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1

Managing operations

The 1980s proved to be more chailenging and difficult for the
operations manager than any other time since the Industrial Revo-
lution. The 1990s will prove even more so. The traditional problems
of out-of-date technologies, underdeveloped infrastructures, in-
efficient work methods and manning arrangements, inappropriate
payment systems and ineffective scheduling and control systems
have been coupled with a whole set of new challenges - increasing
world competition, decreasing product/service life cycles, customers’
expectations regarding quality and product performance, stringent
regulations concerning employees, the environment and safety
protection, together with the scarcity and rising costs of energy and
raw materials. Furthermore, the linked world economy has resulted
in a more complex business environment, with new and different
competitive situations bound up with legal and tax issues and the
different political, social and business pressures which exist - a
situation, the difficulties of which have been accelerated by the
forming and breakdown of political blocs and the subsequent market
opportunities which have resulted.

Similar pressures have started to unfold in the service sector.
Although many service industries are protected to varying degrees
by geography, many major services have increasingly been sub-
jected to national and international competition. This move from
sheltered to traded environments within the service sector is
contiruing. Deregulation in US airlines, the growth in the hotel
chain concept and the interrelation between share and money
markets through the world’s stock and financial centres have
imposed similar demands on related businesses and highlighted the

1




2 The Essence of Operations Management

importance of the operations manager’s role. Although the phenom-
enon of international (and for some services even national) competi-
tion will be less widespread than in the manufacturing sector, it will
show similar increases, if not at the same overall level. The
continued and significant improvements in data storage and trans-
mission will open up many areas to competition and spawn services
new in themselves or in their application.

As a consequence, the operations manager will need increasingly
to provide the support essential to the success of the wide range of
goods and services involved, different in themselves, and changing
in nature over time with life cycles which will continue to become
shorter. New efforts to increase productivity, to create technological
advantage and to find additional methods to increase the return on
assets will be part of the challenge facing those in charge of these
functions.

The role of operations management

Production management and operations management describe the
same set of tasks. Both are concerned with managing those
resources of an enterprise that are required to produce the goods or
services to be sold to consumers or other organizations. The term
‘production management’ came first, with the emergence of manu-
facturing industry and the subsequent emphasis placed on the
production management task within that sector. The growth of
service industries in the industrially developed countries has
brought with it the term ‘operations management’ as a more
appropriate general title. Throughout this book, therefore, the terms
‘production management’ and ‘operations management’ will be
treated as synonymous.

The mix of manufactured items and services

As economies develop, the relative mix of the primary, secondary
and tertiary sectors changes. For more developed countries, there
has been a growing and distinct shift towards the tertiary sector and
away from the primary and secondary sectors, as shown in Table
1.1
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Table 1.1 Percentage of gross domestic product by sector® grouping
for certain more developed economies (1989)

Country ’ Primary Secondary Tertiary
Australia 8 24 68
Beigium 2 27 ral
Canada* 10 25 65
Denmark 5 22 73
France 8 27 69
Japan 3 38 59
Netherlands 7 26 67
uUKk* 8 28 64
USA* 7 27 66
USSR* 21 56 24
W. Germany* 2 38 60

2These sectors include the following activities:

primary — agriculture and mining;

secondary — manufacturing and construction;

tertiary ~ utilities, wholesale/retail trade, transport, services and others
(unclassified activities which constitute in all instances a relatively
high percentage of the total GDP).

*Figures are for 1987. )

Source: UN Bulletin of Statistics (July 1991).

However, it is important to remember that most organizations
provide and sell a mixed products/services offering. This will change
from market to market and between segments within a market, as
shown in Figure 1.1.

What characterizes all of these, however, is the role of the
operations function. The provision of a service or production of a
product will be -the principal responsibility of operations and will
entail a number of tasks, the characteristics of which together make
up the operations management role. The key features which make
up the tasks are now explained.

Managing a large cost centre

The operations function is typically responsible for some 80 per cent
of all the costs incurred by a business. These comprise most, if not
all, the direct costs (employees- and materials) and a portion of the
overheads which fall within its jurisdiction.
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Purchase
100% goods 100% services

Vending machines

Low-cost consumable goods
Made-to-order, high-cost goods
Meal in a fast-food restaurant
High quality, restaurant meal
Regular maintenance
Breakdown maintenance
Computer bureau

Management consultancy
Health fam

Source: Terry Hill, Production/Operations Management: Text and cases (2nd edn),
Prentice Hall International, Hemel Hempstead, 1991, p. 7 (with permission).

