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 2 Operations Management

INTRODUCTION
Operations management facilitates the control on the quality of products. Production and

operations managers must take responsibility for all products or services that are delivered. They
must ensure that it’s in line with quality standards. They perform functions such as product
designing, materials management, checking stock and regulating the quantity of products,
determining transportation costs, implementing health and safety procedures, to name but a few.
The way in which production and operations are managed is directly linked to the success of a
business or organisation.

Working together successfully means that all members of the organization understand not
only their own role; they also understand the roles of others. This is precisely why all business
students, regardless of their particular major, are required to take a common core of courses that
will enable them to learn about all aspects of business. Because production and operation
management is central to the functioning of all business organizations, it is included in the core
of courses business students are required to take. And even though individual courses have a
narrow focus (e.g., accounting, marketing), in practice, there is significant interfacing and
collaboration among the various functional areas, involving exchange of information and
cooperative decision making.

OPERATIONS MANAGEMENT

Meaning of Operation Management
Operations management refers to the process of design, execution and control of operations

that convert resources into desired goods and services and implement a company’s business
strategy.

Operations management is that activity where the resources, flow within a defined system,
are transformed in a controlled manner to add value in accordance with policies communicated/
desired by the management.

Definition of Operations Management
Operations management is defined as the design operation and Improvement of the

production systems that Creates the firm’s primary product and services.

It is defined as the design, operation and Improvements of the production system that
create product and services.

Operations management is the effective management of the conversion process, which
converts land, labor, capital and management inputs into desired outputs or goods and services.

The operations manager’s job is to manage the process of converting inputs into desired
outputs. Our definition of operations management is, then, the management of the conversion
process, which converts land, labor, capital and management inputs into desired outputs of goods



Introduction to Operations Management      3

and services. In doing so, the manager uses various approaches from the classical, behavioral
and modeling views of management.

NATURE OF OPERATIONS MANAGEMENT
The nature of operations can be better understood by viewing the manufacturing function as:

(i) Operations as a system
This view is also known as "systems concept of production". A system is defined as the

collection of interrelated entities. The systems approach views any organisation or entity as an
arrangement of interrelated parts that interact in ways that can be specified and to some extent
predicted. Production is viewed as a system which converts a set of inputs into a set of desired
outputs. A production system has the following elements or parts: (i) Inputs, (ii) Conversion
process or transformation process, (iii) Outputs (iv) Transportation subsystem, (v)
Communication subsystem and (vi) Control or decision making subsystem.

(ii) Operations as an organizational function
The conversion or transformation sub-system is the core of a production system because it

consists of processes or activities wherein workers, materials, machines and equipment are used
to convert inputs into outputs. The conversion process may include manufacturing processes
such as cutting, drilling, machining, welding, painting etc. and other processes such as packing,
selling etc. Any conversion process consists of several small activities referred to as "operations"
which are some steps in the overall process of producing a product or service that leads to the
final output.

(iii) Operations as a conversion or transformation process
Production is defined as the process of adding to the value of outputs or the process of

creating utility in outputs. "Utility" is the power of satisfying human needs. During the process of
converting the raw materials into finished goods, various types of utilities are created while
adding value to the outputs.

(iv) Operations as a means of creating utility
These types of utilities are:

(i) Form utility: which is created by changing the size, shape, form, weight, colour, smell of
inputs in order to make the outputs more useful to the customers. For example, iron ore is
changed to steel, wood is changed to furniture etc.

(ii) Place utility: which is created by changing the places of inputs or transporting the inputs
from the source of their availability to the place of their use to be converted into outputs? For
example, the iron ore and coal are transported from the mines to the steel plant to be used in
the conversion process.
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(iii) Time utility: which is created by storage or preservation of raw materials or finished goods
which are in abundance sometime, so that the same can be used at a later time when they
become scarce due to higher demand exceeding the quantity available?

(iv) Possession utility: which is created by transferring the possession or ownership of an item
from one person to another person? For example, when a firm purchases materials from a
supplier, the possession utility of the materials will increase when they are delivered to the
buying firm.

(v) Service utility: which is the utility created by rendering some service to the customer. For
example, a doctor or a lawyer or an engineer creates service utility to a client/customer by
rendering service directly to the client/customer.

(vi) Knowledge utility: which is created by imparting knowledge to a person? For example, a sales
presentation or an advertisement about some product communicates some information about
the product to the customer, thereby imparting knowledge.

IMPORTANCE OF OPERATIONS MANAGEMENT
The importance of operation management can be summarised as follows:

i) Towards Customers: These are the most obvious people who will be affected by any business.
What the mater goes on to call the five operations performance objectives apply primarily to
this group of people.

ii) Towards Suppliers: Operations can have a major impact on suppliers, both on how they
prosper themselves, and on how effective they are at supplying the operation.

iii) Towards Shareholders: Better the operation is at producing goods and services, the more
likely the whole business is to prosper and shareholders will be one of the major beneficiaries
of this.

iv) Towards Employees: Similarly, employees will be generally better off if the company is
prosperous; if only they are more likely to be employed in the future. However operation
responsibilities to employees go far beyond this. It includes the general working conditions
which are determined by the way the operation has been designed.

v) Towards Society: Although often having no direct economic connection with the company,
individuals and groups in society at large can be impacted by the way its operation managers
behave. The most obvious example is in the environmental responsibility exhibited by operation
managers.
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HISTORICAL DEVELOPMENT OF OPERATIONS MANAGEMENT

There are several prominent contributors that gave way for a more formal understanding of
what is now known as operations management. The operations management discipline is
centred on efficiency. The innovation of interchangeable parts by Eli Whitney in 1800
provided for ground breaking speed and cost effectiveness.  Since the same parts could be
used for several different products the amount of time needed to produce a musket, in
Whitney’s case, was substantially reduced. Another vital player in the operations
management arena was Fredrick Taylor, who believed that “management should be much
more resourceful and aggressive in the improvement of work methods.” His belief led to
matching employees to the right job, providing proper training, providing proper work
methods and tools, and establishing incentives for work to be accomplished. When an
employer culminates all four above criteria it creates an environment that fosters a more
productive labor force thus becoming a more efficient organization. The last individual that
has been highlighted as a man that pushed operations management into the 20th century was
Henry Ford and the development of the assembly line. Ford with help from Charles
Sorenson extracted what they knew about the quasi-assembly lines of the meat packing and
mail-order industries and implemented their information into the manufacturing industries.
The result was an assembly line factory where the men stood still and the cars came to
them allowing for unprecedented turnover from turning inputs into a highly lucrative output.

The Productivity Challenge

In today’s international business climate, competition has become fierce with competitors in
every corner of the globe vying for the same share of the market. The underlying factor of
a successful company is how it handles productivity. Productivity defined in its most
rudimentary form is the ratio of outputs divided by the inputs. The sole objective of the
operations manager is to increase the ratio of outputs relative to inputs. In other words,
increased productivity is being able to produce the most goods/services with the least
amount of resources feasible. By allocating a smaller portion of resources to each output:
you are cutting costs per good/service, saving valuable resources that can be used to
produce more outputs, and in the long-run increasing the net profit that an organization
gains from producing that output.

