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Balanced Scorecard and Hoshin Kanri: Dynamic

Capabilitiesfor Managing Strategic Fit

ABSTRACT

Purpose: The paper combines the uses of the balancedcsedrand hoshin kanri as integrative
dynamic capabilities for the entire strategic mamagnt process. A model is posited for the
combination of these long-term and short-term oigdional activities as a framework for a senior
level to manage a firm’'s strategic fit as an indédégd organization-wide system that links top

management goals to daily management.

Methodology/Approach: The resource-based view of strategy is explooeds relevance to how
a combined balanced scorecard and hoshin kanrioapipr serves as a high-order dynamic
capability. Examples are given from Canon, Toyata Nissan, of how core capabilities are

managed to show how strategy is executed crossibmadly across a firm’s functional hierarchy.

Findings. The strategic management of the organizationldhmnsider the long-term strategy as
well as the short-term capability. Important tistare: core capabilities and core competences,
cross-functional management, and top executivetgudhich when managed properly, explicate a

new view of strategic fit, as a form of nested &iehies of dynamic capabilities.

Originality/Value: The paper is the first exposition of how balansedrecard and hoshin kanri
practices may usefully complement each other atesgic management. It is a useful framework for

dynamically managing sustained competitive advantag

Keywords.  strategy, strategic fit, hoshin kanri, balancearscard, core

competences, dynamic capability



I ntroduction

The aim of this paper is to explicate the role pemied by the balanced scorecard and hoshin
kanri as integrative dynamic capabilities for stgit management. This involves
understanding how a senior level may strategiddltpgether strategy and operational
effectiveness as components of a firm's total sgiatmanagement. The scorecard and hoshin
kanri are integrative cross-functional approachsesidor managing strategic priorities across
the functional hierarchy of the firm. They provililens with an overall capability for

sustaining strategic management over time. Theesaad’s strength lies in its ability to clarify
long-term statements of corporate purpose. Hdsdmni, on the other hand, is strong as a
management system for the deployment and execotiparpose as short-term actions. In fact
the balanced scorecard was originally developea fioshin kanri (Kaplan and Norton, 1993).
This paper represents the first exposition of hiogytmight usefully complement each other in
strategic management. As a subject for researdsiigations, this is likely to be a rich and
rewarding source for new ideas about how practicebe improved. This is especially so for
firms and organizations that seek to mobilise teffdrt on key cross-functional objectives
across the whole organization. One important conisehow to effectively link top
management goals to change programmes at an gpedadind daily management level.

Our exposition begins with a brief introductionthe balanced scorecard, hoshin kanri,
and their similarities to each other. We posiea strategic management model (figure 1) for
understanding the elements of the scorecard arfdrhkanri. This makes a distinction between
the scorecard as a dynamic capability for longentstrategy, and hoshin kanri as one for
managing its implementation and execution. Thepmments of the model are outlined and
discussed finally in relation to wider thinking altstrategic management and, in particular,

strategic fit.



The Balanced Scorecard

Within the scorecard cannon, the writings of Rob@plan and David Norton are paramount.
Their original work (1992, 1993) proposed the scard as a reference framework for
performance management. Later work (1996 andvedieis) emphasised its role as a central
part of strategic management. Survey evidenceestigghe scorecard is widely used (Rigby,
2003), although it remains uncertain whether firismarily used for performance management
or strategic management (Drury and EI-Sishini, 208&ckay, 2005). Kaplan and Norton
(2001a) make a distinction between two kinds ofecard in use. These are a strategic form,
which concerns corporate level objectives and measand an operational form, which applies
to a sub-unit level. They note that there is samext confusion between what can be taken as a
truly strategic measure, and what should reallgperational.

The design of the scorecard is the same for comparad other levels. It is composed
of a limited number of strategic objectives and sueas grouped into four perspectives. These
are financial, customer, internal business proass learning and growth based. Traditionally,
measures of performance are primarily centredmamtiial indicators. These are typically
based on past performance and do not take intauatéature performance, nor do they
necessarily take full account of the improvemen(inadre intangible) strategic assets. The
scorecard offers the opportunity to take theserotiticators of performance into account while
still allowing managers to retain a focus on shern financial needs. Even so, some of the
scorecard literature has questioned the limitedbarmand the scope of the perspectives
(Moorajet al.,1999), but Kaplan and Norton (1996b) argue thadtsign is robust enough to
serve the balanced requirements of most firms agahizations. The scorecard objectives
must be considered and managed as an inter-relaigle set. The coupling of all the
objectives with measures is important, since withmeasurement the non-financial objectives

may be ignored in practice.



Hoshin Kanri

The words ‘hoshin kanri’ translate as policy mamaget, where ‘policy’ refers to a statement
of a strategic objective and its strategies — sona=t called guidelines. The Chinese kaniji
characters for ‘ho’ used in the Japanese languaggest method, while for ‘shin’ they suggest
the light that reflects from a compass needle twsthe way. So together they signify a
business methodology for direction and alignmétdshin kanri developed in Japanese firms
as a strategic management approach to enableberate level to manage strategic objectives
across the functional hierarchy of the firm. Iparticularly useful where it is necessary to
achieve an organization-wide collaborative effarkey areas of a business (Witcher and
Butterworth, 2001). The principle is that everyptoyee should incorporate into their routines
a contribution to key corporate priorities. Thefithin a relatively short period the firm
concerned will have achieved a significant stepvéod than would have been possible through
normal (typically functionally-based) working. Huos kanri as a recognisable form emerged
during the 1960s in Japan (Akao, 1991). Duringtitime of the transfer of Japanese quality
technologies to the West in the late 1980s and 4,998mall number of Western firms and
organizations adopted the ideas; the most emuiatddwlett-Packard’s ‘hoshin planning’ (see

Witcher and Butterworth, 2000).

