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The Front - Back Hybrid Organization

A number of companies have been adopting 2 hybrid structure in order to respond 10
the simultancous demands to be local and ¢ustomer responsive and yel be global and
caplure scale economics. This hybrid organization is a combination of a customer
focused front end structure and a globa] produect focused hack end structure, Tt s an
attempt o be simultancously global and. local. However, its successful execution
results from solving the management challenge o ¢ffectively hnk the customer front
with the product back. This hybrid structure has arisen in muny other comexts as well
{sce Galbratth. 1993: 1995: 1998)

The {first scction deseribes tius type of hybrid orgenization and attenpis 1o distinguish
it from other forms of organization klike the matrix, Next the Torces that are causing
companics t0 choose this form of organization are identificd. And the final section
addresses the key issues of how companies are managing to coordinate the front and
back portions of the organization.

The Front/Back Structure

The front/back model is a type of dual structure n which both halves are mulu-
functional units (Abell, 1994). The front half is organized around the customier. This
half can be a geographic o1 country structure or it can be focused on some market
segmentation scheme like industries. The back half is usually organized around
products or product lines. This part supplies all of the customer units and achieves
global scale.

An example js a Europcan designer and manufacturer of diesel engines for ships. The
structure is shown in Figure one. The front end consists of country profit centers which
they call Market Companies. They arc primarily Sales and Service companics.
However when serving the Korean shipbuilders. the Korean government asks for local
added value which takes the form of some local assembly. The back end consisis of
product companies which are differentiated by the size of the engine. It consists of
R+D, Operations (Purchasing, Components, Fabrication and Assembly) and Product
Marketing. Each of these product companies supplies its product line to all of the
market companies. Each product company is also a profit center. Each achieves global
scale for its product line to meet the high fixed costs of product development and
manufacturing.

Both the product and market companies are multi-functional profit centers. Each type
of company has different functions. The front/back model separates the value chain for
the business. It takes those functions closest to the customer and focuses and organizes
them around the customer's needs. These are the front end functions. Thosc functions
upstream from the cusiomer are organized to achicve product excellence and scale. In
this case, none of the functions are shared. They arc separated. None of the functions
have two bosses. So itis not a matrix organizauon like ABB. It is not a country
organization either. In the UK, the UK or large engine Product Company is a separate
profit center from the UK Market company. Product Companies arc to serve all
Market Companics cqually. The serving of all market companies distinguishes the
front/back from a worldwidc business unit structure. Figure two conteasts the product
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Figure 1

Front / Back Hybrid Structure
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flow in the business units of General Electric (GE). GE's profit centers have dedicated
Sales and Service funcuons for cach business unit. The diescl engie supplier uses its
Sales and Service functions to sell and service all products. The front-back model
requires a much more complicated product flow. The complexity and difficulty of
coordinating the frant and back will be addressed in the fast scetion.

So the Jronvhaek isu hybrid. T is-not o countsy based strucuure, nor is it a warldwide
busincss strugiure. [t isa combination of’ the two. But it 1s not 5 matrix structure with
shared units. fnstead e madel separates the units amd structures one partion .mmnd
the customers and the other oie sround 1he praducts,

Another version of the model can be found in husinesses whene the front end s
configurd wround  customer segmenmts  other than coumtrics, When  Ciibank's
commerciul banking business focused its strutegy an the cross border cusicmer it
adopied a fronvback structure to implement that stiategy. When serving the global
customer, geopraphy is loss important. 1t is shown in Figune three. The fromt cnd is
siructured around industries and then by customer. A Global Relationship Manager is
assigned (o cach 1argeted global account. Lacal relationship Managers for that account
report to the Global Manager and not to the country manager al their location,
Country managers have become sile managers in the developed countrics with no
couvatry profit and Joss responsibility. So the front end is a cross country customer
relationship structure. The relationship managers will sell all the products that the
customer needs on a global basis.

The back ead is made up of profit centers which produte global producis like cash
management and foreign exchange. These arc activities that require product expertise
and scale in order to be effective. They are usually organized around & Product
Management function that works with the Relationship Manager to sell their product.
There is an Operations function that processes all transactions and a Technology
activity to keep hardwarc and software up to date.

So Citibank has defined its stralegy as serving the global customer with global
products. In order 1o implement that strategy, it has divided its activities into
relationship and product uvnits. Each is then organized to best execute its unique
mission. The differcnt missions are best executed by a front/back structure.

One more example can illustrate how matrix and fronv/back organizations are related.
Usually some form of matrix is used to tie the front and the back together. The diesel
engine supplier can illustrate the concept. In the 1980's Diesel engines began to be
used to supply electric power. Some towns and factories found that they could use a
power plani which was smaller than those supplied by the power generation companies
like ABB. A company like the diesel engine supplier could more quickly get an engine
running and deliveding power. The dicsel engine company that was used in the
example in Figure one focused on this power markel. They made product
modifications so that its engines could more efliciently gencrale electricity. Today half
the engine sales are marine engines that drive ships and half are 10 the power market.
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Figure 2
Front/ Back Compared to Business Units
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Figure 3

Front / Back for a Global Bank
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Since the purchasers of power engines only want electricity and not all the headaches
of running a power plant, the engine supplier started a service business to keep all
engines running and to operate the power plants for cities and factorics. The resulting
organization is shown in Figure four.