One can further break-down the productivity challenge by analyzing the three variables that
an operations manager can utilize to increase the productivity for their organization. Labour
is the first variable and by providing adequate training, a balanced diet and social
conveniences such as transportation and sanitation worker morale, health and overall
productivity will increase. These are very basic elements of increased labour productivity,
more advanced variables are incentive strategies, team building, and higher levels of
education. Capital is the second variable and is often in a tug of war with labour.  The more
the economy invests in capital the less labour is used and the inverse is true when capital
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investment is decreasing. When the capital investment per employee drops, society can
expect that productivity per employee will also decrease. The final variable in the
productivity equation is management. An operation management manager can carefully
balance the capital to labour ratio, which will enable their business to stay afloat if the
economy takes a turn towards the red.  By using knowledge and innovative applications of
technology managers can improve the effectiveness of the labour and capital to increase the
overall productivity of a company. More specifically an operation management manager acts
as the “productivity catalyst.” A company cannot succeed if its operations manager is using
inadequate inputs such as poorly educated workforce and antiquated technology.

Competitive Advantage

After visiting the Nordic Countries and the companies that call them home found that this
section in operations management on competitive advantage was extremely pertinent and
enabled me to gain a grasp of what a global marketplace actually is. When a company
exhibits a competitive advantage, “it implies the creation of a system that has a unique
advantage over competitor via differentiation, low cost, and response.” Not only does an
operations manager have to develop a competitive advantage in their domestic environment
but also the international environment as well. This increases the complexity to achieve an
edge over your competitors both near and far due to fact that certain regions of the world
may have advantageous inputs that your region may not have, i.e., cheaper labour, vast
natural resources or efficient transportation. When an operations manger optimizes the
differentiation approach to gaining a competitive advantage they are concerned with
providing an output that is unique and sets them apart from the competition. Their goal is to
“distinguish the offerings of the organization in any way that the customer perceives as
adding value.” Another avenue that an operations manager can move towards is becoming a
low-cost leader. To execute this competitive advantage and operations manager needs to
have fast a turnover of products/services, decreasing overhead costs and by matching
capacity to demand. Two US companies that illustrate being a low-cost leader are
Southwest Airlines and the mega-superstore giant Wal-Mart. When a company cannot
compete with the previous two strategies they can opt for the third option, response. A
response approach entails a company to have the ability to provide flexible, reliable and
quick replies to “sudden changes in a marketplace where design innovations and volumes
fluctuate substantially.” More specifically quickness refers to the speed in design, production
and delivery of a good/service. A company that can implement an effective response
advantage can penetrate any market because of its ability to conform and assimilate to meet
the needs of its new consumer base. All three of these concepts of competitive advantage
can be actualized by the operations manager either individually or sometimes in unison to
allow a company to increase productivity and in the end profitability.
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NEED FOR OPERATION MANAGEMENT
The need for operation management is to produce goods of right quality and quantity at the

right time and right manufacturing cost’:

1. Produce right quality of product: The quality of product is established based upon the
customer’s needs. The right quality is not necessarily best quality. It is determined by the cost
of the product and the technical characteristics as suited to the specific requirements.

2. Right Quantity: The manufacturing organization should produce the products in right number.
If they are produced in excess of demand the capital will block up in the form of inventory
and if the quantity is produced in short of demand, leads to shortage of products.

3. Right Time: Timeliness of delivery is one of the important parameter to judge the
effectiveness of production department. So, the production department has to make the
optimal utilization of input resources to achieve its objective.

4. Right Manufacturing Cost: Manufacturing costs are established before the product is actually
manufactured. Hence, all attempts should be made to produce the products at pre-established
cost, so as to reduce the variation between actual and the standard cost.

OBJECTIVES OF OPERATIONS MANAGEMENT
Objectives of operation management are as follows:

i) To attain maximum output with given set of resources.

ii) To produce maximum with lowest cost.

iii) To control pollution and wastage.

iv) To ensure optimum capacity utilization.

v) To exercise inventory control.

vi) To control and reduce cost of operation.

vii) To ensure optimum utilization of resources.

viii) To ensure timely delivery of output.

ix) To ensure quality of products.

x) To suggest changes in machinery and equipment.

ELEMENTS OF OPERATIONS MANAGEMENT
The several elements of operations management can be summarized as follows:

i) Planning: Activities that establishes a course of action and guide future decision-making is
planning. The operation manager defines the objectives for the operations subsystem of the
organization and the policies and procedures for achieving the objectives. This stage includes
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clarifying the role and focus of operations in the organization’s overall strategy. It also involves
product planning, facility designing and using the conversion process.

ii) Organizing: Activities that establishes a structure of tasks and authority. Operation managers
establish a structure of roles and the flow of information within the operations subsystem.
They determine the activities required to achieve the goals and assign authority and
responsibility for carrying them out.

iii) Controlling: Activities that assure the actual performance in accordance with planned
performance. To ensure that the plans for the operations subsystems are accomplished, the
operations manager must exercise control by measuring actual outputs and comparing them to
planned operations management. Controlling costs, quality and schedules are the important
functions here.

iv) Behaviour: Operation managers are concerned with how their efforts to plan, organize and
control affect human behaviour. They also want to know how the behaviour of subordinates
can affect management’s planning, organizing and controlling actions. Their interest lies in
decision-making behaviour.

v) Models: As operation managers plan, organize and control the conversion process, they
encounter many problems and must make many decisions. They can simplify their difficulties
using models like aggregate planning models for examining how best to use existing capacity
in short-term, break even analysis to identify break even volumes, linear programming and
computer simulation for capacity utilization, decision tree analysis for long-term capacity
problem of facility expansion, simple median model for determining best locations of facilities
etc.

SCOPE OF OPERATIONS MANAGEMENT
The scope of operation management has increased due to the dynamic change in the

business environment.

Following are the activities which are included under operations management functions:

1. Location of Facilities: Selecting appropriate location for the production and operation
management activities is important. The appropriate location should ensure the availability of
power supply, water supply, better road conditions, nearness of raw materials, skilled labors
etc.

2. Plant Layouts and Job Design: Deciding upon the machines, equipment and necessary
devices which could lead to effectual and desired production in the most economical way.
Prepare of plant layout for the establishment of machines in the required sequence. Prepare a
job design to organize machines, tasks into a unit of work to achieve a certain objectives.

3. Material Handling: Material handling is the process of ensuring the movement of raw
materials and semi-finished goods inside the factory. Storage of material and handling it in
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most effective way to avoid the wastage and delivery at the work centres as and when
required.

4. Product Design: Designing the product and conceive the idea about its production. Product
design considers the product size, weight, colour etc.

5. Process Design: Process design means the complete description of specific steps in the
production process. This determines the production process which is most relevant and
efficient in the given state of affairs.

6. Production and Planning Control: Production planning and control may be defined as the
coordination of a series of functions according to a plan which will, economically utilize the
plant facilities and regulate the orderly movement of goods through their entire manufacturing
cycle.

7. Quality Control: Quality control is a staff function concerned with the prevention of defects
in manufacturing so that, items may be made right way and ensure the quality standard.
Controlling the production and ensuring the quality by setting the check points and taking the
periodic measurements of the current performance.

8. Inventory Management: Inventory refers to the stock on hand at a particular time of raw
materials, semi-finished goods and finished goods to meet the demand of manufacturing units
and market. Inventory management is the process of maintaining proper records of raw
materials, semi-finished goods and finished goods in a way that neither excessive money may
block in this non-productive operation nor the required material.