The Balanced Scorecard and Hoshin Kanri

Arthur Schneiderman developed the first balancedesard in 1987, while Vice President of
Quality and Productivity at Analog Devices Incogmsemi-conductor company based in the
Boston area (Kaplan and Norton, 1993). There taoag associations between the balanced

scorecard in its role as a strategy framework arghim kanri. Schneiderman had spent time in



Japan and was in touch with people at Hewlett-Facleand he used what Kaplan and Norton
(1993: 142) acknowledge as a “prototype for thatedd scorecard” to integrate scorecard
metrics with hoshin planning, which Kaplan and Martescribe as “a procedure that
concentrates an entire company on achieving oh@wmkey objectives each year” and hoshin
objectives “included customer service and new pcodavelopment, for which the measures”
existed on the Analog scorecard. In other wordgldg was documenting strategic objectives
and measures on a scorecard, which was then usledite and deploy hoshins through the
organization.

The idea of the balanced scorecard’s four persgeis similar to one used within
hoshin kanri. This is the QCDE grouping of objeesi used in hoshin kanri, where quality
objectives and measures (Q), are comparable te thdake scorecard’s customer perspective,
because customers ultimately define what qualitgmagcost (C), similarly covers financial
objectives and measures; delivery (D), covers m®objectives in a similar way to the internal
business perspective, and education (E), objectes=mble learning and growth and cover
people-based objectives and measures. This sityitdrobjective categorisation is
unacknowledged in the scorecard and hoshin kaeratures. However, according to
Schneiderman (2001), the key to linking strateggdtion is not the balanced scorecard itself
but the underlying processes that make it worlse®here, he points to a lack of an obvious
hoshin kanri type system, which can serve to deptay manage objectives at a level in the
organization where improvement in operational penénce is managed (Schneiderman, 1999).

Kaplan and Norton (1996a, 1996b) offer a strateganagement system, but this stops
short of a methodology for the implementation arahagement of strategic objectives into
short-term priorities at a daily management leuaktead they suggest a corporate scorecard
will provide a point of reference for other hiettaical levels to design their own scorecards. So,
for example at Mobil, they explain that each buséenit developed its own scorecard in light
of its local situation. Measures at the individbakiness levels did not have to add up to a
divisional measure, and while unit managers dicdbsbdocal measures to influence the

measures on the divisional scorecard, the meas@@snot a simple decomposition of the



higher-level scorecar@aplan and Norton, 2001). However, while the\asés involved, such
as a deployment system for this, are unclear, Kemtal Norton do argue for establishing
common and high-level management processes. Thaytain this is especially necessary for
effective deployment, feedback and review, or iikisly that any success a local balanced

scorecard has will not be sustaineg €it).

Strategic Management

The balanced scorecard and hoshin kanri are cpabidies in the sense that each is an
approach that is central to the strategic manageaighe firm. Strategic management is the
overall and general management of a firm’s, or r@amization’s, long-term purpose. This
definition is usefully broad enough to encompagsemetitive firms and non-profit
organizations, including public sector agenciegufe 1 illustrates the balanced scorecard and
hoshin kanri as complementary capabilities. Tlhstsside-by-side as dual frameworks: the
former is represented as long-term strategy, wiokhin kanri is the management of longer-

term strategy as its short-term implementationexetution.

[INSERT FIGURE 1 ABOUT HERE]

The balanced scorecard and hoshin kanri are, blécatly, high order capabilities,
which are dynamic in the sense they give to thpamate level a capacity to manage and
influence strategic management activities throlngharganization over time. An effective
strategic management system provides the longergtability for the firm as a whole to
manage and control change in the short-term. Quindpthe balanced scorecard with hoshin
kanri makes this possible. The scorecard in #ysasentation is a corporate level and longer-

term component of strategic management. Hoshin kamthe other hand, is used to translate



corporate level strategy into short-term componaatsss the functional levels of the firm and

organization.

Vision, Mission, and Values

The central point of reference for all strategicagement is the clarity of the overall and long-
term purpose of the firm and organization. Thiseaons the rationale or reasons for existence
and management. Figure 1 shows three kinds obgarptatement, and each provides a
different but inter-linked perspective on the ollai@ionale. Vision is a desired set of
circumstances or a future goal. It is typicallpieetional and inspirational and is used to
condition the overall sense of direction for theolehorganization. Mission is a statement of
purpose in terms of what the firm does, typicadlyits primary stakeholders, and this defines
the nature and boundaries of its activities. Vsalnelude statements about codes of behaviour,
such as ethical standards and responsibilitieste&singly, firms use values to state the core
business philosophies and management methodolegiesh everybody should use to carry
out their work effectively and properly.