The diesel supplier has added two new businesses 1o what was a single marine engine
businéss. These global busincsses, marine, power and scrvice, link the Product
Companics and the Market Cnmp:mics. They muke the linkage through shared
activitics which form a matix orgapization. For example in the Market Companics.
Sales is now specialized and divided into the Marnine market. the Power muarket and the
Service market. The Marine Sales unit in a country ix shared and repurts 1o the Murine
Business manager and 10 the country manager. In the Produet Compimics. R+D, some
manufacturing and Product Markeiing are now organized by Power, Scrvice and
Marine. There is sufficient volume 1o wllow a Business specialization within the
Product Companies. Some component manufacturing and purchasing remain scparate
and serve all businesses. The R+D and Manufacturing resources are shared resources.
They are collecied into businesses and the Business Manager within the Product
Company reports to the Global Business Manager and 10 the head of the Product
Company. The Businesses form a matrix structure across the Product and Market
Companies. The Business resources are shared with Product Companics and Market
Companies.

In summary the front/back organization is a hybrid organization. It separates the value
chain into a downstream or front end piece which is closest to the customer and an
upstream or back end piece which is farthest from the cusiomer. Then each piece is
oganized to best serve its separate purpose. The front is o serve and respond to the
customer while the back is to integrate products across countries and achieve scale.
Both the front and the back can be profit centers. It is a hybrid because it is both a
untry or segment structure and a product structure without being a matrix. However
matrix relations anse often when some activities are shared and link the front and the
back.

In some industries this hybrid form has been around for some time. It simply was not
labelled as front/back. The investment banking business has always had relationship
management and product management components. But today, the front/back model is
occuring in all types of businesses. What is happening that is making this organization
form the structure of choice?

Forces Creating The Hvbrid Structure

There are a number of forces pushing companies into the fronv/back structure but the
dominant one is the customer. A major effect of global competition has been to shift
the power to the buyer in the buyer-seller relationship. By now the buyer has learned
how to use this power and is demanding more value and more responsiveness to their
needs. The sellers in return are organizing their activities around customers and
customer segments to better meet these new demands. However in many industrics it is
impossible to align and dedicate all funcuondl activities 10 a customer segment and
form a self contained husiness unit. The semi-conducior industry is an example. The



semi-conduclor manufacturers arc having 10 customize thew products for their
customnoers in the telecommunications, defense, computer and auiomotive industries,
hese manufacturers have created Sales, Service, Application Enginecring and Product
Design units which are dedicated 1o customers in these industrics,

However a semi-conductor fabrication factory now costs §1 bilion or more, It is
impossible to huild a factary for. cach customer segmeit. Thercfore prnduu unils are
created for the faclorics. pmducl engineering and supporiing activities: These product
units supply all Sustomer scgniiénts: These product units-dichicyie "luh.d scale while the
customer units achieve focus and responsiveness. And this is the pr nary objeetive of
the structure -~ 10 simuhaneously aéhicve customer focus and n.apuu.\wcucxx amd
product excellence amd scale. When the customer is u local costomer with uniguely
1écal needs. this structure permits the supphcrm he simuliancously global and local.

Supplicrs 1o the automotive industry provide:a-morse detailed illusteation. Let us follow
the'changes taking place at a supplier of braking systems. Up until the late 19807, the
supplicr provided a rclauvely complete line of brakc componenis o the auto
assemblers like Chrysler and Fiai, The supplier manufactured disc brakes and drum
brakes for the front and back whcels. It also designed and manufactured pumps and
hydraulic actuation components for power brakes. And finally, it manufactured the
friction materials for the brake pads. The supplicr considered the brake unit o be a
multi-product, single business. Tt was organized into Regions for Europe, North
America and the rest of the world. The North American Region was a funcuonal
organization while Europe was organized as a functional country maurix structure. The
organization is shown in Figure four.

The only activities that were dedicated 10 a customer arc circled in Figure four. In
addition 1o the usual Sales representatives, there are Liaison Engineers which rotate
through the position every two to three years. They usually had an officc at the
customer facility. There was usually a Project Manager who was leading the design of
the brakes for a new car model like a Chrysler minivan. Other people would have
contacts with Chrysler but these were the only Chrysler dedicated people in the old
geographic and functional structure.

The auto industry then began to make changes which required much greater cross
function and cross border integration from their suppliers. First, the auto assemblers or
original equipment manufacturers (OEM’s) began to adopt the Toyola lean
manufacturing system in all its dimensions (Womack, Jones and Roos, 1990). Chrysler
and Fiat began selecting one brake supplier for each car or platform program. So there
would be one supplier for Chrysler’s Neon and one for Fiat's Punto, That supplier
would be chosen for the life of the program, typically 8 to 10 years. The OEM’s also
asked the supplier to do more design and to manufacture braking systems not just
components. The suppliers did more systems integration and acquired competencies in
anti-lock braking systems (ABS). Fiat and Chrysler began using simultaneous
engineering (0 reduce their product development time. They demanded the same of
their suppliers. The OEM’s also created much stronger platform program managers for
the Ncon and the Punto. These stronger managers were needed for greater cross
functional and cross border coordination on new product platforms. Again they
demanded the.same changes from their supplicrs. The OEM’s began 1o operuic on a
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Figure 4

Combination Front / Back and Business Matrix
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Auto Supplier Functional - Geography Structure

Figure 4a
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Just-in-ime basis. They asked their chosen supplicrs to set up satellite plants to supply
their assembly linc on a jusi-in-time basis as well. So when Fiat built a new plantin the
south of Italy (Melfi) they asked their suppliers to come with them and occupy a
portion of the new plant to achicve thc supply rclationship.

