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Predictive Operational Analytics is the convergence of systems thinking, business 

methods, and dynamic analysis software for rapid decision making to maximize 

performance and minimize risk. In this article, we describe the individual elements 

of Predictive Operational Analytics, and show it in action with Profit Mapping 

methods and tools. 



  Menawat & Co.  
 

 2  

 

CONTENTS 
Introduction ..................................................................................................................................... 3 

Brief History of Business Decision Making Frameworks and Tools .............................................. 4 

Two Tiers of Operational Decision Making .................................................................................. 5 

An Interconnected View of the Business ..................................................................................... 6 

Predictive Operational Analytics ...................................................................................................... 8 

1. Systems Thinking for Business Success .................................................................................. 10 

Strategic Business Unit: A Value-Centric Container ............................................................... 11 

Conquer System Details and Dynamics for Business Success ................................................ 13 

Apply the Past with Caution in Decision Making for the Future ............................................ 14 

2. Business Methods Ensure Superior Execution and Reduce Risk ............................................ 15 

Importance of Proper Problem Definition ............................................................................. 16 

Systems Thinking Helps Business Methods Avoid Local Optimization ................................... 18 

оΦ 5ȅƴŀƳƛŎ !ƴŀƭȅǎƛǎ {ƻŦǘǿŀǊŜ tǊƻǾƛŘŜǎ άtŜǊǎǇŜŎǘƛǾŜέ ŦƻǊ Success ............................................ 19 

Create the Best Possible Operational Solution ...................................................................... 20 

ά²Ƙŀǘ-LŦΚέ {ŎŜƴŀǊƛƻǎ /ǊŜŀǘŜ ŀƴ !ƎƛƭŜ CǊŀƳŜǿƻǊƪ ................................................................. 21 

5ȅƴŀƳƛŎ ά²Ƙŀǘ-LŦέ aƻŘŜƭƛƴƎ ²ƛǘƘƻǳǘ /ƻŘƛƴƎ....................................................................... 22 

Predictive Operational Analytics Software Requirements ..................................................... 24 

Predictive Operational Analytics in Action ..................................................................................... 25 

About Menawat & Co. .................................................................................................................... 31 

Operational Risk and Reward ..................................................................................................... 31 

Services ...................................................................................................................................... 31 

Examples of Our Work ............................................................................................................... 32 

Unique Value with Diverse Industry Expertise ........................................................................... 32 

Award Winning Software ........................................................................................................... 32 

 

  



  Menawat & Co.  
 

 3  

 

PREDICTIVE OPERATIONAL ANALYTICS  

A Holistic Systems Approach to Plan, Manage, and Optimize Business 

Performance 

INTRODUCTION 
²ƘŀǘΩǎ ƭŜŦǘ ŀǎ ŀ ōŀǎƛǎ ŦƻǊ ŎƻƳǇŜǘƛǘƛƻƴ ƛǎ ǘƻ ŜȄŜŎǳǘŜ ȅƻǳǊ ōǳǎƛƴess with maximum 

efficiency and effectiveness, and to make the smartest business decisions 

possible. And analytical competitors wring every last drop of value from 

business processes and key decisions. 

   τ Thomas H. Davenport & Jeanne G. Harris1 

What sets companies apart in a crowded marketplace? Why do some companies outperform 

their peers while others struggle to stay relevant? In a globally competitive environment 

companies are exploiting every opportunity to either out-compete or out-innovate you, or both. 

Processes spanning all value chains, both internal and external, can be a tremendous source of 

competitive differentiation, especially when companies use dynamic operational analysis to 

design and operate those processes άbetter, faster, cheaperέ than others.  

The path to become a better competitor begins with adoption of a proactive approach to 

operational execution, decision making, and actions focused on the overall business goals. It is 

built on the foundation of Predictive Operational Analyticsτa systems approach that extends 

traditional business analytics.  

Creating efficiency in a small and isolated area is simple; but to ensure its effectiveness in the 

overall scheme is complex. Just because a company might be progressing on process efficiency 

does not guarantee that the results roll up in an integrated manner. Achieving the desired 

customer, financial, or other results demanded by your various stakeholders, through making 

the smartest business decisions possible in your dynamic environment, is not a trivial endeavor.  