9. Maintenance management: Maintenance management refers to the process of formulating
the corrective measures to stay in track with planned quality, time-schedule and predetermined
cost schedules. The floor space should be properly cleaned and the proper ventilation facilities
should ensure inside the factory. After completion of each shift of work, the maintenance
department should check all the machines and put lubricating oil.

10. Automation: Automation refers to the technique of operating or controlling a productive
process by electronic devices and reducing human intervention to the minimum.

TEN DECISION MAKING AREAS
The foundation of operations management relies heavily on the operation manager’s ability

to make effective and timely assessments in the ten strategic decision areas. The ten areas
include:

(1) Goods and service design (2) Quality management

(3) Process and capacity design (4) Location

(5) Layout design (6) Human resources and job designs
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(7)  Supply-chain management (8) Inventory, material requirements
planning and JIT

(9) Intermediate and short-term scheduling (10) Maintenance.

These ten decision making criteria are an integral facet of an operations manager’s job and
more importantly how these decisions are made will affect how a company will fare in the global
and domestic marketplace. In this section of the paper I will explore each of the ten areas and
provide in-depth details of real life application and implementation.

1. Product and Service Design
Product and service design are fundamental to the structuring of an organization and affect

every aspect of the organizations strategy. The design of the output is the primary prerequisite
for the costs, quality and human resource decisions that accompany that output. For instance
when an operations manager is debating the design of a product/service they must take into
consideration what will be the lower limits of cost and the upper limits of quality. In addition,
making sure that the company can allocate the appropriate amount of funds to produce or
provide such an output. It is essential that the operations manager fastidiously decides which
design to produce because the implications of a poor decision could resonate throughout all of
the operations functions. Another component of product/service design entails the development of
strategies to propel outputs that are already in existence. Outputs progress through a life cycle
that is segregated into four categories: introductory, growth, maturity, and decline. Operations
managers not only have to create new product designs they also have to generate strategies for
outputs that are in various stages of their life cycle.

2. Quality Management
According to Heizer & Render, quality is the ability of a product or service to meet

customer needs. Quality management has become such an influential element of doing business
that companies have adopted the cost of quality model to predict the possible financial burdens of
selling a product that is flawed.  It recognizes prevention costs, appraisal costs, internal failure,
and external costs as foreseeable quality management issues that could not fulfil the needs of the
customer. Furthermore, an international body has come forward to create a unifying single
quality standard known as the ISO 9000, which published a series of quality assurance
standards. For a company to become a member of ISO 9000, they must be observed for 9 to 18
months and must meet rigorous quality standards on their goods and services. However, quality
control cannot just focus on individual products in order for an operations manager to be
successful they need to implement total quality management (TQM). TQM embodies the entire
organization, from supplier to consumer, to follow a stringent quality management emphasis.
TQM incorporates a wide range of methods from the plan, do, check, act circular flow model
which provides a company a template to have continuous improvement to the six sigma process.
Six sigma is a statistical tool that aims to help reduce defects to a 99.9997% capability rate.
Quality in its most basic sense is making the consumer content with their good/service and it is
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the obligation of the operations manager to ensure that quality awareness is involved with each of
the ten decision areas.

3. Process and Capacity Design
Process and capacity design or “process strategy” is taking that designed good/service and

deciding the most profitable way to produce it. This decision area focuses on the transformation
of an idea into an actual output. The process needs to meet customer requirements while at the
same time satisfying product specifications in regards to costs and labour. There are four
directions an operations manager can pursue as a process strategy: process focus, repetitive
focus, product focus and mass customisation. Process focus is when a production facility
organizes around processes to facilitate low-volume, high-variety production. A major benefit of
process focus is that is allows for a large degree of flexibility because products can move
intermittingly between processes, whereas repetitive focus is more structured and consequently
less flexible than process focus. Repetitive focus is essentially a traditional assembly line that
utilizes modules that are prepared before production begins. The third option, product focus, is a
high-volume, low-variety process where the facilities are organized around the products. In order
for a firm to effectively use this option it must operate with high levels of standardization and
immense quality control benchmarks.

Lastly, an operations manager can pursue mass customization as process strategy. This
entails rapid, low-cost production that caters to unique customer desires. Mass customization is
the most intricate of the four processes and bestows upon the operations manager to make
imaginative and aggressive use of organizational resources to accommodate the unique needs of
their consumers.

4. Location
When analyzing a company’s potential fixed and variable costs the chosen location is a

monumental predictor of the profitability and overall risk of the company.  An operations manager
has a myriad of criteria that needs to be addressed in order to determine where the plant will be
situated domestically or globally. The cost drivers for this decision can range from labour costs,
transportation costs, strength of the economy, utility expenses, taxes, demographics etc. In
addition the type of company weighs on where to set up shop ranging from low cost orientated
manufacturing firms to highly trafficked areas for retail and professional service organizations.
The location of a company has crucial repercussions if the operation manager decides poorly in
where to establish the company. It is a long-term decision that is not easily reversed.

5. Layout Design
Efficiency should be the principal concern of operation managers when they are designing

the layout of their company. Like the rest of the 10 operation management decision areas, the
layout depends on the type of firm that you work for. Heizer & Render describe seven types of
layouts: office, retail, warehouse, fixed-position, process-orientated, work-cell, and product
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orientated layouts. Each of the above layouts has characteristics that are advantageous to their
specific industries. For instance an office layout has to position workers, their equipment and the
actual offices in such a way that the flow of information is seamless. Alternatively, a warehouse
layout has to balance space allocation and the relatively ease it takes to handle the materials.
When operation managers meticulously craft layouts they are increasing productivity, increasing
efficiency, which decreases costs and culminates to increased profitability.

6. Human Resources
Without people the transformation of raw resources into a finished product and especially a

service would be impossible. That is why companies around the world are developing human
resource strategies that manage labour and design jobs so employees are utilized effectively and
efficiently. The key to improving the quality of work for an organizations employee depends on
the design of the job. Job design is a multifaceted approach that combines employee
empowerment and method analysis. In order to get the greatest output per worker the operations
manager wants to foster an environment where the “associate” has a highly specialized job in
which they are allowed freedom from the centralized policies to contribute to the company in
their own way. Additionally, the management team wants to create a framework of incentives
that coincides with their employee’s job enrichment. There are multiple types of motivational
rewards such as bonuses, profit sharing or even gain sharing. The second work of developing an
effective and efficient job design is by improving the interface between human and machine and/
or facility.

7. Supply-Chain Management
The most difficult aspect of operational manager’s responsibilities is creating a reliable,

sustainable and most importantly efficient supply chain. According to Heizer and Render,
“supply-chain management is the activities that procure materials and services, transforming them
into intermediate goods and final products and delivering the products through a distribution
system.” The complexity of supply-chain management involves making critical decisions all along
the chain. Radio Frequency ID Tags could revolutionize inventory management in every sector.
The tags provide real-time data on the products in the warehouses inventory and can increase
supply orders if the store suddenly experiences a surge in demand. This enables the store with
just the right amount of products on the shelves to ensure full capacity. Another phenomenon
that is spreading globally is internet purchasing. Internet purchasing can range from meaning the
communicating in a supply-chain via internet to having the end-users purchasing goods or
services directly from the manufacturing and bypassing several stages in a company’s supply-
chain.