Vision, in its role for determining the directioh@hange, is made central to most of
Kaplan and Norton’s work on the balanced scorecahgn strategic objectives are typically
defined in terms of a need to sustain a competfgostion. Only occasionally do the authors
refer to non-profit organization when they suggesision may be as important as vision for its
role in articulating stakeholder interest (Kaplaw &orton, 2001a). In fact all three forms of
purpose statement should influence the naturesobeecard’s corporate objectives and
measures. There is no generally accepted scierqugde this influence; nevertheless, purpose
statements should be used together to providevitigalb context to continuously examine the

basic assumptions of the business and the relewdrbe scorecard objectives.



Balanced Objectives

Kaplan and Norton originally envisaged that a casas on the content of a scorecard would
emerge through discussion. In later work (Kaplad Horton, 1996a, 1996b) introduced the
strategy map as a discussion framework, and toitletgify cause-and-effect elements on the
objectives and measures. The idea is to visuadly the routes a firm might take in achieving
its purpose. Corporate executives start buildisgaecard by a review of the mission
statement and values, and from these, develogi@gir vision to clarify the firm’'s overall goal
(Kaplan and Norton, 2001a). Kaplan and Norton €l9%ee the strategy map as a set of
hypotheses, which a senior level tests throughegfi@areview. The number of objectives and
measures for a corporate scorecard should be diritéy to those that progress strategic vision
and competitive advantage. This limits the scabtmbetween 16 and 28 measures: any more
than this makes it difficult for an organizationabsorb a strategy (Kaplan and Norton, 1996b).
This rules out diagnostic objectives and measwvhigh monitor if the firm is under control,

and which signal when and where non-routine evexgtgire immediate managerial attention
(ibid.). To illustrate the difference between what ratsigic and what is diagnostic, Kaplan and
Norton contrast how an individual will diagnostigamnonitor health, getting involved only if
something like low blood pressure signals that ¢bing is wrong; with a need to strategically
develop a career, when an individual must proalgtitzke the initiative to develop their work
experience. Diagnostic measures involve manageaesaictive and corrective behaviour which
involves single-looped learning, while strategicasres involve managers in more
fundamental and double-looped learning (Argyris Soton, 1981).

This separation of strategic and diagnostic objestis dangerous if it distances a
senior level understanding from the strategic iogilons of the core business areas to result in
simple-minded strategies that are incongruent thighcapabilities of the wider organization
(Mintzberg, 2004). It can also confuse understagaibout what is really strategic and what is

really operational. Deciding the difference is orant for effective strategic management and



its resolution lies in the difference between wikaheant by a strategy and what is meant by a

business model.

The Business Model: Core Capabilities and Competences

For the balanced scorecard, in terms of furtheviaign, strategy is an overall policy to achieve
the scorecard objectives. While accepting thisemsible, strategic management should
incorporate the firm’s business model (Magrett®)20that is, a statement of those critical core
capabilities that have to be managed effectivelgrifj-term purpose is to be achieved. Itis
necessary to identify those business areas, typic@ss-functional business processes, which
are core to the effectiveness of the firm or orgation in achieving its longer-term purpose.
These core capabilities can be defined as long-teitinal success factors, following Daniel
(1961) and Rockart (1979), or strategic risk stateis (Sharman and Smith, 2004), or as a
value chain, including the primary and supportwiiéis that create customer value (Porter,
1985). The important point to note for strategenagement is that a business model supplies
the framework for identifying the overall structdce the senior level to manage the operational
effectiveness of strategy. It is important to knibvy health of the business in order to
understand how it can accommodate change. Thigresgmore than leaving the monitoring to
other levels of management. Following Yip (2004 y&cognising that strategy can be used to
change an underlying business model, we additipaafjue, however, that the senior level
must take a proactive part in a strategic manageaoieperational effectiveness.

Within firms and organizations that apply lean protibn the specification of core
business processes is an important early desiga &tathe elimination of activities that do not
contribute to value (Hinest al.,2002). However, many firms go further and spettifsir core
processes as managing capabilities. So, for examjdsan uses a more developed corporate
business model that comprises thirteen core cafediWitcheret al, 2007b). These are:

cross-functional activities that include hoshin tkadiaily management (nichijo kanri),
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production maintenance, standardization establishrpeoductivity improvement activity,
inspection, production control and logistics, parss and labour management, cost
management, quality control (including just-in-timanagement, process control), engineering
capability, parts localization, and purchasing.

Nissan also specifies seven corporate core compeewhich it calls its business
methodologies and philosophies. These are: daityral, the determination of hoshins (the
review of hoshin related work and set up activitie coordination of hoshin development and
deployment for hoshin/business plan and contraistethe establishment of control items,
analytical and problem solving abilities, check astlon taken, leadership and participation by
high-ranking personnel. The important thing herthat everybody is expected to sustain and
develop their abilities in managing the core axdabe firm. These competences constitute an
important strategic resource to Nissan, and thmstvel involves itself in an annual audit of
proficiency across the Nissan group (see ‘Reviéatow).

In relating strategy and the business model toad\vpurpose, vision is primarily
associated with competitive strategy to sustaimghawhile mission is primarily a concern for
specifying the core capabilities that control operal effectiveness, while values relate
primary to core competences and how strategy aachtipnal effectiveness are managed. Seen
in these terms corporate purpose serves to praviolen and organization with its overall
theory of the business (Drucker, 1955). Thus ¢imgdterm components of strategic
management serve to give a platform of stabiliyni@naging change through the shorter-term

components of planning and execution of stratelyidialked actions.

