
PART 2 – AN OPERATIONS STRATEGY

For convenience, we have divided the book into three parts (illustrated in Map 2).  The first part describes the general context of strategic management; the second part discusses the aims, contents, design and implementation of an operations strategy; and the third part looks at specific areas for strategic decisions.  
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There are five chapters in the second part: 
· Chapter 4 reviews the function of operations management
· Chapter 5 considers the idea of an operations strategy
· Chapter 6 shows how this can be designed

· Chapter 7 describes some useful tools to help with the design

· Chapter 8 discusses the implementation of the results

CHAPTER 4 – ROLE OF OPERATIONS MANAGEMENT 

AIMS OF THE CHAPTER
This chapter gives a review of operations management.  It describes operations as the collection of activities that are directly concerned with making an organisation’s products.  Here we take the view that a product is the complete package of goods and services that is passed to customers, which is sometimes called the ‘offer’ or some equivalent term.  It is certainly not just goods that are delivered to customers, but includes everything that an organisation passes to its customers, including the goods, services, intangibles and everything else.  Then operations management is the function responsible for operations – and, therefore, supplying this product package to customers.  The operations that combine to make a particular product form its process.
The aim of the chapter is to give a broad review of operations management, as the function within which the operations strategy works.  More specific aims are to:
· Understand the role and importance of operations 
Operations consist of all the activities that make an organisation’s products.  This is clearly an important area, as we tend to think of an organisation in terms of the products it makes.  An organisation achieves its purpose by supplying products to customers – so operations are the core activities that enable an organisation to achieve its purpose.  Without operations there would be no point to the organisation.  No matter how good the marketing, finance or other functions, unless an organisation has operations to make its products there is no reason for it to exist.  
The way that operations are done also affects performance; efficient operations can help an organisation succeed, while inefficient ones will certainly ensure its failure. 
· Describe the relationship between operations, products and processes
A product consists of everything that an organisation passes to its customers.  It is the package of benefits that includes some combination of goods and services.  Operations are all the activities that are primarily concerned with making the product.  Taken together, the operations form the process for a particular product. 
· Outline the role of operations managers 

Operations managers are responsible for all the activities that make an organisation’s products.  Their role is essentially the same as all other managers – defining purpose, setting aims, planning, organising and designing infrastructure, budgeting, allocating resources, staffing, coaching, motivating, monitoring performance, controlling, informing and negotiating.  They do these activities specifically for operations.  For this they need particular skills to ensure that the organisation continues to satisfy both its customers and internal operations.  We can summarise their aims as helping achieve the overall aims of the organisation, by making products that customers want, using resources efficiently, and developing distinctive capabilities that give a sustainable competitive advantages 
· Discuss the areas in which operations managers make decisions

They are responsible for all the activities directly concerned with making a product – so they are concerned with all related areas.  This frequently includes setting objectives, defining the organisational structure, designing associated management systems, setting the type of products to make, assessing demand, managing quality, controlling costs and setting prices, deciding the appropriate levels of technology, designing the type of process, setting the capacity, choosing locations for operations, designing layouts, measuring performance, choosing the materials, designing the supply chain, controlling stocks, employing people, etc. 
· understand the process as a series of value adding operations

A straightforward view of the process has a series of operations, each of which adds value – in other words the value of the outputs from an operation is higher than the value of the inputs.  There are many ways of adding value, such as adding features to the product, moving it nearer to customers, storing it until its value increases, presenting it in a better way, adding packaging, arranging finance, giving information to the customer, and so on.  As customers ultimately pay for all the operations, their views of added value are most important.  If they do not view an operation as adding value, it is simply a waste of resources.  But operations must also take into account the requirements of the organisation.  It is easy to imagine conditions where customers would like certain operations, but they would not be considered beneficial for operations – for example, operations that would add manual operations to an automated process. 
· consider the relationship between operations management and other core functions 