In addition the OEM's were intcgrating their operations. across counirics. The nationul
champion structure had been hreaking down in Europe. Volkswagen was imegrating
iis operations in Germany. the Czech Republic. Spain. Mexico and Brazil. Ford was
integrating its European and Nonh American operations. Fiat was asking supphers not
only Lo acconipany them to Melli in the south of laly but 1o Poland. Turkey, Argentina
and Brazil as well. The OEM's began to select supplicrs on the hasis of their ability.and
willingness Lo invest in new coumrics. In addition, they chose suppliers who had the
ciapability 1o integrate their own operations 4Crosy countries.

The braking sysiems supplier adapied o these changes by makmg two major structural
changes. These changes were the crcation of a customer focused front end structure
and a product focused back end siructure. The old geographical and functional
structure  posed (00 many barriers to  product development and  customer
responsiveness. The new front-back structure is shown in Figure five, Reporting Lo the
CEO are global product units and global cusiomer units. The product structure was
formed by combining the North American and Europcan activitics 1o g6t large volumes
for each product. Then the functional structure was no longer needed 10 achieve scale.
Each product unit is 2 fully functional global profit center. Each product unit develops
technologics, manufactures components and assembles them. The Anti-Lock Braking
unit serves as the center for systems integration and R+D. A Central Purchasing
function coordinates across product lincs using commodity teams to pool purchases
and secure quantity discounts. All of these activities are ones that require global scale.
They also plan and position their products for the future and against those of
competitors. They can also sell parts to other companies and 1o the “‘after market”
distnibution in order to achieve additional scale.

The second structural change was the creation of customer business units for thosc
customers with whom the supplier established long term relationships. A Chrysler
Business Manager and a Fiat Business Manager are shown in Figure five. The business
unit is a profit center managed by a business person not a sales manager. The Chrysler
unit is actually managed by a former Chrysler executive who came to the supplier when
Chrysler outsourced its braking systems design and integration activity. The Fiat
Business Unit is shown in more detail. It reflects the fact that all product development
now takes place within the customer business units. Strong program managers lead the
efforts for the Fiat Punto Program and the Brava Program. The Design Engineers,
Manufacturing Planpers and Manufacturing Engineers all report to the Program
Manager. These people are assigned to the program by the product Sngineering and
Manufacturing functions in the product units. Some people remain with the program
over its life time while others will return 10 the product unit or to another program
when the two or three year design cffort is completed. The functions within the
product units are the “homes"” for these mobile engineers.



Figure 5
A Global Product - Customer Structure
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Also reporting to the Punto Program Manager is the Melfi satellite plant. The product
units supply components to the Melfi satellite plant There they arc assembled on a
just-in-time  basis to feed the Fiat asscmbly line. For the Brava program. the
components are assembled at the French factory. However the final assembly process
takes place in celis which arc dedicated to customers. The cell manuficturing manager
works for the French Plant Manager and for the Brava Program Manager, This matrix
reporting rclatonship s another hinkage between the front and the hack. Finally the
munager of the supplier’s joint venture in Polumi which supplies Fiat's joint venmure in
Poland also reports the Fime Busiess Munager. Thus all Fint dedicated activities are
placed in the Fat Business Unit.

In this manncr the customer relationship has been transformed from o salss relavon
managed by a sales person o a partnership managed by a business manager. All
acuvitics that can cconomically be dedicated to the customer are gathered together and
placed in the customer’s business umt. The structure permits strong integration across
functions and across borders to reduce the product development time. The customer
facilitates the process by granting global volume for a plaform to a pariner. The
volume justifics the overheads that are necessary for the dedicated organizational units.
The customer unit iS very responsive to the unique needs of the particular customer.
All activities needed to meet these unique needs report 0 a customer business
manager. This manager is the single point of contact for Fiat top management. They
can discuss the strategic decision of having the supplier invest in a new plant 10 supply
Fiat in South America. The Fiat Platform Program Manager has an cquivalent Program
Manager at the supplier who has all functions reporting to him. This is an organization
that is clearly designed to meet the standards of an increasingly demanding automotive
customer.

On the other hand, not all activities can be placed in customer specific units. Scale
manufacturing of components is shared across all customers. The R&D investment o
develop the next generation braking systems is also placed in product specific units and
shared across customers. The supplier has to continue to develop new technologics
and maintain product excellence. The superiority of the product was one of the reasons
the supplier was chosen by Fiat in the first place. If product excellence is not
maintained, Fiat will be less interested in chosing the supplier for a future plaiform.
Thus the suructure is intended to maintain product excellence and advanced
technologies in its product units while at the same time maintaining superior customer
knowledge, relationships and responsiveness in the customer units.

So one of the forces creating these front-back structures is the pressure from the
customer to be responsive to their unique needs. The structure permits responsiveness
yet maintains global scale. In addition there arc other factors, some of which were
mentioned in the discussion above. The factors are listed below, These are forces that
cause a mulu-preduct company 10 choosc the {ront-back structure.