8. Inventory Management
Inventory Management is three-tiered element of operations management that is vital to the

success of a company. It consists of independent demand, dependent demand and JIT and lean
systems. The principal reasons for inventory management are to “decouple” various parts of the
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production process to capitalize on cyclical influxes in demand and relinquish some of the power
that suppliers and distributors have over the manufacturer. There are four types of inventory
management: raw material, work-in-process, maintenance/repair/operating, and final goods
inventories. All four these inventory strategies are located in various stages in the supply-chain.
In order for inventories to be profitable for a company they have to be meticulously accurate to
guarantee that there are not any discrepancies that could result from shrinkage or pilferage.
Furthermore, independent demand is centred around when to order and how much to order. The
primary objective of independent demand is minimizing holding, ordering and setup costs while
balancing the amount of products needed to keep the shelves stocked.

Lastly, Just-in-time (JIT) and lean production are two concepts in inventory management
that heavily rely on waste minimization. JIT is a fast past method of management that depends
on goods to only be pushed through the inventory when needed thus reducing holding costs by
maintaining the minimum amount of inventory necessary to keep a perfect system running.  JIT
takes an internal focus to reduce waste, whereas lean production “begins externally with a focus
on the customer.” The operations manager has to find what the customer values and then must
optimize on inventorying those goods in order to minimize wasted holding costs on unnecessary
goods.  When JIT and lean production are utilized in unison it creates a very profitable supply
chain.

9. Scheduling
The ability of a company to plan out its short and long-term objectives is imperative to its

effectiveness and efficiency. Scheduling is the timing of operations and can be delineated down
into aggregate and short-term scheduling. Aggregate scheduling incorporates consolidating all the
functions of a firm into a single schedule that map out the long-term goals of the company;
ranging from determining the size of the work-force to changing prices to influence demand.
Many operations managers prefer to use charts or graphs to simplify sales and ordering forecasts
while others prefer linear programming format.

The essence of short-term scheduling is the capacity of a firm to meet possible surges in
demand that were not seen in the long-term forecasts.  Forward and backward scheduling defer
in terms of when to start the scheduling to meet demands. The former starts as soon as the
requirements are shown while the latter starts with the due date and work in reverse.
Additionally, operations managers need to decide whether to focus on projects with the longest
processing time or the first job that comes through the system.

10. Maintenance
Maintenance is the final operation management strategy decision and is often the most

overlooked decision. Ensuring the equipment needed to produce a good/service is functioning
efficiently without devastating breakdowns is crucial to the long-term stability of a company.
The longevity of capital is dependent on “employee involvement and good procedures.” If the
proper protocols are followed the mean time between failures (MTBF) will increase allowing for
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more productive capital. Moreover, if the operations manager maintains diligent preventative
maintenance measures through routine inspections and can provide remedial maintenance, the
probability of equipment downturn diminishes drastically.

TRANSFORMATION PROCESSES
A transformation process is any activity or group of activities that takes one or more inputs,

transforms and adds value to them, and provides outputs for customers or clients. Where the
inputs are raw materials, it is relatively easy to identify the transformation involved, as when milk
is transformed into cheese and butter. Where the inputs are information or people, the nature of
the transformation may be less obvious. For example, a hospital transforms ill patients (the input)
into healthy patients (the output).

Transformation processes include:

a) Changes in the physical characteristics of materials or customers.

b) Changes in the location of materials, information or customers.

c) Changes in the ownership of materials or information.

d) Storage or accommodation of materials, information or customers.

e) Changes in the purpose or form of information.

f) Changes in the physiological or psychological state of customers.

Often all three types of input – materials, information and customers – are transformed by
the same organisation. For example, withdrawing money from a bank account involves
information about the customer's account, materials such as cheques and currency and the
customer. Treating a patient in hospital involves not only the ‘customer's’ state of health, but also
any materials used in treatment and information about the patient.

One useful way of categorising different types of transformation is into:

Manufacture – the physical creation of products (for example cars).

Transport – the movement of materials or customers (for example a taxi service).

Supply – change in ownership of goods (for example in retailing).

Service – the treatment of customers or the storage of materials (for example hospital
wards, warehouses).

SERVICES
The term ‘Service’ is any act or performance that one party can offer to another that is

essentially intangible and does not result in ownership of anything. Its production may or may
not be tied to a physical product.
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Service is one of the most popular sectors of economy in every developing and developed
economy. It contributes approximately more than 50% of GDP in developing countries. Service
sector includes tourism, travelling, hotel, banking, insurance, mutual funds, housing sector etc.

Every business is a service business, for instances it is not a chemical company but a
chemical services business. In economics, a service is an intangible commodity. More
specifically, services are an intangible equivalent of economic goods.

Service provision is often an economic activity where the buyer does not generally, except
by exclusive contract, obtain exclusive ownership of the thing purchased. The benefits of such a
service, if priced, are held to be self-evident in the buyer's willingness to pay for it. Public
services are those societies as a whole that pays for through taxes and other means.

By composing and orchestrating the appropriate level of resources, skill, ingenuity and
experience for effecting specific benefits for service consumers, service providers participate in
an economy without the restrictions of carrying inventory (stock) or the need to concern
themselves with bulky raw materials. On the other hand, their investment in expertise does
require consistent service marketing and upgrading in the face of competition which has equally
few physical restrictions. Many so-called services, however, require large physical structures and
equipment and consume large amounts of resources, such as transportation services and the
military.

The service sector is growing at a revolutionary pace which in turn affects the way people
work and live. New services are continually launched to satisfy the ever increasing demands of
the customers.

The products of service sector are diverse and numerous. It consists of industries that sell
to customers, business customers and also to government agencies and non-profit organisations.
At one end the products of service sector include tourism and travel, banking, insurance,
telecommunications and health services whereas on the other end it includes products like
restaurants, public laundries, beauty parlors and real estate.

DISTINGUISH BETWEEN GOODS AND SERVICES

Goods Services

1. Goods are the inherently useful and
relatively scarce tangible item (article,
commodity, material, merchandise, supply
and wares) produced from agricultural,
construction, manufacturing or mining
activities.

2. Goods are tangible.

1. Service refers to an act or performance
that one party can offer to another that is
essentially intangible and does not result in
the ownership of anything.

2. Services are intangible.
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A SYSTEM PERSPECTIVE
In the systems perspective, once one has identified the system as a separate part of the

universe, one is not allowed to progressively decompose the system into isolated parts. Instead,
one is obligated to describe the system as a whole. If one uses separation into parts, as part of
the description of the system properties, this is only part of a complete description of the
behavior of the whole, which must include a description of the relationships between these parts
and any additional information needed to describe the behavior of the entire system.

Further, in a systems perspective one should be careful about considering the system in the
context of the environment and not as an isolated entity. Thus one should include the interactions
and relationships between the system and the environment.

PRODUCTION SYSTEM

3. The ownership rights of goods are
transferable.

4. Once goods are produced, their quality
remains uniform.

5. Goods may be perishable or non-
perishable, but they can be stored for a
long time.

6. Goods are produced using raw material.

3. There is no ownership involved in services.

4. The quality of service varies step to step
with the change in environmental conditions.

5. Services can’t be stored for a long time and
they are only perishable.

6. Services are not produced using raw
material. They are automatically formed with
the change in environment.
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The production system of an organization is that part, which produces products of an
organization. It is that activity whereby resources, flowing within a defined system, are combined
and transformed in a controlled manner to add value in accordance to the policies communicated
by management.

