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Abstract - Research in operation strategy has shown that operational advances and alignment play an important role in shaping 
business, competitive, supply chain and alliance strategy. This case study shows different view and demonstrated the potential 
of linking strategy and operational excellence in transforming a business into a leading manufacturer. The case study shows 
that key aspects of business transformations changed tangibly following the operational advances and alignment of the case 
organization. The transformation is significantly facilitated and catalyzed by the company operational excellence, be that as it 
may, its origin may not really be ascribed to the operation. The transformation of the case organization was enabled by the new 
monetary and alliance strategy, product and process innovation, and work culture that the advancement and alignment of 
operational strategies permitted. In light of the experiences of the case organization, a few practical and functional suggestions 
that are applicable to overseeing and supporting operational changes are laid out and examined. 
 
Index Terms - Business Transformation, Operational Excellence, Car Manufacturer, Operation Strategy. 
 
I. INTRODUCTION 
 
Operational Excellence is perceived as instrumental 
means for achieving significant performance gains. 
Nevertheless, whereas operational improvement is 
crucial for unlocking the full potential of companies, 
the role of operational strategy in transforming their 
businesses is less explored. The purpose of this paper 
is to understand the interplay between operational and 
business transformation and form a cohesive 
description of the phenomenon involved. 
 
II. THEORETICAL FRAMEWORK 
 
A. Operational Excellence 
The role of operational excellence in advancing a 
business’ strategic options has long been recognized. 
Hayes and Upton[1]argued that operations-based 
strategy is an effective approach of defense and attack 
against the competitors. The unique operational 
capabilities are the sources of competitive advantages 
and can be exploited for business advantage[1]. The 
impacts of operational excellence and their relevance 
for business are substantial. Operational excellence is 
defined as effectively and efficiently managing the 
process for maximizing the stakeholder values and 
maintaining the balance between all stakeholders’ 
interests [2]. 
 
The key elements of operational excellence that are 
fundamental for businesses to thrive are as follows[3]: 
1. Operational Competencies. This element provides 

competitive advantages through cost, flexibility, 
quality and speed. 

2. Operational Resources. This element provides 
competitive advantages through the possession of 
a bundle of resources, such as: Physical (e.g., 
plant, office, equipment, warehouse, vehicles), 
Financial (e.g., cash, securities), Human (e.g., 

managers, engineers, workers) 
3. Operational Processes. This element provides 

competitive advantages through strategically 
managing business processes in the organization. 

 
B. Business Transformation 
The various causes of business transformation 
determine directly or indirectly what operational 
strategic option the company use to shape the 
transformation. Table I shows the causes and the needs 
of transformation. It can be argued that each need 
requires a shift toward operational excellence. 
 

Cause of 
Transformation Needs for Transformation 

Management 
change 

Ways of change are perceived and 
acted upon 

Industry 
discontinuities 

Needs of new core business 
processes 

Stakeholder 
expectations Stakeholder alignments 

New forms of 
relationship New ways of working together 

Performance 
decline Decline in business performances 

Technology New technologies 
and the speed of their adoption 

Table I. Causes of Business Transformation[4] 
 
Furthermore, the central or main places where the 
transformations happen in the organization, they 
characterize business transformations [5].Table II 
demonstrates the locus of transformation and its 
attribute of change. 
 
Locus of 
Transformation Attribute of Change 
Infrastructure 
Management 

Technological, Operational, 
Organizational and Partner 
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Network 
Monetary Cost Savings 
Product Value Proposition, Target Clientele  

Interface Duration, Status and Visibility of 
transformation 

Table II. Locus of Business Transformation[5] 
 
Moreover, the nature and scope of change determine 
how the company deal with the transformation 
efforts[6]. The incremental nature of changes require 
building on the existing skill, routine and beliefs, on 
the other hand, disruptive nature of change involve a 
new direction and decisive move. The scope of change 
governs to what extent the organization alters its 
paradigm. Change within its existing paradigm require 
a realignment of strategy. On the hand, a fundamental 
change demand a paradigm shift which require the 
whole organization to be altered all together [6]. The 
combination of these nature and scope of changes 
outlines four types of business transformation: 
adaptation, reconstruction, revolution and evolution 
(see Fig 1). 