Figure 1.1 Different product/service mixes provided in a range of purchases

Managing the work and money flow

The basic task in operations is to take inputs in the form of resources
and convert them into outputs in the form of products and services.
This conversion process (see Figure 1.2), therefore, is at the core of
operations and comprises the basic workflow throughout an organ-
ization.

However, given the high level of costs involved, the function also
has a prime role in managing the money flow. This comes simply
from the fact that costs are built up as a product/service moves from
raw materials ‘through work-in-progress to finished goods. The
purchase of raw materials, components and subassemblies and the
direct labour costs involved in the conversion process need, there-
fore, to be well managed and controlled as they reflect key elements
of cash flow. Thus, within operations rests a substantial portion of -
two key elements of a successful business — profits through the
control of costs, and cash flow through planning decisions and
lead-time control.

Interface between the doing and thinking ends of a
business

The operations function provides the essential interface between
corporate direction and the operational task, and the corporate
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Inputs Outputs
materials prodycts
labour services
energy N information
capital Operations
information process
Resources Products/
sevices

Source: Hill, op. cit., p. 4 (with permission). v
Figure 1.2 Outline of the operations process

philosophies and individual value systems which reside within an
organization.

Measurement by tangible outputs

Unlike most functions, the performance within operations can be
measured in tangible terms. Whilst this offers many advantages, it
also normally leads to reinforcing of detailed, short-term reviews
with correspondingly less emphasis on the long term, a fact which
will be discussed more fully in Chapter 2.

Managing the short and long term

As implied in the last point, executives need to manage the short
and long term well within the frame of the operations function.
Given the large cost, asset and people base referred to earlier,
managing costs within set and agreed budgets is essential to the
short-term prosperity of a business. In the same way, the large cost,
asset and people base within operatlons offers saving opportunities
of a substantial nature.

Managing complexity

The descriptions of the operations management task given so far
have underlined the dimensions of size and importance. One
outcome of these characteristics concerns the issue of managing
complexity. However, this is not to say that the individual facets of
the task are complex; they are no more so than the elements of most
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managers’ jobs. What creates the complexity is the interrelationship
between the many dimensions which comprise the operations task.
The number of facets is a direct outcome of the function’s size
(assets, costs and people) whilst the interrelationship is due to the
linked nature of all these elements within the function itself.

Misunderstandings of the operations
management task

Having described the key features and elements of the operations
management task it will be beneficial to clarify further the nature of
this key managerial and functional role by highlighting two specific
areas of misunderstanding. These concern production engineering
and operations research.

Production engineering

Within a manufacturing company, production engineering is often
confused with production management. However, a review of any
firm will illustrate the different sets of functional responsibilities and
tasks which go with the two jobs. Invariably they have different
reporting structures. The reason for this is fundamental to the sets
of responsibilities involved. Whereas production management is
concerned with the conversion process and with the distinct features
and tasks which go with that, production engineering is a staff
function which provides specialist support in the areas of equip-
ment/processes technologies and associated areas of expertise.

The misunderstanding which exists between these functions
emanates to some extent from the perception of the role, importance
and integral nature -of technology and engineering in manufactur-
ing. But operations is not a technical/engineering-related function
but a business-related function. The only exception is in firms which
provide one-off specialist products or services. In these low-volume
situations, the operations manager will be involved in both the
product/service specification and alignment of capability (processes
and people) with the tasks to be completed. However, these
business situations are the exception rather than the rule, as more
fully explained in Chapter 4. Most businesses make standard
products using known processes with specialist engineering/
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technical functions as part of the support provision. Thus, the
product/service and process technologies (no matter how involved
and sophisticated) are givens. The task of the operations manager is
to provide the critical business orientation which this function
should provide.

Operations research

The second basic and almost universal misunderstanding comes
with the area known as operations (or operational) research (OR). In
part, the confusion comes from the word ‘operations’ and, in part,
from the fact that the majority of applications of OR techniques are
in the area of operations management.