CHARACTERISTICS OF PRODUCTION SYSTEM
The production system has the following characteristics:

1. The production system transforms the tangible inputs into useful outputs.

2. It does not function in isolation from the other organization system.

3. The system is a feedback about the activities.

4. Production system is a planned activity.

5. Production system is essential to control and improve system performance.

CLASSIFICATION OF PRODUCTION
The production can be classified as follows:

A. Job Shop Production

B. Batch Production

C. Mass Production

D. Continuous Production

(A) Job Shop Production
Job shop production refers to the manufacturing facility that produces several different

products in smaller batches. A machine shop is a type of job shop.

Job shop production are characterised by manufacturing of one or few quantity of products
designed and produced as per the specification of customers within prefixed time and cost. The
distinguishing feature of this is low volume and high variety of products.

A job shop comprises of general purpose machines arranged into different departments.
Each job demands unique technological requirements, demands processing on machines in a
certain sequence.

Features of Job Shop Production

The features of Job-shop production system can be summarised as follows:

1. Job-shop production system helps to produce variety of products.

2. It utilizes of general purpose machines and facilities.

3. Job-shop production system requires skilled operators.
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4. Large inventory of materials, tools, parts.

5. It assists for detailed planning is essential for sequencing the requirements of each product,
capacities for each work centre and order priorities.

Merits of Job Shop Production

The merits of job shop production are as follows:

1. Job-shop production system helps to produce variety of products.

2. Job-shop production system requires skilled operators, as each job gives those learning
opportunities.

3. Full potential of operators can be utilised.

4. Opportunity exists for creative methods and innovative ideas.

Demerits of Job Shop Production

The demerits of job shop production are as follows:

1. Job-shop production system requires skilled operators which lead to higher operating cost.

2. Job-shop production system leads to higher cost due to frequent set up changes.

2. Higher level of inventory at all levels and hence higher inventory cost.

3. Production planning is complicated.

4. Larger space requirements.

(B) Batch Production
Batch production refers to the manufacturing process in which components or goods are

produced in groups  and not in a continuous stream. It is characterised by the manufacture of
limited number of products produced at regular intervals and stocked awaiting sales.

Features of Batch Production

The main features of batch production are as follows:

1. It has shorter production runs.

2. Its plant and machinery are flexible.

3. The plant and machinery set up is used for the production of item in a batch

4. The change of set up is required for processing the next batch.

5. The manufacturing lead time and cost are lower as compared to job order production.

Merits of Batch Production

The merits of batch production system are as follows:

1. It helps for better utilisation of plant and machinery.

2. It promotes functional specialisation.
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3. Cost per unit is lower as compared to job order production.

4. Lower investment in plant and machinery.

5. Flexibility to accommodate and process number of products.

6. Job satisfaction exists for operators.

Demerits of Batch Production

The demerits of batch production are as follows:

1. Its material handling is complex because of irregular and longer flows.

2. Production planning and control is complex.

3. Work in process inventory is higher compared to continuous production.

4. Higher set up costs due to frequent changes in set up.

(C) Mass Production
Manufacturing or processing of uniform products in large quantities using interchangeable

parts and machinery. It is either a wholly automated process or a series of short, repetitive
procedures. Mass production is a system of manufacturing based on principles such as the use
of interchangeable parts, large-scale production and the high-volume assembly line.

Features of Mass Production
The features of mass production can be summarized as follows:

1. This system leads for standardisation of product and process sequence.

2. Mass production contributes special purpose machines having higher production capacities
and output rates.

3. It leads to the large volume of products.

4. Shorter cycle time of production.

5. Lower in process inventory.

6. Perfectly balanced production lines.

7. Flow of materials, components and parts is continuous and without any back tracking.

8. Production planning and control is simple.

Merits of Mass Production

1. Mass production leads to higher rate of production with reduced cycle time.

2. Mass production leads to higher capacity utilisation due to line balancing.

3. Less skilled operators are required.

4. Low process inventory.

5. Production and operation cost per unit is low.
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Demerits of Mass Production
The demerits of mass production are as follows:

1. Line design needs major change with the changes in the product design.

2. High investment in production facilities.

3. The breakdown of one machine will stop an entire production line.

4. The cycle time is determined by the slowest operation.

(D) Continuous Production
Continuous production is a method used to manufacture, produce, or process materials

without interruption. Continuous production is called a continuous process or a continuous flow
process because the materials, either dries bulk or fluids that are being processed is continuously
in motion, undergoing chemical reactions or subject to mechanical or heat treatment.

Features of Continuous Production

The features of continuous production area are as follows:

1. Continuous Production offers plant and equipment with zero flexibility.

2. Material handling is fully computerized.

3. Process follows a predetermined sequence of operations.

4. Component materials cannot be readily identified with final product.

5. Planning and scheduling is a routine action.

Merits of Continuous Production

The merits of continuous production are:

1. Higher rate of manufacture with reduced cycle time.

2. Higher competence utilisation due to line balancing.

3. Standardisation of product and process sequence.

4. Material handling is completely automatic.

5. Person with limited skills can be used on the production line.

6. Unit cost is lower due to high volume of production.

Demerits of Continuous Production

The demerits of continuous production are as follows:

1. Flexibility to contain and process number of products does not exist.

2. The investment for setting flow lines is high.

3. Product differentiation is limited.
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FUNCTIONS OF OPERATIONS MANAGEMENT
The functions of operations management are as follows:

i) Planning: Activities that establishes a course of action and guide future decision-making is
planning. The operation manager defines the objectives for the operations subsystem of the
organization and the policies and procedures for achieving the objectives. This stage includes
clarifying the role and focus of operations in the organization’s overall strategy. It also involves
product planning, facility designing and using the conversion process.

ii) Organizing: Activities that establishes a structure of tasks and authority. Operation managers
establish a structure of roles and the flow of information within the operations subsystem.
They determine the activities required to achieve the goals and assign authority and
responsibility for carrying them out.

iii) Controlling: Activities that assure the actual performance in accordance with planned
performance. To ensure that the plans for the operations subsystems are accomplished, the
operations manager must exercise control by measuring actual outputs and comparing them to
planned operations management. Controlling costs, quality and schedules are the important
functions here.

iv) Behaviour: Operation managers are concerned with how their efforts to plan, organize and
control affect human behaviour. They also want to know how the behaviour of subordinates
can affect management’s planning, organizing and controlling actions. Their interest lies in
decision-making behaviour.

v) Models: As operation managers plan, organize and control the conversion process, they
encounter many problems and must make many decisions. They can simplify their difficulties
using models like aggregate planning models for examining how best to use existing capacity
in short-term, break even analysis to identify break even volumes, linear programming and
computer simulation for capacity utilization, decision tree analysis for long-term capacity
problem of facility expansion, simple median model for determining best locations of facilities
etc.

CHALLENGES OF OPERATIONS MANAGEMENT

1. Globalization
Globalization is a process of interaction and integration among the people, companies, and

governments of different nations.” It is driven by a reduction in trade barriers, advancements in
information technology, and transportation technology. Operation managers face competition from
the company across the street, as well as, from across the country and across the world.
TishtaBachoo, Accounting Professor at Curtin University in Australia, explains that companies
who compete with others abroad will have to improve quality while lowering prices to remain
competitive. This falls on the operations manager as he or she is the one who “engages in the
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four functions of planning, organizing, leading and controlling to ensure that the product or
service remains competitive in the market.” Batchoo adds that the operations manager must tap
into their creative skills as innovation will be a key factor of success as will knowledge about
international business and the myriad cultures of the businesses around the globe.

