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Case 2-1

Taco Bell Inc. (1983-1994)"

When John Martin, president and chief execu-
tive officer (CEQ), joined Taco Bell in 1983, he
found himself at the helm of a chain of Mexican
fast-food restaurants with an appropriate logo—
a man sleeping under a sombrero. Having made
a career in the fast-food industry as president of
La Petite Boulangerie, Hardee’s Food Systems,
and Burger Chef, Martin believed he could wake
the man under the sombrero. The question re-
mained, however, as to whether Martin could
make him dance to parent PepsiCo’s demanding
beat. John Martin reflected on those early days:

Our biggest problem was that we didn’t know
what we were. We thought maybe we were in
the Mexican food business. . . . The reality
was, we were in the fast-food business, and by
not understanding who we were, who our
potential customer was, we were just slightly
missing the mark.

Company and Industry
Background

The fast-food market, which had grown substan-
tially during the 1960s and 1970s, was showing
signs of maturing by the early 1980s. (See Ex-
hibit 1 for statistics on the fast-food industry in
the early 1980s.) Competition had become more
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intense as industry participants fought aggres-
sively for every point of market share. In 1982,
Taco Bell, a $700 million fast-food chain, had
1,489 restaurants, 60 percent of which were
franchised units. The company had 40 percent of
the Mexican fast-food market,? but a negligible
market share of total fast food. Martin knew that
if his company was going to compete with its
much larger, more established rivals, he would
have to make significant changes.

In the early 1980s, production at Taco Bell was
labor-intensive and used low levels of technology.
Suppliers delivered fresh, raw food to each restau-
rant several times a week. Managers and crew
members used their time before opening and dur-
ing lulls in demand to clean and prepare ingredi-
ents for menu items. Assembly occurred when
customers ordered. Because corporate headquar-
ters stressed food control and customer demand
was difficult to predict, there were often shortages
of prepared raw ingredients (chopped tomatoes,
shredded lettuce, etc.), which resulted in signifi-
cant delays for customers.

Cooking was also done on-site. Variations in
who was cooking and the sometimes frenetic
pace often led to inconsistent spicing and stir-
ring. As a result, taste and food quality could
vary dramatically even within an individual
restaurant. Areas dedicated to food preparation
and cooking took up about 70 percent of the
floor plan in a typical Taco Bell restaurant. Even
though 50 percent of some competitors’ sales
were delivered out of drive-through windows,
Taco Bell had none in the early 1980s.

The food assembly line in the kitchen lay par-
allel to and directly behind the customer service

2Richard Martin: “Martin Lifts Taco Bell to Trendsetter
Status,” Nation’s Restaurant News, July 16, 1990.
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EXHIBIT 1 Early 1980s Fast-Food Industry Statistics
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Source: Robert Emerson, The New Economics of Fast Food (New York: Van Nostrand Reinhold, 1990).

area. As customers waited to place their orders
and receive their food, they watched the backsides
of crew members as they frenetically assembled
each order. One Taco Bell executive referred to
this sight as “the good, the bad, and the ugly.”

Cashiers took orders and wrote them manu-
ally on a plastic board. As the production crew
read and filled the orders, cashiers erased exist-
ing orders before moving on to the next cus-
tomer. The system resulted in frequent fulfill-
ment errors.

Within the restaurants, restaurant managers
(RMs), assistant restaurant managers (ARMs),
and shift supervisors were directly involved with
recelvmg fresh food shipments each week, over-
seemg food preparation throughout the day, en-
suring customer service, overseeing clean-up,
and lending a hand when necessary—particu-
larly during meal-time rush hours. RMs also
faced the time-consuming task of manually de-
veloping work crew schedules in a business with
an annual turnover rate of 220 percent. Taco
Bell’s manual systems, which were also used for
placing orders and performing other administra-
tive tasks, led to significant oversights and er-
rors, provided no data for management analysis,
and forced employees to spend a great deal of

time in repetitive, paper-intensive, non-value-
added tasks.

EXHIBIT 2 Taco Bell Line Organization, 1983

| National Vice President, Operations |

| Zone Vice President, Operations |

[ District Manager |

{ Restaurant Manager ]

| Assistant Restaurant Manager |

|

RMs reported directly to district managers
(DMs), who often played the role of a police-
man, pointing out problems in restaurants and
ensuring that corporate standards were main-
tained. (See Exhibit 2 for a summary of Taco
Bell’s line organization in 1983.) They regularly
performed “white glove” inspections of the
physical restaurants and audits of the financial
books, often creating antagonistic relationships
with their RMs, whom they spent almost no time
coaching or developing.

