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An inside look at how Target
ensures quality in a complex
supply chain
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SUPPLY CHAIN MANAGEMENT

ALL COMPANIES WANT to build a stronger brand by ensur-

ing customer satisfaction. Along the way, of course, the companies want to
make a profit.

A company’s ability to achieve these goals hinges on the effective flow of
goods and services into and through its organization, coordinated by supply
management teams responsible for developing a world-class supply base,
purchasing competitively priced goods and services, reducing costs, improv-
ing cycle times and accelerating time to market.!

These challenges are set against a backdrop of an extraordinarily com-
plex array of factors and forces quality departments must address. Indeed,
the issues and challenges many quality managers face today have evolved
to include the mission of strengthening their companies’ capabilities across
entire supply chains.?

The story of one major retail chain illustrates many of these challenges
while adding to the body of research that supports quality’s

essential role in value creation through the use of quality In 50 Words
tools, processes and procedures. Or Less
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¢ To ensure product quality
and on-time delivery to
stores, retail chain Target
has developed a compre-
- hensive system to man-
i . . age its supplier relation-
ships.

| m NI e The system includes strict
requirements for suppli-

I | "I I I I I ers and overseas factories
it uses to manufacture
store-brand products.

’ ¢ This system and its global
quality program promote
and protect Target's

brand.
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Retailers are faced with an abundance of quality is-
sues as they pursue their mandate of providing quality
goods and services to consumers, and they must en-
sure quality is inherent in the thousands of products
lining store shelves. Without quality, there will be long
lines at return counters, customer dissatisfaction, the
possibility of legal action and customer exodus to com-
petitors.

Another factor adding to the challenges for retailers
is the advent of the store brand. Retailers can no lon-
ger rely on national brands to ensure product quality
or delivery through the supply chain, so they look to
manufacture their own products or rebrand private-
label goods. Ultimately, inferior product quality and
systemic failures in the supply chain assure the demise

of any retailer.

Target's focus on quality

Target Corp. is one retailer that has placed great focus
on quality and formed quality groups to play critical
roles in supply chain activities and other areas of the
company. Launched in 1962 by the Dayton Co. as its
entry into mass-market discount merchandising, Tar-
get operates nearly 1,750 stores in 49 states with an-
nual sales of more than $65 billion in 2008. Last year,
Target placed 19th on Fortune’s list of “America’s Most
Admired Companies.”

Without question, Target’s ongoing efforts to “strive
to exceed our guests’ expectations” require an aston-
ishing amount of behind-the-scenes effort from its
quality teams.

Kelly Joyce is the group manager of quality assur-
ance for Target Compliance and Production Services
(TCPS).* Joyce reports to the TCPS director, who also
directs Target’s global compliance team on social
compliance.

Joyce has a team of quality assurance (QA) managers
and QA engineers that executes quality for all of Tar-
get’s hard (nonfabric-based) goods. This includes gen-
eral consumer goods, toys, furniture, decorative items,
school and office supplies, electronics, holiday and par-
ty goods, appliances, lighting, sporting goods, kitchen
and dining goods, pet products over-the-counter com-
modities, cosmetics, and health and beauty items.

Coming to Target with an operational and indus-
trial engineering background, Joyce has now been
with the company for six years. She had spent 20-
plus years in factory settings in industries such as
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electronics, automotive, consumer goods and medi-

cal devices. Her background includes product R&D,

process design, factory design and just-in-time manu-

facturing.

In this interview, Joyce discussed her group’s efforts
to ensure quality throughout the expansive and contin-
uously changing network of supply chain participants.
She also talked about the global quality program Target
uses to ensure best-in-industry performance. Overall,
seven recurring themes emerged from our discussions:
1. All employees live the brand promise.

2. Quality is embedded in the entire sourcing strategy.

3. Variability is driven out of the system. When prob-
lems are identified, aggressive corrective action
steps are taken.

4. Consequence management rules, and procedures
are built in and transparent.

5. People are the essential force behind the success of
quality.

6. Quality never takes a backseat, and it always takes
precedence over other priorities, no matter how
pressing they may seem.

7. Quality never rests on its laurels.

The following are excerpts from our series of con-
versations and correspondence as they relate to these

seven themes.

All employees live the
brand promise.

Joyce talked about the brand promise Target makes,
bringing it up early in our discussions, again when
discussing her team and yet again when talking about
Target’s global platform for quality. Target does have
the advantage of a concise, catchy, customer-focused
statement—“Expect More. Pay Less”—that is con-
stantly supported throughout the organization.