2. Sustainability
Business Definition of Operational Sustainability, Kay Miranda, journalist for the Houston

Chronicle, defines business operational sustainability as a “method of evaluating whether a
business can maintain existing practices without putting future resources at risk.” When
discussing the concept of sustainability, it is often referred to as the Three Pillars of Sustainability
which are social, environmental and economic. Operations managers must concern themselves
with the outcomes of each of the pillars including how their work affects safety, welfare,
communities, the environment and economic sustainability.

Effective operations managers must implement best practices with a concern for all three
pillars of sustainability. They also need to initiate and verify corrective action when any outcome
of one of the three pillars becomes jeopardized.

3. Ethical Conduct
Ethics is defined as a subset of business ethics that is “meant to ensure that the production

function and/or activities are not damaging to either the consumer or the society.” In particular
organizations should consider the effects new technologies, defective services, animal testing and
business deals have on people, safety, and the environment.

Unethical behavior has significantly contributed to the demise of successful corporations like
Enron, Tyco and many varied firms doing business on Wall Street. Being ethical across all
business functions such as accounting, human resource management, marketing and sales and
production are clearly within the purview of the operations manager. Unethical behavior,
regardless of its origin, becomes a stain on the company as a whole. The recently noted ethics
breach at Wells Fargo is just one poignant example.

4. Effective Communication
Being consistent and effective when communicating can be difficult anyone in any position

within an organization. The challenge for the operations manager is to be able to communicate
effectively with all internal and external stakeholders. Whether they are talking to someone on the
factory floor or in the boardroom, they must be able to effectively communicate their message as
well as process the messages being directed to them. Mastering oral, written and non-verbal
communication is integral to making day-to-day operations run smoothly. Effective and efficient
communication is also necessary for building employee morale and deepening trust with
management. Operations managers who take the time to be self-reflective, the initiative to be
authentic and the effort to work on their communication skills are bound to be both productive
and successful. The development of these skills are frequently the most requested of upper level
management of their new and mid-level managers and required to be successful in any company.
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5. System Design
In Key Issues in Operations, a blog detailing the relationship between system design and

operational management, the main theme is that organizations must develop systems capable of
“producing quality goods and services in demanded quantities in acceptable time frames.”
Designing the system, planning the system and managing the system present a wide variety of
challenges to even the most savvy operations managers. As operations managers work in
multidisciplinary environments, they must be aware of and effectively respond to the challenges
presented by globalization, sustainability, ethical conduct, effective communication and system
design. Doing this calls for operations managers to excel in the business, technical and
interpersonal aspects of their work as they actively support the mission and vision of their
organization.

CURRENT PRIORITIES OF OPERATIONS MANAGEMENT
In operations management, competitive priorities are a crucial decision variable for

operations managers. Competitive priorities signify a strategic focus on building specific
manufacturing capabilities that can improve a plant’s position in the market. Such focus may
guide decisions with regards to the capacity, technology, production process, planning, control
etc. In fact the strength of an operations strategy is dependent on the level of consistency
between emphasized competitive priorities and matching decisions concerning operational
structure and infrastructure. Fitting a plant’s practices to the competitive priorities is important to
developing operations as a competitive advantage.

According to Porter, there are two primary routes for competitiveness: cost leadership or
differentiation. In contrast, according to Leong, within manufacturing there are actually 5
dimensions of competitive priorities: cost, flexibility, quality, delivery performance and
innovativeness. We have to make trade-offs within competitive priorities. In a competitive market,
no business can normally be on top in all aspects. The purpose of the priorities is to assist in the
mission of positioning an organization with advantage vs. its rivals.

On a “high level” the competitive priorities can represent a manufacturing strategy. To
develop a manageable strategy, the priorities must be split up into decision categories. As a way
to prioritize among the list of competitive priorities, the idea of order winners and order qualifiers
may be utilized. Order-winners for a product are the qualities which make an organization receive
a new order. Order-qualifiers, in contrast, are required to be able to compete in a marketplace.
The main objective of analyzing a company’s order-winners and order-qualifiers is to establish a
basis for the manufacturing strategy. Identifying order-winners and order-qualifiers is not a one-
time activity, but needs to be done regularly, because market demands change as time passes and
along with that the order-winners and  order-qualifiers.
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RECENT TRENDS OF OPERATIONS MANAGEMENT
The Recent Trends Are:

Flexibility: The ability to adapt quickly to changes in volumes of demand, in the product
mix demanded and in product design or delivery schedules, has become a major competitive
strategy and a competitive advantage to the firms. This is sometimes called as agile
manufacturing.

Total Quality Management: TQM approach has been adopted by many firms to achieve
customer satisfaction by a never ending quest for improving the quality of goods and services.

Time Reduction: Reduction of manufacturing cycle time and speed to marker for a new
product provide a competitive edge to a firm over other firms. When companies can provide
products at the same price and quality, quicker delivery (short lead time) provide one firm
competitive edge over the other.

Worker Involvement: The recent trends is to assign responsibility for decision making and
problem solving to the lower levels in the organization. This is known as employee involvement
and empowerment. Examples of employees empowerment are quality circle and use of work
teams or quality improvement teams.

Business Process Re-engineering: BPR involves drastic measures or break-through
improvements to improve the performance of a firm. It involves the concept of clean-state
approach or starting from a scratch in redesigning in business processes.

Global Market Place: Globalization of business has compelled many manufacturing firms
to gave operations in many countries where they have certain economic advantage. This has
resulted in a steep increase in the level of competition among manufacturing firms throughout the
world.

Operations Strategy: More and more firms are recognizing the importance of operations
strategy for the overall success of their business and the necessity for relating it to their overall
business strategy.

Lean production: Production system have become lean production systems which have
minimal amount of resources to produce a high volume of high quality goods with some variety.
These systems use flexible manufacturing systems and multi-skilled workforce to have
advantages of both mass production and job production.

Just in time production: JIT is a ‘pull’ system of production, so actual orders provide a
signal for when a product should be manufactured. Demand-pull enables a firm to produce only
what is required, in the correct quantity and at the correct time. This means that stock levels of
raw materials, components, work in progress and finished goods can be kept to a minimum.
This requires a carefully planned scheduling and flow of resources through the production
process. For example, a car manufacturing plant might receive exactly the right number and type
of Tyres for one day’s production, and the supplier would be expected to deliver them to the
correct loading bay on the production line within a very narrow time slot.
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Computer Aided Manufacturing: Computer-aided manufacturing (CAM) is the use of
computer-based software tools that assist engineers and machinists in manufacturing or
prototyping product components. CAM is a programming tool that makes it possible to
manufacture physical models using computer-aided design (CAD) programs. CAM creates real
life versions of components designed within a software package. CAM was first used in 1971
for car body design and tooling.

Computer Aided Design: Computer-aided design (CAD) is the use of computer technology
to aid in the design and particularly the drafting (technical drawing and engineering drawing) of a
part or product, including entire buildings. It is both a visual  (or drawing) and symbol-based
method of communication whose conventions are particular to a specific technical field.