In the 1960s and 1970s, scholars and business people were
optimistic about the future role of OR techniques such as linear
programming, model building, computer simulation, dynamic pro-
gramming and other computer-related applications in organizations.
It was implied, if not explicitly argued, that these developments
would routinize many of the traditional functions of middle manage-
ment, typically in the operations functions.

The use of such techniques draws both its origins and argued
relevance from the specialist functions which developed these
approaches. It is only since the early 1980s, however, that the
approaches have been challenged, both in terms of the usefulness of
their application in companies and the consequent relevance of their
position in the teaching and research activities under the umbrella of
operations management.

The change in orientation towards the management of operations
has been both timely and relevant, even though late in the day.
However, as with many changes, the inertia of the past has been
hard to shake off. The residual presence of operations research
activity in the form of lingering arguments, past applications and
existing resources is still in evidence. Though the confusion with
operations management has been clearly identified, reinforcement of
the difference needs to be continuously highlighted.

Key points review

The size of operations underscores the need for this function to be
managed well, both in the short and long term. The control of some
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70-80 per cent of costs is at the core of working to budgeted
performances. Continuous improvement in these same large areas
will, on the other hand, yield the best potential results. Managing
these essential tasks is at the core of the operations task. .
However, key developments in the operations function have only
more recently attracted the necessary level of resources and have
been given appropriate direction. Managing this area as a business
function and prioritizing developments and activities in line with
market needs have only recently come to the fore, a fact covered in
more detail in the next chapter. However, the complexity of the task
has often hindered this key and appropriate orientation. But if
companies are to succeed in today’s markets then the role of
operations needs to be at the forefront of a firm'’s strategic response.
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Strategic context

Faced with increasing competitive pressures, businesses have a
greater need to coordinate the activities of their principal functions
within a coherent strategy. However, they often fail to do this. They
do not embrace all the functional contributions necessary to develop
successful corporate responses. One common and glaring omission
is that of the production/operations function.

Functions dominate strategic outcomes

One characteristic which typifies strategic debate is that individual
functions dominate corporate strategy outcomes. This, in part, has
its origins in history, as Table 2.1 illustrates. The result, however it
came to be, is that corporate strategy formulation fails to embrace
the dimensions of all key functions and their interrelation one with
another.

Functional strategies vis-d-vis a corporate
strategy

Whilst corporate documents are compiled they are typically no more
than the strategic statements of functions prepared individually with

9
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Table 2.1 Changes in the dominant role of functions in corporate strategy formulation

Period Typical Reasons
function

1945 Production/ During this period, in most industrial sectors world demand

to operations was greater than world capacity. Companies couid typically,

1965 therefore, sell all they could make and hence the production/
operations function tended to hold sway in strategic debate.

1965 Marketing In about the mid-1960s, the imbalance between available

1o early world capacity and world demand had begun to be

1980s redressed.The outcome was that in most markets selling

products became increasingly difficult. Hence the advent of
marketing's strategic role which came to the fore from this
time onwards.

Early Marketing The recession which occurred in the late 1970s and early
1980s  and/or 1980s resulted in many companies experiencing financial
to finance difficulties and witnessed a spate of corporate failures.
present Already gaining ground, these events stimulated the

day emergence of the finance/accounting function and its role in

strategic formulation.

little or no debate on how these key perspectives interrelate with
one another. The need to identify the level of match or mismatch
which exists between functional strategies is at the very core of
corporate strategy formulation. Only through this interchange can a
company reconcile differences, identify implications and assess
investments and time-scales. Only in this way can firms arrive at
well-thought-through, well-articulated and coordinated corporate
strategies which all functions understand, have agreed and will be
able to support.

There is an urgent need for companies to review the way in which
they develop strategies. The nearest they get to inter-functional
debate is that these individually prepared statements sit side by side
in the same binder. Charged individually to prepare a functional
strategy, each part of the business responds and arrives at its own
view of what is best for the business as a whole. The inherent
ramifications of one function’s strategy on other functions is not
discussed. But this interchange is the very essence of strategy
formulation. Without it, and given the dynamic nature of today’s
markets, companies will become increasingly disadvantaged.