Customers can buy all products

Customers want a single point of contact

Customers want a sourcing partnership

Customers want solutions and systems not components and products
There are oppertunitics for cross-selling and bundling

. Mure value-added is beconiing customer specific

An advantage-can'be gained through superior knowledge ahout
customers and clistomer. segmeits

+
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The pressure for a market focus (and a separate structurc) stuts when customers buy--
or can buy--all products. (If the products are alt purchascd by dilferent cusiomers in
different countrics, there will be no pressure for a sepurate cusiomer strucwure). When
cusiomers are buying all products, the question anscs whether or not each product
group needs 1ts own sales force (all of whom call on the same customer). Would it not
be more cconomical to have one sales force sell all products 1o the customer? In parnt,
the answer will depend on how the customer wants to do business. Some customers
have different buyers purchasing differemt products from the same vendor. These
companies may prefer to have separate product-knowledgeable sales people calling on
separatc product-knowledgeable buyers. Some products may be sold 1o the end-user
within the customer and not to buyers from purchasing at all. But more customers arc
preferring 10 pool their purchases and negotiate a total single contract with multi-
product vendors. These customers want a single point of contact in the vendor
organization with whom they can communicate, negotiate and coordinate to lower
their joint costs. These single interfaces are the beginning of the front end, customer
structure.

An increasing number of customers are adopting sourcing policies like the auto
industry example. That is, they prefer 10 have fewer, closer, and longer-term vendor
relationships. They will choose one or two vendors for & product, and dedicate their
entire volume to those vendors who become their partners. In return, the customer
may prefer--and some will insist--that the vendor create a strong local manager or a
dedicated organizational unit with whom it can conduct its business (Lewis, 1995).
This unit becomes a front end customer unit.

Some customers want 10 buy systems rather than products. Wells Fargo Bank buys
products when it orders 250 personal computers from IBM. But Wells Fargo may
want to buy a consumer banking system. A system will consist of many products, like
desk-top computers, teller terminals, automatic teller machines, high volume
transaction processors, disc drive storage, and so on. All of these products are
manufactured by different units at IBM. When buying a system, Wells Fargo does not
want a collection of products, but a banking system that works. As a resuli, IBM will
do the systems intcgration for customers like Wells Farpo who do not want to do it
themselves. Vendors like IBM, therefore, need a systems integration capability, which
also becomes a front end customer function.
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On some occasions, there may be cross-selling opportuniues for the vendor with
customers who currently do not buy all the vendor's products. By packaging (or
“bundling”) products 1ogether for a single package price, the vcndor may win a larger
share of the customer’s business. Sofiware companies create “suiles” of programs in
this way for sclected segmenis. Citibank relanonship managers package foreign
exchange and cash management for global customers. The cross-selling and bundling
ususdly require w single unit in the fromt end 1o creaie and price the pickage for the
customer.

The examples ibove illusirate that more value adding activiies are heing created which
are best located in the front end local or customer structure. In the past. Salkes was the
actvity that was orgamzed around the cusiomer. Today, more customer-specific
software and services are heing added. 1BM und Hewleti-Packard used 10 have sales
and ufier-sales equipment service in their from end customer organization. Today, they
have added application software. customer education, consulting, systems integration.
and will even run a customer's entire information technology Tunction. PPG used o
scll paint to the automobile manufacturers. Today. they sell paint, provide application
soltware for choosing paints, and run the entire painting operation for General Motors.

As the economics of developed countries become service and information ecoiumies,
companies will continue to add sofiware and service as a source of growth. These
services typically require customization for market segments and customers. As a
result these services are being located in the {ront end local or customer structure.

Finally, many companies ate rccognizing that a Jocal customer or customer segment
structure allows them to creatc superior information and knowledge about customers,
and to form, closer relationships with them. If the knowledge and relationships can be
converted 10 superior products and services, the segment focus will become a
competitive advantage.

In summary as customers contipue to demand unique products and services and expect
local responsiveness, the front-back structure should continue to increase in popularity.
As the forces listed above continue to grow, so should the use of the global-local,
front-back organizations. However the continued use of the hybrid structure is
contingent upon Jearning how to implement it effectively. Implementation of the front-
back hybrid will be one of the challenges facing management over the next decade.

Imiplementing The Front-Back Hybrid

The challenge of implementing the front-back organization is its contentiousness and
its complexity. It is contentious because the two pieces of the business are separated
and then designed 10 be different (Lawrence and Lorsch, 1967). Once they have been
differentiated, then the front and back must work together and be integrated. It is this
required coordination that canses the conflict. In working together the front and back
managers discover that they have different prioritics and sce the world through
different lenses. These differences arc a natural result of the separation and different
designs. The complexity resulis from having to manage the contention which is
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inherent in the design. Managing conflict is never casy. Managing conflict across
cultures, imes and distances 1akes the challenge 10 another level. In addition just about
every issue has the potential 1o be contentuos in the front-back model. So mastering
the front-back means achieving coordination between the t(wo pieces under
circumstances which appear to prevent that coordination from cver happening.

There appear to be three approaches to managing the front-back integration. The firsi
iv o use management processes 10 confront the conflict and convert i imo
Communication and coordinition. In order w exccute this approach the Girm must deal
with the foltowing issucs.