 
Fig. 1. Types of Transformation[6] 

 
III. RESEARCH METHODOLOGY: CASE 
STUDY 
 
A case study was conducted at Company X. X is a car 
manufacturer involved in business transformation. 
The data were collected using observation, 
unstructured interview and document analysis[7], [8]. 
A total of four interviews were conducted with the 
Director, Executive Officer and Managers. Materials 
reviewed included executive sharing documentation, 
training resources and internet. 
Data were analyzed using qualitative techniques 
informed by the theoretical frameworks proposed 
above. Transcripts of the interview, documents and 
notes were studied to examine, describe and elaborate 
with respect to the theoretical framework. A draft case 
report, then, was produced and shared with the director, 
executive officers and managers. Some helpful 

comments were proposed and verified the analysis and 
interpretations. 
 
IV. CASE STUDY 
 
A. Background 
Company X is among of the world's leading 
manufacturers of ’compact cars’, with various models 
sold in more than 120 countries around the globe. 
Company X's line of compact automobiles, vehicles, 
and also utility automobiles positioned it amongst 
Japan's top ten automobile suppliers. 
 
Company X Group aimed to develop itself as "a global 
brand loved around the globe" and as "a business team 
with confidence as well as pride" through fulfilling its 
cutting-edge vehicle production. 
 
Company X is the biggest car manufacturer in 
Indonesia. It contributed around 42.5% of the 
automotive industry’s production in Indonesia. 
Company X ranked 2nd in terms of market share for 
the last five years, making them the world's foremost 
small car manufacturer. 
 
B. Indonesia’s Car Industry[9] 
In 2012, gross domestic product per capita reached the 
$3,500 figure. This means, according to auto industry 
expert, Indonesia has reached a ‘breakthrough’ point 
whereby sales of four-wheel vehicles will rise sharply. 
As the largest economy in Southeast Asia, Indonesia 
has built upon its domestic demand to become a 
significant global exporter in the car market and other 
vehicles, as well as automotive components. 
More than 90 percent of the Indonesian market is 
dominated by Japanese car companies. To cover the 
slow growth at home and the crisis that hit Europe and 
the United States, as well as the strong yen, they 
expanded here and in other major emerging markets. 
They were also trying to diversify their supply chains 
after the recent natural disasters at home and in 
Thailand, as well as the deterioration of relations with 
China, which was another key manufacturing base. 
In 2012, leading car manufacturer in Indonesia 
announced plans to invest more than $2 billion to 
develop new production capacity to meet surging 
domestic demand in Indonesia and beyond. In addition, 
India's Tata Motors also planned to build a 
manufacturing base in Indonesia to enter the small but 
growing market for small cars like the Nano. 
Moreover, senior members of the industry estimated 
that the annual car sales in Indonesia would be 
doubled to 2 million units by 2018. It was also 
estimated that the proportion of exports would rise 
from about 10 per cent of the total output current to 
between 20-30 per cent, in the same period. 
 
C. Company X’s Business Transformation 
The Director of Company X described the pitiful state 
of Company X and explained the importance of 
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business transformation: “The economic crisis in 1998 
rendered Company X in a very poor condition. This 
situation urged a need for a restructuring of the 
ownership of the Holding Company and Company X. 
At the time of crisis, we were asked by its holding 
company to buy the assets owned by one of its 
subsidiaries. The deal was so significant and resulted 
in the slashing of the Company X's stock from 75% to 
50%. Company X also had to borrow money from the 
bank to buy the company mentioned above. Now, the 
holding company only has 31.8%, but still we have a 
dominant position in the organization.”  
This in turn enabled Company X to concentrate their 
efforts on improving the foundations of their 
operations. It helped Company X’s business not only 
survive, but thrive, during the economic downturn and 
empowered them to orchestrate business 
transformation. The transformation of Company X’s 
business was then driven by well-aligned operation 
and business strategy. It focused on achieving 
operational excellence and aiming to be a global 
player. At this stage, quality, cost and delivery was the 
main element of Company X’s operation. It was also 
known as the production-base transformation. The 
next business transformation involved building R&D 
capabilities. It was aimed at providing the speed and 
flexibility necessary for tapping the growing local and 
global market which was called product-base 
transformation. 
 