But just how central is quality in Target’s strategy?
Many companies talk quality. Meanwhile, others live
quality. This can be reflected in people, processes and
financials. Where does quality live at Target?

Joyce: Target lives quality through our brand prom-
ise, “Expect More. Pay Less.” I have always been im-
pressed knowing our brand promise isn’t just a buzz
word for advertising. It is very well accepted and un-
derstood by everyone at Target. In fact, our internal
surveys repeatedly result in high scores in the areas of

understanding Target’s mission and team member con-



SUPPLY CHAIN MANAGEMENT

Business is all about communication,
relationships and finding the right
product in the right place.

nection to the mission. It may sound trite, but at Target

we actually live our brand promise.

Quality is embedded in the

entire sourcing strategy.
In hard-good lines, Target works with more than 3,000
factories. This large network of suppliers and factories
requires constant hands-on efforts by Target Sourcing
Services (TSS) teams and its TCPS team.

Complexity abounds in this sourcing scenario: New
products are constantly being considered, seasonal
items add pressure for the team, and at any given time,
a factory is responsible for multiple SKUs. As Joyce
said, “Walk into a Target store, and look at the breadth
and depth of products carried. You can imagine what
we are dealing with.”

Joyce stressed Target’s committed drive for total
quality. She discussed the top-down commitment to
quality at Target, with reporting lines direct to top
management. Quality works hand-in-hand with several
other Target teams. Quality is ensured before products
ever reach the shelves.

Joyce: As part of TSS, TCPS strives to enforce our
compliance, safety and quality standards around the
world. The goal of TCPS is to achieve exceptional in-
store product quality for our own branded products.
To do this, we validate that our supplier partners op-
erate efficient, safe and ethical factory environments.
Teams at headquarters focus on setting policy, creating
procedures, administration and enforcement, while
overseas teams validate our QA processes at supplier
factories. Teams include QA, global compliance and
product safety recall.

Every department works toward delivery of best
quality and best value. Quality is especially embedded
in our sourcing goals: team, speed, quality and global
expertise. Quality’s critical execution lies in product
implementation by our sourcing, product design and
development (PDD) and QA teams. Formal quality

departments exist in the following teams: TCPS, food,
packaging and corporate assurance. So, while my
group works mostly on product execution, quality pro-
grams span all efforts at Target.

For instance, here at headquarters, cross-functional
teams work directly with product designers, mer-
chants and sourcing managers, developing processes
to ensure more efficient, effective systems from con-
cept to shelf.

Although a major focus of TCPS is proactive (prior
to shipment with suppliers), other times, problems are
identified at the store level. For instance, there is a re-
porting system that provides metrics on the number of
returns of certain products—whether there have been
common complaints about a particular product, pat-
terns related to any claims or personal injury, or con-
cerns related to safety overall.

While multiple groups at Target see and use these
reports, our team aggressively sifts through this in-
formation. After we have clarity when it comes to the
drivers of the issues, information is fed back to the sup-
plier and factory, or to other departments as needed.

Let me give you one instance we dealt with recently.
We had a growing number of returns of a particular
gazebo. Our investigation of the reports identified a
pattern for the returns that did not relate to product
quality. Instead, many shoppers had returned the gaze-
bo, saying it had been impossible to set up. Ultimately,
what we discovered from our guest reports was that
our instructions to build the gazebo had been the un-
derlying cause.

We worked with a usability lab to develop a much
more comprehensive set of instructions. Only then
did we engage suppliers with the solution. As this sug-
gests, our PDD team and our QA teams often work to-
gether to develop an essential component that ensures
product quality. At the end of the day, you might say we
are involved in executing the whole product—that is,
whatever our guests pick up from the shelves has been

touched by our teams.
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Variability is driven out of

the system.
The large number of SKUs Target carries—includ-
ing store and private-label brands, as well as national
brands—creates a huge complexity for quality assur-
ance. With hard-good lines coming from more than
3,000 factories around the world, along with ongoing
adjustments made to Target’s product mix (whether
being driven by design teams or competitive pres-
sures), there are many ways variability can enter the
system, with inferior or even harmful products finding
their way to store shelves.

Target’s systems thinking extends globally, reaching
every factory with rigorous requirements, all support-
ed by quality tools as standard operating procedure
(SOP).

Joyce: Our first non-negotiable requirement is that
every factory must meet our global social compliance
requirements. As per our contracts, Target is autho-
rized to conduct an unannounced social compliance
audit at any time. If a factory expects to continue
working with Target, it must pass these audits. We have
consequence management procedures stated clearly
to our suppliers, which make failing these audits an
avoid-at-all-costs proposition to our suppliers and their
selected factories. Ultimately, that’s the first purpose of
our business partner management program.

