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WHAT IS OPERATIONS 
MANAGEMENT?
• Production: is the creation of goods and 

services whereas Operations 
Management (OM): is a set of activities that 

relate to the creation of goods and 
services through the transformation of 
inputs to outputs.
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ORGANIZING TO PRODUCE 
GOODS AND SERVICES

Essential functions:
• Marketing: generates demand
• Production/operations: creates the 

product
• Finance/accounting: tracks how well the 

organization is doing, pays bills, collects 
the money
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WHY STUDY OM?
1. OM is one of the three major functions of any 
organization, andrelate

d 
marke
t

to all the
other business (sell),

functions.
All finance

(account), and produce

it is
integrally 
organization
s (operate),

and

it is important to know how the
OM activityfunctions. Therefore, we study how people organize 

themselves for
productive enterprise.

2. We want to know how goods and services are 
produced.

3. We study OM to understand what operations 
managers do.

4. Because  it  is  such  a  costly  part  of  an  
organization. A  large percentage of the revenue of 
most firms is spent in the OM function. Indeed, OM 
provides a major opportunity for an organization to 
improve its profitability and enhance its service to 
society.



Dr. SAM 6

WHAT OPERATIONS MANAGERS 
DO

Basic Management 
Functions
•Planning
•Organizing
•Leading
•Staffing
•Controlling
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SCOPE OF OM
Ten Decision Areas
• Design of goods and 

services
• Managing quality
• Process and capacity 

design
• Location strategy
• Layout strategy
• Human resources and

job design
• Supply chain 

management
• Inventory management
• Scheduling
• Maintenance
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THE CRITICAL DECISIONS
Design of goods and services

• What good or service should we 
offer?

• How should we design these 
products and
services?

Managing quality
• How do we define quality?
• Who is responsible for quality?
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CONT’D
Process and capacity design

• What process and what capacity will these 
products
require?

• What equipment and technology is 
necessary for these processes?

Location strategy
• Where should we put the facility?
• On what criteria should we base the 

location decision?
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CONT’D
 Layout strategy

•How should we arrange the facility?
•How large must the facility be to meet 
our plan?

 Human resources and job design
•How do we provide a reasonable work 
environment?

•How much can we expect our employees 
to produce?
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CONT’D
 Supply chain management

•Should we make or buy this component?
•Who are our suppliers and who can 
integrate into our e-
commerce program?

 Inventory, material requirements planning, and 
JIT

•How much inventory of each item should we 
have?

•When do we re-order?
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CONT’D
 Intermediate and short–term scheduling

•Are we better off keeping people on the 
payroll during slowdowns?

•Which jobs do we perform next?

 Maintenance
•Who is responsible for maintenance?
•When do we do maintenance?
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WHERE ARE THE OM JOBS?
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SIGNIFICANT EVENTS IN OM
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OPERATIONS FOR GOODS AND 
SERVICES
Production of Goods Versus Delivery of 
Services

•Goods are physical items thatinclude raw
materials, parts, subassemblies, and final 

products.

E.g. Automobile, Computer, Oven, Shampoo

•Services are activities that provide some 
combination of
time,

location, form or psychological value.
E.g. Air travel, Education, Haircut, Legal counsel



Dr. SAM 16

DIFFERENCES BETWEEN GOODS 
AND SERVICES
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GOODS 
AND 
SERVICESAutomobil

e 
Comput
er

Installed 
carpeting

Fast-food meal 
Restaurant meal/auto 
repair

Hospital care
Advertising 
agency/

investment 
management

Consulting 
service/
teaching
Counseling

Percent of Product that is a 
Good

Percent of Product that is a 
Service

100% 75 50 25 0 25 50 75 100%
| | | | | | | | |
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PRODUCTIVITY CHALLENGE
Productivity is the ratio of outputs
(goods and services) divided by the inputs 
(resources such as labor and capital)
The objective is to improve productivity!