A traditional view says that every organisation has three core functions.  Very broadly, marketing assesses customer demand, operations make the products, and finance is responsible for money.  These three functions are needed in every organisation, but there are no clear boundaries between them.  We could argue that other functions are also needed – perhaps human resources or IT.  But this emphasises the point that distinctions are largely for convenience.  All parts of an organisation – including the activities that we cluster together to give convenient functions – should work together to achieve overall purpose and aims. 
· discuss some trends in operations 

Some trends are clear for everyone to see – such as increasing international trade, growth of e-business, improved communications, etc.  Some are less obvious, such as lean and agile operations, integration of activities along the supply chain, use of outsourcing, etc.  There is an ever-changing list of trends.  For example, in the 1990s TQM was exhaustively discussed, but now it is largely assumed as a basic requirement; at the same time re-engineering was widely considered, but problems mean that it is now used with much more caution.  The list given in the chapter gives some ideas for trends (global operations, mass customisation, lean, agile, integration, e-business, JIT, TQM, quick response, outsourcing, strategic view, time-based competition) but there is room for many other views. 
DISCUSSION QUESTIONS
1. What is a product?

Surprisingly, there is not a clear answer to this.  To put it simply, a product consists of everything that an organisation passes to its customers.  It is the total benefits received by customers.  But this includes intangible benefits, such as the sense of well-being that customers get from buying certain products, or the status and kudos of certain products. 

2. Operations are the activities that make an organisation’s products.  But the only thing that organisations really do is make products – so what is the point of the other functions?
Operations make the products, so this is certainly at the core of an organisation – but they have to be supported by other functions.  So, largely for convenience, organisations divide themselves along functional lines.  This seems the best way of making sure that products achieve both internal and external requirements.  For example, they have to achieve certain financial performance, and the best way of organising this might be through a Finance Department.  Some organisations put so much emphasis on the process that they avoid internal divisions and say that all activities are really part of the operations, and anything that does not contribute to the process is a waste of resources.
3. Do the operations in different organisations really have so much in common that we can talk about a single, unified subject of operations management? 
Yes.  At the centre of managers’ work is a core of common problems that they all face – where to locate, what products to makes, what capacity to install, what type of process to use, and so on.  Around this core are the distinct problems faced by each manager that are specific to their industries, products or organisations.  Operations management largely deals with the core problems, but its methods and approaches can be extended to deal with more specific problems. 
4. What are the main operations decisions at Real Madrid Football Club?  How are these different from the decisions at the Channel Tunnel, the Red Cross, the White Hart Pub in Bedale Avery and Gillette?
Real Madrid is an organisation that is largely similar to every other organisation, so its managers have to consider similar types of problems – where to locate (Madrid), what products to make (football matches, with associated goods and services), what capacity to install (how large a pool of players, stadium, support staff, and so on), and all the other operations decisions.  Many of these are similar to the decisions met in every other organisation.  In addition, there are some specific problems for a football team, which is dependent on a few expensive resources, has performance that varies at short notice, has great involvement of the customers, has a lot of publicity, and so on. 
5. What do operations managers do? 
They make sure that their organisation continues to make products that help it achieve its overall purpose; they make all the decisions that are directly related to the product.  In common with other managers, their jobs includes, defining purpose, setting aims, planning, organising and designing infrastructure, budgeting, allocating resources, staffing, coaching,  motivating, monitoring performance, controlling,  informing and negotiating.  They do these activities for operations, so they concentrate on areas such as setting the type of products to make, assessing demand, managing quality, controlling costs and setting prices, deciding the appropriate levels of technology, designing the type of process, setting the capacity, choosing locations for operations, designing layouts, measuring performance, procuring materials, designing the supply chain, controlling stocks, etc.
6. What do we mean by ‘adding value’?
A bald statement says that value is added when the value of outputs from an operation is greater then the value of inputs.  Then a process consists of a series of operations, each of which adds value.  However, we have to be a bit careful with this definition.  As customers ultimately pay for all operations, their views about ‘value’ are most important.  If an operation raises the price of the product by more than customers are willing to pay, then it is simply a waste of resources.  But the operation also has to take into account the internal requirements of operations.  For example, an operation might use scarce resources that the organisation could use more effectively in other ways.  Then we can imagine situations when customers would think an operation desirable, while the organisation would think it undesirable.  It is fairer to say that adding value means that an operation must cost less than the benefit it produces, as viewed by both customers and the organisation.  
7. A series of mergers and take-overs has concentrated car assembly in fewer companies (for example, Jaguar-Ford, Daimler-Chrysler, Volvo-Ford and Renault-Nissan).  What operational factors do you think encourage these mergers?