1983-1988: Establishing

i Direction and Implementing

Incremental Change

4
Starting in 1983, John Martin began a series of
changes in the Taco Bell organization designed
to alter the company’s mind-set as well as its ca-

£ pabilities for pursuing a strategy to compete

with the major fast-food chains. The first thing
he did was to modernize Taco Bell’s physical

aunits. These changes included remodeling the
Lirestaurants, increasing seating capacity, adding

drive-through windows, installing new signs,
and outfitting employees in more contemporary
uniforms. The company also added new menu
items, including Nachos, Taco Salad, Mexican
Pizza, Double Beef Burrito Supreme, Seafood
iSalad, and Soft-Shell Tacos.?

k! In addition, Martin accelerated the company’s

growth, averaging 249 new stores per year from
983 to 1988, an increase from less than 100 units
r year that had been added in the late 1970s. This
pansion also extended Taco Bell’s geographic
esence into the Midwest, Southeast, and North-
st. In the process, the company replaced its old
600-square-foot mission-style restaurants with
re modern 2,000-square-foot units.

During the same period, the parallel food as-
mbly line was replaced by a double assembly
line perpendicular to the customer service area.
ihis improved product flow increased capacity
d made serving easier in the drive-through
pvindows that were being installed. The Plexi-
ss boards used for writing orders were also re-

ters). These were tied to television monitors
ver the food assembly line, which indicated
at had been ordered. The new electronic sys-
@m allowed the company to track sales, product
B1x, and inventory much more closely.

an Takahashi: “Taco Bell . . .,” Orange County”
gister, August 13, 1989. The first four products
llentioned are trademarked products of Taco Bell Corp.

ced by electronic point-of-sale systems (cash-
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Training and development were also improved
in the mid-1980s, although training for ARMs and
RMs continued to reflect a human resource strat-
egy predicated on very high turnover. Training for
district managers, however, was not significantly
changed. The head of operations training provided
this overview:

As to training, we were definitely a proce-
dures, policies, and practices organization, We
made sure each manager knew how to make
every product, knew the appropriate weights
for every product—by “knew” I mean had
memorized. We were very operationally
driven . . . there was a little work on staffing,
but only at the crew level, dealing primarily
with crew entry and exit.

1988-1991: Transforming
the Business

The Mexican segment of upscale restaurants,
fast-food, and supermarket food sales grew sub-
stantially during the 1980s. In the ongoing battle
for market share in the maturing fast-food in-
dustry, Taco Bell and its competitors began to in-
troduce new products to attract customers. Some
incremental business was generated by this strat-
egy, but the new products also had a negative ef-
fect on kitchen efficiency, which influenced both
costs and quality of service. The introduction of
fajitas, for example, required new grills and ex-
haust systems that cost Taco Bell $30 million.
Reflecting on Taco Bell’s market position in
1988,* Martin said:

“During the 1980s, industry labor costs as a
percentage of sales grew on average by 18 percent,
but at Taco Bell those costs increased 50 percent, in
part because of the ongoing high costs of turnover.
And with real estate prices and construction costs
outstripping the rate of inflation, the industry’s
average cost to develop a restaurant site increased by
almost 8 percent. Finally, food costs declined by an
industry average of 15 percent during this period, but
Taco Bell’s costs actually increased slightly from 27
percent to 30 percent.
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- We were really a small player. One of the
things that struck us was, perhaps we needed to
figure out a different way to go about this—as
opposed to trying to compete head-on with the
big guys who had well-established, entrenched
brands. Maybe instead of directly competing,
maybe we ought to try to change the game a
little bit . . . . We’re really not in the business of
making food. We're in the business of feeding
people.

Changing the Rules of the Game
Recognizing the industry’s margin squeeze, Mar-
tin developed a new, more holistic business strat-
egy focused on customer value. As part of the
process of determining how to define value, in
1987, Martin commissioned a study to better un-
derstand what Taco Bell’s best customers wanted
from a fast-food restaurant. This was followed by
another study in early 1989. The result of these
two studies confirmed what Martin suspected
from his years in the fast-food industry. Cus-
tomers said they wanted FACT: fast food Fast;
fast-food orders Accurate;’ fast-food served in a
restaurant that was Clean; and fast-food at the ap-
propriate Temperature.® FACT clarified that at
Taco Bell a commitment to customer value re-
quired a fundamental change in management
thinking; the organization needed to stop viewing
quality and price as incompatible trade-offs.

Armed with this information and in an effort
to begin “changing the rules of the game,” in
early 1988 Taco Bell adopted a strategy of value
pricing (see Exhibit 3), fully recognizing that if
the company was to dramatically lower prices
while preserving quality, it would also have to
dramatically reduce costs. To achieve these
seemingly incompatible goals, Martin realized
that incremental change would not work; a radi-
cal redefinition of the business was needed.

5Taco Bell estimated that 60 percent of orders
delivered in the fast-food industry (including at its
chain) were delivered incorrectly.

®Hot food hot, cold food cold.

EXHIBIT 3 Taco Bell Menu Selections: Price

Comparisons
1 1983 1988 1991
' Taco $0.67 $0.79 $0.59
Burrito Supreme 132 165 148
Pintos and cheese 059 079 059
Tostada 063 079 059
Pepsi (Jargest) 0.79 099 099

Note that the largest Pepsi increased in size during the late 1980s.