E-Supply Chain Management: Supply chain management is the management of supply
chain from suppliers to final customers reduces the cost of transportation, warehousing and
distribution throughout the supply chain. But SCM was a traditional concept which is now being
replaced by E-SCM. E-Supply chain management is a series of Internet enabled value-adding
activities to guarantee products created by a manufacturing process can eventually meet
customer requirements and realize returns on investment. Supply chains have advanced in the last
two decades with improved efficiency, agility and accuracy. The recent advancement of Internet
technology has brought more powerful support to improving supply chain performance. In this
context, e-supply chain management becomes a new term that distinguishes itself by net-centric
and real-time features from traditional supply chain management.

Enterprise Resource Planning: Enterprise resource planning (ERP) is an enterprise-wide
information system designed to coordinate all the resources, information and activities needed to
complete business processes such as order fulfillment or billing.

Environmental Issues: Today’s production managers are concerned more and more with
pollution control and waste disposal which are key issues in protection of environment and social
responsibility. There is increasing emphasis on reducing waste, recycling waste, using less-toxic
chemicals and using biodegradable materials for packaging.

OPERATIONS STRATEGY
Operational strategies refers to the methods companies use to reach their objectives. By

developing operational strategies, a company can examine and implement effective and efficient
systems for using resources, personnel and the work process.

Companies and organizations making products and delivering, be it for profit or not for
profit, rely on a handful of processes to get their products manufactured properly and delivered
on time. Each of the process acts as an operation for the company. To the company this is
essential. That is why managers find operations management more appealing. We begin this
section by looking at what operations actually are. Operations strategy is to provide an overall
direction that serves the framework for carrying out all the organization’s functions.
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Have you ever imagined a car without a gear or the steering wheel? Whilst, what remains of
an utmost importance to you is to drive the locomotive from one location to another for
whatever purpose you wish, but can only be made possible with each and every part of the car
working together and attached.

Organizations behave in the same manner. The company has an ultimate goal of delivering
goods to a client, but the processes of designing, manufacturing, analyzing and then finally being
delivered are the driving forces for the company's success. All these chunks of works processes
that collectively define a bigger purpose, the operations for that particular organization. The more
effective these processes or operations would be the more productive and profitable the business
would be.

According to Slack and Lewis, operations strategy holds the following definition,
“Operations strategy is the total pattern of decisions which shape the long-term capabilities of
any type of operations and their contribution to the overall strategy”.

CORE OPERATIONAL STRATEGIES
Operational strategies refers to the methods companies use to reach their objectives. By

developing operational strategies, a company can examine and implement effective and efficient
systems for using resources, personnel and the work process. Service oriented companies also
use basic operational strategies to link long-term and short-term corporate decisions and create an
effective management team.

1. Corporate Strategy
Corporate strategies involve seeing a company as a system of interconnected parts. Just as

the muscles of the heart depend on brain functions in a human body, each department in a
company depends on the others to stay healthy and achieve desired outcomes. The additional
core strategies that a company uses should support the corporate strategy and use cross-
functional interactions.

2. Customer-driven Strategies
Operational strategies should include customer-driven approaches to meet the needs and

desires of a target market. To do so, a company must develop strategies that evaluate and adapt
to changing environments, continuously enhance core competencies and develop new strengths
on an ongoing basis. When evaluating environments, a company should monitor market trends to
take advantage of new opportunities and avoid possible threats.

3. Developing Core Competencies
Core competencies are the strengths and resources within a company. While core

competencies can vary by industry and business, they can include having well-trained staff,
optimal business locations and marketing and financial expertise. By identifying core
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competencies, a company can develop processes such as customer satisfaction, product
development and building professional relationships with stakeholders.

4. Competitive Priorities
The development of competitive priorities comes from the creation of a corporate strategy,

market analysis, defining core processes and conducting a needs analysis. To create competitive
priorities, an organization evaluates operational costs, the quality of a product or service, the time
it takes to develop and deliver a good or service and the flexibility of a good or service with
regard to variety, volume and customization. Competitive priorities should include being able to
provide a quality product or service at a fair cost that consistently meets the needs of a
customer.

5. Product and Service Development
Strategies behind the development of products and services should consider design,

innovation and added values. When developing new customer products, a company can decide to
be a leader in introducing a new product or service, wait for the introduction of innovations on
the market to improve upon them or wait to see if a company's innovation is successful before
moving forward. When developing a service, companies should consider packaging it with
immediately observable and psychological benefits and support services. When developing a good
or service, a company should consider the wants of its customers, how its stands against the
competition and how its technical measures relate to its customers' needs.

STRATEGIC FIT FRAMEWORK
Strategic fit expresses the degree to which an organization is matching its resources and

capabilities with the opportunities in the external environment. The matching takes place through
strategy and it is therefore vital that the company has the actual resources and capabilities to
execute and support the strategy. Strategic fit can be used actively to evaluate the current
strategic situation of a company as well as opportunities such as M & A and divestitures of
organizational divisions. Strategic fit is related to the Resource-based view of the firm which
suggests that the key to profitability is not only through positioning and industry selection but
rather through an internal focus which seeks to utilize the unique characteristics of the
company’s portfolio of resources and capabilities. A unique combination of resources and
capabilities can eventually be developed into a competitive advantage which the company can
profit from. However, it is important to differentiate between resources and capabilities.
Resources relate to the inputs to production owned by the company, whereas capabilities
describe the accumulation of learning the company possesses.
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MCKINSEY 7S MODEL
McKinsey 7s model is a tool that analyzes firm’s organizational design by looking at 7 key

internal elements: strategy, structure, systems, shared values, style, staff and skills, in order to
identify if they are effectively aligned and allow organization to achieve its objectives.”

 

1. Strategy

Strategy is a plan developed by a firm to achieve sustained competitive advantage and
successfully compete in the market. What does a well-aligned strategy mean in 7s McKinsey
model? In general, a sound strategy is the one that’s clearly articulated, is long-term, helps to
achieve competitive advantage and is reinforced by strong vision, mission and values. But it’s
hard to tell if such strategy is well-aligned with other elements when analyzed alone. So the key
in 7s model is not to look at your company to find the great strategy, structure, systems and etc.
but to look if its aligned with other elements. For example, short-term strategy is usually a poor
choice for a company but if its aligned with other 6 elements, then it may provide strong results.

2. Structure

Structure represents the way business divisions and units are organized and includes the
information of who is accountable to whom. In other words, structure is the organizational chart
of the firm. It is also one of the most visible and easy to change elements of the framework.

3. Systems

Systems are the processes and procedures of the company, which reveal business’ daily
activities and how decisions are made. Systems are the area of the firm that determines how
business is done and it should be the main focus for managers during organizational change.
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4. Skills

Skills are the abilities that firm’s employees perform very well. They also include capabilities
and competences. During organizational change, the question often arises of what skills the
company will really need to reinforce its new strategy or new structure.

5. Staff

Staff element is concerned with what type and how many employees an organization will
need and how they will be recruited, trained, motivated and rewarded.

6. Style

Style represents the way the company is managed by top-level managers, how they interact,
what actions do they take and their symbolic value. In other words, it is the management style of
company’s leaders.

7. Shared Values

Shared Values are at the core of McKinsey 7s model. They are the norms and standards
that guide employee behavior and company actions and thus, are the foundation of every
organization.