Predictive Operational Analytics is shaped by the confluence of several disciplines that enable 

organizations to rapidly and dramatically improve operational execution and financial 

performance: systems thinking, business methods, and dynamic operational analysis. It is a 

holistic approach ǘƘŀǘ ǇǊƻŀŎǘƛǾŜƭȅ ŦŀŎƛƭƛǘŀǘŜǎ ƳŀƪƛƴƎ ǘƘŜ άōŜǎǘ ǇƻǎǎƛōƭŜέ ƻǇŜǊŀǘƛƻƴŀƭ ŘŜŎƛǎƛƻƴǎΦ 

                                                             
1 Thomas H. Davenport & Jeanne G.  Harris, Competing on Analytics: The New Science of 
Winning, (2007, pp. 8-9). 
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Predictive Operational Analytics raises the focus from slow and steady continuous improvement 

thinking to that of proactive dynamic business optimization.  

Brief  History of Business Decision Making Frameworks and Tools  

It is instructive to briefly examine the history of the disciplines that underpin Predictive 

Operational Analytics. The following figure highlights a sampling of the three elements of 

Predictive Operational Analytics: management and finance (top row), information technology 

(bottom row), and their merger with systems theory and practice (middle row). 

 

Figure 1: Brief History of Business Decision Making Frameworks and Tools 

Systems thinking predates all modern business and information technologies. Its applications are 

generally found in biological, physical and social sciences, philosophy, and theology dating back 

to the 1600s. Application in a business context crystallized largely in the 20th century. More 

recently, the field of Predictive Operational Analytics was established by Menawat and Garfein 

as a powerful business decision making solution and described in the book, Profit Mapping.2  

Management methods and information technologies come and go over the years, some morph 

into new and better approaches, and many remain fundamentally sound and relevant. Predictive 

Operation Analytics closes the gap between business methods and information technology by 

tightly integrating both through the practical application of systems theory. It does this by 

ŜƳǇƘŀǎƛȊƛƴƎ ŎŜǊǘŀƛƴ ŦǳƴŘŀƳŜƴǘŀƭ άǊŜǉǳƛǊŜƳŜƴǘǎέ ƻǊ ǇǊƛƴŎƛǇƭŜǎΣ but without mandating specific 

methods and tools. This flexible value proposition for decision makers comes from the right 

combination of άōǳǎƛƴŜǎǎ ƛƴǘŜƭƭƛƎŜƴŎŜέ software, business methods, and systems thinking to 

dramatically improve the impact of complex operational decisions. 

                                                             
2 Anil Menawat & Adam Garfein, Profit Mapping: A Tool for Aligning Operations with Future 
Profit and Performance, (2006). 
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Two Tiers of Operational Decision Makin g 

The sweet spot for Predictive Operational Analytics is with greater value, higher risk, and 

dynamic operational challengesτwhat we call Tier-II type decisions (see Figure 2). Although the 

potential payoff for going after the higher hanging opportunities is far greater, the risks are also 

ƳƻǊŜ ǎŜǾŜǊŜ ŀǎ άƛƴŎƻǊǊŜŎǘέ ŀŎǘƛƻƴǎ Ŏŀƴ ǎŜǾŜǊŜƭȅ ƘŀǊƳ ǘƘŜ ōǳǎƛƴŜǎǎΦ 

 

Figure 2: Two Tiers of Operational Decision Making 

In comparison, Tier-I type decision-making deals with critical everyday issues and hotspots that 

often consume a disproportionate amount of management bandwidth. They represent the 

assortment of initiatives, actions and countermeasures taken to manage and improve 

performance, or to get operations back on track if something has gone awry.  

Characteristic of Tier-I challenges are the responses to tactical and more immediate, often 

mission critical problems. This is where you find the typical day-to-day management firefighting. 

You must deal with issues quickly or the risks have potential to spiral and threaten the business. 

The lower hanging fruit for improvement are the usual targets in this tier. Tier-I examples include 

an emergency response to a supply chain issue, a new field service for customers, an employee 

training program, a new sales group, a technology modernization program, immediate repairs 

for critical equipment, and so on.  

