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Unit One Operations Strategy

Unit One Operations Strategy

Before reading the text, think about the following questions and discuss them with your
classmates.

1. What do you know about operations strategy?

2. Do you know the difference between business strategy and operations strategy? If yes, try to
explain it.

3. How does operations strategy contribute to the success of a firm in the market?

Part One Theory

Text A

Suggested Reading Time: 9 min 50 s

Operations Strategy—an Overview

Operations strategy is the development of a long-term plan for using the major resources of the
firm for a high degree of compatibility between these resources and the firm’s long-term corporate
strategy. Operations strategy addresses very broad questions about how these major resources should

be configured to achieve the desired corporate objectives.
The Operations Management Strategy Development Process

Today, many corporations, both large, global conglomerates such as General Electric and small
ones such as Mississauga, Ontario-based Cara, consist of several stand-alone businesses that focus
on different industries. The conglomerate may have a vision and a mission. Within this context,
corporate strategy defines the specific businesses in which the firm will compete and the way in
which resources are acquired and allocated among these various businesses.

The stand-alone businesses within these conglomerates often are referred to as strategic business
units ( SBUs) . The individual strategy adopted by each SBU, which is referred to as its business
strategy, defines the scope and boundaries of the SBU, in terms of how it addresses the specific
markets that it serves and the products that it provides.

The business strategy depends on the market requirements ( such as customer desires and
success criteria in the market) , the environment ( such as competition, technological advances, and
government regulations) and the organizational competencies ( such as its core capabilities, its
culture, and its strengths and weaknesses) . Each SBU may also have its own vision and mission.

To not only survive but also prosper in today’s fiercely competitive marketplace, an SBU needs
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to have a successful strategy. In this type of situation, Michael Porter, a professor at the Harvard
Business School and perhaps today’s leading authority on competitive strategy , believes that there are
three generic strategies for succeeding in an industry: cost leadership, differentiation, and market
segmentation. Cost leadership implies that the firm has the ability to successfully underprice its
competition. Differentiation refers to ways in which an organization distinguishes its products and
services from its competition. For example, a company could offer higher quality products or services
than its competitors. Market segmentation refers to the focus of the product or service offering on a
segment in the market. An example of focus in the hotel industry would be Toronto-based Four
Seasons Hotel, which focuses on the luxury end of the lodging business. Porter believes that to be
successful,, firms have to trade off among the three. In other words, a company “cannot be all things
to all people”. Other experts on strategy, such as Henry Mintzberg of McGill University, include
cost leadership as a form of differentiation.

Functional strategies ( for example, operations, marketing, human resources) are developed to
support or align with the established business strategy. For example, Ethan Allen, a retailer who
follows a business strategy of providing high quality furniture, cannot pursue an operations strategy of
achieving low cost by procuring leather that is not of high quality, nor a human resource strategy of
not providing training.

A company or SBU’s competitiveness refers to its relative position in the market in terms of how
it competes with the other firms in its industry. Operations strategy refers to how the operations
management function contributes to a firms ability to achieve competitive advantage in that
marketplace.

Operations strategies are developed from the competitive priorities of an organization, which
include (@) low cost, (b) high quality, (¢) fast delivery, ( d) flexibility, and ( e) service.
Operations strategies also depend on order qualifiers and winners, which relate to requirements for
success in the marketplace.

Core capabilities are the means by which competitive priorities are achieved. Consequently,
core capabilities must align directly with competitive priorities. For example, a core capability may
relate to research and innovation, such as the ability to design and bring products quickly to market
as in the case of Intel, Nortel, or Sony, or effective supply chain management as in the case of Wal-
Mart.

Operations strategy decisions can be divided into two major categories: structural elements
consisting of facility location, capacity, vertical integration, and choice of process ( all are
considered to be long term or “strategic” in nature) and infrastructural elements consisting of the
workforce (in terms of size and skills) , quality issues, procurement, the new product development
process, planning and control, and organizational structure. (710 words)

(i%# B http: / /highered. mcgraw-hill. com/sites/dl/free /0070922837 /158533 /sample _ ch2.

pdf’)
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2. Corporate strategy
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3. Within this context, corporate strategy defines the specific businesses in which the
firm will compete and the way in which resources are acquired and allocated among these

various businesses.