Which funcuons are placed in the front and which are in the back?
What is the balance of power betweeivthe front and back?

What management structures and processes are vsed 1o link the front
and the back?

W =

Thesc issues arc discussed in the next section along with some examples of companies
who are pursuing this approach.

The second approach to linking the front and back is to put a market mechanism
between them and rely on the invisible hand to help sort out the conflicts. Acer, the
Taiwanese PC manufacturer, is using a model of creating local front ends and then
selling to them. The Acer example will be contrasted with those who use management
processes.

And finally the third option is to function only as a {ront or a back and partner with
other companies to get the missing piece. Corning Glass could be conceived as a back
end only company. Corning is a materials scicnce company which creates opportunities
through its R+D function and then partners with someone to create a joint venture
which serves as its front end. Since the best front end varies with the nature of the
material and is often unknown in advance, the parnering approach provides the
necessary flexibility.

Integration Throu dipati echani

The majority of companies pursuing a front-back organization model try to coordinate
the pieces themselves. Successful execution of the model requires mastering the issues
listed above.

Firsi, however, management must set the stage for dialogue in the contentious
atmosphere, Management must legitimize the conflict. That is, any normal pcople
coming from the froni and back will probably disagree with each other initially. The
differences are normal, natural and 10 be expecied. The leadership should create the
expectation that disagrecments are 10 be expecied and should provide the 1ools for
resolving them. Indced management will have a bigger problem i the conflict does not
bueuar,
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1. Where do the funciions go?

The first contentious issue revolves around the basic structure design. What functions
go in the fromt and which go in the back? Some functions are straight forward, Sales,
afier sales Service and Customer Services are front end functions. Usually R+D.
Product Design. Procurement and Operations are back end functions. But Murketing 1
usualty difficull. So are the oceasions when Proaduct Design and/or parts of Operations
are suggested 10 go in the front end

The gqueston of whether to put Marketing in the customer or country unn ar the
product unit always arises. As 1t turns out. Marketmg goes m both the front and the
hack. Scgment. local or Customer Marketing goes in the front end. and focuses on the
local market or segmenting the customer population. It concentrates on the bundhng of
products. unique services for segments. pricing, channed sclection. and on supparting
the sales force. Product Marketing goes in the product back end. and focuses on
product positioning, product pricing, new product development. and product features,
The two Markeling activities will also play key roles in linking the fromt and back as
we will sce Jater in the examples. So it is necessary 1o split Marketing and 10
understand its dual roles.

A debate also anses when traditional back end activities like Manufacturing are
proposed as front end functions. Sometimes there is httle choice. A Jocal government
may insist on local assembly in order 10 get the business in the first place. Similarly 1he
Auto customer insists on dedicated product development resources and on locating
them at the customer’s site. After being forced 1o locate these traditiopal back end
acuvitics in the front end, companies often learn that they can respond betier to the
customer. If an activity is customer specific and the customer generates a volume
greater than minimum cfficient scale, a customer dedicated unit can be effectively
located in the front end. For example, IBM’s front end Financial Services unit also is
responsible for the design and manufacture of automatic teller machines (ATM's) and
teller terminals. These are products that are unique to this industry segment.

The trend is that more and more activities are moving to the front end. More services
are being performed for the customer. And with partnering, the customer is granting
global volumes to meet the scale rcquirements for customer specific activitics.
However in most cases, there will be a debate about where 10 locate some functions.

2. What is the power balance between the front and the back?

This issue always arises and is usually indelicately posed as “Who’s got the P+L7” The
leadership challenge is to convert this issue into a power balance rather than a power
struggle. There are several approaches to the issues.

One balf may be the profit center and the other a cost center. Some of the auto
suppliers described earlier, have moved enough activities (o the customer front end to
make 1t the sole profit center. The back end consists of R+D, Procurement and
component manufacturing which are cost centers supporting the customer units.
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On other occasions both the front and the back will be profit centers but one of them 1s
given priority. At Ciibank the global customer relationships are profit measureable.
The global product lines like Structured Finance and Foreign Exchange are also profit
measurcahble. However as a result of its strategy work, Citibank has placed the priority
on the Customer from end. Customers are first and products second. Thiat is. product
lincs are 1o first support the targeted global customers and then.sell.outside 10 get scale
and remain competitive. 1n order o achieve uﬁ; ‘balance, the product lines should bhe
measured on their service and cooperation 1o 1hé slabal rekaianships first and then on
thew profitabitity. These soft crieriy can be -measured by ratings from relationship
managers and customer sabisfacuon, 1 the pioduet lincs See their pesformance as
measurcd primarily on profit cenier Carings, priority dispules between 1he: fropt and
the back will resul. These disputes consume time and encrgy which croaie no
custemer value. So the priority necds to be converted into an adigned set of goils.

Xerox is trying a marc balanced approach. Historically Xcrox made mor¢ moncy from
sales of supples and service than from hardware. The result was that the front end was
dominant. Now there s a need for faster time to market, high investment in R+D and a
shift to digital technology. The global product divisions are to become ian equal
partner. Xerox uses a dialogue between the front and back in order 1o agree on an
aligned set of goals for products and regiions.