Medium-Term Objectives

Hoshin kanri involves the implementation and exiecubf strategic objectives. It starts at the
senior level with a medium-term plan, designechimfbrm of objectives set for three

successive years. These are normally grouped 8£Q@Bjectives in a similar manner to the
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four perspectives of the scorecard (see aboveg. gituping of objectives in this way began in
Japan during the early-1960s when cross-functima@adagement committees were established
at Toyota and Komatsu. This reflects a high I®féhvolvement of senior managers in the
management of objectives across the organizatiieedrchy. The idea is to sustain a senior
level management system that actively overseesntmnts actions in all the functional areas of
the firm on the QCDE objectives (Toyota, 1999) o&3+functional management teams in each
of the four objective areas take responsibilitydtvategic review and report to the full senior
management team. This structure drives reviewutfitrdhe planning cycle (Koura, 1993). The
QCDE scheme, if not the full use of a managememingittee structure, is universal in Japanese
and many Western hoshin kanri companies. Its tesas a harmony of objectives (Soin,
1992), which is practically the same thing as ‘hatd. However, the QCDE scheme is less
about setting longer-term objectives and meashasto provide the firm as a whole with a
common language to facilitate transparency andsefursctional problem-solving.

Medium term objectives are based on the longer-tares, but also take into account
the current status and condition of the core céitiabispecified in the business model. There is
no reason why at this point the perspectives anBBIanguage of objectives should not be
linked together directly to use the same labelslanguage. However, the medium-term plan
must not be based solely on the needs of the smokdaut should also take account of the need
to progressively improve the business model anddhe capabilities of which it is constituted.
In a general sense the scorecard, particularly evaetrategy map is used to articulate cause-
and-effect issues, provides the desired stratagmomes, which can be written into a medium-
term plan under a strategic theme or challenge @flamd Prahalad, 1989). The plan provides
the signposts for the firm’s near future, whichlwérve as a basis for setting the annual
priorities to execute at the functional levelstod firm. The execution of priorities is shown in
figure 1 as a descending sequence of four digtinses: focus, alignment, integration, and

review (FAIR). These are now considered in turn.
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Focus

The focus phase involves the senior level in sgtinthe centre its priorities for the coming
planning cycle (depicted in figure 1 as ‘short-tgrriorities’). This normally involves a senior
management team made up departmental and funcheadk. The priorities are based on the
needs of the strategic themes and medium-term phdrish are reviewed against current status
and an analysis of the external environment. Tlaifles are translated as two kinds of annual
cross-functional objective: hoshin and improvenahjéectives. These are designed to progress
the medium-term plan and take into account the vpedhts of departmental and corporate
cross-functional management. The senior manageteamt considers the firm’s functional
strengths and weaknesses in relation to the fioofs capabilities. In figure 2, the needs of
departments (shown at top of the matrix) are camem] for example, in relation to core
activities defined by a value chain. The ideaigduge the implications of cross-functional

objectives and strategies for their impact on fiometl objectives and vice versa.

[INSERT FIGURE 2 ABOUT HERE]

The improvement objectives are specified within@@DE groups (in figure 2, the
scorecard perspectives are represented in bradssiisgremental targets, typically representing
annual changes of a few percentage points. Thar®are more complex since they typically
involve innovatory change and a greater organinatieffort. A hoshin can be determined to
correct a significant weakness across the hiereatlavels of the firm, but more likely they
reflect a strategic theme designed to significaatlyance the competitive position of the firm.
Hoshins are crafted to encourage new thinking atheuteasons for existing ways of working.
The linking of hoshin objectives with thinking atidww objectives can be achieved is
important since change should not be effected iyswlaat are generally dysfunctional to
routine functional and operational effectivenesdaiy management. On the other hand,

hoshin-related activity must not be crowded oubpgrational expediency.
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For this reason, the improvement targets are mahag@ check not just on the health
of operational effectiveness, but also on the hoahbtivity. The QCDE targets are determined
to ensure that at any one time the core capabilitie known and are under the control of those
managing them. Some Japanese firms refer to Q@iEts as control items. However, they
are also active as a powerful lever for maintainlregmomentum of continuous improvement.
Unlike the hoshins, which are very few in numberhaps less than half a dozen, the QCDE
targets are numerous, perhaps amount to severahsgioand are set without any specification of
strategies. The manipulation of cross-functiorgéctives by senior management establishes a
proactive strategy-linked form of change manageroatd kaizen (Imai, 1986). Its
importance to the execution of strategy in dailynagement is largely unappreciated in
Western strategic management (Dean and Bowen, 188d )t was never fully appreciated in

the transfer of total quality management (TQM) tedtérn firms (Lillrank, 1995; Cole, 1998).

Alignment

The hoshins and QCDE targets are given to the teliels of the firm to use as priorities in a
participative form of business planning called batdl. This is an iterative activity involving
passing draft action plans to and fro among theqyaating parties (Tennant and Roberts,
2001). It involves agreeing plans at every le¥ehe organizational hierarchy, where teams
and individuals have to agree their contributianthe hoshins and QCDE targets. This activity
aligns other functional priorities and control €mss (including budgets and staff appraisals) to
the strategically-linked priorities. Hoshin objeets and the QCDE targets are accepted as
given, below the level of the senior managemenhte@atchball activity is centred on working
out the ways of how to achieve them. The emphasia the self-management of means rather
than a top-down linked set of activities associatétl management by objectives (MbO).
Throughout catchball, the Pareto principle and oth@agement methodologies (or core

competences) are used to lever scarce resourpestt where they will have the most impact.
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This involves its own level of prioritisation anddps sub-objectives and means to a low
number for practical working. Some hoshins maydeedifficult to translate easily into
operational plans. These are typically managethasge projects, which can run for extended
periods. Typically a hoshin-project takes a comath through time and involves people from
up and down the organizational hierarchy, who magmvise never work together (for an
example of a hoshin project, see Chau and Wit@®€5). The aim of these projects and of the
catchball planning activity generally is to brehk hoshins and QCDE targets down into daily

management activity that can be managed routinghirmnormal functionally-based working.