BESC: FEASCH, Al Gl 2 SR Al 5 4 1 ELAAR Y 55 DL R 58 R AE AN ] A ol [i] 3R HCA &
Ay

AIFE M EIENA], — 1 E 1B A] in which the firm will compete &1 /54717 the specific

businesses , 75—~ & 1 M\ 1] in which resources are acquired and allocated among these various

businesses &1 /5171 the way.

4. Strategic business units ( SBUs)

VESC: Rl 55 Hr

AR b 55 B, — FRCAE B R 24 22 O AN TR) A9l 5590 BT, B A A 0N 95 BB AT A Y RN
i A FHE B T A B BITE BRI 23R 49 Tl 5 A s ol 55 B O 1 <l B SR
PR A

5. Business strategy
PRI ARl g
Al A A Bl 55 A R 2 e A 2 ) B ORI 5 BAARL( SBU) BB I o

6. The individual strategy adopted by each SBU, which is referred to as its business
strategy, defines the scope and boundaries of the SBU, in terms of how it addresses the

specific markets that it serves and the products that it provides.

VESC: A — IR 55 BN SR FH A SO QL B g i s, 3980 i Ak 3R S ) 2 4L i
FRSS T3, FUE 1 O b 55 B 138 LA Bt

], adopted by each SBU &t 254018 ) 2544 , /E B 151811 the individual strategy; which is
referred to as its business strategy &35 FR 14 B 15 M 1), (& i S5 4710 strategy . %215 in terms of 2
ﬂy“j{j—:‘ ...... jﬁ‘ﬁ’;ﬁyjﬁ ...... ﬁﬁ‘é“”a

7. Cost leadership
PG ARG
AR 5T A R AR RAR A o 25 AR U5 A Al B A A 24 T A T s 4 T R
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8. Differentiation
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9. Market segmentation

G o
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10. Functional strategy
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11. For example, Ethan Allen, a retailer who follows a business strategy of providing
high quality furniture, cannot pursue an operations strategy of achieving low cost by
procuring leather that is not of high quality, nor a human resource strategy of not providing
training.

VESC: 40 R« SUAE, — SR PR AL e ot o 5L B8 Al AR Y 24 R, A T SR HTE
T SR A ot AN 1 Y B2 SR AR AR A 8 SO, A ] BESR AN S (AR B B9 N W T

], a retailer /& Ethan Allen ([ 1/ 1%, who follows a business strategy of providing high
quality furniture & %€ 15 M ], 18116 547 18] retailer. 55 #b, nor a human resource strategy of not
providing training 527448 WEA] , SEEX () 25 #4) /& nor can he pursue a human resource strategy of not

providing training.

12. Core capability
VEIC: Bbse g h
0554 J1tFR N core competence, 3%.0> 24 J1 R AE— N HA NI E T4 A T B FE I
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13. For example, a core capability may relate to research and innovation, such as the
ability to design and bring products quickly to market as in the case of Intel, Nortel, or

Sony, or effective supply chain management as in the case of Wal-Mart.
FESC: BN, 0 sa 4 Jr T BERS RS MBIHT , e ke K AL A sl R Je o m BT RE I A
7 it SR ] T 37 Y RE T, BRI 35 52 151 v A 0 17 A B

14. Vertical integration
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Task 1 According to the text,please answer the following questions.

What is operations strategy?

What are SBUs?

What is business strategy?

How are business strategies adopted?

How should a firm survive and prosper in fierce competition according to Michael Porter?
What does “cannot be all things for all people” mean?

What does the example of Ethan Allen illustrate?

A e

What do operations strategies include?

Task 2 Read the text again and choose the best answer for each of the following

statements.
Which does “address” mean in the first paragraph?
. Location. B. Solve. C. Cope with. D. Make a speech.
What is not included in market environment?
. Customer desires. B. Competition.
. Technological advances. D. Government regulations.