Of course, QA is essential to our program. When a
factory comes online, we evaluate the factory. These
evaluations are thorough, including an assessment of
the quality of products being produced, documenta-
tion, capabilities and capacities verification.

Our teams ask specific questions while using a rat-
ing system. The rating system reveals whether a sup-
plier will be allowed to use a particular factory, along
with identifying corrective actions needed. We have
good
pass—use this factory with caution,” to “fail-

” o«

factory ratings spanning from “pass-excellent,
to go,
ing—this factory cannot be used.”

”

The outcome of a single failed factory evaluation
doesn’t end a supplier relationship. The supplier must
seek another fully functioning quality factory for Tar-
get. Following any failed factory evaluation, it is up to
the supplier to decide whether it continues to work
with that factory with other retailers. It [the failed
evaluation] just means the factory is unacceptable for
Target. Over time, if a supplier repeats poor factory de-

cisions, it will impact Target’s willingness to accept the
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risk of a continuing relationship with the supplier.

The main processes we execute are factory evalu-
ations, product testing and product inspection. We
also have preproduction planning. Our product inspec-
tions are definitely based on statistical average quality
limit (AQL) tools. Again, we validate quality and have
some pretty strong AQL standards and escalation pro-
cesses we use during inspections. We use corrective
action tools if we have product failure, and we quickly
determine the origin of the problem and then how it
occurred. We identify the steps needed to prevent the
failure in the future.

Supporting our factory evaluations are online cor-
rective action tools. Basically, when a factory evalua-
tion is completed, our manufacturing technician han-
dling the evaluation enters the data into these online
tools, providing an evaluation summary. While the
report automatically generates a corrective action re-
port, our Target technician is responsible for making
specific recommendations in that report.

The supplier’s factory in question is given deadlines
to fix the issues identified in the report. Soon after that
deadline, we return to the factory and perform another
evaluation based on the previously identified failure
points. If the factory has not been able to fix the cor-
rective actions required, the factory can’t be used.

Overall, we have been working to standardize many
quality principles in our everyday processes. Stan-
dards for product, supplier, environmental and social
compliance are benchmarked into our policies and
procedures. We extensively use quality statistical tools
(for example, statistical process control and AQL) in
our product quality validation processes.

Target has embraced Six Sigma throughout our
business processes and has created 6Sigma@Target, in
which the tools of Six Sigma are used in formal project
management, problem solving and process improve-
ment. There is a formal Six Sigma department that facil-

itates the use of Six Sigma throughout the organization.

Consequence management
rules, and procedures are
built in and transparent.
Target works to put every supplier and factory on a lev-
el playing field with no surprises for anyone. Target is
also transparent regarding the consequences of failing
to meet requirements. Although Target fully supports



suppliers and factories and offers guidance for them
to perform corrective actions, there are certain non-
negotiables at the core of every relationship.

Joyce: Our suppliers are fully aware of our require-
ments, and we are extremely transparent in these re-
quirements. At the start of all negotiations, suppliers
must sign a “standards of supplier engagement” agree-
ment that clearly spells out our requirements. Our
global social compliance requirements are the founda-
tion, and we have no tolerance for failures here.

For most areas, however, SOP is our factory rating
system. Factories can receive a green, yellow or red
score. If a new factory scores in the red zone, the fac-
tory is rejected. For factories in existing relationships
with suppliers, a red zone score leads to developing an
exit plan.

In terms of particular actions, we use a three strikes
platform. Severing the relationship occurs only if there
are repeated failures despite promises from the fac-
tory to improve. Collectively, this is what we refer to
as consequence management. Again, Target has a level
playing field for all, with the highest of standards being
detailed in our negotiations and ensuing contracts.

At the same time, we know how difficult it is to
manufacture a product, and we will work with suppli-
ers to be successful. We will definitely make recom-
mendations on how suppliers can improve. Over time,
if we see there is no supplier improvement—because
of a lack of capabilities or a lack of willingness—we

just stop the process with those particular suppliers.

el People are the essential
M force behind the success
of quality.

The genesis of Target’s quality program is located at its

headquarters in Minneapolis, where leadership from
TSS, TCPS and their counterparts work. There, about
50 team members (employees) are focused on quality,
but other quality-focused team members are stationed
around the world. Having Target employees placed
globally means everyone pursues quality with the same
commitment.