The dialogue is facilitated by the use of a spread sheet shown in Figure six. In order to
use the spread sheet, the company needs an information sysiem which can account for
profits on the basis of both products and regions. Then the sales and profits can be
posted on the spread sheet displaying the various product results for each region. In
this way revenues and profits are recorded once and assigned to both the product and
the region. The spread sheet is completed during the planning process. The managers
from the product divisicns negotiate with managers from the rcgions to secure
agreement about revenues and profits for each product line in each rcgion. The process
is facilitated by the leadership. The leaders will probably be more active during the first
few cycles of the process.

The purpose of the process is not just to produce a plan. It is intended to be an
educational process in which the regions inform the divisions about customers and
market place trends. The divisions inform the regions about new products and trends in
lechnology. The Japanese companies like Sony use this process in a six-month cycle.
Sony Europe goes 10 Japan and negotiates over several days to reach agreement on the
. next six-month targets. The process lasts about two weeks as all regions come to
Japan and interact with the product divisions. This dialogue creates a six-month plan.
Butitis also a time for learning and social gatherings to build relationships.

The spread sheet is a useful tool for displaying the whole picture and individual
relationships. When completed it results in a consistent set of 1argets that both sides try
to accomplish. It resolves the differences beiween the two sides and establishes one
larget for which the front and back arc both accountable. Their goals are aligned until
the next cycle.
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When both front and back are profit measurcable, it is also necessary to define roles
and responsibilities. The complexity of the front-back model derives from the fact that
just about every issue is a source of contention il not resolved. Who sets the price? It is
the front or the back? Who does the forecast? Who is responsible far the inventory?
These roles need to be clarified so that managers can muke the communicatons and
decisions and spend less time argumg about who s responsible. A too] ke
responsibility chart showing who is responsible for which decision and wha should be
consulied is very valuable (sce Galbraith, 1995, p. 146). For complicated devisions like
the pricing of cross selling. a process map showing roles at cach siep nuty he needed 1o
get the neeessary clarity.

In summary, the power relstionships need o be clarified and wligned with sineyy.
These may shift as in the case of Xerox. A role of the kadership is the continuous
balancing of power. This baliuncing can be accomplished through the assignment of 1op
wlent, role definitions, contral of resources and how the leaders spend their own time.

3. Whar are the linkages benveen the front and the back?

Initially the front and back ends of the value chain are separated and independendy
optimized. Then they have 1o be re-combined in order to deliver the outputs of both
halves ta the customer. This inkage can be a challenge when there are a large numher
of countrics or segmenis and products. It can be morc challenging when the products
must be generated and delivered on short time cycles. So the separaicly designed
halves of the value chain should not lead to separate companies but to coordinated
halves.

Most of the time, the linkage is directy between tbe product units and the local or
customer units. Let us take the Citibank example shown in Figure three. The linkage is
shown in detail in Figure seven. The front end customer segment for the Automotive
segment is shown as organized by customer and then by geography where that
customer is present. These people manage the customer relationship in their country
and coordinate across borders. There is also Product Management unit which links the
Auto Segment 1o the product lines. This unit also customizes products and bundles
products for the industry. At times many customers in the industry have similar
problems. In the early 1990°s many were investing in China and India. All of them
faced issues of financing investments, forming joint ventures, geting access to hard
currency, transfer pricing and so on. Teams of relatonship and product managers
would design and price bundlies of financial products for these customers.

When the volume of acuvity justifies dedicated people, product specialists can be
assigned to customers or regions (across customers). For example, in Europe the auto
suppliers were consolidating. General Motor's internal supplier, Delphi, was active in
buying smaller suppliers. A dedicated M+A specialist and Foreign Exchange specialists
could have been fully employed over some period of time by the Delphi merger
activity. Or the M+A specialists may be dedicated 10 Europe and work on the various
acquisitions taking place across the various customers. Some may be dedicated to the
formation of joint ventures in Eastern Europe. Thus the product specialists bring their
cxpertise 1o the front end of the business and customize it 10 meet local customer
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requiremems. If the M+A activity declines in Europe, they can transfer o Aulo
acquisitions in North America or to other acquisitive industrics in Europe. In this way
the Product Managmeent unit.in the front end provides the linkape between the front
and the back,

An example of global praducts-and Jucal country market companics is Tetra Pak. Teira
Pak is known for the inveanian of the aseptic puckaging process which allows products
Kke milk to be pliced on fonsrelridy gened shelves with extended shell” life, In the
1990"x, cuinipetition started W Igarn- \hc aseptic process and plustic puckaging hecame o
viable alicriwtive. Tetra Pk defined itself as n packager of fiuid fooad using hoth paper
and plasiic packaging materials. Ax shown i Figure eight, Ferrn Pak ¢reaed Global
Pronduct Companiés for puper and plastic. These Product Companies supplicd the
Market Companies which were organized wound countries. 10 is clewr Ut each
country conligures itsell’ differently for Sales aud Distribution. Some hurge countries
¢un specidlize by ‘customer segment. One country shown in Figure cight serves the
Dairy, Juice and Waler customers with specialized segment sales forces. Another
country- has @ large customer which produces bothh milk and juice and merils o
dedicated organization. In addition there arc several large producers of mineral water
which are scrved by a dedicated Sales organization, The rest of the country consists of
various sinail producers and dairies. These cusiomers are served by a geographic sales
and distribution organization. And finaily, an Asian country is shown which does not
have a large dairy industry and consists of many small producers. The entire country iy
organized geographically. So each local market company is designed to serve its
unique configuration of customers.