I ntegration

Typically, hoshin and QCDE related activity is igtated in a form of daily management
through PDCA-conditioned TQM. PDCA is the Demingc(@ principle for managing a

process of work: where ‘P’ is plan, ‘D’ is do, ‘@3 check, and ‘A’ is action (Deming, 1986).
The cycle applies to every level of a businessgsec This is represented in figure 1 by turning
of a review wheel: a firm-wide system of review wdehecks on the progress of objectives and
targets in daily management provide data for mgrapkrational meetings, which in turn
provide further information for quarterly strategaviews, which provide data used in annual
reviews. PDCA management is sometimes wronghrredl to as a closed loop or negative
feedback system (Simons, 1995), and contrastedandituble-looped (even deutero) based
learning system (Argyris and Schon, 1981). Siryi|denner and Tushman (2003) see TQM
as a form of exploitative learning rather than exalory learning system. This literature is
perhaps over-mindful that strategic managemerttassed on strategic change, rather than the
role operational effectiveness has in executingngla It ignores how strategy-linked forms of
daily management activities may bring about sigaifit change, not only in the operational

processes, but also in medium-term plans and antaly to longer-term strategy.
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Review

The review phase of FAIR is the annual input if® teview wheel. It is a senior level review
of how the firm as a whole is managing its coreatdfies (including hoshin kanri). The most
advanced forms are found in Japanese hoshin kaaiina&olve executives and board members
as auditors (Witchest al, 2007a), and is referred to for such applicatasa top executive
audit (TEA). Itis primarily used to establish wiaation is required by top management on its
strategy (Kondo, 1988). Thus, a TEA is the sel@eel’s check, following the PDCA-cycle
principle, on its execution cycle, and providesitegeck to the following year’s focus phase
(shown in figure 1 by a reversed pecked line), wihensenior management team take follow-up
action and set new hoshins. The ‘plan’ and ‘dagss correspond to the alignment and
integration phases respectively (Witcher, 2002).

The educational character of a TEA for the ser@wel is considerable as it offers the
best chance for senior managers to grasp systeihatitose facts that reflect on themselves. It
serves as a vehicle to stimulate mutual discus$ietvwseen senior managers and those who
execute strategy at functional and daily manageteepts and helps to clarify operational
needs. This goes deeper than an understandirayrettve action to solve immediate issues,
which should be dealt with in daily managementthRg the audit is centred on the use and
development of the firm’s core competences: thahes organization-wide business
methodologies and management philosophies, andhepmare employed to manage the core
capabilities or core areas of the firm.

TEAs vary for different firms. In general the adty begins with a short checklist of
subjects and issues. This is based on the experadrthe pervious audit, as well as on issues
picked up during the quarterly strategic reviewsl tom preliminary surveys designed to test
stakeholder perceptions of current conditions. dnecklist is a guide for the senior level only,
since the actual process is essentially explorattiriakes in plant tours and walkabouts to give

auditors and employees opportunities to examineretifelt on their daily work. This is an
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activity that helps mutual understanding and enmgxoselationships to an extent that routine
meetings and reports by themselves are unlikefchieve. Typically, a TEA makes use of a
strategic theme taken from the medium-term pladifferentiate the current audit from
previous ones, to keep a degree of freshness iacthaty. Finally, a report with
recommendations is issued with recommendationsctrabe followed up in a subsequent
audit.

At Nissan each of its seven core competences ackassaudit items, which are
explicitly examined for the level of practice amgitning in each of the thirteen core
capabilities. A two-page summary is issued actiessorporate group, which compares how
different units manage (Witchet al.,2007b). This includes how people manage hoshini ka
which at Nissan is specified as a core capabilifihe seven competences are judged using a set
of criteria based on five stages of competency ldgment. Table 1 gives an example of the
five-step criteria for the core competence of hoslgvelopment: step 1 rates as no competence,
while step five represents full competence. Thefional areas, teams and individuals, are
expected to understand what a hoshin is for,nitstlh the medium-term plan, and be able to
clarify their contribution. The process is visilaled sends messages that confirm top level
commitment to core competences as common ways 1dginag, especially the importance of

strategy to daily management.