D. Two Milestones that Marked the Development 
of Company X's Operational Excellence 
The two milestones as described by the Executive 
Officer of R&D Directorate of Company Xas follows: 
 
The first milestone was the dual-brand approach to 
enhance Company X's reputation. In the past 
Company X used one brand only, that is, Company X 
for all their products. However, due to the efforts to 
improve their reputation, the dual-brand strategy was 
used in collaboration with Its partner and it was very 
effective. The price of the cars under the Company X 
brand used to be perceived 10% lower compared to the 
equivalent cars of Its partner. Now the perceived 
difference is about 6%. It reflected that the quality of 
the cars of both Company X and Its partner were at the 
same level. 
 
The second milestone was the introduction of a new 
model as a pioneer in the Low Cost Green Car (LCGC) 
category. The new model represented the attainment 
of the ability to compete at the next level of rivalry. It 
required Company X to meet tougher environmental 
standards and provide a faster response to stiffer 
competition. Company X had to comply with 
Indonesian government regulations on the LCGC 
scheme as well as complete a free trade agreement as 
an ASEAN member. 
 

E. Company X’s operational competencies 
Company X was recognized for its lean operation and 
manufacturing achievements. Company X produced 
low cost, niche compact cars at mass production - 
equivalent unit cost. Moreover, Company X's JIT (just 
in time) delivery ensured the efficiency of 
manufacturing, retail and service processes. 
Company X, however, realized that although their 
product quality adequately enabled them to compete in 
the industry, it did not provide them with the 
competitive advantage they were looking for. 
Therefore, Company X adopted a dual-brand strategy 
with Its partner, which had a higher brand image for 
their high-quality products. Through this collaboration, 
they were able to build a new model, a successful 
model from Company X and Its partner respectively, 
which were then manufactured by Company X. This 
strategy not only helped them to improve their 
reputation significantly, but also, enabled them to 
achieve higher product quality as well. 
 
The collaboration between Company X and Its partner 
was a masterful blend of competencies. Its partner had 
established a market for the previous model. But to 
make the car affordable in this market segment, they 
did not seem confident. Company X, on the other hand, 
was an expert for this type of car for first time buyers. 
Company X management tried hard to convince Its 
partner that they could produce with the same quality 
as theirs. Company X’s factories were audited and 
eventually they got the quality and experience needed 
to produce cars on par with Its partner standards. Its 
partner ordered the car from Company X. Due to the 
dynamics of the car industry and the regional trade 
regulations in ASEAN country, Company X faced 
tougher competition. In 2015, a free trade agreement 
would take effect and was expected to eliminate the 
trade barriers between ASEAN members. The new 
competitive conditions implied flexibility and 
adaptability in response to the dynamics of customer 
demand and market forces. 
Moreover, Company X believed they had the potential 
to participate in LCGC because Company X focused 
on environmentally friendly, fuel efficient cars. 
Company X had always believed that in the future the 
demand for efficient cars will thrive.  
However, in order to succeed, Company X had to 
comply with the government regulation that requires 
them to provide “85% local content”. It meant that 
there were 115 parts that were required to be made in 
Indonesia (local content) in stages, starting from 
assembling, machining, and casting. But, not all local 
parts are cheap. There were certain countries that have 
a well-developed automotive industry and they have 
large economies of scale, for example, Thailand had a 
huge market of 1.4 million in 2012. A number of 
specific components were cheaper there than here. 
That was the challenge Company X had to fight for in 
the component industry. 
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However, the competition was not just a matter of 
production; operational competencies should be 
enhanced. This was the perspective that Executive 
Officer od R&D took in this matter:  
“We always say that the competition is very tight in 
the future. Therefore, to provide a quick response to 
the market, we need to put the R & D here (in 
Indonesia instead of Japan), thus, faster delivery, 
lower costs, and superior quality. That is where the 
idea to build R & D came from. It started with the 
LCGC project. So it’s like that, there is an agreement, 
LCGC momentum. Moreover, the principal also has to 
look forward and know that it will be very tough. If we 
are not strong and not ready then we will be left 
behind.” 
In order to create such a productive working culture as 
mentioned above, Company X established a 
‘laboratory’ of which the size was right and cultural 
changes could be achieved. It became the basis for the 
development of Company X culture. This culture was 
then used as an example to others.  
With respect to the Company X corporate culture, 
Company X had what was called ‘I CARE’. I CARE 
stands for "Integrity Commitment Accountability 
Respect Excellence & Innovation". 
 