Important Note!
Production is a measure of output only and 

not a measure of efficiency
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PRODUCTIVITY

•Measure of process improvement
•Represents output relative to input
•Only through productivity increases can our 
standard of living improve

Producti
vity =

Units 
produce
d
Input 
used
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PRODUCTIVITY CALCULATIONS

Productivit
y =

Labor Productivity
Units 
producedLabor-hours 

used
= = 4 units/labor-

hour
1,00
025
0

One resource input  single-factor 
productivity
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MULTI-FACTOR PRODUCTIVITY
Outp
ut

21

Labor + Material + 
Energy + Capital + 
Miscellaneous

Productivit
y =

 Also known as total factor productivity
 Output and inputs are often 

expressed in dollars

Multiple resource inputs  multi-factor 
productivity
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MEASUREMENT PROBLEMS

19/08/
2023

22

•Quality may change while the quantity of inputs 
and outputs remains constant
•Externalelements may cause an increase
or decrease in productivity
•Precise units of measure may be lacking
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PRODUCTIVITY VARIABLES
 Labor - contributes about 

10% of the annual 
increase

 Capital - contributes
about 38%
of the annual increase

 Management-
contributes about 52% 
of the annual increase

19/08/
2023

23
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KEY VARIABLES FOR IMPROVED LABOR PRODUCTIVITY

19/08/
2023
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•Basic education appropriate for the labor force

•Diet of the labor force

•Social overhead that makes labor available

•Maintaining and enhancingskills in the
midst of rapidly changing technology and 
knowledge



LABOR 
SKILLS

About half of the 17-year-olds in the US 
cannot correctly answer questions of this 
type

19/08/
2023

25Dr. SAM
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INVESTMENT AND 
PRODUCTIVITY
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CURRENT CHALLENGES IN OPERATIONS MANAGEMENT
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Globalization: The rapid decline in the cost of 
communication and transportation has made markets 
global. Similarly, resources in the form of capital, 
materials, talent, and labor are also now global. As a  
result,  countries  throughout  the  world  are  
contributing  to globalization as they vie for economic 
growth. Operations managers are rapidly seeking 
creative designs, efficient production, and high- 
quality goods via international collaboration.
Supply-chain  partnering:  Shorter  product  life  
cycles,  demanding customers, and fast changes in 
technology, materials, and processes require supply-
chain partners to be in tune with the needs of end 
users.  And  because  suppliers  may  be  able  to  
contribute  unique expertise, operations managers 
are outsourcing and building long term partnerships 
with critical players in the supply chain.
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CONT’D
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Sustainab
ility:

Operations managers’
continuingbattle toimprove productivity is concerned with designing 

products andprocesses
that are

ecologically
sustainable. This
means

designing green products and packaging that 
minimize resourceuse, can be recycledor re- used, and are
generallyenvironmentally friendly.
Rapid product development: Technology 
combined with rapidinternational  communication  of  news,  
entertainment,  and lifestyles is dramatically 
chopping away at the life span of products. OM 
is answering with new management structures, 
enhanced  collaboration,  digital  technology,  
and  creative alliances that are more responsive 
and effective.
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CONT’D
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•Mass customization: Once managers 
recognize the world asthe marketplace, the
cultural become quite

obvious. In a

and individual
differences worldwhereconsumers

areincreasingly  aware  of  innovation  and  options, 
 substantial pressure is placed on firms to 
respond in a creative way. And OM must rapidly 
respond with product designs and flexible 
production  processes  that  cater  to  the  
individual  whims  of consumers.  The  goal  is  
to  produce  customized  products, whenever 
and wherever needed.
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CONT’D
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Lean operations: Lean is the management 
model sweeping the world  and  providing  the  
standard  against  which  operations managers 
must compete. Lean can be thought of as the 
driving force in a well-run operation, where the 
customer is satisfied, employees are respected, 
and waste does not exist. The theme of this text 
is to build organizations that are more efficient, 
where management creates enriched jobs that 
help employees engage  in  continuous  
improvement,  and  where  goods  and services  
are  produced  and  delivered  when  and  where  
the customer desires them.
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OPERATIONS 
STRATEGY AND 
COMPETITIVEN
ESS

CHAPTER 
TWO
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STRATEGY
Strategy is defined as organizations theory 
about how to gain

competitive advantage (Barney & Hesterly, 2012).