K-Minus and SOS

One of the most far-reaching changes imple-
mented at Taco Bell during the late 1980s was an
initiative called K-Minus. With K-Minus (stand-
ing for “kitchen minus™), the restaurant kitchen
became a heating and assembly unit. Virtually all
chopping, cooking, and associated clean-up were
transferred to corporate headquarters. Ground
beef, chicken, and beans all arrived at the restau-
rant precooked in plastic bags ready to be heated
and served. Other food products, such as lettuce,
tortillas, and even guacamole, also arrived pre-
pared, packaged, and ready for use in assembling
menu items. With this bold move, Taco Bell in-
verted the space configuration of its typical
restaurant from a 70 percent kitchen/30 percent
customer service ratio to 30 percent kitchen/70
percent customer service. In addition to enabling
dramatic improvements in efficiency and much
tighter control of the quality and consistency of its
food, K-Minus greatly expanded seating capacity
within the restaurants and provided space to ex-
pand drive-through and other non-eat-in sales. A
decrease in real estate expenses in proportion to
sales and in aggregate labor costs resulted.

To meet customers’ demand for speed and
quality, Taco Bell also instituted its Speed of
Service (SOS) program. This initiative re-
designed processes still further and developed
specific measures of performance. Recipes were
reformulated, and heated holding areas were de-
veloped. By 1990 Taco Bell restaurants could
preassemble and hold 60 percent of their most

¥ 71 percent.

' popular menu items ready for immediate sale for
i up to 10 minutes. These additional changes in-
§ creased peak hour transaction capacity by 54
E perceiit and reduced customer waiting times by

L

The Changing Role
i of the Restaurant Manager

While it was reconfiguring operations to cut
¢ costs and increase speed of delivery, Taco Bell
P also transformed the roles of its managers. A key
i point person in implementing the strategy was
§ the restaurant manager; this position was recast
b as restaurant general manager (RGM). Employ-

ees occupying this new role were expected to
take on more decision-making responsibility

g and accountability for their restaurant, develop-
§ ing staff, and managing P&L (profit and loss).
.. John Martin explained:

The new role of the RGM was born in the
notion of self-sufficiency. Restaurants can, in
fact, operate by themselves. The bottom line is
there’s no rocket science in a fast-food restau-
rant. . . . The difficulty is that you have 1,500
things all going on at once. . . . The typical
"top-down command and control can’t deal
with those things under any circumstances.

Taco Bell’s senior vice president of human re-

* sources offered another view of the role changes:

At the time we designed the new Taco Bell, in
late 1989, we realized that we’d need a whole
new people system. We were going to be
asking people to do new things, and we
realized that we’d need new training, both in
content and in delivery. How we paid people
would have to be different, and how we
managed people would have to change. We'd
go to more management by exception, more
coaching, broadening spans, taking out layers.
Communication would have to improve. The
culture would have to change.

There was a two- to three-year time frame
in which we significantly raised the bench on
RGM skills. We went through an analysis of
the caliber of the original RGMs, . . . and we
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determined that about one-third of our RGMs
could grab the spirit of what we were trying to
do at the restaurant level. Another third, with
development and coaching, could achieve the
stated standard of performance. We thought
that one-third could not make the mark.

To fill the new RGM role, Taco Bell began
looking for people with skills and potential dif-
ferent from those needed for the old restaurant
manager’s role. After a brief interview, an RGM
candidate took a life-themes indicator test to
identify the presence of traits necessary in
RGMs. Individuals who were hired began a
training program, which under the new strategy
focused heavily on leadership and operating
management skills. RGMs received training in
operational policies and procedures and five
days of leadership training that covered topics
such as situational leadership, coaching, manag-
ing conflict, restaurant communication systems,
creative problem solving and decision making,
and implementing change.

Transforming the
District Manager’s Role

District managers’ role at Taco Bell also changed
under the new strategy. With a new title of “mar-
keting managers,” by 1990, their span of control
had increased from 6 restaurants to 12. Despite the
greatly increased responsibilities, some marketing
managers tried to retain their traditional “police-
man approach” in dealing with RGMs. By 1991,
however, the span of control for marketing man-
agers was expanded to 20 restaurants, and they
were virtually forced to begin managing by excep-
tion and to change from policeman to coach.
Many of the former district managers could
not make the transition. To fill the vacancies,
Taco Bell took the radical step of looking for tal-
ent outside the fast-food industry. It began re-
cruiting sales and product managers with For-
tune 500 company experience and began to hire
graduates from the top MBA programs in the
country. Convinced it could teach these new
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general managers about the industry, senior
management sought candidates with leadership
and management skills who could coach and de-
velop RGMs while also building the business in
their area. Ongoing training for marketing man-
agers was also enhanced. By 1990, six days of
leadership training included a range of topics
such as leadership practices, methods to create a
shared vision, coaching, communication, adapt-
ing to change, technology/MIS, and finance.

