
The make-or-buy question has con-

founded many executives. To wit, when

should a company rely on itself to manu-
facture or provide certain parts, products

or services, and when should it

instead purchase them from out-

side sources? This issue of vertical
integration has long been the topic

of considerable debate, especially

for mature markets like automo-

tive, which leads to a second,
related question: How can compa-

nies stay competitive when their

industry is moving offshore to re-
gions of cheaper labor?

Both subjects were recently in-
vestigated by Filipe Santos, assistant
professor of entrepreneurship at

INSEAD in Paris, Ana Abrunhosa
of the faculty of economics at the

Universidade de Coimbra and Ines

Costa with the Center for Innova-

tion, Technology and Policy
Research IN+ at the Instituto Supe-

rior Tecnico in Lisbon. The

researchers studied developments
in the Portuguese footwear indus-

try during the 15-year period from

1990 to 2005. That global market has been

undergoing dramatic changes. On the sup-
ply side, manufacturing has been shifting

away from developed regions, such as the

United States and southern Europe, and to-
ward emerging economies, including China,

India and Eastern Europe. Meanwhile, on

the demand side, consumers have been in-

creasingly thinking of shoes as a lifestyle

purchase instead of a basic item of con-
sumption. (Details of the study are contained

in How to Compete in Mature Industries?

Boundary Architecture as a Mechanism for
Strategic Renewal, which was a finalist for

best paper award at the 2006 Strategic Man-
agement Society Conference.)

To study how organizations were deal-
ing with those changes, the researchers

conducted in-depth case studies of three

companies —- Basilius, J. Sampaio & Irmao

and Investvar — that were roughly compa-

rable in 1995 in terms of size and business
activities but then experienced radically

different performance trajectories. Basilius
had established an excellent strategic posi-
tion in 1995 but was performing weakly 10

years later. In contrast, J. Sampaio & Irmao

was positioned weakly in 1995 but was

performing strongly 10 years later. And
Investvar was included in the study as an

example of an extreme success — a com-

pany with a similar starting position in

1995 but considered by industry experts as
the best performer from 1995 to 2004.

For the three companies, the re-
searchers looked at the intercon-

nected set of business activities that

created value for each organization.

That system included not just gen-

eral processes such as product design,

marketing and distribution, but also
industry-specific activities such as

the cutting and stitching of leather

pieces and the production of soles.
For each of those activities, the re-

searchers investigated whether the

three companies performed it in-
house, subcontracted it or did a

combination of both, and they also
charted any changes in those deci-

sions over time.

Conventional wisdom holds that

companies should stick to what they
know during tough times, but this
study found otherwise. In fact, only

Basilius (the low-performing com-
pany) followed that approach. J.

Sampaio & Irmao and Investvar

(the high-performing companies) em-

ployed a different strategy. First, instead of

concentrating on their core competencies,

they entered new activities both upstream
and downstream of their current opera-
tions. Second, instead of trying to protect

their core activities from external pres-
sures, they opened them up to outside
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markets. Third, instead of trying to couple

their internal activities tightly to improve
operational efficiencies, they made those

business units more modular and autono-

mous. In summary, both J. Sampaio &

Irmao and Investvar increased the scope,

permeability and modularity of their value-
creating activities.

The researchers assert that those three

variables — scope, permeability and modu-
larity— are the crucial factors for success. By

judiciously adjusting them over time, a busi-

ness can remain competitive even as its

industry matures. In particular, the research-

ers argue that greater scope, permeability and
modularity enable companies to spot and

respond to business opportunities more
quickly. J. Sampaio & Irmao, for example,

was able to exploit a market niche by becom-

ing a supplier of sample shoe collections for

retail chains. Such benefits, the researchers

contend, outweigh the coordination costs
involved in managing an increased number

of activities.
But the results are hardly definitive.

For one thing, the study investigated just

three companies in a market that has be-

come increasingly fragmented because of
varying, specialized customer needs. As

the researchers acknowledge, industries
that have a more homogenous demand

certainly could have starkly different dy-

namics. And the study did not prove

causality, just correlation — that scope,

permeability and modularity appear to be
tied to high performance. Nevertheless,

the research is intriguing because it does

suggest that retrenching might not always
be the wisest course of action in a mature

market. In fact, doing just the opposite

could help an organization better with-

stand the ever-increasing global

competitive pressures of an industry that's
moving offshore.

For more information about this re-

search, contact Filipe Santos at Filipe.

santos@insead.edu.
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Reprint 49302. For ordering information, see page 1.
Copyright © Massachusetts Institute of Technology,
2008. Ail rights reserved.