(INSERT TABLE 1 AROUND HERE]

TEAs in hoshin kanri resemble quality audits, which used more generally in
business and management to check compliance witinadd quality management standards.
So, for example, the certified standard used irflthiged States for suppliers of
telecommunications (QUEST, 2001) is one of the &rdtmost comprehensive of these, and
this covers best practice management methodolag@sding planning and review. However,
it is not the same thing, since this and qualiandards generally are used to specify and

maintain services and product standards; theyatrased (directly) to develop strategic
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competences and capabilities. Typically, qualisteams are used by specialist personnel, and
there is no necessary involvement of the top manageteam and general senior managers.
Performance excellence models are widely used ist&¥e-owned firms for
benchmarking best and good practice managemerseltan be used to specify a firm’s core
capabilities and competences. A good exampleXeaix, which uses a management
framework (which is similar to the European Exaetle Model) as part of its hoshin kanri to
audit how the firm is being managed in relatiotsmverall strategic goals (Witcher and
Butterworth, 1999). The feedback from the auditicgvity has been used at Xerox to design
hoshins explicitly to develop the firm’s core cortgree in multi-skilling. However, evidence
from the United Kingdom suggests this example is»aeption, and that the auditing activity
associated with performance excellence modelgetyrinked to strategic management (Aydin,

2006).

The Review Wheel (Strategic Control)

Other strategic management frameworks are offeréie literature: notably Robert Simons’
(1995) four levers of control, and Kaplan and Noidq1996a, 1996b) strategic management
framework. However, these fail to make a cleatirtiion between the relationship of the
longer-term strategic components (purpose, objestand a business model) and operational
effectiveness in the short-term (the implementatiod execution of strategic management).
This is a question of strategic control.

Classically strategic control is associated prilgavith managing the implementation
of a long-term strategic plan (Ansoff, 1965; Loran$980). In contrast, in figure 1, strategic
control is shown as a review wheel. It is recogdithat this is an idealised representation of
review in that activity is on-going, and much &f #ssociated activity is informal and similar to
the catchball activity used during the alignmerageh In principle, however, organization-wide

review may be conceptualised as a multi-levelledEhierarchical activity that works bottom-
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up. It begins with PDCA in daily management inwotyroutine working, monthly operational
management reviews, and periodic (typically qubftestrategic reviews, and finally, involves
TEAs. Data are rolled up continuously from onegdniehical level to another. The perspective
at each level is different, but the important thisghat the wheel should be strategically
managed so that the following conditions hold: gdnior management is able to use review
data to test the assumptions and conditions ofdieteym purpose, the strategic objectives
(especially the cause-and-effect of the scorecard),the business model; (2) review must work
as an interactive learning framework for the firsnaawhole to incorporate exploitative and

explorative learning (March, 1991).

Goodness of Fit

The success of the scorecard is, in one senssulh of Kaplan and Norton’s achievement in
removing its ideas from its hoshin kanri roots. sHin kanri takes time to develop in any
organization. The present appeal of the scoreesdttht it appears to be a straightforward
approach and therefore tempting to busy careerlenotanagers who wish to see early business
results. It is relatively easy for a level to dditsh its own scorecard and strategy map (although
it is more difficult to link it meaningfully to cporate level strategy). The scorecard and hoshin
kanri approaches may represent two alternative ¥aaysnsuring that strategic plans are
implemented if they (in the end) represent two amdntally different cultures: a Western one
centred on selecting and monitoring the right messsto drive change (an ‘ends justifying the
means’ approach) and a Japanese culture centradrlyi on the capability of a firm’'s
organizational processes in delivering value toctstomer (the means contributing towards the
ends). The balanced scorecard is strong on thtermoof strategy, or in other words, things that
must be achieved, but it has little to say on hioshould be done. In their early work, Kaplan

and Norton seem to assume that firms will haveptibeesses, knowledge and organizational
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structures that enable a successful deploymeningpiémentation of strategic objectives
(Berkeley-Hill, 2002).

The history of the adoption of TQM in Western firgeems to support the idea that
Japanese management methodologies and philos@phidgficult to apply properly.

Generally, TQM has taken many bewildering form®\Mastern firms (Cole, 1998; Witcher,
1995), so that many Japanese-owned subsidiarigsgiish for their employees a Japanese
form of TQM they call total quality control, a TQMat is involved with both the management
of improvement and hoshin objectives (Witcher andtt&worth, 2001). Confusion may be a
major reason why effective TQM seems to be diffiéor rival firms to emulate effectively
(Powell, 1995; Douglas and Judge, 2001). This beaghanging. Some observers, particularly
from the resource-based view of strategy, see T@®Bhaestablished management competence
for managing changes and transformations and wietbs to sustain competitive difference
over time (Doz, 1996). There is also evidence T2l is undergoing a resurgence (Rigby,
2003), which may be partly the result of an inceglagopularity for six-sigma. It may be that
firms are now beginning to understand quality mamagnt as a fully integrated management
system, and not as a partial approach that mattyeofarly applications seemed to involve
(Witcher and Wilkinson, 1991). If this leads to mgarticipative forms of goal deployment it
may have positive results for the management aesend objectives (Dinesh and Palmer,
1998).

In early work on the transfer of Japanese practe&¥estern companies, Oliver and
Wilkinson (1988) argued it is not just a questidmow particular elements of Japanese
business strategy (such as production methodsymeekpractices and so on) transfer to a
different culture which is important, but how fuioctal strategies and practices fit together as
elements of a firm’s total strategy. They arguetnih noteworthy about successful Japanese
firms is the goodness of fit between strategielse distributed and hierarchical nature of the
firm works against the tightness of fit, since @féint functions and units, particularly in
overseas markets, have different interests an@sept the purpose of the firm differently. The

coordination of activity within firms is an importatheoretical area for strategic management,
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especially in areas of structure, management clositsbems, and shared organizational culture
(classic work includes March and Simon, 1958; Clemd962; and Mintzberg, 1979).