Changing Incentives

Altering compensation and nonmonetary reward
systems were also critical to transforming middle
management roles at Taco Bell. In 1989, the aver-
age base salary for restaurant managers was
$28,700 with a $4,400 annual bonus, which was
almost always paid. This compensation was stan-
dard in the fast-food industry, and unhappy Taco
Bell managers simply “walked across the street”
to another fast-food chain. They had no commit-
ment or sense of ownership in the company.
When the skill levels and responsibilities
were increased in the new RGMs role, the aver-
age base salary was raised to $32,000 (with a
range of $26,000 to $40,000). The target incen-
tive bonus was increased to $12,000. Nonmone-
tary compensation also played a key role in re-
taining managers, since monetary rewards
peaked early in a successful RGM’s career. Ca-
reer paths, which traditionally had been very
limited, were redesigned. For example, the RGM
was no longer limited to managing a single
restaurant. In the new organization, RGMs were
able to expand their jobs and increase their pay
by .opening new points of distiibution’ and
building business through new channels.

7Points of distribution outside a traditional Taco Bell
restaurant were called “pods.” Subsequently, they
would come to be called points of access (POAs).
Examples included taco carts in malls and supermar-
kets, being the vendor for a school lunch program,
and operating a Taco Bell Express (miniature, or
“sardine”) store.

Market manager compensation was also re-
designed to attract more highly skilled individu-
als and to create incentives that would keep them
challenged. In the late 1980s, the average district
manager’s salary had been $38,000 with an av-
erage bonus of $5,500. By 1991, the average
base salary for marketing managers was
$48,000. This excluded an expanding group of
“hot shots” whose base averaged $60,000. The
discrepancy was caused by the need to offer a
higher base to more experienced managers re-
cruited from outside the industry. Target bonuses
for all marketing managers were $1,200 per unit
supervised.

The leaner management organization cre-
ated special concerns for marketing managers
in regard to career advancement. Instead of
vertical advancement within the Taco Bell
management hierarchy, success needed to be
redefined. Potential career moves for market
managers included either expanding their
current job by growing the Taco Bell business
in their area or assuming a new position
within the expanding Taco Bell business. New
positions included becoming a manager at
one of Taco Bell’s larger restaurants (e.g.,
Chevy’s), assuming a position as an interna-
tional market manager, and moving into prod-
uct or business management in Taco Bell’s
new retail business.®

To support the job expansion career approach,
Taco Bell created a very broad salary range for
marketing managers. Movement through the
range was determined by the strength of an indi-
vidual’s performance, the complexity of his or her
market, and job tenure.

8During the early 1990s, Taco Bell expanded its
business concept beyond the fast-food business. As
part of that expansion, it developed a consumer
product line to be distributed through supermarkets,
convenience stores, and other retail outlets, and it
purchased Chevy’s, a casual dining Mexican restau-
rant chain. (See Appendix A for a summary of the
Taco Bell brands in 1994.)

Creating Safety Nets

The new, lean Taco Bell had the potential for sig-
nificant profit and growth if things ran smoothly,

but it also had the potential for disaster if com)-
i pany standards were not maintained. With the
I removal of layers of management and frequent
k supervision of restaurants, new controls were
¢ implemented to ensure adherence to company

policies and value systems. There were three pri-
mary “safety nets.”

* A toll-free telephone number was installed
for customers to comment on Taco Bell’s
restaurants, food, and service. Calls were an-
swered by an external vendor that recorded
comments and forwarded them to the relevant
operations area.

* Mpystery shopping was a second safety net. A
mystery shopping service regularly sent indi-
viduals to rate restaurants on specific quality
issues, and these reports were used in calcu-
lating bonuses for restaurant managers.

* Marketing surveys, also known as the cus-
tomer intercept program, were conducted by
teams of Taco Bell employees who would ar-
rive unannounced at a restaurant and spend
the day asking customers to fill out brief
questionnaires about their Taco Bell experi-
ence. The data were used in determining the
market manager’s bonus and to better under-
stand how the chain was viewed in a particu-
lar geographic market.

Developing the Information
Infrastructure

E Taco Bells managers needed an information and

communication system that would make it pos-
sible to perform in their new roles. In 1988, an
MIS (management information systems) project
was initiated that would provide a personal com-
puter in every store linked to a local point-of-
sale (POS) system, to the marketing managers,
and to corporate headquarters. Known as TACO
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(Total Automation of Company Operations), the
new system provided the infrastructure, infor-
mation, and analytical tools needed to support
new management roles.

TACO reduced operational paperwork for
restaurant general managers by at least 10
hours a week. It also provided RGMs with re-
ports on food costs, labor costs, inventory, per-
ishable items, and period-to-date costs, all with
variances. TACO also had functions that helped
RGMs with labor scheduling and service oper-
ations planning; for example, TACO could pro-
vide an estimate of the sales volume to antici-
pate on Friday between 1 and 2 pM. based on
the previous six weeks’ volume. The schedule
could be adjusted by the RGM to account for
holidays or special events, or it could be disre-
garded entirely at the manager’s discretion.
Commenting on the value of the computer sys-
tem, John Martin said:

The restaurant manager now has more infor-
mation than the corporation ever gets. He or
she has it immediately and has the tools to
take care of problems without someone
saying, “You’ve got a problem.” Talking
empowerment is one thing. Really living it is
another.