A challenge for Tier-I is that efforts are often for spot-correction and are disconnected from each 

other and are conducted with little coordination for the larger good. These are the focused 

activities to eliminate an obvious waste or to correct a local situation. Success of Tier-I activities 

is an essential component for the success of the organization. Unfortunately, organizations find 

their attention and energy drawn to these highly visible pieces of the puzzle, often at the 

expense of the larger more complex interconnected business ecosystem in which they reside.  

While Tier-I demands swift and appropriate actions to manage for today, Tier-II is important for 

sustenance and growth of the business over the long term. Leading companies deal with both 

tiers simultaneously and effectively. Although the potential performance improvement payoffs 
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are higher in Tier-II, the inherent complexities of these types of challenges are more difficult to 

conquer and pose greater risks to the business if not handled properly. 

Tier-II draws focus on the interdependencies and dynamics of business as it tackles the whole 

system. A reductionist approach, isolating the problem as is often done in Tier-I, is clearly not 

viable here. Thus, it reasons that systems based approaches built on sound business 

methodologies are a natural fit to ensure alignment and effectiveness of decisions and actions. 

How do you optimally configure multiple products, processes, resources, supply chains and 

financial parameters all at once to achieve the best possible process and financial performance? 

How do you best respond to changes in the business environment, such as changing cost 

structures or customer preferences? What is the best way to introduce new products into the 

marketplace, or new processing technologies in operations? These are all central Tier-II type 

questions.  

wŀǘƘŜǊ ǘƘŀƴ ŜƳōŀǊƪƛƴƎ Řƻǿƴ ŀ ǇŀǘƘ ƻŦ Ŏƻǎǘƭȅ ŀƴŘ ǳƴŎŜǊǘŀƛƴ άŜȄǇŜǊƛƳŜƴǘŀǘƛƻƴέ ǘƻ ƛƳǇǊƻǾŜ 

operational performance, which is typically directed at the lower hanging fruit, Predictive 

Operational Analytics creates a realistic path for performance optimization. It helps create a 

detailed roadmap for change to achieve the desired results. That is, when faced with several 

άǊŜŀǎƻƴŀōƭŜέ ƻǇǘƛƻƴǎ ŦƻǊ ǊŜŎƻƴŦƛƎǳǊƛƴƎ ŀ ōǳǎƛƴŜǎǎ ŦƻǊ ōŜǘǘŜǊ ǇŜǊŦƻǊƳŀƴŎŜΣ tǊŜŘƛŎǘƛǾŜ hǇŜǊŀǘƛƻƴŀƭ 

AnalyǘƛŎǎ ƘŜƭǇǎ ƛŘŜƴǘƛŦȅ ǘƘŜ άōŜǎǘέ ƻǇǘƛƻƴ ōŀǎŜŘ ƻƴ ŀ ōǳǎƛƴŜǎǎ ǳƴƛǘΩǎ current capabilities, 

limitations, business objectives, and financial and regulatory requirements.  

An Inter connected  View of the Business 

All we are doing is looking at the time line from the moment the customer gives 

us an order to the point when we collect cash. And we are reducing that time 

line by removing the non-value-added wastes. 

  τ Taiichi Ohno, Founder of Toyota Production System3 

Operational dynamics are central to Predictive Operational Analytics. The challenge for decision 

makers is to successfully compress the value chain by navigating business and workflow 

dynamics for superior performance while sustaining the business economics. 

At a macro level, business dynamics refers to the systems context of the integral functions of 

business including sales, accounts receivable, personnel, operations, maintenance, delivery, and 

the supply chain contained in a business unit. The interrelationships within and between all of 

these functions generate numerous tactical challenges and curveballs.  In managing operations, 

leaders are laser-focused on daily, weekly, and monthly production related issues. For example, 

what is the optimal production and personnel schedule for the week given changes in product 

demand and mix? Planning new ventures or for existing business units is another example, and is 

done less frequently, such as on a monthly, quarterly, and/or yearly basis. 