Strategy  is  formulation  of  future  plan  of  
action,  usually understood as being undertaken 
by senior management at a high level of 
leadership and management.

8/19/2
023

O
M

Ch 1 -
32



OPERATIONS STRATEGY AND COMPETITIVE 
ADVANTAGE
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Operations  Strategy:  is  a  plan  for  using  
the  operational capabilities of a company to 
decide how it will compete.

Competitive advantage: implies the creation 
of a system that has a unique advantage over 
competitors. The idea is to create customer value 
in an efficient and sustainable way.



Sample OM Department Missions
Product design To design and produce 

products and services with 
outstanding quality and 
inherent customer value.

Quality 
management

To attain the exceptional value that 
is consistent with our company 
mission and marketing objectives 
by close attention to design, 
procurement, production, and field 
service operations

Process design To determine and design or produce 
the production process and 
equipment that will be compatible 
with low-cost product, high quality, 
and good quality of work life at 
economical cost.

Dr. 
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SAMPLE MISSION STATEMENTS



 Differentiation – better, or at 
least different

 Cost leadership – cheaper

 Response – rapid response

Dr. 
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STRATEGIES FOR COMPETITIVE 
ADVANTAGE



• Uniqueness can go beyond both the physical 
characteristics and service attributes to 
encompass everything that impacts customer’s 
perception of value

•Ability of a company to provide unique and 
superior value to the buyer  in  terms  of  
product quality,  special features  or after-sale 
service

Dr. 
SAM 36

COMPETING ON 
DIFFERENTIATION



COMPETING ON COST
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Ability of a company or a business unit to design, 
produce and market  a  comparable  product  
more  efficiently  than  its competitors. A law 
cost strategy does not imply low value or low 
quality.For example:
• Southwest

Airlines: secondary 
efficient utilization of 
equipment

airports, no frills
service,

• Wal-Mart: small overheads, shrinkage, 
distribution costs



COMPETING ON RESPONSE
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 Flexibility

Is matching market changes in design, innovation 
and volumes

Example: HP’s products often have a life cycle of 
months and volume and cost changes and the 
company has been successful at institutionalizing 
the ability to change products and volume to 
respond to dramatic changes in product design 
and costs thus building a sustainable competitive 
advantage.



CONT’D
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 Reliability: is meeting schedules
Example: German machine industry

 Timeliness: is quickness in design, 
production, and delivery



OM’S 
CONTRIBUTION 
TO STRATEGYProdu

ct
Qualit
y
Proce
ss
Locati
on
Layo
ut
Human 
resour
ce

Supply 
chain
Invent
ory
Scheduli
ng
Maintena
nce

FLEXIBILITY:
Sony’s constant 
innovationof new products………………………………....Design
HP’s ability to lead
the printer market………………………………Volume
Southwest Airlines No-frills service……..…..LOW 
COST

DELIVERY:
Pizza Hut’s 5-minute 
guaranteeat lunchtime…………………..…..
………………….Speed Federal Express’s 
“absolutely,

positively on time”………………………..
….Dependability QUALITY:

Motorola’s HDTV converters….
……........Conformance Motorola’s 
pagers………………………..….Performance
Caterpillar’s after-sale service
on heavy equipment……………....AFTER-SALE 
SERVICE
Fidelity Security’s broad
line of mutual funds………….BROAD PRODUCT 
LINE

Operations
Decisions
Examples

Specific 
Strategy 
Used

Competit
ive 
Advanta
ge

Respons
e
(Faster)
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Cost 
leadershi
p 
(Cheaper
)

Differentiati
on 
(Better)



10 STRATEGIC OM 
DECISIONS
Differentiation, low cost and response can be 
achieved when managers make effective 
decisions in 10 areas of OM, these are 
collectively known as operations decisions.