The information needs of marketing man-
agers were also supported by the system, which
provided them with daily, weekly, and monthly
reports on store operations in their district.
TACO also tracked sales for senior manage-
ment by downloading the information from
store registers to a central computer. This elim-
inated several accounting positions at corporate
headquarters.

Finally, TACO had a communications func-
tion that was critical for coordinating interac-
tions between marketing managers and store
managers. Previously, marketing managers had
to mail information, visit, or call store managers.
TACO gave marketing managers an electronic
mail system that provided another way to com-
municate with RGMs.
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1991-1994: Continuous
Transformation—Creating
the Learning Organization

From 1988 to 1994 the fast-food industry was
mired in a recession and achieved only single-
digit growth. But with the changes John Martin
had initiated, Taco Bell had grown from $700
million in revenues in 1983 to $1.6 billion in
1988. And at the end of 1993, Taco Bell’s total

EXHIBIT 4 Company Performance
Financial Highlights (8 billions)

system sales were almost $4 billion. Since the
radical changes initiated by Martin in 1988, the
company had more than doubled its sales and
tripled its profits; in keeping with its value strat-
egy, customer satisfaction had also increased
(see Exhibit 4).

But Martin was not satisfied. His strategic vi-
sion was no longer limited to the fast-food seg-
ment. By late 1991 Martin had reformulated the
firm’s strategy yet again; to be successful in the
future, Taco Bell would create and dominate the

§ 1993 1992 1991 1990
§ Company store , ;

| sales 291 195 161 140
g Average unit sales,

§ total system ,

o {in$000) 925 876 814 771
I Net worldwide

i operating profit

i (in millions) 253 215 181 150

Totalsystemsales  $39 $33 $28 $24 $21 $16 $1.5 $13 $1.1 $09 %07

1989 1988 1987 1986 1985 1984 1983

117 09 08 07 05 05 0.4
686 589 579 560 550 539 439

113 76 #85 78 68 59 43

Customer Satisfaction (1990-1993)

8.35 /

8.3
8.25

8.2 1

8.15 -

8.1 -

1990 1991

1992 1993

convenience food business—a business that
reached out to customers any time and any place

they were hungry.

John Martin’s goal for Taco Bell was to

F, evolve into a $25 billion food retailer withua
; worldwide distribution system of over 200,000
i POAs by the year 2000. To reach this aggressive
, goal, Taco Bell would have to expand beyond
- fast foods. The company began a string of ac-
| quisitions, and by 1994 Taco Bell had three
. restaurant brands: Taco Bell, Hot-n-Now, and
{ Chevys Mexican Restaurants. In addition, the
k  company had expanded its signature brand of re-
tail products through Taco Bell New Concepts,
l Taco Bell Supermarket Retail, and Taco Bell In-
; ternational. (See Appendix A.)

8 Organizing to Manage Complexity

- In anticipation of the expansion of the business,
i Martin used lessons learned in K-Minus to enable
., efficient management across multiple brands,
i channels, and markets. Rather than add multiple
. layers of infrastructure, the company developed a
E concept called shared resources. Managers were
¢ asked to identify the infrastructure requirements
i for the new lines of business; they then met to-
i gether to identify how they could capitalize on the
b strengths of Taco Bell’s existing infrastructure or
b infrastructure that was available elsewhere in Pep-
¢ siCo. For example, the Frito-Lay marketing, sales,
F and distribution infrastructure could be used to
. support the Taco Bell line of retail products.

While the shared resources concept was criti-

| cal for the success of the new strategy, Martin
¢ recognized that the more critical threat to the
b company’s future success was embedded within
the very foundation of its current success. That
b threat was complacency.

} Creating a Learning Organization

k To ensure future success, Martin realized that
] tl"aco Bell would need to move beyond changing
§1ts structure, roles, and processes; the company
E-'would also need to change its culture—the
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deeply embedded beliefs and values that framed
how individuals made decisions and took ac-
tions. The new Taco Bell would need to embrace
continuous yet intelligent change. Survival and
success in the future would depend on learning
faster than the competition. Martin explained:

[Learning organizations] are able to capture,
share, and take action on information better
and faster than the competitor. A learning
organization isn’t top-down and it isn’t
bottom-up. It works side to side. It’s an organ-
ization that gobbles up information and expe-
riences like a sponge and shares those
learnings throughout the enterprise in
minutes, hours, and days rather than weeks,
months, and years.

Taco Bell believed the benefits of creating
such an organization would include increased in-
dividual awareness and collective organizational
IQ, greater organizational flexibility and speed
of response, institutionalization of employee
self-sufficiency and innovation, and increased
individual and team productivity. But moving to
this self-sufficient learning model involved fur-
ther refinement of the organizational design.
Taco Bell pursued a number of initiatives to cre-
ate and support a new learning culture.

Pushing Down Decision Making

In the early 1990s, much of Taco Bell’s growth
was fueled by its greatly expanded use of carts,
kiosks, vans, and Taco Bell Express units. Be-
tween 1991 and 1993, POAs increased from
3,670 to 9,707 (see Exhibit 5). Taco Bell’s carts
and kiosks became a common sight at such var-
ied locations as high school and college cafete-
rias, airports, malls, convenience stores, gas sta-
tions, and even the Moscow subway system.