                                                             
3 Taiichi Ohno, Toyota Product System: Beyond Large-Scale Production, (1988, p. iv). 
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At a micro level, workflow dynamics refer to the intricacies of the processes, which we call 

product workflows. The dynamics associated with product workflows derive from the challenge 

to navigate the right work for the right product at the right place and at the right time despite 

blockages, starvations, downtimes, failures, and shortages. Clearly, this is very complex. Effective 

operational design and reconfiguration of the product workflows are strategic endeavors. They 

focus on the minutia, literally down to the second-by-second operational and financial behavior 

of a business unit. Companies once had the luxury of long production runs and lots of time to 

refine operations, but now face short product cycles with razor thin margins for error. 

Enterprise software such as ERP and BI tools, as well as spreadsheets, are essential management 

tools. As we will discuss, however, they are not ideal for managing future performance due to a 

number of reasons including their άǎǘŀǘƛŎέ rather than άŘȅƴŀƳƛŎέ analytical basis. Such Tier-I 

type tools are ǾŜǊȅ ƛƳǇƻǊǘŀƴǘ ƛƴ άŀŎŎƻǳƴǘƛƴƎέ ŦƻǊ ǇŜǊŦƻǊƳŀƴŎŜΦ ¢ƘŜȅ ŀƭǎƻ ƘƛƎƘƭƛƎƘǘ ŘŜŦƛŎƛŜƴŎƛŜǎ 

ǿƘŜǊŜ ǇŜƻǇƭŜ άƧǳǎǘ ƴŜŜŘ ǘƻ ƎŜǘ ƛǘ ŘƻƴŜέ ǘƻ ƳŜŜǘ ŎǳǎǘƻƳŜǊ ǊŜǉǳƛǊŜƳŜƴǘǎΦ Lƴ ŎƻƴǘǊŀǎǘ ǘƻ ǘƘƛǎ 

reactionary role, dynamics-oriented toƻƭǎ ƘƛƎƘƭƛƎƘǘ Ƙƻǿ άōŜǎǘ ǘƻ Řƻ ƛǘέ ǿƘƛƭŜ ƳƛƴƛƳƛȊƛƴƎ Ǌƛǎƪ ŀƴŘ 

improving speed and flexibility.  
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PREDICTIVE OPERATIONAL ANALYTICS 
The goal of Predictive Operational Analytics is to quickly make holistic decisions that create the 

best possible operational and business environment for success. It helps guide the planning and 

configuration of efficient and effective processes to sustain and grow the business while 

minimizing risk.  

Predictive Operational Analytics is the integration of systems thinking, business methods, and 

predictive dynamic analytical capabilities embedded in business intelligence software (see Figure 

3). While each of these three domains provides unquestioned business value on their own, their 

convergence into a systematic yet flexible framework for decision making provides benefits far 

beyond the capabilities of the individual elements.   

 

Figure 3: Predictive Operational Analytics 

As evident from the above figure a primary difference between Predictive Analytics and 

Predictive Operational Analytics is the inclusion of systems thinking. In business execution, 

systems thinking spans both operational and strategic issues. It has broad applicability across 

Ƴŀƴȅ ōǳǎƛƴŜǎǎ ŦǳƴŎǘƛƻƴǎ ǿŜƭƭ ōŜȅƻƴŘ ǘƘŜ άǇƭŀƴǘ ŦƭƻƻǊέ ƻǊ other operational domains. A systems 

approach is holistic by definition and emphasizes integrated, forward-looking, and dynamic 

analysis. 

Predictive Analytics typically focuses on mining customer data and is most commonly deployed 

for marketing efforts such as customized promotions targeting specific customers. In contrast, 

high risk decisions such as how and where to produce products and services for the best globally 

landed cost, how to best configure the value chain, and the myriad of related complex 

operational and business decisions belong to the domain of Predictive Operational Analytics.  

Predictive Operational Analytics transforms the culture from proving the success of a decision 

after its implementationτa passive wait-for-results-to-aggregate approachτto a proactive 

solution where the value of decisions is άprovenέ to the business beforehand. Rather than rolling 

out changes and then waiting for process and financial results to accrue, hopefully for the better, 

Predictive Operational Analytics virtually guarantees success in advance.   