F. Company X’s Operational Processes 
Company X looked for a new product line up, with the 
desire that each of them would be produced in 
Indonesia and would also be developed by 
Company X. It will be developed gradually. This was 
based on the assumption that Company X should learn 
step-by-step, considering the complexity of the design 
processes.  
In this phase, flexibility is critical. The factory had 
only one line, but the cars were varied. Although the 
LCGC cars were intended to be manufactured in the 
new site; they also made the previous models there. So 
it is flexible and efficient manufacturing processes, 
which in turn led to cheaper product prices. 
Nevertheless, there were always cost reduction 
activities and these were put into a contest. This was a 
manifestation of an excellent innovation - every year 
Company X conducted a QCC conference (see Exhibit 
7 and 8). The employees had a lot of clever ideas with 
great potential and benefits, such as fewer workers, 
closer proximity, safety, ergonomics and cost 
reduction. This was an excellent innovation culture 
where all of the employees played a role. 
 
A production capacity of 460,000 units (in 2012) 
required a high-speed manufacturing line, and this 
increased capacity created safety concerns. Although 
it was not easy, Company X had targets to improve 
safety. In order to manage its revenue, operating profit 
consolidation was used by Company X. The total 
profit was set together, as well as the percentage for 
each product whereby Company X and the holding 
company negotiated. In the case of monetary and 
financial shocks, exchange rate fluctuations, 

Company X had a margin system that established 
margin levels commensurate with the risks and 
particular attributes of each product. Company X also 
had the expertise to carry out VA-VE (Value 
Analysis-Value Engineering), in controlling both costs 
and risk. 
 
G. Company X’s Operational Resources 
Company X’s resources evolved to meet the growing 
demand for increased capacity. Their manufacturing 
facilities in the previous area was upgraded, optimized 
and expanded. The introduction of LCGC car, for 
example, required different level of resources and 
investment. The plant in the previous area was not 
sufficient; therefore, they built a new factory in a new 
location. The new assembling plant occupied a total 
area of more or less 90 acres. It was equipped with R & 
D facility with an area of 25 acres and the most 
modern production technology.   
 
Each stages of operational improvement required 
different human resource capabilities and mentalities. 
People were trained to meet the operational challenges 
of each stage. The challenges of developing R&D 
division, however, were more than just developing the 
skills of the people. It was about developing their 
commitment. The quality for design skills was much 
more difficult to pitch. It needs a lot of time to develop 
and master. Therefore, a longer-term commitment was 
mandatory for the engineer to join the R&D division. 
Moreover, in order to retain these people, the human 
resource department prepared a new and special 
“track”, called the expert track. 
 
H. Company XBusiness Results 
The evidences of how excellent the Company X 
operation could be seen on its impacts to their business. 
Company X’sProduction Volume was strong as well 
as its market share (see Fig. 2- 3). 
 

