.
The merchandisers at Pilot Fashions headquarters routinely collaborate to determine the best
assortment of products for each store, but the store managers don'’t ever share information
about successful layouts or end cap allocation for promotional items. Therefore, the “cross-
pollinate” objective shows up green on the merchandisers’ scorecard (effective collaboration),
red on the store managers’ scorecard (no sharing), and yellow at the corporate level (blend of
merchandising, store management, and other scorecards).

The scorecard software’s green/yellow/red status indicators provide enough information
about corporate objectives for most employees, but many operational managers want to be able
to drill down into the details of specific areas of performance. Some want quantitative informa-
tion about trends and deviation from the norm. Others want to be able to benchmark their per-
formance, either internally (e.g., one store vs. a region) or externally (e.g., entire chain vs. similar
chains). Over time, Pilot Fashions’ operational managers create a variety of role-specific dash-
boards that enable them to monitor the KPIs that are most important to them. For example, the
director of inventory management creates a dashboard displaying a list of the top 10 out-of-stock
items for both the previous week and the previous month, a bar graph of inventory turns by
week over the past year, a pie chart showing the relative contribution of each store, and an excep-
tions list of items whose actual stocking position varied the most from forecast.

Of course, like most companies, Pilot Fashions has a small number of power users who are
interested in more sophisticated analysis to help determine the root cause of trends or exceptions.

16 Business Performance Management March 2005



These employees soon learn EXthIt 4
that starting with strategic

objectives guides them toward
the analysis they should be

performing and dramatically
reduces the amount of data OPERATIONS [l

they have to consider. For FINANCIALS  [Jj] jj cusTOMER [ | INTERNAL BUSINESS ] | COMPETITION EMPLOYEE i
example, if the organization

Corporate Scorecard Provides High-Level View of Performance

finds that sales are lower at spe- Achieve Improve Cross-pollinate Achieve Improve
cific stores, it might investigate profitable customer best brand employee

. - growth satisfaction practices dominance satisfaction
whether customer satisfaction, | H H ]
a leading indicator of sales, is
low in those same stores. If Improve store Provide Improve Enhance Align
satisfaction is also low, Pilot operating customer with inventory shopping employees to

efficiency right product management experience corporate
. . strategy =

Fashions might then check
leading indicators — employee H ]

training, product availability,

promotional activity, etc. — to

identify the culprits of the poor customer satisfaction showings. Once the company understands
the root cause of the problem, it can take active steps to turn around customer satisfaction.

Tying the Pieces Together

The biggest impediment to organizations’ success is not that they lack a well-defined strategy
or well-honed execution; it’s the fact that these two are usually not in sync. Organizations must
bridge the gap between strategy and execution by striving for operational alignment. As they moti-
vate stakeholders toward strategic objectives, manage initiatives that support those objectives, and
regularly monitor and measure their progress, companies should formally encourage communi-
cation throughout the organization. Information and best practices that come to light through
alignment-focused initiatives and dashboard users’ performance analyses should be leveraged to
improve operations companywide and to influence strategy when appropriate.

At Pilot Fashions, management encourages communication among individual employees by
setting up links within the scorecard software that take users to the collaborative portal that was
established as part of the strategy plan. Users of the scorecard software can easily ask questions
of one another and share ideas on ways lagging departments or stores might transform red sta-
tus indicators to green.

The company also establishes a process for formal sharing of corporate best practices. Once
organizational alignment is well under way, executives realize that many of the initiatives under-
taken by different departments are similar in structure but vary unnecessarily in their details. In
addition, new initiatives have no way of benefiting from knowledge gained through the success
or failure of similar previous initiatives. To remedy this situation, Pilot Fashions interviews its
operational managers to uncover their best practices. Then executives formalize these into a col-
lection of standard corporate processes in areas such as new-employee training, store location
selection, advertising campaign management, and new-product launches.

Now a Pilot Fashions marketing manager launching a new clothing line can use the institut-
ed product-launch process as a foundation for building the launch initiative but tailor it to the
parameters of the product at hand. If the new line were to produce disappointing sales figures,
a simple analysis of the tasks associated with this and previous launch initiatives could shed light
on the root cause of success or failure. Perhaps the low sales would be explained by insufficient
research prior to selection of the new line or by a lack of sales-force training on how to sell the
new line.

Sharing such information helps a company create scalable, replicable processes that build a
strong foundation for future execution. By providing a shared frame of reference for all employ-
ees, the alignment-centric organization empowers them to effectively contribute to organizational
objectives, encourages functional and individual accountability, and increases transparency across
different business units. Only by properly aligning day-to-day operations with its overall strategy
and long-term vision can a company hope to effectively execute on its goals and avoid the role of
cautionary case study in the next round of business books. i

March 2005 Business Performance Management 17