The Toronto-based Four Seasons Hotel shows
. it is an example to show how cost leadership works in hotel industry

. it is an example to show how differentiation works in hotel industry

O W PO D

. it is an example to show how market segmentation works in hotel industry
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it is an example to show that firms have to trade off among the three strategies
Structural elements consist of

. facility location and capacity B. vertical integration
choice of process D. all of the above

Which of the following statements is not true?

Stand-alone businesses focusing on different industries adopt their own strategies.

R =

. The organizational competencies include its core capabilities, its culture, and strengths,

weaknesses and so on.

o

An SBU cannot adopt all the three generic strategies: cost leadership, differentiation, and
market segmentation.

D. Functional strategies can be developed in regardless of the established business strategy.

Task 3 Fill in the blanks with one of the following words or phrases from the text.

Make changes where necessary.
P A A A A A R R A A A A A A R R A R N A N R R NG

gaddress vision consist of competitiveness align %
Y flexibility allocate criterion be referred to as prosper J
R R R R R R R R R N X))

1. If you want to survive and , there is a price to pay.

2. Now her horizon was enlarged by the of a prodigal philanthropist( I ZEER) .

3. 1 will do my own evaluation and the bonuses to each person.

4. Customer personas the needs of customers, not end users, as discussed earlier in
this chapter.

5. Good quality and reasonable price will promise our products strong

6. The productive forces two factors, laborers and tools.

7. The senator( 213 £1) himself with the critics of the proposed reforms.

8. Practice is the sole of truth.

9. To create jobs, therefore, policies to encourage and reduce marginal labor costs
are needed.

10. These eight private universities collectively the Ivy League schools.

Task 4 The following sentences are chosen from the text. Please translate them into
Chinese.

Section A

Directions: Translate the following passages into Chinese.

1. Operations strategy is the development of a long-term plan for using the major resources of
the firm for a high degree of compatibility between these resources and the firm’s long-term corporate
strategy.

2. Today, many corporations, both large, global conglomerates such as General Electric and

small ones such as Mississauga, Ontario-based Cara, consist of several stand-alone businesses that
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focus on different industries.

Section B

Directions: Translate the following passage into Chinese.

Operations strategy decisions can be divided into two major categories: structural elements
consisting of facility location, capacity, vertical integration, and choice of process ( all are
considered to be long term or “strategic” in nature) and infrastructural elements consisting of the
workforce (in terms of size and skills) , quality issues, procurement, the new product development

process, planning and control, and organizational structure.
Text B

Suggested Reading Time: 11 min 50 s

Competitive Priorities

The key to developing an effective operations strategy lies in understanding how to create or add
value for customers. Specifically, value is added through the competitive priority or priorities that
are selected to support a given strategy. Four basic competitive priorities were identified initially.
These were cost, quality, delivery, and flexibility. These four priorities translate directly into
characteristics that are used to describe various processes by which a company can add value to the
products it provides. There now exists a fifth competitive priority—service—and it was the primary

way in which companies began to differentiate themselves in the 1990s.
Cost

Within every industry, there is usually a segment of the market that buys strictly on the basis of
low cost. To successfully compete in this niche, a firm must necessarily, therefore, be the low-cost
producer. But, even doing this doesnt always guarantee profitability and success.

Products sold strictly on the basis of cost are typically commoditydike. In other words,
customers cannot easily distinguish the products made by one firm from those of another. As a
result, customers use cost as the primary determinant in making a purchase. However, this segment
of the market is frequently very large and many companies are lured by the potential for significant
profits, which are associated with large unit volumes of product. As a consequence, the competition
in this segment is exceedingly fierce—and so is the failure rate. After all, there can only be one
low—cost producer, and that firm usually establishes the selling price in the market.

Quality

Quality can be divided into two categories: product quality and process quality. The level of
quality in a product’s design will vary as to the particular market that it is aimed to serve.
Obviously, a child’s first two-wheel bicycle is of significantly different quality than the bicycle of a
world—class cyclist. The use of thicker sheetmetal and the application of extra coats of paint are some

of the product quality characteristics that differentiate a Mercedes-Benz from a Hyundai. One