 
Fig. 2. Company X’s Market and Production Volume 
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Fig. 3. Company X’s Market Share 

 
Fig. 4. Company X’s Profit Growth 

 
V. FINDINGS AND DISCUSSIONS 
 
A. The Interplay between Operational Excellence and Business Transformation 
The analysis of the case study mentioned above indicates that the case organization’s operational excellence plays 
a key role in transforming its business and organization. The transformation succeeded substantially following the 
implementation of operational strategic change. All types of business transformation (i.e., adaptation, 
reconstruction, revolution and evolution) in the case organization were characterized by one or more key elements 
of operational excellent (see Table III). 
Moreover, the impact of operational excellence on business transformation in the case organization is materialized 
in all part of the organization where the transformation taken place. All loci of transformation are influenced 
significantly by operational advancement which, in turn, impacted strategy and ultimately, is the key to critical 
business outcomes (see Table IV) 
 
Cause of Business 
Transformation 

Types of Business 
Transformation 

Operational Excellence as the Basis of 
Change 

 Performance decline: business 
failure caused by world 
economic crisis 

 Management change: needs fora 

Revolution: crisis worsen quickly 
and decisively. business as usual 
is not a choice 

 Operational Resources: a new plan was 
acquired by selling stock 

 Operational Competencies:merge of 
competencies 
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newperception of how to do 
business in the future 

  New forms of relationship: Dual 
Brand Strategy 

  Stakeholder expectations: Equal 
Quality 

Reconstruction: brand 
transformation is necessary and 
strategy has to be developed 
quickly 

 Operational Competencies: new 
acquisition of competencies 

 Operational Processes: high quality of 
manufacturing processes 

Stakeholder expectations: Rapid 
growth 

Adaptation: demand growth rate 
higher than expected. 
Organizational capacity has to be 
transformed 

Operational Processes: high 
manufacturing capacity with consistent 
product quality 

 Technology: Design and 
manufacturing technology 
change rapidly 

 Stakeholder expectations: to be a 
global player 

Evolution: cultural 
transformation is a must 

 Operational Competencies: new 
technological competencies were 
acquired 

 Operational Processes: new approach in 
managing human capital 

 Operational Resources: new world-class 
facilities were developed 

Table III. Operational Excellence as the Basis of Change in Business Transformation. 
 
Operational Excellence as the Basis 
of Change 

Locus of Transformation and Its 
Attribute Business Outcome 

 Operational Resources: a new plan 
was acquired by selling stock 

 Operational Competencies: merge 
of competencies 

 Monetary: capital cost savings 
 Infrastructure Management: 

technological operational, 
organizational and partner network 
change 

 Duration: up to 5 years 

Escaping from crisis and renewing 
business 

 Operational Competencies: new 
acquisition of competencies 

 Operational Processes: high quality 
of manufacturing processes 

 Product: change of value proposition 
and target clientele 

 Infrastructure Management 
technological, operational, 
organizational and partner network 
change 

 Duration: up to 10 Years 

Highly respected brand 
 

Operational Processes: high 
manufacturing capacity with 
consistent product quality 

 Infrastructure Management 
technological, operational, 
organizational 

 Duration: up to 5 years 

Market leader 

 Operational Competencies: new 
technological competencies were 
acquired 

 Operational Processes: new 
approach in managing human capital 

 Operational Resources: new 
world-class facilities were 
developed 

 All attributes with well-planned 
transformation process for more 
than 10 years 

Becoming a global player 

Table IV. Operational Excellence and Its Impacts on Business Transformation 
 
CONCLUSION 
 
Many studies have suggested that numerous 
companies lean towards the supremacy of their market 
position, asset strength and size. They also tend to 
belief that they can imitate anything their 
opponentsare able to achieve quickly and cheaply. 
Rather than direct financial and economic 
performance, this paper demonstrates how operational 
excellence empower the transformation of the case 
organization. 

 
Certainly, the evidence base from one company is 
inadequate. Nevertheless, it underpins - though by no 
means proves –that operational excellence and other 
strategic transformation efforts have the same level of 
importance. However, this research has been 
constrained by amount of data that can be accessible. 
A longitudinal study is necessary to develop a better 
understanding about the linkage between operational 
excellence and business transformation.  
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