CHAPTER 6 – DESIGNING AN OPERATIONS STRATEGY

AIMS OF THE CHAPTER
The last chapter described the features of an operations strategy and its contents.  These do not just appear but are the result of management decisions – in other words, managers have to design the operations strategy.  This chapter discusses the way they set abut this design.  In particular, it develops a general approach to design and outlines the choices that managers have to make.  These choices often include the particular aspect of operations that managers focus on to gain a competitive advantage.  
The aim of the chapter is to outline the way that managers set about the design of an operations strategy.  More specific aims are to:
· Discuss approaches to the design of an operations strategy
There is no single ‘right’ way to design a strategy.  The chapter discusses some general principles for design, but these have to be adjusted to allow for prevailing circumstances.  Not surprisingly, the general principles of designing an operations strategy are the same as designing any other strategy.
· Describe of a general approach consisting of eight related steps
The general approach described in the chapter is based on the steps:

1. Assess the current strategy 

2. Define the purpose of operations, including goals and objectives 
3. Analyse the operations environment 
4. Analyse the internal operations 

5. List alternative new operations strategies

6. Evaluate these alternatives and choose the best

7. Add details to the chosen strategy

8. Implement the strategy 

· Consider the differences and balance between top-down design and bottom-up emergence of strategy
Top-down design is the traditional management approach, which starts with senior managers defining a mission.  Then they progressively expand this to give the corporate, business and functional strategies.  These, in turn, are passed down the organisation in steps, with each level of managers adding details that define their own operations and set the context for lower decisions.  A bottom-up approach assumes that senior managers do not design a strategy in a single step, but it emerges over time from the actions of managers lower down the organisation.  These lower managers continually respond to actual conditions, making practical decisions to cope with new problems as they arise, and the sum of their decisions eventually emerges as a strategy.    
· Appreciate the role of an operations mission
An operations mission serves the same purpose for operations as the broader mission serves for the whole organisation.  It gives a broad statement of the purpose and aims of operations, giving overall intent and long-term direction. It gives the context for all other decisions about operations.  
· See how to expand an operations mission into a series of goals and objectives 
This gives a mechanism for translating the strategy into actual operations – effectively moving down towards implementation.  Each level of managers takes the aims of the higher level and designs methods for achieving these aims.  These methods, in turn, lead to a more detailed set of goals and objectives, which are then passed down to lower levels. These goals clearly depend on the type of operations, but they commonly relate to the competitive features of price, quality, speed, flexibility and a range of other factors.  We can give guidelines for goals and objectives – such as being SMART – but this is largely a matter of management decision.
· View alternative strategies as consisting of different choices about strategic aspects of operations 
Operations generally have a set of different strategic aims, all of which they have to achieve at the same time.  Ideally, these aims would all reinforce one another, so that moving towards one goal automatically moves closer to the others.  Realistically, though, there is likely to be some conflict between competing goals, and managers have to identify the best compromises.  In practice, this means that they have to consider their options in a series of strategic areas – capacity, process, location, quality, etc.  To a large extent, different strategies consist of the different options in these strategic areas.

· consider the evaluation of different strategies
In principle, managers can evaluate alternative strategies purely on their contribution to the operations mission – but this has practical difficulties.  Most obviously, each strategy is likely to give different levels of performance in each of the different areas of concern.  One might give higher quality, another higher capacity and so on.  Managers can use some analyses to help compare results, but they generally have to base their decisions on experience, judgement, discussion, agreement and intuition.  There is no formal way of identifying the best strategy, and when faced with identical problems managers inevitably have different views about the best solution. 

· Appreciate the idea of focussed operations strategies and describe some types of focus
An operations strategy has a particular focus if it concentrates on one aspect of operations.  It accepts that operations cannot do all activities equally well, so some focus is inevitable.  But a strategic focus is more positive than this, and is a definite decision to develop some aspects of operations into distinctive capabilities that give the primary means of competing.  An organisation can focus on any area of operations, but common ones include cost, product differentiation, niche or specialised products, materials management, timing, productivity improvement, human resource management, or a range of other factors.
DISCUSSION QUESTIONS

1. How would you set about designing an operations strategy?

There is no right way to design a strategy.  This chapter describes some principles, but there can be a lot of variation in these.  Some issues concern the amount that an existing strategy has to be adjusted, the amount of analysis that is possible, the balance between strategy design and emergence, who decides the final contents of the strategy, and so on. 
2. Several of the problems with top-down strategy design refer to weaknesses in senior managers – with them typically having inadequate knowledge, understanding, skills, credibility, etc.  Why do organisations generously reward such people when they do not seem capable of doing their job?

This is a difficult question to answer.  Like everyone else, top managers can do a good job – and they can also do a bad job.  It often seems that the rewards given to senior managers have little connection to the quality of job they do.  Companies that face bankruptcy continue to pay their executives performance bonuses, and directors who are incapable of doing their jobs are given extravagant deals to take early retirement.  It is argued that good managers deserve the ‘going rate’ but there is little to suggest that paying a lot inevitably gets the best managers – or even competent ones.    