SUPPLY CHAIN MANAGEMENT
Supply chain management is the management of a network of interconnected businesses

involved in the ultimate provision of product and service packages required byend customers
(Harland, 1996). Supply Chain Management spans all movement and storageof raw materials,
work-in-process inventory, and finished goods from point-of-origin topoint-of-consumption
(supply chain).

Idea
The definition an American professional association put forward is that Supply

ChainManagement encompasses the planning and management of all activities involved
insourcing, procurement, conversion and logistics management activities. Importantly, it
alsoincludes coordination and collaboration with channel partners, which can be suppliers,
intermediaries, third-party service providers and customers. In essence, Supply Chain
Management integrates supply and demand management within and across companies. More
recently, the loosely coupled, self-organizing network of businesses that co-operates toprovide
product and service offerings has been called the Extended Enterprise. Supply Chain Management
can also refer to Supply chain management software which is tools or modules used in executing
supply chain transactions, managing supplier relationships and controlling associated business
processes. Supply chain event management is a consideration of all possible occurring events and
factors that can cause a disruption in a supply chain. With SCEM possible scenarios can be
created and solutions can be planned.
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Supply Chain Management Problems

Supply chain management must address the following problems:

1. Distribution Network Configuration: Number, location and network missions of suppliers,
production facilities, distribution centers, warehouses, cross-docks and customers.

2. Distribution Strategy: Including questions of operating control (centralized, decentralized or
shared), delivery scheme (e.g., direct shipment, pool point shipping, Cross docking, DSD
(direct store delivery), closed loop shipping), mode of transportation (e.g., motor carrier,
including truckload, LTL, parcel, railroad, inter-modal, including TOFC and COFC, ocean
freight, airfreight) and replenishment strategy.

3. Trade-Offs in Logistical Activities: The above activities must be coordinated well together in
order to achieve the least total logistics cost. Trade-offs exist that increase the total cost if
only one of the activities is optimized. For example, full truckload (FTL) rates are more
economical on a cost per pallet basis than less than truckload (LTL) shipments.

4. Information: Integration of and other processes through the supply chain to share valuable
information, including demand signals, forecasts, inventory, transportation, and potential
collaboration etc.

5. Inventory Management: Quantity and location of inventory including raw materials, work-in-
progress (WIP) and finished goods.

6. Cash-Flow: Arranging the payment terms and the methodologies for exchanging funds across
entities within the supply chain. Supply chain execution is managing and coordinating the
movement of materials, information and funds across the supply chain.

Activities/Functions of SCM
Supply chain management is a cross-function approach to manage the movement of raw

materials into an organization, certain aspects of the internal processing of materials into finished
goods and then the movement of finished goods out of the organization toward the end-
consumer. As organizations strive to focus on core competencies and becoming more flexible,
they have reduced their ownership of raw materials sources and distribution channels. These
functions are increasingly being outsourced to other entities that can perform the activities better
or more cost effectively. The effect is to increase the number of organizations involved in
satisfying customer demand, while reducing management control of daily logistics operations.
Less control and more supply chain partners led to the creation of supply chain management
concepts. The purpose of supply chain management is to improve trust and collaboration among
supply chain partners, thus improving inventory visibility and improving inventory velocity.

Several models have been proposed for understanding the activities required to manage
material movements across organizational and functional boundaries. SCOR is a supply chain
management model promoted by the Supply Chain Council. Another model is the SCM Model
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proposed by the Global Supply Chain Forum. Supply chain activities can be grouped into
strategic, tactical and operational levels of activities.

Strategic
1. Strategic network optimization, including the number, location and size of warehouses,

distribution centers and facilities.

2. Strategic partnership with suppliers, distributors and customers, creating communication
channels for critical information and operational improvements such as cross docking, direct
shipping and third-party logistics.

3. Product life cycle management, so that new and existing products can be optimally integrated
into the supply chain and capacity management.

4. Information Technology infrastructure, to support supply chain operations.

5. Where-to-make and what-to-make-or-buy decisions.

6. Aligning overall organizational strategy with supply strategy.

Tactical
1. Sourcing contracts and other purchasing decisions.

2. Production decisions, including contracting, scheduling and planning process definition.

3. Inventory decisions, including quantity, location and quality of inventory.

4. Transportation strategy, including frequency, routes and contracting.

5. Bench marking of all operations against competitors and implementation of best practices
throughout the enterprise.

6. Milestone payments.

7. Focus on customer demand.

Operational
1. Daily production and distribution planning, including all nodes in the supply chain.

2. Production scheduling for each manufacturing facility in the supply chain (minute by minute).

3. Demand planning and forecasting, coordinating the demand forecast of all customers and
sharing the forecast with all suppliers.

4. Sourcing planning, including current inventory and forecast demand, in collaboration with all
suppliers.

5. Inbound operations, including transportation from suppliers and receiving inventory.

6. Production operations, including the consumption of materials and flow of finished goods.

7. Outbound operations, including all fulfillment activities, warehousing and transportation to
customers.
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8. Order promising, accounting for all constraints in the supply chain, including all suppliers,
manufacturing facilities, distribution centers and other customers.

Supply chain management
Organizations increasingly find that they must rely on effective supply chains or networks,

to successfully compete in the global market and networked economy. In Peter Drucker's (1998)
new management paradigms, this concept of business relationships extends beyond traditional
enterprise boundaries and seeks to organize entire business processes throughout a value  chain
of multiple companies.

During the past decades, globalization, outsourcing and information technology have enabled
many organizations, such as Dell and Hewlett Packard, to successfully operate solid collaborative
supply networks in which each specialized business partner focuses on only a few key strategic
activities (Scott, 1993). This inter-organizational supply network can be acknowledged as a new
form of organization. However, with the complicated inter actions among the players, the
network structure fits neither "market" nor "hierarchy" categories (Powell, 1990). It is not clear
what kind of performance impacts different supply network structures could have on firms, and
little is known about the coordination conditions and trade-offs that may exist among the players.
From a systems perspective, a complex network structure can be decomposed into individual
component firms (Zhang and Dilts, 2004).

Traditionally, companies in a supply network concentrate on the inputs and outputs of the
processes, with little concern for the internal management working of other individual players.
Therefore, the choice of an internal management control structure is known to impact local firm
performance (Mintzberg, 1979).

In the 21st century, changes in the business environment have contributed to the
development of supply chain networks. First, as an outcome of globalization and the proliferation
of multinational companies, joint ventures, strategic alliances and business partnerships, there
were found to be significant success factors, following the earlier "Just-In-Time", "Lean
Manufacturing" and "Agile Manufacturing" practices. 3 Second, technological changes,
particularly the dramatic fall in information communication costs, which are a significant
component of transaction costs, have led to changes in coordination among the members of the
supply chain network (Coase, 1998).

Many researchers have recognized these kinds of supply network structures as a new
organization form, using terms such as "Keiretsu", "Extended Enterprise", "Virtual Corporation",
"Global Production Network", and "Next Generation Manufacturing System". In general, such a
structure can be defined as "a group of semi-independent organizations, each with their
capabilities, which collaborate in ever-changing constellations to serve one or more markets in
order to achieve some business goal specific to that collaboration" (Akkermans, 2001). The
security management system for supply chain is described in ISO/IEC 28000 and ISO/IEC 28001
and related standards published jointly by ISO and IEC.
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