To support such rapid expansion, Taco Bell
continued to increase its managers’ spans of re-
sponsibility. This enabled further movement
from the command and control culture of the
past and enabled the company to rapidly in-
crease POAs while simultaneously reducing the

Cemas s
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EXHIBIT 5 Points of Access, 1989-1993

M Franchise O Company
5,500 —!— 070
, 707
4,500 +
3,500 +
4,152
2,500 -+ 3,125 3,349 3,670
1,500 +
<
8 g 3 o
500 + — —_ 0". :’
500 L 1080 1990 1991 1992 1993

tr‘ac?itional field management structure (see Ex-
hibit 6). An integral part of increasing man-
agers’ spans of responsibility was the develop-
ment of team-managed units (TMUs).

. TMUs were teams of crew members suffi-
ciently trained to manage a store without a full-
time on-site manager. The intent was to create
team§ of crew members who were capable of per-
forming all the day-to-day tasks of a general man-
ager (GM).° Senior management considered

®In 1992, the titles “Restaurant General Manager” and
"Assistant Restaurant General Manager” were
changed to “General Manager” and “Assistant General
Manager.” This change reflected the expansion of their
responsibilities beyond the traditional restaurant.

TMUs a natural evolution of Taco Bell’s empow-
erment strategy, and by the end of 1993 there were
TMUs in 90 percent of the company-owned
restaurant locations. As Taco Bell broadened its
business in the early 1990s, TMUs were a critical
mechanism that permittéd GMs to manage multi-
ple POAs. But the teaming concept had several
other important impacts. It forced GMs to increas-
ingly become coaches and trainers, working with
their crews to help them broaden their jobs and ac-
cept new levels of responsibility. Implementing
TMUs also helped create a culture of interdepend-
ence and information sharing among crews and
management that would be essential to creating
both self-sufficient crew-run stores and a learning
organization in general.

| EXHIBIT 6 Span of Responsibility, 1989-1993

1989
1,784 Co. Units

1990

4

1,903 Co. Units
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1993
5,122 Co. POAs

90 Area Managers

20:1

360 District Managers 12:1

5:1

1,784 Unit Managers 1:1

1:1

Just as crew members were compensated for
| assuming additional responsibilities, Taco Bell’s
¢ compensation system for GMs was changed as
» well. GMs continued to have a variable pay sys-
em, but it was much more highly leveraged.
i Managers’ base pay averaged $30,000, but they
{ were able to earn another $30,000 in bonus pay.
I GMs were evaluated on three criteria: (1) per-
- formance at meeting profit targets, (2) customer
ervice ratings, and (3) actual store sales.'® To
romote information sharing in the new envi-
onment, some marketing managers also experi-
ented with a shared incentive system by con-
§ tributing their bonuses to a pool that would be
¥ shared equally by all employees in the region.
b This initiative was designed to promote an envi-
f ronment of greater cooperation and communica-
| tion among employees.

. Expanding Information Access

§ To support the self-sufficient team-based organi-
| Zation and to facilitate the company’s ability to
. learn and change, access to information changed
¢ dramatically at Taco Bell. Initial implementation

b

"°Shari Caudron, “Master the Compensation Maze,”
k. Personnel Journal 72, no. 6 (June 1993).

154 Market Managers

1,903 General Managers

92 Market Managers

56:1

1,707 General Managers

3:1

of the TACO system had provided restaurant man-
agers with information about store operations. But
in the new environment, the focus expanded to
getting that same information into the hands of the
crew members actually running the stores. There
was wide agreement that the employees closest to
the customer and daily operations were in the best
position to make full use of this information.

To make information useful to TMUs, Taco
Bell introduced TACO II. This new, more user-
friendly computer system was designed to pro-
vide crew members with the information they
needed to make decisions and take action. For
example, instead of reporting a “.05 percent
meat variance” yesterday, the system would re-
port that the variance was equal to 300 tacos,
which was something crew members could both
relate to and act on.

The team-based culture and the new technol-
ogy system were essential for supporting an em-
powered organization. Said one marketing man-
ager, “In the old system the crews were afraid to
make decisions because they were afraid they
would get reprimanded by the AGM. Now the
crews make their own decisions. For example,
our crew people order the food. This is much bet-
ter because they know more about what we use
daily than the AGMs and GMs. The managers
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don’t make tacos, and they don’t go in back to
get boxes of food.”

Building an Intellectual Network

The development of an intellectual network was
another initiative that Taco Bell saw as critical to
its self-sufficiency and organizational learning
paradigm. This was intended to be an online
communications system that allowed all Taco
Bell employees to disseminate information, ask
questions, get answers, and perform their jobs
better. Shared databases would be a key compo-
nent of the network, incorporating “best prac-
tices” information on a wide variety of subjects.
The network would also use expert systems such
as the company’s Contract Authoring System.
This personal computer (PC)-based set of real
estate contracts had been written and cleared by
Taco Bell’s legal department, and simple rules
were built into the system. Through the use of
TACO II, senior management was able to dele-
gate greater authority, while still maintaining
necessary control in areas of high risk. In this
way, TACO II extended the concept of safety
nets from measurement of customer satisfaction
to include control of operations.

