Modular Business concept: A Strategic approach

The corporate management has always been in contemplation to develop such new tactics and models that could bring about competitive edge for their company. In doing Vertical Integration Computer electronic companies has developed a unique mode that is known as “modular’ approach. We should also understand why corporations are interested to diversify their business? Simple answer is - to capitalize their core competencies. 

This idea was the guiding force behind the development of the ‘Modular Organization’. 

-It began and seen some great pay offs in Computer Electronic industry.

Modular Business concept: 

The modular business concept better be explained in the following ingredients:

-Managers break the Value Stream into its component parts. To decide what parts of the value stream to focus on- usually those that coincide with their core competencies. 

-They then decide what parts of the value stream to focus on – usually those that coincide with their core competencies. 

-They then look for ways to outsource the work in the rest of the value stream.

-This usually involves forming partnerships with key suppliers or customers (Kieretsus). 

-Properly done, this allows each module in the value stream to focus on what it does best while coordinating activities with other efforts upstream and downstream. 

One of the most successful in using the Modular organization concept to guide Vertical Integration strategy is Quantum, a company sells over a billion dollars’ worth of computer disk drives per year and has the second highest ROE.  

The strategic thinking behind Modular Organization:

The following ideas were the inciting factors towards the modular concept:

-Managers at Quantum thought being a world class competitor in the disk drive industry would require focusing on a particular Strength and depending on partnerships with other excellent firms for the rest of the disk drive value stream. 

-They decided their strengths were in designing and marketing disk drives, not in making them. 

-Today, once a new market for disk drives is identified and a new model is designed, manufacturing is turned over to Matsushita-Kotobuki Electronics (MKE). 

-At each stage in the development of the new model, Quantum’s engineers ship MKE’s production team the latest drawings. 

-The factory automation experts in Japan analyze the blueprints and discuss them with their parts Suppliers. 

-They then offer design changes for easier manufacturing and better reliability, using teams that visit the US with prototypes of the proposed units. 

-When the design is finally ready for large volume manufacture, a team of 8-10 Quantum Engineers moves to Japan for the month or so required to ‘ramp up’ production.

-to smooth out the cross-cultural teamwork required in the partnership, both companies offer their employees training in the language and customs of the other country. 

-By carefully meshing their skills, MKE and Quantum have consistently been first to market with new advances in product performance and reliability. 

-The Competitive advantages of QR have allowed Quantum to charge the premium price that is reflected in its outstanding profitability levels. 

During 1990s, for example-

-most vertically integrated IT firm was Unisys, Digital Equipment and IBM.

-most Outsourcing Firm Cisco and Quantum.

Modular = More Profits.
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