These mergers are driven by several forces.  Underlying all of them are the economies of scale in car manufacturing.  Automated assembly lines can produce large numbers of cars very efficiently, but they need huge investments.  This alone will tend to concentrate car production in a few, larger suppliers.  At the same time, there is excess capacity in the industry, so competition is relatively strong.  This is likely to force less successful companies out of the market, and makes it attractive for other companies to remove competitors by purchasing them.  Alongside the economic trends are social factors, such as the inherent preference of customers for cars built in their own countries, global competition, movement of car manufacturing plants to developing economies, grants to develop manufacturing industries in certain regions, automated processes that do not need such highly developed skills, and so on. 

8. How have operations changed over the past 20 years?  What changes are likely over the next 20 years?

Many operations have changed significantly, often in response to the trends suggested earlier.  Some of these trends will continue and shape operations into the far future.  Other trends are passing fashions that will die away.  Views about future directions vary considerably.
IDEAS IN PRACTICE
Langdon Bay Winery
Aim:  to outline the main operations in a simple process.  
Unusually, all of the operations for Langdon Bay Winery are done within a single organisation, from collecting the raw materials through the whole supply chain to delivery to final customers.  Apart from this, it is interesting to see if the operations have any other unusual features.  In practice, it does not seem that the winery has any unique problems that are not a part of other operations. 
Centaur Communications
Aim: to illustrate one way that an organisation can compare its operations with those of a competitor

This case shows that although there are similarities between organisations, there are also basic differences that will influence decisions.  For example, all managers have to make decisions about the capacity they need, but the features of their organisation determines the conclusions they reach.  Bar charts show a way of comparing features in two organisations, and highlighting differences.  They can suggest options that might be attractive, weaknesses in a competitor, opportunities than can be exploited, or internal operations that have to be improved. 

Nissan Motor Manufacturing (UK) Limited
Aim: to outline the type of operations in a major manufacturer

The first two cases in the chapter have mentioned operations in relative small organisations.  This case mentions a classic manufacturing decision, on a very large scale.  The Nissan plant in Sunderland started production in 1985 and has remained one of the world’s most efficient assembly plants.  The original plant and continued updating has involved investments of billions pounds.  

The operations are enormously complicated.  Every few seconds the thousand of parts needed to produce a car are moved to the final assembly line, put together exactly as planned, and the completed car is moved on in the supply chain.  But despite this scale and complexity, operations managers still have to tackle problems in the core areas of operations.  Choosing the site in Sunderland is often quoted as a classic location problem; the products are chosen to fit into Nissan’s global manufacturing and supply strategy; the capacity of the plant is adjusted to match world demand for its cars; the process is carefully designing and continually improved; the supply chain was designed to get efficient movement of materials, and so on.  The series of decisions taken by operations managers clearly affects the success of this plant. 
Schenfeld Industries
Aim:  to reinforce the view that operations management is important for the success of an organisation, and that all functions should work together.  
The name of this company has been changed, but it is easy to identify the pattern of decisions.  The company was successful for over 80 years, but inertia and reluctance to change meant that it failed to adapt to changing conditions in the environment.  When international competition arrived, managers did not know how to react and took the traditional route of overcoming short-term problems by increasing the marketing effort.  When this failed, they looked did some restructuring – changing financial arrangements, moving operations to new locations, etc.  But managers still had not got to grips with the underlying problem, which needed a fundamental updating of operations.  When new managers recognised this, they made basic changes to operations, and got the three functions working together to bring renewed success to the company.