Conventional top-down and sequenced forms of l@ngristrategic planning is difficult
in terms of its effective implementation and exemru{Quinn, 1980; Mintzberg and Waters,
1985). However, an over-whelming proportion ofrfremploy some form of strategic
planning (Rigby, 2003). There is evidence thatsofithe most peer-admired firms are
focusing more on enterprise-wide objectives thafooal initiatives and effectively align the
organization around a common strategic vision, tviddinked to a centralised performance
management system focused on enterprise-wide ofgedHayGroup, 2006). These objectives
give to managers clear performance targets anddaera/focused space for creativity and
flexibility at a local level. This echoes Kanté®g3), that firms should not so much as
strategically plan their futures as plan their oigations to be strategically capable in the face
of uncertain external change.

Porteret al. (2000), however, see corporate control in Japaoesizations as
overbearing and a barrier on innovative thinkingj anly effective in pursuing operational
improvement. Ironically, this view of Japanesepaoate management could have helped
prevent the spread of enabling capabilities sudioakin kanri to the West. At the time when
the Japanese were first introducing cross-funclisinacture, Western firms were moving away
from management by committee towards devolved arisiahal forms of corporate control
(Jantsch, 1967), and this may have contributedegéect of cross-functional management in
Western firms. The importance of cross-functianahagement is likened by Ishikawa (1990)
to the use of woof in making cloth: only when wawoid warp (the horizontal and vertical
structures) are intertwined will cloth be manufaetly and without woof, warp remains only a
thread. So, similarly, only when cross functiomanagement intertwines with the management
by divisions will a firm’s organization fit togethstrongly enough to achieve its overall
strategic purpose.

Porter (1996) observes that the importance oftilagegjic fit of the functional areas of

the firm is one of the oldest ideas in strateginagement. He argues that a total view of the
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firm has been supplanted by partial concepts: heesaore competences, critical resources,
and key success factors. Classically, fit conchovs a firm matches its internal capabilities to
the external opportunities in its environment. tigegw et al. (2003), though, contrast different
views of fit from different organizational theorggspectives. In particular they support a view
of complementarity theory (Milgrom and Roberts, A98995) that strategic fit is about how
complementary resources work together to reinfar@esustain competitive advantage. They
suggest this is compatible with Porter’s (1996) ofskt to explain how sets of strategy related
activities together build up a position of compedtstrength, which also acts to preclude doing
other (non-strategic) activities. Porter introdgitiee idea of mapping these activities, which is
similar to the strategy map, and which could bedusdake account of Porter’s activities and to
identify cause-and-effect trade-offs. Pettig@val. maintain that a systems perspective is
necessary to understand the process of managatggtrand change. They cite the early
example of the McKinsey 7-S model (Peters and Wrear 1982; Pascal and Athos, 1982) as a
good example. Much of this work was inspired lyyaleese examples. The weakness of the
complementarity perspective is that there is no(obgious) way for the management of
strategic activities to achieve effective perforeceanRather the synergic interaction of
capabilities differs between firms because of tlg wompetences vary, and for contextual
reasons that give a firm its uniqueness. Someredsemaintain there is now widespread
evidence to indicate there is no one best fit @t beganizational model, but that practices
should be firm specific and relevant to the firmtgategic and environmental contingencies

(Edwardset al.,2004).

The Resource-Based View

Over the last 10 or 15 years the most influenthbsl of strategy to emerge has been the
resource-based view of the firm. This understansisategic approach to be based on the

development of firm-specific strategic resourced the internal capabilities to manage them.
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A central issue has been the possibility of rigidit core competences. These competences
develop at least in part from organizational leagrénd involve complex working and the
development of specialist problem-solving and kremgle. However, they lock a firm into a
trajectory that puts it at risk if it proves diftilt for the firm to respond quickly to sudden
external change (Tushman and Anderson, 1986; Riednd Cool, 1989; Leonard Barton,
1992).

Prahalad and Hamel (1990) argue, however, thaigisianageable if core competences
are used to serve unrelated markets. They defirecompetences as the abilities of employees
to learn how to develop and manage strategic chgedyiespecially how to integrate different
technologies through cross-functional managemeshttalaborative working. (This is very
similar to how Nissan define their business methagles and philosophies as core
competences; see above.) Prahalad and Hameltaagumre competences can be used to build
a core product, such as Canon’s expertise in ofutiserve markets as diverse as cameras,
copiers, and semi-conductor equipment. Canon’'petitive advantage is thus an internal
capability not easily seen or understood by italdv While Prahalad and Hamel do not explain
how collaborative forms of cross-functional managatrare managed, this is done through
hoshin kanri, and in this sense it is Canon’s atiiatcapabilities rather than core competences
that constitute the higher order activity. In Raald and Hamel (1990), the core competences
(collaborative learning) manage core products tgglsnological expertise), and it how Canon
dynamically manages these capabilities that realints (Stallet al, 1992).