Transferring business success from one lo-
cation to another has always been a tricky

proposition. On the one hand, some ex-

perts advocate that companies try to copy

the original operations as closely as possi-

ble. Consider Intel Corp., which uses

precisely the same paint for the walls of all
its chip plants in order to minimize manu-

facturing defects — just one example of
the company's motto, "copy exactly." On

the other hand, some contend that local-

ization is crucial. To market a consumer

product such as shampoo in India, for in-
stance, Western companies should shrink

their packaging to sell smaller unit quanti-

ties at cheaper prices.
The issue of stringent replication versus

local adaptation is especially important for

franchise businesses. Indeed, diverse com-

panies like McDonald's, Supercuts, Ace
Hardware and Super 8 Motels have suc-

ceeded (or failed) based on their ability to

transfer a business template from one loca-
tion to another. But how faithfully should

that template be copied? Many managers

contend that local adaptation of the tem-

plate will increase an outlet's chances of

success. After all, those working at a par-
ticular business unit should have the

deepest knowledge of the local market,
with all its nuances and peculiarities, mak-

ing those individuals best able to determine

which practices and procedures should be

retained and which should be altered. But

is that really the case?
That basic question was investigated

recently by a team composed of Sidney G.
Winter, professor of management at the

University of Pennsylvania's Wharton

School; Gabriel Szulanski, professor of

strategy, and Dimo Ringov, Ph.D. candi-

date, at INSEAD; and Robert J. Jensen,
assistant professor in organizational lead-

ership and strategy at Brigham Young

University's Marriott School. In their study,

the researchers investigated nearly 2,500
outlets of a large franchise organization

that specializes in business services, office

supplies and photocopying. Based in the

United States, the franchise has operations
in all 50 states, with customers primarily in

the small-office/home-office market. (De-
tails of the research are contained in

Reproducing Knowledge: Inaccurate Repli-

cation and Failure in Franchise
Organizations, Academy of Management

Annual Me&ting Proceedings, August 2007.)

For each of the franchise locations in

the study, the researchers collected revenue

data broken down by type of product or
service. All of the outlets commenced their

operations during the study period (from

1991 to 2001), and during that time 111 of
them closed. Of the failed units, none was

able to stav in business for more than seven
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years, and the average life span was 3.4
years. Not surprisingly, the total revenue of

the failed franchises was, on average, sub-

stantially lower than that of the units that
survived.

The researchers then looked at the exact

mix of products and services offered by the

different outlets. In particular, they com-
pared how the mix at each location differed

from what was recommended by the fran-

chise headquarters. That official mix was

very specific. Not only did it call for 12
standard products, it also indicated the

relative importance of each. For instance,

revenues for the No. 1 product on the list
should be 36% of total sales; revenues for

No. 12 should be 2%. The franchise trains

new owner-managers of the outlets to rep-
licate that product mix because of its
success not only at the original location

but at other sites as well.
The data then were controlled for a vari-

ety of factors, including outlet size (larger

outlets are less likely to close), past perfor-
mance (a higher growth rate increases the

chances of survival) and ownership (trans-
fer of ownership improves the odds of

survival). Another important control vari-

able was the local market environment (the

presence of nearby competitors lowers an

outlet's chance of success).

The results were unequivocal: The more
an outlet deviated from the recommended

product mix, the higher the risk that it
would fail. Using a conservative analysis,

the researchers found that a franchise loca-
tion with a substantial difference (one

standard deviation, in quantitative terms)

from the recommended product mix has
double the likelihood of failing. Of course,
a deviation from the official mix of prod-

ucts might simply mean that customers at

a particular location have different needs,
not necessarily that the outlet had chosen a

course of local adaptation. But the re-
searchers found that such deviations

tended to occur at outlets that were selling

products that weren't on the standard list
of 12 items. This suggests that those loca-

tions had purposely moved away from the

official business template. Interestingly, re-
gardless of the product mix itself, those

outlets that derived a higher percentage of

revenues from nonstandard products also
had a higher risk of failure. Here again,

using a conservative analysis, the research-

ers found that a franchise location with a
substantial percentage (one standard devi-

ation away from what was recommended)

of its sales derived from nonstandard items

has double the likelihood of failing.

The results of the study might be ex-
plained in the following way. On the surface,

changes in a product mix and the selling of
nonstandard items might seem relatively

insignificant, but they can have large ramifi-

cations. They might, for instance, lead to
changes in certain operational routines,

such as the recruitment and training of new
employees. As such, local adaptation can

unintentionally undermine the very busi-

ness model of an organization unless

managers know exactly what they're doing.
And therein lies the rub. With any company

of sufficient complexity, the specific chain

of activities that truly generate value isn't

always obvious, and managers who deviate

from an official template run the risk of
tampering with variables that are crucial to

the organization's success.

But the study hardly closes the book on
the issue of replication versus adaptation.

For one thing, the researchers did not have

access to detailed financial information

(for instance, the operational costs) at each
location, so they couldn't determine the
profitability of each site. With such data,

they might, for example, have determined

whether precise replication of the standard

product mix led to maximum profitability,

or whether some degree of deviation was
more profitable, particularly under certain

circumstances (the presence of a number

of nearby competitors, for instance). Ad-
ditional studies are needed to investigate

such issues.

For more information about this re-

search, contact Dimo Ringov at dimo.
ringov@insead.edu.

— Alden M. Hayashi

Reprint 49303. For ordering information, see page 1.
Copyright © Massachusetts Institute of Technology,
2008. Ail rights reserved.

Text Box
Anúncio

Text Box
Fonte: Mit Sloan Management Review, n. 3, p. 5-7, Spring. 2008.