The integration of systems thinking is not a simple add-on to Predictive Analytics to create 

Predictive Operational Analytics. It has a profound impact on the way both business methods 

and business intelligence concepts are used. A systems approach reinforces thinking about each 

element of business collectively as a system comprised of time-dependent interconnected 

entities. Thinking about business through a systems lens does not change the ways of business, 
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but, when coupled with the right methods and quantitative analytical tools, it reveals a deeper 

causal insight into the underlying operational and business causes and effects. 

Table 1 describes the Predictive Operational Analytics environment.  

Table 1: Predictive Operational Analytics Context 

 

A holistic framework for understanding and effecting system performance 
emphasizing the interconnections, details, and dynamic nature of system 
structure and behavior. Systems thinking is applied in many fields and 
disciplines, including business and operations. 

 

Any business methodology for management and decision making, with 
particular emphasis on improvement and optimization. Managers use 
different methods and tools depending on their needs as well as their own 
άƳŜƴǘŀƭ ƳƻŘŜƭǎέ for decision making. 

 

Umbrella term covering variety of software to analyze and organize an 
ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ Ǌŀǿ ŘŀǘŀΦ LƴŎƭǳŘŜǎ ŀ ōǊƻŀŘ ǊŀƴƎŜ ƻŦ ǘŜŎƘƴƛǉǳŜǎ ǎǳŎƘ ŀǎ Řŀǘŀ 
mining, analytical processing, querying, and reporting. 

 

Generally refers to predictive modeling and forecasting software. Predicts 
future trends and behavior by extrapolating information from historical data 
(past performance) into a future context. It includes a range of techniques 
such as statistics, data mining, and game theory. A sampling of the big 
enterprise players in this rapidly growing space includes IBM, Oracle, SAS, 
and SAP. Not necessarily operationally focused. 

 

Convergence of systems thinking, business methods and tools, and software 
for integrated, holistic, and rapid decision making. Used for business 
planning, management, and optimization. Menawat & Co. is the creator of 
the Profit Mapping methodology and is the only provider of Predictive 
Operational Analytics software as a part of the ProFIT-a!tϰ Business 
Dynamics and ProFIT-a!tϰ ²ƻǊƪŦƭƻǿ 5ȅƴŀƳƛŎǎ ǎuites. 

 

We explore these elements in more detail below, with particular attention to the specific 

domains of systems thinking, business methods, and business intelligence software and how 

Predictive Operational Analytics seamlessly blends all three for superior business value. 
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1. Systems Thinking  for Business Success 

[Increasing the productivity of knowledge] requires systematic analysis of the 

kind of knowledge and information a given problem requires, and a 

methodology for organizing the stages in which a given problem can be tackled 

ς ǘƘŜ ƳŜǘƘƻŘƻƭƻƎȅ ǿƘƛŎƘ ǳƴŘŜǊƭƛŜǎ ǿƘŀǘ ǿŜ ƴƻǿ Ŏŀƭƭ άǎȅǎǘŜƳǎ ǊŜǎŜŀǊŎƘΦέ  

     τ Peter F. Drucker4 

Wringing every last drop of value from business decisions depends on many factors, and risks are 

plentiful. As a result of the inherent complexities of managing and improving business 

performance, the natural tendency is to break execution challenges into smaller more 

manageable pieces. Implicit with this άǊŜŘǳŎǘƛƻƴƛǎǘέ ǘƘƛƴƪƛƴƎ is the assumption that individual 

changes and investments will individually and collectively roll-up to yield the desired business 

results. 

A reductionist approach is a good way to improve efficiency of an isolated area. But it does 

nothing to directly improve its effectiveness towards the overall business goals since these goals 

are not part of the equation or measurements. Thus, a reductionist approach is only helpful as 

long as it does not transfer the inefficiency to another part of the business thereby negatively 

impacting the overall goals. Therein lays a άcatch 22έ management challenge. How do you 

guarantee a positive action ƛƴ ŀƴ άƛǎƻƭŀǘŜŘέ area without negatively impacting other areas before 

making changes and declaring business success? 

Synthesis of individual areas and functions into a unified whole creates a better context to 

understand the interrelationships and time dependencies of business. It prevents the potential 

of a negative overall impact and provides a platform for systematic integrated change. 

In order to adopt a systems approach, the decision-maker chooses the collective impact of 

actions to be the greater goal over achieving maximum efficiencies in individual areas. The 

following passage nicely sums up systems thinking and its universal application. 