Finding members for the TSS and TCPS teams is a
critical component of Target’s strategy. As Joyce noted,
TSS employs more than 2,000 team members world-
wide, 450 of whom execute QA, working directly with
suppliers at their factories. Target leaders feel strongly

SUPPLY CHAIN MANAGEMENT

that commitment to a global quality program is the
best way to ensure quality.

Joyce: Nearly all TSS and TCPS QA personnel are
Target team members. Target only uses third-party en-
tities in factory quality processes if we do not have a
global presence in that country and it isn’t feasible to
send one of our team members. Overall, this is a very
low percentage.

Our team members are located in sourcing offices
all over the world. Most of our people are local to their
regions, although there are a small number of expatri-
ates in the system. We've found it is much more effec-
tive having local people performing the quality-related
activities. Business is all about communication, re-
lationships and finding the right product in the right
place. Having local people do this is much, much more
effective.

Regardless of country, most of our team members
are either engineers or quality people, and we seek
candidates who have performed quality tasks in at
least one factory. Our QA managers are definitely en-
gineers who are highly educated—some with master’s
degrees in engineering, and some who have been edu-
cated in the United States.

Along with strong educational backgrounds, our goal
is to hire candidates who have factory experience in a
quality role. Target is fairly unique in the retail industry
in that we have this global network with our own people
performing QA tasks overseas instead of outsourcing it
and managing quality from the United States.

We have an extensive training program for our over-
seas teams that includes in-person and online train-
ing. We also employ trainers worldwide in all of our
major overseas offices, giving us locally-based trainers
whose sole job is staff training.

All team members have access to our procedures
and best-methods database, as well as a learning
management system. Wherever we roll out a new
process (for example, factory evaluations), there
is a sequence of training operations. In addition to
formal on-the-job training, we also train employees
about Target stores, understanding Target guests and
branding so our overseas staff can better understand
Target without the benefit of ever having shopped at
one of our stores. Finally, all training, procedures and
implementation is validated through a formal office
assessment program that includes self-assessments

and formal audits.
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The bottom line is that everyone in our organiza-
tion receives extensive training and support. Our
global team has the same access to all best-method
processes being developed. We have a huge database
of best methods and procedures that everyone ac-
cesses globally.

This arrangement keeps our entire global team
aligned with best practices. Any time we develop new
supplier or factory processes, we immediately develop
training programs. These programs typically include
online presentations for trainers to use with teams
around the world. We also have headquarters involve-
ment: Either I or other headquarters team members
regularly travel to our global offices to train others.

Our online database has a learning management
system that is also accessible to our overseas team
members. We have a corporate assurance team respon-
sible for auditing the overseas offices and assisting the
local offices in making adjustments based on identified
opportunities for improvement. Finally, our training
efforts go beyond Target personnel by engaging sup-
pliers in training activities. The purpose is to ensure
that all parties develop a shared awareness of our drive
for total quality and their critical role in making this
happen.

Quality never takes a
backseat.

Throughout the conversation, Joyce repeatedly dis-

I
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cussed total quality as a mandate, despite the many
pressures placed on retailers. For instance, pressures
can easily escalate as holidays approach, marketing
campaigns converge and the urgency to have certain
product on the store shelves heightens.

These pressures are real and can have a large im-
pact on the success or failure of businesses if product
misses shelf targets—even by a day or two. In these
situations, great pressure is often placed on quality
teams to let things slide. But best-in-industry perform-
ers never lose sight of their priorities, no matter how
tempting the short-term opportunity may seem.

Joyce: Our QA team is constantly under perfor-
mance pressures. It isn’t just holidays. We are always
under pressure. That’'s why you hire a team of engi-
neering and manufacturing professionals. Every day,
we're making risk-based decisions. There is truly no
pressure when it comes to safety and regulatory fail-
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ures. That’s an easy matter, and Target is extremely
supportive of those decisions. If we have those types
of failures, product will not leave the factory, regard-
less of what was supposed to be on the shelf.

When we're outside of that failure type, we need to
make go/no-go decisions in terms of releasing product
to stores. For instance, a factory recently produced an
order of spring seasonal wrapping paper. But the blue
was a different tint than required. We decided the blue
would still be acceptable for our guests.

At the same time, we told the supplier that only
the initial shipment would be accepted, and the fac-
tory would need to remake all product in the queue.
Although color or tint may seem trivial, we work with
design themes across product categories, and consis-
tency is essential.

I've found that if any of our colleagues from other
groups have ever lived through a product recall or a
product withdrawal, it really helps because they be-
come advocates for our work and decisions. Overall,
the good news is that we work daily with our mer-
chants and product design groups. They clearly un-
derstand what our requirements are, so there isn’t this
undue pressure by any Target personnel pushing us to
pass products through the system that do not warrant
acceptance.