Taco Bell expected the intellectual network to
facilitate knowledge transfer and communica-
tion in ways that would-allow the company to
continue its rapid growth in POAs without a cor-
responding increase in bureaucracy. The intent
was to use the network to maintain a sense of
community within the burgeoning organization
and to help retain the company’s verbal culture.
To further support this latter objective and to en-
hance communications, Taco Bell extended its e-
mail systems and installed voice mail and com-
puter conferencing. Managers noted that voice
mail quickly became a key component of the
communication infrastructure.

Ongoing Innovation

As Taco Bell managed for today, it also organized
to ensure that the company would continue to in-
novate in the future. For example, the company

developed a “restaurant of the future” testing site
near its corporate headquarters. Here innovations
could be developed and tested. In 1994, there
were several innovations being tested at the
restaurant of the future. For example, an Auto-
mated Taco Assembler capable of making 900
tacos per hour without human assistance was ex-
pected to reduce waste, increase consistency and
quality, and reduce kitchen labor by 16 hours per
day. A Customer Activated Terminal (CAT)—a
touch screen ordering system—would enable cus-
tomers to place their orders from kiosks and rov-
ing sales crews to take orders outside the walls of
the physical restaurant,

Can Taco Bell Get
There from Here?

If you wait until something is broken to fix it
. .. there may not be anything left to fix.

John Martin, September 1988

John Martin had long been viewed a futuris-
tic leader in the industry and the company, some-
one who was constantly willing to think “outside
the box” and improve things before they were
broken. In his pursuit of value, extraordinary
convenience and accessibility, and unparalleled
customer satisfaction, Martin was an acknowl-
edged champion of the consumer, and it ap-
peared that the industry agreed when it awarded
Martin the International Foodservice Manufac-
turers Association’s 1993 Silver Plate Foodser-
vice Operator of the Year award.

Martin, however, was proud of all that the em-
ployees in the company had accomplished (see
Exhibit 7). He believed that with a clear vision
and the capacity and willingness to change, Taco
Bell had only begun to tap into available oppor-
tunities. In his words:

In its more than three decades of operation,
Taco Bell has accomplished much. But we
know that the best still lies ahead. Today we

feed 50 million people each and every week.
But our vision is to be broader than just a fast-
food restaurant. In the United States, there are
one billion feeding occasions every day. That
presents us with unlimited opportunities.
What’s exciting is that our people are on the
forefront of the changes we are making in our
business. By being empowered to take greater
ownership, our people will drive even greater
changes. In doing so, not only will we deliver
value to our customers, but we will also
provide greater value to our people by being
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an employer of choice. Together we’re trans-
forming the careers and jobs that people can
have in this industry.

John Martin’s vision was certain to bring
about dramatic change and progress for Taco
Bell and its people . . . and its customers. Yet the
year 2000 was only six short years away. Was
Taco Bell positioned to be able to achieve its vi-
sion of growing to $25 billion in sales and
200,000 POAs? Were the actions to date suffi-
cient to take it there? Only time would tell.

EXHIBIT 7 Summary of Changes at Taco Bell, 19831994

Phase 1: 1983-1988
Fast-food market mataring
New products
Operating costs increase
Mexican segiment takes off

From regional Mexican
restatrant to fast-food
restaurant

Incremental process
redesign

Product/geographical
éxpansion

Infrastructure changes

Build fast-food brand
image

Modernize facilities

Add drive-through
windows

Add new menu items

Accelerate unit growth
from 100 1o 249 stores
peryear

Redesign food preparation
process

No change

Phase 2: 1988-1991 k

Margins squeezed
Battle for miarket share

Value pricing strategy

‘becomes deminant

From making food to
feading people

information-enabled
business
transformation

Customer value
orientation

FACT studies -

K-Minus and SO5

Increased kitchen capacity
enhances non-eat-in
sales

Expand into new POAs

Safety nets implemernited
around customer value

RGMs take on more
decision making within
restaurant and assume
responsibility for
multiple POAs

More management by
exception

Increase span of
responsibility

Phase 3: 19911994
Recession infastfood
industry, single-digit
growth -
Market share falls as
competitors respond
Dominate converietice
food segment

Create an empowered
learning organization
Continuous improvemenit

Extend brand through
acquisitions and tetail

Dramatically extend POAs

Team-based processés
replace assembly line -

Operational innovations,
e.g., robotics, customer-
activated tesminals, * .
process flowmapping

Contintie to increase span
of responsibifity -

Teai-thanaged units
replace hisrarchical
operations at the
‘restaurant level

Extend “empowerment”
“to-crew level

(continued)
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EXHIBIT 7 Summary of Changes at Taco Bell, 1983-1994 (continued)

e e Phase 1: 1983-1988

- . iproved operational
.-, s training and development

People

- Mo changé in values

' install POS system

- Total system sales grow
from $700 million in
1983 to $1.6 billion in

" 1988

Met profit grows from $43

million to $76 million

Phase 2: 1988-1991

Recruit more skilled RGMs

Hire outside industry

New training program for
leadership skills

New compensation and
nohmonetary rewards.