These various countries are supplied by the glabal product companies. These units get
global scale for R+D, purchasing and manufacluring of packaging equipment. The
equipment and materials are supplied 10 the countries which cusiomize the packages
using different labelling, colors and sizes of package. The Market Compunics focus on
the local customer and sell both plastic and paper packaging. The Product Companies
supply paper and plastic packaging equipment and matcrials 10 all countries and
achieve global scale,

The linking roles are Product Managers which are located in the Market Companies.
These units report both to the Praduct and Market Companies. They are the product
experts that assist the customer experls in deciding which applications should be
packaged in which type of container. They are country ¢cxperts that assist the Product
Company in creating new products for new applications. They are the pivoual roles thut
link the front end Market Companies and the back end Product Companies.

The successful integration of the front and back requires the development of people to
execute the linking roles and the creation of management processes for ‘continuous
dialogue. These roles and processes are shown in Figure ninc. The first process takes
place.in the locul market company. The managers representing regions, customers
and/or segrents confront the constant issues of satisfying customers with the managers
[rom the product lincs. For example a customer is going ta offer a new product,
mineral water. What is the best way 1o package it? What are compctitors going 1o
offer? Another agend item is the trend towurd iced e drinks. A new package would
be best for this product, Can the product companics gencrate an aceeptable solution?
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A key role in this process is the Market Company Managing Director (MD). Originaliy
this person was the top sales person in the country calling on the biggest dairies and
customers, In addition 10 this customer contact, the M.ID. now needs 10 build a team
angd lead that icam in inense prablem solving discussions. Different customer nceds
must be met with different product features. When there i not a good match, 4 new
product opportunity My beiidentil ied,

The sceond important pmcuss i the Prddug Coinpany product devilopment process,
The glohal funcuons and pmdxm canfront whe product mamagers from Market
Companics. Of coursc cach markel compuany: can have unique nceds. The global
products and functions prefer.a single standurd praduct to gl the global sende und
lower costs. Like thierMirket Cnmp.my procdss, this provess reguirks i team hased
problent solving dmcu‘ss.mn. The- discussioiis can be intense. The luduhsm rofe of the
Praduct Company 1 ‘Maniging Direcior iy another Key feature, The' dncumnnx need o
be apen. frank cxchanges not birgaining with hidden agendas. The process is epcndent
on having MD's who can build tcams and then lead them in discussions which can
¢asily wear them apart,

The other key role in these processes is the Product Manuger in the Market Campany,
This person participates in both processcs and wears a different hm in cach one. In the

Market Company where the manager is usually physically located, Lhey represent the
product line. They try to understand the local customers and match their product’s
features to the cusiomer's needs. From knowledge gained in these local discussions,
they represent their market in discussions at the global product company. They teach
the global units about local customers. They learn from the global umits about new
materials and technologies. The knowledge gained from the Product Company
discussions is then taught to the Market Company. They must teach, learn and yet
resolve the contentious issues. This linking role is a crucial role and some thought
should be given o the development of peaple 10 execute it

A mix of formal training and experiences is needed. Usually some training in cross
cultural group processes is needed. Some companies, like Xerox, have zdopted a
standard group problem solving process and tools, Then everyone has thz same
problem solving language in addition to the necessary skills, The ideal experiences for
the product manager are roles in the marketing or sales unit of a Market Company and
in the Product Company. Then having cxperienced both the fromt and the back
organizations, the person is positioned 10 link the two halves. The effectiveness of
executing the front back model will probably be limited by the availability of people to
execute this linking role.

The last process shown in Figure nine is the Corporaie Process described earber for
Xerox. This process is the planning and budgeting process using the spread sheet
shown in Figure six. The CEO neceds the same team building and leading skills as the
MD’s need. Then the MD’s represent their units in discussions at the cgrporate level.
The Product and Market Company discussions should have prepared them for the
Corporate Process.
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In suromary. the successful execution of the from back mode! using management
processes requires the slignment of all policics. In addition to cultural norms regarding
conflick as normal, the firm needs an information system 16 support the different
dimensions of products and cusiomers. Then the company necds to convert this
information into 2n aligned set of goals for the from and the back. The planning
process and the problem solving processes constituting the planning cllort all require
wim h.mcd skills; The plan should id 10 The goals hy which the mmup.mm e
mezsured. ‘Euu.r.a! key suuctoral roles sufipart these processes: Peaphe with the
- approprisie sKill scis and experienees necd 10-he sekected and develaped.. Creating this
alizned package of $kills, processes. rewards: infurmenion systems und roles constitutes
the challenge 1o managemonis who wunt (o be global und localk.

Larket Mechanismg

Some companics use market mcchanisms to link the front and the back rather than
coordination mechanisms. Rather than invest in skills and processes for communication
and coordination, these firms reduce the need for coordination through modular
product designs and market prices. The Acer Group, the Taiwinese computer and
¢lectronic manufacturer, has created 2 front-back organization that relies on markets
for hinkage.