Dr. 
SAM 41



Dr. SAM 42

MANAGING GLOBAL SERVICE 
OPERATIONS

Requires a different 
perspective on:

•Capacity planning

•Location planning

•Facilities design and 
layout

•Scheduling



•Research about effective operations 
management strategies

•Preconditions for developing effective OM 
strategies

•The dynamics of OM strategy development

Dr. 
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ISSUES IN OPERATIONS 
STRATEGY



CHARACTERISTICS OF HIGH 
R&D FIRMS
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 High product 
quality

 High capacity 
utilization

 High operating 
efficiency

 Low investment 
intensity

 Low direct cost per 
unit



STRATEGIC OPTIONS TO GAIN A COMPETITIVE ADVANTAGE
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28% - Operations 
Management
18% - Marketing/distribution
17% - Momentum/name 
recognition 16% - 
Quality/service
14% - Good 
management 4% - 
Financial resources

3% - Other



ELEMENTS OF 
OPERATIONS 
MANAGEMENT STRATEGY
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•Low-cost product
•Product-line breadth
•Technical superiority
•Product characteristics/differentiation
•Continuous product innovation
•Low-price/high-value offerings
•Efficient, flexible operations adaptable to 
consumers

•Engineering research development
•Location
•Scheduling



PRECONDITIONS
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One must understand:
 Resource Based View (RBV)
 Value Chain Analysis
 Porter’s Five Forces Model
 Environmental Analysis
 The Product Life Cycle
 Integration of OM strategy with company’s 
strategy and with other functional areas



DYNAMICS OF STRATEGIC 
CHANGE
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 Changes within the 
organization

• Personnel
• Finance
• Technology
• Product life

 Changes in the 
environment



Product design 
and 
development 
critical
Frequent 
product and 
process design 
changes
Short 
production 
runs
High 
production 
costs
Limited 
models
Attention to 
quality
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Forecasting 
critical
Product and 
process 
reliability
Competitive 
product 
improvements 
and options
Increase 
capacity
Shift toward 
product focus
Enhance 
distribution

Standardization
Less rapid 
product 
changes – 
more minor 
changes
Optimum 
capacity
Increasing 
stability of 
process
Long 
production 
runs
Product 
improvement 
and cost 
cutting

Little 
product 
differentiat
ion
Cost 
minimiza
tion
Overcapa
city in
the 
industry
Prune line 
to 
eliminate 
items not 
returning 
good 
margin
Reduce 
capacity

PRODUCT LIFE CYCLE



STRATEGY DEVELOPMENT 
PROCESS

Determine Corporate Mission
State the reason for the firm’s existence and identify the

value it wishes to create.

Form a Strategy
Build a competitive advantage, such as low price, 
design, or volume flexibility, quality, quick delivery, 
dependability, after-

sale service, broad product lines.

Environmental Analysis
Identify the strengths, weaknesses, opportunities, and 

threats. Understand the environment, customers, industry, 
and competitors.
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STRATEGY DEVELOPMENT AND 
IMPLEMENTATION
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•Identify critical success 
factors

•Build and staff the 
organization

•Integrate OM with other 
activities

The operations manager’s job is to implement an OM 
strategy,

provide competitive advantage, and increase 
productivity



CRITICAL 
SUCCESS 
FACTORS

Decisions Sample Options

Product Customized, or standardized
Quality Define customer expectations and how to achieve them
Process Facility size, technology, capacity
Location Near supplier or near customer
Layout Work cells or assembly line
Human 
resource