In their seminal article, Teeas al. (1997), define a dynamic capability as a capdoity
renew competences to achieve congruence with ajcitphusiness environment. Strategic
management as a dynamic capability adapts to,ratesy and reconfigures internal and external
organizational skills, resources, and functionahpetences, so they strategically fit the
requirements of change. This capability is neaégsahigh-order one, in that it is a whole
firm activity that influences other hierarchicaiithpartial, capabilities and competences. For
figure 1, strategic management is shown comprifégahigh-order dynamic capabilities: the

balanced scorecard, and hoshin kanri. As an exaof@ dynamic capability, Teeeeal.
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(2000) give a detailed description of Fujimoto’994) account of production activities in the
Japanese auto industry. This identifies the Tolotaluction System (TPS), an advanced form
of lean production, as a high-order dynamic caftgbilThis is not the only dynamic capability
at Toyota. Hoshin kanri is used to manage andpate not only the TPS, but also other
important dynamic capabilities, notably Toyota'tegration of its supply chain (Kurogane,
1993; Monden, 1998; Hines, 1998). In this way Hwo&anri is a higher order dynamic
capability, within which second-order dynamic cadjfitidss are nested (Winter, 2003). Teexe
al. (1997) argue a dynamic capability is difficult fmutsiders to fully understand and that it
cannot transfer between firms in a complete sefBgea similar application will always be
different in different firms and this is particulaso with complexity.

Eisenhardt and Martin (2000), in another infludntaper, define dynamic capability
more simply as any cross-functional routine usegt¢onfigure combinations of strategic
resources as conditions change. Dynamic capaBbilitie cross-functional business processes
such as strategic decision making, product devedmpmoutines, co-ordination processes for
internal collaborations, knowledge creation, aliemnd acquisition processes, and market exit
routines. We regard these examples, taken froenBardt and Martin, as lower order
capabilities, in that they nest within the Teactal. definition of strategic management as a
dynamic capability, and in the terms in which wérdestrategic management for this paper.
Eisenhardt and Martin maintain that common featerest that can be benchmarked and shared
as best practice between firms: just as there ettertand worse ways to hit a golf ball, there are
more or less effective ways to execute dynamic lotipes.

In this paper we hold to the Teeateal. view of dynamic capability, with the emphasis
they place on the capacity to renew competences aMyue that a combined strategic
management of the scorecard and hoshin kanri mibkes high order dynamic capabilities,
because they enable a senior level to manage ftnesenal processes, including those that
Eisenhardt and Martin describe as dynamic capisilitHere is a new view of what is meant by
strategic fit: this is the fit of a hierarchy ofsted dynamic capabilities. This is touched on in

several places in the literature (notable, Wirt@03), but it has still to be examined. This is
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especially so in relation to complementarities, kght@e notion of inter-linked capabilities in
understanding a senior level’s strategic managemeuld, in our view, be a major advance. It
would, at the very least, help colleagues to beftelerstand a difficult (even hidden)
phenomenon like hoshin kanri. The literature héigs properly explore its empirical

foundations and explicate in more detail its theoatimplications for general practice.

Conclusion

In summary, this paper argues for a complementseyoti the balanced scorecard and hoshin
kanri. The balanced scorecard is a valuable apprima the translation of longer-term purpose
into strategic objectives and strategic themesesé&tcan be managed alongside the firm’s
model of its core capabilities and competencessé&lare concerned with the management of
longer-term operational effectiveness and do naitally appear on a ‘strategic’ scorecard.
Hoshin kanri is used as an implementation and d@i®taystem. This is used to translate
scorecard objectives and the needs of the busmedsl firstly into medium term plans and
challenges, and then as short-term priorities withe annual planning cycle. Hoshin kanri
brings advantages to execution that include theipetion of a vital few hoshins, and the
determination of improvement targets to drive amstan the momentum of change;
participative planning; a PDCA-cycle based learrapgroach for the management of
objectives, and a senior level involvement for uatieding and developing competences in
core operational capabilities. A key aspect ohlrokanri is its insistence on only a very few
hoshins to focus attention on those cause-andta#ationships at an operational level that
require breakthrough in performance. FollowingHklaglan and Norton cannon, the scorecard
is primarily about the longer-term strategic ohijgzs and measures. The issue is how to ensure
that people understand longer-term strategy sodhewble to understand how strategy can
inform their activities in daily management, anadvhaperations inform strategy. The resource-

based view of the firm was used to portray dynarajgabilities in the light of such examples
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from Canon, Toyota and Nissan, to argue the systgiombination of the balanced scorecard
and hoshin kanri as nested forms of dynamic caiiabifor the organization-wide management

of the strategic fit of strategy to operations.
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Figure 1: Two Dynamic Capabilities for Strategic Management
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Figure 2 The Determination of
Annual Objectives at the

Senior Level
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Table 1. Example of steps for competence: the core competence
of being able to develop hoshins

1st step:
Hoshins are contained in slogans meant for everybody.
Measures not determined even though objectives exist.
2nd step
Hoshins resulting from precise definition of desired objectives.
Not concentrated to the vital subjects in this year.
Objectives and measure have been determined.
Measures determined without understanding present situation.
3rd step
Accurate formation of aim through distillation of the year's important points.
Annual plan and mid-term plan (3 years) are not matched.
Understanding is present related to objectives, establish measures.
No analysis done, but have decided measures through experience.
4th step
Emphasis placed on the formulation of hoshins with solutions, based on review.
Annual plan and mid-term plan are matched.
Set up measures by using QC method for grasping problem.
Procedure of policies determination has been laid down as rule.
5th step
Formulation of the year's hoshins, which bear a relation to middle term plans.
Understood present situation, make clear contribution rate for each factor.
Revision of hoshins is being done appropriately.
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