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This paper explores the apparent interplay between efficiency and effectiveness and its cyclically in the US. Efficiency is an internal, transformational standard (Håkansson & Snehota, 1995, Blanchard, 2001; Kubik, 2001) and raises the question of how well the organization is meeting its goals, while effectiveness is an organization’s “ability to create acceptable outcomes and actions” (Pfeffer and Salancik, 1978) and is externally or transactional focused (Håkansson & Snehota, 1995) or determined by those outside the firm. There are multitudes of aspects (Richardson and Joshi, 1997) along with differing long term priorities of the two (Colvard, 2001). Dependency on factors such as the national political environment and in particular prevailing industry economic conditions along with increased globalization of markets has led to increasing importance of the interplay between the two approaches. Various forces have come to influence the focus management placed on each of these constructs. Primary areas of investigation are the influence of domestic (US) federal politics, competitive macroeconomic factors, internal economic events and the role of specific consultants in evaluating the priority placed on effectiveness or efficiency by US manufacturers. 

Two Decades of Efficiency and Effectiveness in US Manufacturing

Efficiency is an internal, transformational standard (Håkansson & Snehota, 1995, Blanchard, 2001; kubik.org, 2001) and raises the question of how well the organization is meeting its goals, while effectiveness is an organization’s “ability to create acceptable outcomes and actions” (Pfeffer and Salancik, 1978) and is externally or transactional focused (Håkansson & Snehota, 1995) or determined by those outside the firm. Interplay between efficiency and effectiveness has been cyclical in the US, and there are multitude of aspects (Richardson and Joshi, 1997) along with differing long term priorities of the two (Colvard, 2001). Dependency on factors such as the national political environment and in particular prevailing industry economic conditions along with increased globalization of markets has led to increasing importance of the interplay between the two approaches.

Efficiency and Effectiveness during the Carter and Reagan Administrations

During Jimmy Carter’s term as President, the economic environment of the US was one of stagnation then stagflation, partly as a result of the unwinding from the Viet Nam conflict and largely as a result of complacency on the part of US manufacturers. This complacency was a continuation of the global economic dominance the US had enjoyed after World War II and its viable, heightened manufacturing capacity during that war. In the late 1980’s, as inflation reached into the high teens, hurdle rates for new investment in plant an equipment rose correspondingly, and unit demand stabilized or declined.

Reagan inherited this situation upon his inauguration in 1980, but a change was taking place in the global competitive environment. Japanese manufacturers, and in particular vehicle manufacturers, had successfully pushed their beached, established in the 1970’s, into an all out offensive in the US market place. In addition, the military-industrial complex reasserted its political influence and the cold war was shifting from threats of direct personnel involvement to one in which technology would be crucial; spending by the federal government for defense purposes increased rapidly and substantially from $ in 1980 to $  in 1988. The efficiency of production on the military front was secondary to the focus on effectiveness of overwhelming the Soviet Block with military capability, especially with the technologies of the missile defense system.

Economic/competitive environment

During the Carter administration, stagflation occurred in the US. Some industries grew in real terms, in particular, the  and   industries led growth at the time. The costs of growth were high as a result of the high costs of borrowing to finance that growth, ranging from a nominal short-term interest rate % in 1976 to % in 1980, while unemployment ranged from % in 1976 to % in 1980. During the Reagan administrations, inflation began to be tamed, falling to % by 1988, yet the costs of borrowing remained high at a nominal short-term interest rate of % in 1988. More success was achieved with employment during the Reagan years, with unemployment falling from % to % between 1980 and 1988.

The challenge that had begun in the late 1970’s was increased in the Reagan years as imports rose from % in 1980 to % of GDP in 1988. Much of this was in the form of manufactured products and in industries which had been invented in America, made in Japan in particular and other countries in general. An influence on the export of manufacturing jobs from America was the improved logistics capabilities, in particular, containerization of shipments. Low costs of wages in offshore production facilities was another major factor that influenced the movement of jobs. A third factor was the “democratization” that was occurring in many parts of Asia and parts of Latin America and the Caribbean, with significant influences on this trend being the improved quality of education of the local workforces and opening of borders to trade.

Domestic political environment

During the Carter presidency, there was some economic turmoil in the US. This was in the form of strikes ( in 1976, in 1980). The administration was generally favorable toward labor, enacting legislation that was kinder to workers than employers. This changed radically with Reagan and his crushing of the Air Traffic Control Strike in 19 was indicative of the attitude of the administration toward business, favorable, and labor, antagonistic. Against the advice of one of his primary advisors, David Stockman, the Reagan years became the years of supply side economics—build it and they will come. Under both administrations, there were several moves to officially protect or even give priority to domestic manufacturers, in particular the Chrysler bailout of 19 and protection of the steel industry via tariffs in 198.
Internal environment

Taking their cues from the respective administrations, companies conducted internal operations in keeping with the political environments of the time. During both administrations, significant numbers of layoffs occurred as concerns in the late 1970’s cut costs and in the 1980’s reduced numbers of employees in lines that were being abandoned. While $ were spent on training in 1976, $ were spent some 12 years later, adjusted for inflation. Capital investments were $ in 1976 and $ in 1988, reflecting a continuation of the shift from labor to machine in the US during the period.