Quality never rests on its

laurels.
Typically, efforts to create and maintain a rock-solid
quality program are accompanied by high work inten-
sity caused by unforeseen challenges or roadblocks.
These challenges range from a changing sea of suppli-
ers, factories and product lineups to pending laws and
rulings to internal pressures from outside-of-quality
teams.

Despite this reality, as quality programs mature, it
seems possible that quality leaders might be able to
envision a time when everything that quality touches
is good-to-go, and there will be a time to sit back, put
up their feet and take things a bit easy. I threw this idea
out to Joyce.

Joyce: Never. There is always, always work to be
done. Although we are very satisfied with the progress
we’'ve made during the past several years, we are always
moving forward. There is so much more improvement

that we can make, and that’s what makes it exciting.
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Retailers must do more than merely
cope. They need to assert control so they
maintain their brand promise.

When people ask me during interviews exactly what
it is that I like most about working for Target, my per-
sonal answer always addresses the connection to the
brand mission we live at Target.

Also, it is never boring. I find it exciting to come to
work anticipating exciting challenges ahead and know-
ing my director and the resources at Target support
our efforts at TCPS. I admit there are days when I wish
it was boring. But it’s never boring. There is always
something new we are trying to improve—something
we are trying to push forward.

Even now, were working on strategies that will
make a difference and affect change years and years
from now. I think any true quality professional would
never suggest you can just rest on your laurels. Believe
me, continuous improvement processes are alive and

well at Target.

Completing the circle

Joyce made it clear that Target systematically evalu-
ates all stages of supplier relations, beginning with
supplier selection. Further, Target team members
work with multiattribute templates that include expan-
sive criteria for supplier and factory evaluations and
provide global team members consistent and system-
atic evaluation processes.

Target also has SOP related to steps required by
suppliers, accompanied by the full support of Target
team members, if substandard evaluations result. Ad-
vocating processes and steps to engage suppliers and
factories is not new.> ¢ But you don’t necessarily hear
about retailers developing and advancing these quality-
driven strategies.

At Target, systematic selection processes are transi-
tioned into the ongoing application of total quality man-
agement principles and processes, completing the circle
for Target and ensuring best-in-class performance.

Target faces an ongoing challenge when it comes to
supply base rationalization. Although some may argue
a small supply base is needed to build relationships,

major retailers such as Target must work with many

suppliers and thousands of factories across hard-goods

and soft-goods lines. That challenge is compounded
by the new super-store formats that incorporate food
lines, pharmaceuticals and other innovative products.

Despite these complexities, retailers must do more
than merely cope. They need to assert control so they
maintain their brand promise. Target is exemplary in
that it has a proactive engagement strategy spanning
the world, ensuring its total quality mandate across all
supply chain relationships.

Given its success, an aggressive commitment to its
mission and a powerful quality program, Target’s fu-
ture seems to be on good footing. The retailer’s place
on Fortune’s list of “America’s Most Admired Compa-
nies” may become a familiar sight in the coming years.

For competitors, reviewing the seven themes Joyce
addressed may reveal gaps in their own quality ef-
forts—gaps that must be closed if they wish to keep
pace.

REFERENCES AND NOTES

1. Paul D. Cousins and Robert Spekman, “Strategic Supply and the Manage-
ment of Inter- and Intra-Organizational Relationships,” Journal of Purchas-
ing and Supply Management, Vol. 12, No. 6, 2003.

2. David K. Watkins, “Quality Role in Management's Global Sourcing,” Quality
Progress, April 2005, pp. 24-31.

3. Details on the company history and financials were found at www.target.
com.

4. Conversations between Kelly Joyce and the author began in October 2008,
and the author visited Target headquarters in November 2008. Follow-up
phone calls and e-mail exchanges with Joyce took place through March
2009.

5. S.B. Bargla, “A Case Study of Supplier Selection for Lean Supply by Using
a Mathematical Model,” Logistics Information Management, Vol. 16, No. 6,
2003, pp. 451-459.

6. L. De Boer, E. Labro and P. Morlacchi, “A Review of Methods Supporting

Supplier Selection,” European Journal of Purchasing and Supply Manage-
ment, Vol. 7, 2001, pp. 75-89.

WILLIAM H. MURPHY is an associate professor in the
department of management and marketing at the
University of Saskatchewan in Saskatoon. He holds a
doctorate in marketing and business administration
from the University of Wisconsin-Madison.

June 2010 « QP

29