Specialized or enriched jobs
Supply chain Single or multiple suppliers
Inventory When to reorder, how much to keep on hand
Schedule Stable or fluctuating production rate
Maintenance Repair as required or preventive maintenance

Marketi
ng

Service 
Distribut
ion 
Promotio
n
Channel
s of 
distributi
on
Product 
positioning 
(image, 
functions)

Finance/
Accounting
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Leverage
Cost of 
capital 
Working 
capital 
Receivables 
Payables 
Financial 
control Lines 
of credit

Production/Operations



ACTIVITY MAPPING

Courteous, 
but Limited 
Passenger 

Service

Standardiz
ed Fleet of 
Boeing 737 
Aircraft

Competit
ive 
Advanta
ge: Low 
Cost

Lean, 
Producti
ve 
Employ
ees

Short Haul, 
Point-to- Point 
Routes, Often 
to Secondary 

Airports

High 
Aircraft 
Utilizati

on

Freque
nt, 
Reliabl
e 
Sched
ule

A graphical 
link of
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competitive 
advantage,KSF and 

supportingactiviti
es.
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FOUR INTERNATIONAL 
OPERATIONS STRATEGIES

8/19/2
023

O
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w Local Responsiveness 

Considerations
(Quick Response and/or 

Differentiation)

Global 
Strategy

 Standardized 
product

 Economies of scale
Cross-cultural 

learning Examples
Texas 
Instruments 
Caterpillar
Otis Elevator

Transnational Strategy
 Move material, people, 

ideas across 
national boundaries

 Economies of scale
 Cross-cultural learning
Examples

Coca-
Cola 
Nestlé

International 
Strategy

 Import/export or license 
existing productExamples
U.S. Steel
Harley 
Davidson

Multidomestic 
Strategy

 Use existingdomestic model 
globally Franchise, joint 
ventures,subsidiar
ies

Examples 
Heinz 
McDonal
d’s

The Body 
Shop
Hard Rock 
Cafe



REASONS TO GLOBALIZE

1. Reduce costs (labor, taxes, 
tariffs, etc.)

2. Improve supply chain
3. Provide better goods and 

services
4. Understand markets
5. Learn to improve operations
6. Attract and retain global 

talent

Tangible 
Reasons

Intang
ible 
Reas
ons
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REDUCE COSTS
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 Foreign locations with lower wage rates can 
lower direct and indirect costs

• Maquiladoras
• World Trade Organization (WTO)
• North American Free Trade Agreement 

(NAFTA)
• APEC, SEATO, MERCOSUR
• European Union (EU)



IMPROVE THE SUPPLY CHAIN
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Locating facilities closer to unique 
resources

• Auto design to California
• Athletic shoe production to 

China
• Perfume manufacturing in 

France



PROVIDE BETTER GOODS AND 
SERVICES
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 Objective and subjective
characteristics of services

goods
and

• On-time deliveries
• Cultural variables
• Improved customer 

service



UNDERSTA
ND 
MARKETS Interacting with foreign customers and 
suppliers can lead to new opportunities

• Cell phone design from Europe
• Cell phone fads from Japan
• Extend the product life cycle
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LEARN TO IMPROVE 
OPERATIONS
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Remain open to the free flow of ideas
• General Motors partnered with a 

Japanese auto manufacturer to learn
• Equipment and layout have been 

improved using Scandinavian 
ergonomic competence



ATTRACT AND RETAIN GLOBAL 
TALENT
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 Offer better employment 
opportunities

• Better growth
opportunities and
unemployment

• Relocate unneeded
personnel to 

locations

insulati
on

again
st

mor
e

prospero
us

• Incentives for people who like 
to travel



CULTURAL 
AND ETHICAL 
ISSUES
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Cultures can be quite different
Attitudes can be quite different 
towards
o Punctualit

y
o Lunch 

breaks
o Environm

ent
o Intellectu

al
property

o Thievery
o Bribery
o Child 

labor
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