The front and back portions of tie business are shown in Figure ten. The back end is
made up of global product companies called Strategics Business Units (SBU’s). These
companies produce DRAM or dynamic random access memories (a joint venture with
Texas Instruments called Acer-TI), personal computers (Acer Computer), disc drives,
monitors and so on (Acer Peripherals), and consumer producis (Acer Consumer
Products) among others. They contain the functions for purchasing, product design,
manufaceuring, product marketing and product sales 10 other companies who put their
own brand on them (OEM's). All of these SBU"s supply product to all of the front cnd
companies called Regional Business Uniws.

The Regional Units (RBU’s) supply their Iocal country and regional markets. They are
responsible for local marketing, sales, disiribution, after-sales service and product
assembly. Acer Sertek is the sales and distribution company in Taiwan, Sertek is like
most of the RBU's. Acer is the largest stockholder. The rest of the stock is floated on
the local stock exchange and is held by the local management. Acer America is
preparing for its initial offering (IPO) while Acer Iniernational went public in 1996 and
is listed on the Singapore Exchange. Acer Compuiec is 2 joint venture with a Mexican
family. Computec has the largest market share in Mexico and is responsible for Acer
production in Latin America. This local ownership and local management form works
for Acer. Acer has concentrated on the home and small business market and is the
leader in most emerging market countries. It serves local custiomers through its local
companies. [t does not focus on global accounts nor the cross border customer.

Acer, like Tetra Pak and Xerox, uses the back end SBU’s for globul scale. The
purchasing of Pentium chips, power sources, eic. is negotiated by the SBU*s. Other
scale sepsitive sctivities like R+D, componcnt manufucture, product design and global
brand management are also executed by the SBU's. The front ond RBU'S are to autain
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local responsiveness. Each local PC market is quite different. The markels are at
different stages of development, different levels of affordability and prefer very
different product configurations. Despite the publicity given to the big payers like
Compaq, Hewleu-Packard, and IBM, about a third of the PC market is served by
small, fast local players. These competitors are Acer’s main Competitons.

In order 10 respond 1o the local market. Acer uses locally owned and munaged RBU s
They know their Jocal market. The assembly of the PC is also locallv performed at the
st moment according 10 the customer’s demand and preferences. The shnultancous
achicvement of local customization and globul scule results fram the modular product
design and product standards, The producis are designed for easy local custonnzation.
Three different plasic housings allow [or &l combmations of mother bowds, dise
drives and other hoards. The mother bourd. which houses the microprocessor, is
designed o allow as many as {ive different pentium processors and different memory
chips. The product is designed 1o be compatible with industry standard chips, disc
drives monitors, ctc. As a result the product can be assembled locally at the very last
moment. It can be asssembled and configured on demand to meet various local
preferences. The local RBU ecan buy components at the Jast moment, Thesc
components are those that show considerable price volatility, usually pricc cuts. As
new technologies arrive in various local markets, the RBU's can adopt and incorporate
them into their products. So the RBU has the flexibility to respond 0 the usual
volatility in demand volume but also to variations in preferences for product
conliguration, in prices for componcats in a price sensitive business and in the
appearance of ncw standard technologies.

The RBU has minimal constraints on its action. The constrainis arc placed on activities
which provide scale. The RBU must use the Acer mother board. This board is
produced in volume and may contain proprietary chips which give Acer an advantage
in some applications. However these components arc flown by air freight 1o the
RBU’s. Mother boards are manufactured in Taiwan, wherc UPS has a hub, and in
Subic Bay. Phillipines, where Federal Express has a hub. The RBU must use the
plastic housings, power sources and key boards from Acer. However these
components are not volatile, are purchased or manufactured in volume, and shipped by
low cost sea transport. The other constraint is the brand. The RBU must use the brand,
the logo but it can modify promotions coming from Acer for the loal marker

The RBU is free to choose the other components at market prices. The first choice
would be Acer Peripherals but if cheaper, new disc drives and monitors are available
locally, the RBU is free to buy them. Acer negotiates discounts from Intel and other
suppliers but again the RBU can buy locally if prices fall or new technologies appear.
Thus the RBU’s are local businesses which respond to the variety of local markets that
they serve. The SBU’s are global businesses which attain product excellence and global
scale in their offerings. A few key components like mother boards are required
components to be used by the RBU's. A standard transfer price is set for these
components. Other components must compete for the RBU’s orders. The modular
product design and indusiry standards allow a market to coordinate the independent
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decisions of the RBU's and the SBU’s. The other imegrating mechanisms are the
energy and time of the Acer founder Stan Shih, He carefully sclecis the RBU partners
and maintains relationships with them. Almost all of the RBU partners are ethnic
Chinesc. They are local citizens but are ethnically Chinese. To some degree the front
hack at Acer fits the Chinese family business model and the aeiwork of conpanies that
nuke: up the Qverseas Chinese ‘companics. In dmy -case, Acer is u Tromi-back
organization. dmwnv.d o simuliancously. ichieve ‘-luhal seale when il s required and
loval respunsivenoss when i is m;uufcd,

Summary

The front-back structure is an 1mrc,nm"!y poptlar hvhrd arganizaion, Tt results from
scparating the value chain and organjzing the Jront end- arouisd the customer and the
back end around the products. The front'end is.designet! to he locally responsive and
customer focuced. The back end is dwnncd Tor prodiet excellenee and plobal scake. In
order 1o be simulancously global wiid Jocal the compauny must masier the challenge of
linking the front and hack ends. Tius mastery is attgined through conflicy resolving
management processes or through pricipg mechanisms.
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