New career paths

Focus on customer value
as key principle driving
decision making and
action

Safety nets implemented
to provide necessary
boundary checks

TACO system provides
communication and
information
infrastructure

Increased peak hour
transaction capacity by
over 54%

Reduced customerwaiting
times by over 71%

Total system sales grow
to $2.8 billion

Net profit grows from $76
million to $181 million

Phase 3; 1991-1994

Crew members trained to
manage storés in teams
Variable pay system
Experiment with shared
incentive systems
Career paths extended

Focus is on changing
culture and values

Emphasize continuous
innovation, empower-
ment, and learning

Safety nets extended to
provide necessary
boundary systems

TACO Il extends access to
information and
communication
infrastructure to TMUs

Intellectual network

Voice mail and computer
conferencing comple-
ment e-mail

Improved customer
satisfaction from 8.12
t0 8.34

Total system sales grow to
almost $4 billion in 1993

Net profit grows to $253
million in 1993

Appendix A

iTaco Bell’s Brands

‘« rand Taco Bell

IBrand Taco Bell was the com-

fpany’s core business and in-
TACO
BELL.

btluded all of the points of ac-

fcess by which TZaco Bell

ched customers: (1) tradi-

onal restaurants, (2) new con-

epts, (3) international opera-
ons, and (4) retail.

.{ aco Bell Restaurants

nce the company’s core distribution outlet, tra-
jitional restaurants became just one of many
fways to reach new customers.

aco Bell New Concepts

BNew concepts included nontraditional points of
cess such as school lunch programs, carts, ex-
ess units, kiosks, and joint ventures with sister
fFfompanies Pizza Hut and KFC.

¥aco Bell International

flaco Bell International operated over 100 non-
.S. POAs in 21 countries at the end of 1993.

8}

fuco Bell Supermarket Retail

fter reviewing marketing studies that indicated
that Taco Bell had a higher brand awareness
imong shoppers than Doritos, the company de-
fided to enter the supermarket retail business.
f'he company worked with its sister company
¥rito Lay, which provided the production and
stribution infrastructure for the new Taco Bell
oducts. In 1993, they began test marketing 18
oducts in 3,000 stores throughout Ohio, Geor-
a, Chicago, Michigan, and Indiana. The mar-
ts were chosen because they offered a diver-
g1ty of customers, taste preferences, and Taco

Taco Bell Inc. (1983-1994) 311

Bell brand awareness. Taco Bell entered the mar-
ket with virtually no advertising except for
newspaper inserts and in-restaurant couponing.
The success of the tests was immediately evident
as Taco Bell quickly became the number one or
two food brand in the supermarket Mexican re-
tail food sections. Results were so positive that
Taco Bell anticipated expanding to 10,000 su-
permarkets (POAs) in 1994. Taco Bell execu-
tives viewed the 150,000 U.S. supermarkets as
150,000 potential POAs and expected the retail
business to be worth several hundred million
dollars.

Retail was yet another way for Taco Bell to
access a different eating occasion. Executives
noted that the people who shopped in grocery
stores were often very different from those who
frequented Taco Bell restaurants. By entering re-
tail, Taco Bell entered people’s homes and went
to another place where consumers ate.

Hot-n-Now

Taco Bell’s first advance out-
side Mexican fast food was its
acquisition of the double drive-
through hamburger chain Hot-
n-Now. The Kalamazoo,
Michigan, chain was pur-
chased in 1991 and consisted
of 77 stores in 23 markets. The
stores sold only hamburgers,
French fries, and sodas. They had two drive-
through windows and a walk-up window. Oper-
ations were designed to provide high-quality fast
food in a quick and inexpensive manner.

Taco Bell executives expected Hot-n-Now to
become a significant part of their growth for
the decade ahead. Industrywide hamburger

NOW




312 Module Two Building the Network Economy: Capabilities and Organization

drive-through sales reached $25 billion in
1992, making the hamburger drive-through
segment larger than the entire chicken and
seafood segments.'’ Consistent with Taco
Bell’s expansionist tendencies, the company
planned to increase the chain to 5,000 locations
during the next decade.

Chevys

Taco Bell ventured into the casual-dining market
with the May 1993 purchase of Chevys Mexican
Restaurant. The 37-store chain was a full-service

11peter Romeo, “Can Lightning Strike Twice?” Restau-
rant Business, August 10, 1993.

restaurant/bar located prima-
rily in northern California. W
Taco Bell’s market research in- JEXAN FEmTg a(®
dicated that as fast-food users
aged and had more disposable
income, they migrated toward casual dining.
Taco Bell executives saw the Chevys acquisi-
tion as a natural step in the creation of a super-
brand as well as a natural progression for its
broader set of consumers. By capturing an en-
tirely different eating occasion (casual dining), it
allowed Taco Bell to access new customers.
Taco Bell planned rapid nationwide expan-
sion for the Chevys chain, taking it to 300 restau-
rants with $1 billion in sales.