3. No single group of managers can ever have enough knowledge of both the broad scope of the organisation and the details of operations.  So an operations strategy must inevitably emerge from the day-to-day experiences of lower managers.  Do you agree with this?

To some extent this is inevitable.  An operations strategy must be implemented – which means that it leads to operations that can actually be performed at lower levels in the organisation.  But the people with most knowledge of what can actually be done, are themselves working at these lower levels.  It follows that they should give some input to designing a strategy that can make the best use of their potential.  Strategy designers take this input and combine it with higher aspirations of the organisation to get a workable operations strategy.  The question is not really whether the experience of lower managers should be included, but how much emphasis it should be given.  
4. What is the point of designing an operations mission?  Is this simply a more detailed view of the organisation’s mission?
An operations mission serves the same purpose for operations as the broader mission serves for the whole organisation.  It gives a broad statement of the purpose and aims of operations, giving overall intent and long-term direction.  In one sense it is derived from the organisation’s mission – so it might be considered a more detailed view.  But it focuses on the operations rather than the broader organisation. 
5. What aspects of operations are likely to have a strategic impact?  Are these the same for all types of organisation? 

The operations in every organisation are somehow unique, so the importance of different types of activity also varies.  In different circumstances, almost any aspect of operations can have a strategic impact.  This means that strategic managers must do two things.  Firstly, they have to decide which areas are important enough to have a strategic impact; secondly they have to define aims and policies related to these areas.  
6. The factors affecting an operations strategy are so complex that it is impossible to understand them all.  Does this mean that strategy design is little more than haphazard guesswork?

The formal answer is clearly ‘No’.  Strategy design can follow defined procedures that should lead to a good strategy.  However, the real answer is more complicated.  Managers rarely have a detailed view of current conditions, and they often have only a minimal understanding of it.  They do not know the full effects of their decisions, and have only a hazy idea of where they want the organisation to move and how to get there.  They certainly cannot have a clear understanding of conditions in the long-term future.  So strategy design is inevitably based on a broad range of assumptions, conjecture, forecasts – and guesses.  However, managers are basing their decisions on the best information available, so they are not working in ignorance and they are using more than guesswork.  They are not working in ignorance of conditions and their decisions should certainly not be haphazard. 
7. How can managers compare alternative strategies? 

In principle, managers can evaluate the alternatives purely on their contribution to the operations mission, but this has practical difficulties.  Most obviously, each strategy is likely to give different levels of performance in the different areas of concern – so that one achieves high quality but poor productivity, another gives high productivity but low capacity, a third has high capacity but high costs, and so on.  Some analyses might help with comparisons of diverse results, but these can give guidelines.  There is no formal way of identifying the best strategy.  Managers must make their choice based on experience, judgement, discussion, agreement and intuition.  When faced with identical problems they generally have different views about the best solution. 

8. What are the likely areas of focus for an operations strategy?  How do these affect operations?

An operations strategy has a particular focus if it concentrates on one aspect of operations.  An organisation can focus on any area of operations, but common ones include cost, product differentiation, niche or specialised products, materials management, timing, productivity improvement, human resource management, or a range of other factors.  As a strategic focus shows which areas the operations will concentrate on – effectively defining the type of operations.  Figure 6.2 in the chapter gives some illustrations of this effect.  
9. An organisations should not focus on one aspect of its operations, like customer service or quality, but it should try to do everything as well as it can.  What are the problems with this approach?
It is true that operations should do everything as well as they can – but it is unrealistic to expect them to be outstanding in every facet of their activities.  They inevitably have better capabilities in some areas than others, and these are the ones that develop into distinctive capabilities.  In practice, conflicts mean that good performance in some areas inevitably mean worse performance in others, so it is impossible to give outstanding performance everywhere.  A focus accepts the inevitable and makes a positive decision about the best area for an operations focus. 
IDEAS IN PRACTICE
Avis 

Aim: to show how the context for an operations strategy is set in one company  
For many years the operations at Avis were governed by its Chairman Robert Townsend, who described his principles in ‘Up the organisation’ which was a best selling book in the 1960s.  The basic theme of this book was that managers had to overcome the obvious nonsense in the way that organisations are run.  Unfortunately he does not mention either strategy or operations, but does conclude that, ‘I must take it on faith that there are good ‘top’ managements; I’ve just never seen one’. 
This case shows how the requirements of an operations strategy are set in one company.  This starts with a clear mission statement, which is expanded into corporate and business strategies.  Then the job of the operations strategy is to make sure that these higher strategies are achieved.  In this case there is a fairly direct link, as the mission is phrased in largely operations terms, outlining features of the product that Avis will provide.  This link can be far less clear, especially when the mission is phrased in a vague, ethereal way.