Systems thinking is a discipline for seeing wholes. It is a framework for seeing 

interrelationships rather than things, for seeing patterns of change rather than 

ǎǘŀǘƛŎ άǎƴŀǇǎƘƻǘǎΦέ Lǘ ƛǎ ŀ ǎŜǘ ƻŦ ƎŜƴŜǊŀƭ ǇǊƛƴŎƛǇƭŜǎ ς distilled over the course of 

the twentieth century, spanning fields as diverse as the physical and social 

sciences, engineering, and management.  

     τ Peter Senge5 

LetΩǎ ǎŀȅ ŦƻǊ ƛƭƭǳǎǘǊŀǘƛǾŜ ǇǳǊǇƻǎŜǎ ǘƘŀǘ ǘƘŜ о-D cube in Figure 4 represents a business or business 

group in an organization. The cube is comprised of many interconnected sub-cubes representing 

                                                             
4 Peter F. Drucker, Post-Capitalist Society, (1993, p. 193). 
5 Peter M. Senge, The Fifth Discipline: The Art & Practice of The Learning Organization, (1990, p. 
68). 
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various functions and activities (marketing, sales, operations, etc.). All of these cubes can pivot in 

any number of directions, but are nevertheless collectively bound together with a common 

purpose. Information transpires within and between, which management can leverage for 

decision making purposes.  

 

Figure 4: Managing and Improving Operational Performance 

In this image, the colored boxes, regardless of their individual efficiency or effectiveness in 

delivering on their own objectives, are out of sync with the rest of the organization and each 

other. Managers try to move them into correct locations to improve performance. Achieving 

proper alignment depends on viewing them from the appropriate perspectives τ from within 

the box, from a neighboring box, or from a distance looking at the whole cube. The answers for 

each perspective are more than likely to be different. Which is the correct one? The short 

ŀƴǎǿŜǊ ƛǎ άŀƭƭ ƻŦ ǘƘŜƳ,έ ōǳǘ ǘƘŜ ǊŜŀƭƛǘȅ ƛǎ ƳǳŎƘ more complex. 

Strategic Business Unit: A Value -Centric  Container  

A business is an interdependent collection of things such as people, machines, and operational 

policies among others, that interact with one another to form a collective whole and provide 

customer value. We use the concept of a Strategic Business Unit (SBU), a customer focused 

container for measuring and managing performance, to precisely define ŀ άōǳǎƛƴŜǎǎ ǎȅǎǘŜƳέ for 

management and improvement purposes.6   

An SBU is a virtual concept for isolating value creation to the smallest organizational segment 

where value can accrue and financial performance and success can be unambiguously judged. A 

major benefit of an SBU focus is that it provides the flexibility to address a wide range of 

business challenges while maintaining a customer focus without being artificially constrained by 

                                                             
6 See also our recent paperτ!ƴƛƭ aŜƴŀǿŀǘ ϧ !ŘŀƳ DŀǊŦŜƛƴΣ άAchieving Rapid Business Success 
with Lean Thinking: A Holistic Systems ApproachΣέ ŀǾŀƛƭŀōƭŜ ŀǘ www.menawat.com, (2009)τ
where we discuss the importance of SBUs and systems thinking for continuous improvement. 

http://www.menawat.com/
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organizational functions or silos. It can transcend multiple sites and value chains or encompass a 

small segment within a single facility. The definition depends upon the business and customer 

objectives.  

Companies and managers often stay in their comfort zones, defining what they do in relation to 

internal functions and silos, with insufficient connection to customers and the underlying 

operating models for serving them. 

Operating models are made up of operating processes, business structure, 

management systems, and culture, all of which are synchronized to create a 

certain superior value. At the heart of the operating model sits not one but a set 

of core ǇǊƻŎŜǎǎŜǎ ǘƘŀǘ ƳŀƪŜ ƻǊ ōǊŜŀƪ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ŀōƛƭƛǘȅ ǘƻ ŎǊŜŀǘŜ 

unsurpassed value at a profit. 