There was a significant shift that began in the late 1970’s during the Carter administration in the way commercial organizations viewed their operations, and this was pronounced in the manufacturing sector of the economy. Concerns were forced to take notice of the change in preferences of US consumers toward Japanese produced goods, and in particular cars. GM responded by spending some $10 billion to automate its plants—enough money to have bought outright the outstanding stock of Toyota Motor Company. American Motors merged into Chrysler which quickly failed to maintain viability in the market and required the largest ever federal bailout of a private concern through loan guarantees. Ford lost billions trying to figure out what to do about the Japanese challenge. The big three tried to focus on effectiveness, spending freely to make cars competitive with Japanese competitors—but with limited success into the late 1980’s. Efficiencies of production were not the focus from the early 1980’s until Reagan left office.

Efficiency and Effectiveness

The influence of stock prices on management actions has been linked in the popular press ( ) and through academic research ( ). Efficiency, with its internal focus, is controllable and evaluated largely by internal management while effectiveness, which is measured by or against external factors—customers, vendors, regulators, etc.—is influenced by management actions (Blanchard, 2001; Lepak, 1999; Pfeffer and Salancik, 1978). When organizations tend to be internally focused as is common in the economic stress of a recession, it is likely that attention will be on efficiencies—cost focus and reduction become paramount as the concern seeks to survive and then prosper. When concerns are externally or market focused as during periods of  economic growth, attention is likely to be significantly on effectiveness—due date performance, quality, flexibility, etc—in efforts to “beat the competition”. There is usually some blend of the two approaches. During the economic stagflation of the Carter administration, efficiencies were important as many concerns struggled for viability. The bankruptcies reached   million in 197X. Reagan’s administrations saw changes from recession in 1980-2 to growth in 1983-6 and 1988 with a responding shift in the focus from efficiency to effectiveness. In addition, the federal budget grew by   billion dollars during those administrations, significantly through debt financing, with total federal debt rising % in real dollars from 1980 to 1988. The increase in the federal bureaucracy and in particular the Department of Defense, which saw its budget increase from   to   billion dollars, continued a traditional emphasis on effectiveness within the government.

Consultants and Their Contributions

Adoption of computers for helping manage complex production processes was well underway when Carter took office in 1976. Material Requirements Planning was the darling of the day and provided a significant productivity boost by automating some of the production planning process. As Reagan took office, Goldratt’s OPT production scheduling software, a finite capacity planning tool, was gaining wide acceptance in the largest American corporations and began to supplant MRP, with its infinite capacity approach. W. Edwards Deming was coming home from Japan with the message “If Japan Can, Why Can’t We?” Quality became a buzzword and efforts were made to improve perceived and real product quality of US made goods. There was much dissatisfaction with traditional accounting methods for managing operations (Goldratt, 1982; Johnson, 1987), and Activity Based Costing was created in the mid 1980’s to provide a better way to allocate indirect costs to goods. Only the last of these efforts continued to focus production management energies on costs, or efficiency measures, while the others began to push managers to consider the impact of their actions on externally important criteria—effectiveness.

Efficiency and Effectiveness During the George Bush Administration

With the election of George Bush in 1988, many of the policies of the Reagan administration were continued, initially including the focus at the federal level on the effectiveness of delivery of services. Recognition of the then very significant budget deficits, a total of $ trillion in 1990, and the effects that they were having on the economic activity of the nation—the old guns or butter debate—were coming to the forefront. A tax increase in 19 was the first increase in federal income taxes in  years and was a statement that the federal politicians had recognized the impact of deficit spending in the short- and long-terms. This tax increase came at the same time as the US entered its first significant economic downturn in   years. Efficiency in carrying out federal programs even on the verge of war with Iraq became the cause of the day. DoD remained focused on effectiveness during its war effort (Colvard, 2001).

External political environment

The economic collapse followed by the political collapse of the Soviet Union in 1987-1990 made the US the world’s only true military superpower. The need for a large standing armed force was reduced, and the spending on the star wars project was less popular in the face of ever increasing federal budget deficits. Japan had risen to and maintained its place as the world’s second largest economy, and nearly a dozen nations surpassed the US in terms of per capital GDP, with American’s suffering a stagnation in their standard of living. There was a political price to pay for this discomfort and taxes were raised in 199 to reduce the annual federal budget deficit.