 Sleep Inn
Aim: to show how operations gave a hotel chain a competitive advantage

The hotel industry in America is highly competitive.  This case shows one company used efficient operations to gain a competitive advantage and become the largest franchised hotel chain in the world.  It took a standard product – hotel rooms – and kept improving the operations to define new levels of cost and service.  In particular, it focussed on the features that customers really want and are willing to pay for, and those features that customers consider unnecessary and too expensive.  By concentrating on the operations that customers value, the company has become very successful and achieved its own aims of high financial returns. 
This is exactly the approach adopted by low-cost airlines.  They recognised that passengers do not really appreciate parts of the product provided by traditional full-service airlines, and given the choice they prefer lower cost options that do not include these parts. 
CASE STUDY – AMAZON.COM

This is another classic story of how improving operations allowed a new company to gain a dominant position in a market.  Here the company redefined the way that many people bought books – and soon a whole host of other goods. 
· What are the main operations at Amazon.com?  

A broad view would describe these as selling goods on-line.  If we concentrate on these core activities around selling books, the operations are the same as any other book seller, whether they use the Website or have a conventional shop.  These assess customer demand, order books from publishers, arrange delivery and store them until needed, use their Website to exchange information with customers, collect orders from customers, sort-out payment details, and arrange delivery of purchases.  Of course, behind this simple list is a complex set of activities – as you would expect of a company with sales rapidly approaching $10 billion a year.
At the heart of Amazon’s operations are two key components – information processing and logistics.  These meet in the Website that provides the interface between the company and its customers.  This Website collects, analyses and presents information to both parties, and it is constantly being updated and improved.  Alongside this information exchange, is the physical movement of books, meaning that the supply chain must be efficient enough for customers to accept the inevitable delay in delivery. 
· How has Amazon.com developed these operations into distinctive capabilities and what are its competitive advantages?

Everyone using Amazon.com has their own experiences, but there are four areas where it is generally viewed as having distinctive capabilities.  The first area is in its huge stocks of books.  The number varies, but whereas a bookshop can hold a few thousand books, Amazon.com has stocks of virtually every book available – or it can get a copy very quickly.  The second area is in its low costs, as its size and efficient operations mean that it can give discounts below the price of competitors.  The third area is its information processing, based on its Website, which collects, analyses and presents all kinds of information and makes it easy for customers to buy.  The fourth area is its efficient operations which move books quickly out to customers – and with a rapid delivery to most areas of the world, it is often faster and cheaper to get Amazon.com to deliver a book than to go and collect it. 
· How can other booksellers compete against Amazon.com?

The operations at Amazon.com are fairly straightforward and in principle there is nothing to stop competitors learning from experience and moving into the same market.  In practice, Amazon.com now have a dominant presence, and it would be difficult – and very expensive – for a competitor to move in with similar operations.  The operations at Amazon.com have grown so efficient that there seems little scope for radical improvement.  Other booksellers are unlikely to be able to compete on cost leadership, so they look for other methods.  Some use product differentiation, giving a different experience to Amazon.com – perhaps with a different style of Website and service.  Others develop niche markets and focus on specific types of books. 
· Amazon.com was the first company to use a new type of process to sell books.  Is it always an advantage to be the first in the market?

If a new entrant to a market does everything properly, then it clearly has an advantage of being first into a new market.  New entrants have the advantage of gaining a dominant market position, setting standards for the market, butting up barriers to later entrants, and so on.  On the other hand, moving into new markets can be difficult as there are no examples to learn from, and it is easy to make mistakes.  This means that it can be better to follow early entrants, learn from their experiences, and use better operations to overtake them.  The better approach depends on conditions, competitors – and is open to debate.  Although Amazon.com is widely reported as being the first Internet book seller, it is fairer to say that it is the first one to make a success of it. 
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