    τ Michael Treacy & Fred Wiersema7 

The systems concept of an SBU changes ƻƴŜΩǎ perspective of problem solving from an internally 

focused functional driven view to one of delivering products and services that your customers 

value. It also changes management thinking from an inefficient wait-and-see approach of 

άwaiting for results to accrue following action and hoping they are positiveέ to a more decisive 

and proactive approach of άdriving business performance by targeted actions that will achieve 

the ōǳǎƛƴŜǎǎ Ǝƻŀƭǎέ mindset.  

Another benefit of a systems approach is that the SBU structure reinforces a laser focus on what 

is important while pointing out internal and external factors that are irrelevant to the particular 

challenge at hand, and thus can be άignored.έ It is important to focus on the right things because 

effectively controlling the behavior of a system raises complex measurement and analytical 

challenges, and you have limited time and resources to achieve success.  

The behavior of a system arises from its structure. That structure consists of the 

feedback loops, stocks and flows, and nonlinearities created by the interaction 

of the physical and institutional structure of the system with the decision-

making processes of the agents acting within it. 

τ John Sterman8 

¦ƴŦƻǊǘǳƴŀǘŜƭȅΣ Ƴŀƴȅ ƻǊƎŀƴƛȊŀǘƛƻƴǎ ǎŜŜ ǘƘŜƛǊ άǎȅǎǘŜƳ ǎǘǊǳŎǘǳǊŜέ ƛƴ ǘŜǊƳǎ ƻŦ ƻǊƎŀƴƛȊŀǘƛƻƴŀl 

groups, functions, or silosτnot necessarily from a more customer-oriented perspective. 

Understanding such conditional and nonlinear behaviors requires a specialized framework for 

analysis, one that goes well beyond the static view of data in isolation. 

                                                             
7 Michael Treacy & Fred Wiersema, The Discipline of Market Leaders: Choose Your Customers: 
Narrow Your Focus, Dominate Your Market, (1995, p. 30). 
8 John D. Sterman, Business Dynamics: Systems Thinking and Modeling for a Complex World, 
(2000, p. 107). 
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!ƴ {.¦ άƭŜƴǎέ ǇǊƻǾƛŘŜǎ the business focal point. The decision making challenge is to influence 

the system to perform as desired. How do you reconfigure or adjust an SBU to behave in ways 

that move it closer to achieving the business and customer objectives? What investments in 

people, equipment, and facilities are required? What is the optimal timing for the investments? 

Is production aligned to demand? Do you have the flexibility to respond rapidly to changes in 

customer demand? How are your costs and quality? How should you react if certain risks 

materialize? 

Systems thinking teaches that there are two types of complexity ς ǘƘŜ άŘŜǘŀƛƭ 

ŎƻƳǇƭŜȄƛǘȅέ ƻŦ Ƴŀƴȅ ǾŀǊƛŀōƭŜǎ ŀƴŘ ǘƘŜ άŘȅƴŀƳƛŎ ŎƻƳǇƭŜȄƛǘȅέ ǿƘŜƴ άŎŀǳǎŜ ŀƴŘ 

ŜŦŦŜŎǘέ ŀǊŜ ƴƻǘ ŎƭƻǎŜ ƛƴ time and space and obvious interventions do not produce 

expected outcomes. 

    τ Peter M. Senge9  

Systems thinking is ideal for holistically overcoming operational complexity, for successfully 

navigating both the details and dynamics of performance. While it is common to simply overlook 

the existence of such complexity, it is risky to ignore the operational reality. The following figure 

highlights these sources of complexity within an SBU. 

 

Figure 5: System Details and Dynamics 

The 3-D cube represents the details within a hypothetical SBU, including all of the direct and 

indirect activities performed by people and equipment to produce and deliver products and 

services. Notice that Figure 5 focuses on a specific SBU in its entirety.  

Figure 5  Ŏƻƴǘŀƛƴǎ ŜǾŜǊȅ ƻǇŜǊŀǘƛƻƴΣ ŀƭƭ ŜǉǳƛǇƳŜƴǘ ŀƴŘ άǎǘŀǘƛƻƴǎΣέ and all people attached to the 

SBU in any capacity. It encompasses all value streams associated with those products.  In 

                                                             
9 Peter M. Senge, The Fifth Discipline: The Art & Practice of The Learning Organization, (1990, p. 
364. 








