Internal environment

The rise of Japan, Inc. had disrupted the home market for American manufacturers. The way things were being done could not compete with the new competition in the place it mattered—the market. Manufacturers responded with significant efforts to meet the Japanese challenge by improving on the Six Customer Requirements put forth beginning in the early eighties by Schonberger:
1. high degree of flexibility (mass customization),

2. high quality (meets or exceeds expectations for life, serviceability, etc.),

3. high service level (physical good is only part of what is bought),

4. low response times (lead times are accurate and deliveries made when needed),

5. low lifetime costs (per item payment is fair but minimal),

6. low variability (consistency in product and service delivery).

These contain a significant external focus and are more effectiveness measures than indications of efficiency. Even costs, with the inclusion of total costs over the life of the product, is externally oriented. 

Economic/competitive environment

The first half of George Bush’s administration continued the lead of the previous administration in that supply side economics were still pursued—for the most part. Global free trade was encouraged except for a few well publicized cases of protective tariffs involving Canadian lumber and Asian steel imports to the US. The second half of George Bush’s administration saw a tightening of federal fiscal policy. The dollar was weak against the yen and other currencies, yet imports from Japan, the Asian Tigers, Europe and North American neighbors Canada and Mexico were rising. Competition in the domestic market in many fields was increasing and effectiveness became critical in winning and keeping customers. Competing on a cost basis alone was not viable when considering the minimum wage in the US was $ in 1980 and a manufacturing job in the Phillipines paid $.85 per day. It was very profitable for Nike to manufacture shoes not in New England and sell them in the US, but to make them in Southeast Asia and sell them around the world. 

Consultants and Their Contributions

The System of Profound Knowledge (SoPK) was developed in the late 1980’s after a lifetime of work by Deming (1994). SoPK takes a systems view with a focus on quality using statistics and psychology, both of which have an effectiveness emphasis. Goldratt’s Thought Process, developed in the late 80’s, provides system focus and an efficiency at the constraint focus, but effectiveness elsewhere. The Toyota Production System, while it came to the US in the 80’s, became popular in the first few years of the 1990’s, has a systems focus with quality the primary demand and has an effectiveness focus but efficiencies are nearly as important.

Efficiency and Effectiveness During the Clinton and George W. Bush Administrations

Efficiency became the byword for defense programs under Clinton, with cuts in the DoD budget in real dollars from $ billion in 1992 to $ billion in 2002. Commercially, high quality levels were achieved and competition moved to timeliness of delivery (Teletera, 2001). An infant industry in the 1980’s, information technology, matured and with it came significant capacity increases as consumers ramped up their buying spree, yet some   million individuals lost jobs in the period, even while some   million jobs were being created. Meeting consumer expectations was more important expanding industries while contracting industries focused on efficiencies.

Economic/competitive environment

The US experienced the longest continuous economic expansion in history from 19 to 2001. GDP rose from $6 trillion from 1982 to $9.7 trillion in 2000. Dark clouds arose in 1999 with the burst of the technology bubble in the stock market—irrational exuberance was punished. Other commercial venture began paying the price and the nearly decade long economic expansion ended in March 2001. Federal budget surpluses, for the first time in   years were met with tax cuts intended to spur capital investment and consumption. The jury is out on this efforts.
External political environment

Clinton’s election in 1982 was somewhat a response to broken promises of no tax hikes by Bush. The recession of 1991 was another reason voters chose a new president. Clinton’s non-DoD federal expansion pumped dollars into the economy while restraining the military industrial complex. 

Internal environment

In military circles, Clinton’s name was mud as multiple base closing and downsizing were the path chosen. The DoD budget was reduced in real dollars between 1982 and 2000 by %. Fewer dollars in defense coffers lead to reduced purchases from suppliers, with a ripple effect of multiple consolidations and significant layoffs in the industry. For many non-DoD industries, the 90’s were very good with significant improvements in productivity (efficiency), quantity, and quality (effectiveness). The result was low inflation with significantly greater consumption.
Consultants and their contributions

Business Process Reengineering (BPR) was introduced by Hammer and Champy (1993) and called for radical redesign of concerns to significantly improve effectiveness first then efficiency; customer focus was paramount. In line with radical redesign of concerns, Kaplan’s proposal for a Balanced Scorecard (1992) called for establishing system goals and functional measures that promoted those goals. The Toyota Production system, introduced in the 1980’s to US concerns, saw a resurgence in the late 1990’s as “lean”.

Conclusion

There is much anecdotal evidence that concerns shift from an emphasis on efficiency to one of effectiveness as economic conditions change. This preliminary meta-analysis looks at the global economy, US political events, industry level internal environments, and consulting foci to better determine the global system and its impact on individual firm actions. By better understanding the causes for these shifts in emphasis, it may be possible for managers to proactively plan and be less reactive in their concerns actions. 
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