Sanyo Electric Co. Ltd.
Aim:  to outlines the way that both top-down and bottom-up approaches to strategy design help develop the strategy in one of the world’s major consumer electronics companies

The case shows how the starting point for the operations strategy in Sanyo had a vice-president giving a directive to reduce stocks.  This gave a traditional top-down approach, with manufacturing developing it into a strategic aim.  Within manufacturing suggestions were made at all levels to achieve this aim, and ideas were developed for new operations.  Within five years repeated adjustments to operations – continuous improvement – emerged as distinctive capabilities.  These were important enough to have a strategic pact on the company, and were eventually incorporated into the corporate strategy.
Project Management Group

Aim: to emphasise that an operations strategy should be realistic and achievable 

Managers often get so involved with their long term aspirations and hopes that they loose a sense of reality.  This case describes the operations strategy designed by one group, where the name has been changed for obvious reasons.  The group leader, along with all other sections of the faculty, was asked to design an operations strategy that would contribute to the faculty’s own business strategy, and the university’s corporate strategy.  He wrote this based on his own aspirations, which appeared to be based on fantasy rather than realism – so the whole exercise had little practical point.  
T. Jones Industrial
Aim: to illustrate the use of a matrix to show the links between strategic decisions and product features 
An obvious problem with designing an operations strategy is the step of translating requirements into the operations that achieve them.  This case mentions this problem in one company, and the way that they use a matrix to show the links between requirements and areas for strategic decisions. This matrix helps the company to see how its strategic decisions are related to its aims, and it helps to concentrate on the effects of various decisions.

Game theory
Aim: to introduce the concept of game theory as a way of examining situations with competition 

Game theory gives standard analyses for problems with competition (despite its name it has little to do with games).  The problem described is a zero-sum game with two players.  There is a stable solution here, identified by the saddle-point.  In reality, the solution is likely to be more complicated and can be solved using linear programming.  Game theory gives ways of analysing a range of related problems with this basic form.

Shang Hu Games
Aim: to illustrate the way that decision trees can help analyse decisions

Decision analysis can often give results that help managers make decisions.  This case illustrates two types of analysis used by a company.  Firstly, it uses expected values.  As we saw in chapter 2, this gives an idea of the likely value from a decision, and is defined as the probability of an event multiplied by the probability that the event occurs.  Secondly, it shows how a series of related decisions can be drawn on a decision tree.  Analysing the tree identifies the best sequence of decisions and the overall expected value. 
 Rybinsk Country Club
Aim: to show how a formal operations strategy can support the broader business strategy.  
The business strategy of this exclusive country club clearly focuses on a high quality service, and this is passed down to become a strategic focus for the operations strategy.  When the club was called on to make decisions in different operations areas (capacity, private status, land development and entertainment) it examined the effects of proposal in relation to this focus.  For example, increasing capacity would increase the number of customers, increase utilisation and generate more income – but it would inevitably reduce the quality of service offered.  As the focus is on quality, this is the overriding consideration and the capacity was not increased.  The operations mission and aims all fit in with this focus on quality. 
CASE STUDY – BETA OPSTRATMAN LIMITED

A common problem with strategy design is that organisations do not have the necessary internal expertise.  Then they can use one of the many firms of management consultants that specialise in the area.  Beta OpStratMan Limited is a firm of management consultants that has developed expertise in strategy design, working in the commercial centres of Canada. 
· What is the basis of Beta OpStratMan’s own operations strategy?  How does this compare with other management consultants?
BetaOpStratMan’s operations strategy includes an operations mission of, ‘working with clients in the best possible ways to help them achieve their goals’.  This sets the context for the rest of the operations strategy – and all other decisions in operations.  It suggests a primary emphasis on customer service and satisfaction.  From this we can make some deductions about general operations – for example, the company uses formal methods but it presumably customises its products for each client, gives each a unique service, has a lot of personal contact, builds relationships and trust, and so on.  These patterns are confirmed by the list of operations goals.  These goals are interesting as they focus on the service the operations give, but pay little attention to internal requirements.  They do not mention costs and only give a reference to looking for new methods – which in fact look for new ways of improving customer service.  
This emphasis on customer service is common in management consultants, but there is a downside.  By definition, it means that the companies do not pay as much attention to costs, timing and other measures of performance.  A result is that consultants are notoriously expensive, leading many companies to question the value of their results.  
· How do they set about designing an operations strategy for clients?  

They use the ten step formula that they have developed over time.  (Presumably they also used this approach to design their own operations strategy.)  But these steps are only the starting point.  For example, the first step assumes that their client has defined an overall purpose for operations – but what happens if they do not?  And what happens if there is a stated purpose, but it is unrealistic or bears no relation to the goals and objectives in step 2?  Although the ten steps seem to give a good formula for strategy design – and really only give a modified version of the eight step procedure described in the chapter – there still many questions and difficulties.  
Designing a strategy inevitably depends on management opinion.  This raises an interesting question, which is met in every project by management consultants.  The consultants may know the theory and have some passing experience of operations in other organisations – but they do not know much about operations in the client’s organisations.  So we must ask if they are in the best position to design a strategy – or whether anyone else is in a better position.  In practice, management consultants make it clear that they give advice, but it is the clients who actually make decisions. 
· Imagine that you work for a competing management consultant, and have been asked to write a report on ‘A general approach to designing an operations strategy’.  What would you say in your report?

This chapter has laid the foundations for this report, and a good start would use the eight steps described.  This can be expanded or adjusted in many ways.  The overall results depend to a large extent on personal opinion and preferences. 
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