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m Work and money flows

Money flow . o o
out | Current assets Work and materials flow | Activity description
u n
v Raw materials and ' The ngcessary
Materials/components materials/components
components i
are bought from outside
/ Staff and other The _necessary tgsks to
Inventory Work-in-progress (WIP) | materials/components provide the service or
added produce the product are
completed
/ More staff and Service/product now
Finished goods materials/components complete and is or can
added be sold
Ve Finished services/goods are
Cash sales Cash sales
sold
Finish i .
Debtors inished services/goods are Credit sales
sold
Cash Payment made for credit
sales

Note In some cases, payments are made when certain stages have been completed (for example stage payments may be made in the
building/construction industry) or at the end of a time period (for example management consultations usually invoice on a weekly basis).

Uses the common denominators of time and money

To help manage a business, the activities involved are expressed using the same common
denominator. Many activities use money as the base as this is the most appropriate way to
ensure that ‘like is compared with like’. Thus, sales are expressed in terms of monetary value
(£, € or $) and not in terms of the number of services or products sold. The reason is that for
a restaurant to measure its level of activity by the number of meals provided would take no
account of the number or type of course selected and served.

Operations, on the other hand, uses time as a more appropriate common denominator
by which to express its activities. The reason is that the monetary value of the services and
products provided does not adequately relate to the operations task involved. For example,
it takes longer to produce a lasagne than prepare a fillet steak but the menu price for each
would be the reverse. And as operations needs to assess, for example, the level of capacity it
needs at different times of the day and week, it has to work out the number of hours
involved to meet forecast sales and what this means in terms of different types of staff.

The use of time as a common denominator for the activities involved serves well the
needs of operations. But these activities will also be translated into monetary terms to meet
the needs of corporate reporting systems. How the one translates into the other has, there-
fore, to be well understood and managed by operations, although it will be the accounting
and finance function in a business that will undertake the translation task. A distinctive part
of the operations management role, therefore, concerns being able to work knowledgeably
on both time and money fronts.
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Managing the process through people

At the core of this role is the task of managing the operations process through people. The
number of people within the operations function and the range of skills and responsibilities
involved was highlighted earlier. Managing this key resource in order to meet both the
short- and long-term dimensions of the task, while also addressing the wide range of devel-
opment needs and career expectations of those involved, is central to the role of operations
management. While the people issues are picked up throughout the book, they are dealt
with in detail in Chapter 3.

Linking the thinking and doing ends of a business

The operations function forms the interface between the thinking end (strategic direction)
and the doing end (meeting the needs of customers) of a business. It provides the essential
link between the corporate view and the operational task. On the strategy dimension, it
links direction to action. Without action, strategic discussion and debate has little value.
Thus, translating strategy into action is fundamental to the ongoing success of a business
and operations has a key role in getting this done. In the same way, operations links
corporate philosophies and values with the views of work held by those who complete the
task. It is essential to link the top and bottom of businesses as this helps to forge the coher-
ence and cooperation essential for the success of the enterprise (see Exhibit 1.10).

m Strategic vision normally offers more direction than provided by Mr James

In order to stay ahead of the competition, marketing says we have [

to think big, stay strong and be constantly true to our beliefs! Ah, YOU lot have to work
that one out yourselves!!

OK! How dowe g
about doing that?

Managing complexity

The perspective that best captures the essence of the tasks outlined here is that operations
concerns the management of complexity. The size and diversity of the tasks involved and
the implications of decisions in terms of investment, costs and people are significant in size
and fundamental in nature. The challenge of the job comes not from the nature of the
individual tasks and decisions for which the operations manager is responsible — in them-
selves they are often quite simple — but from the number of these that have to be completed
or made at the same time and the complex interrelationships that exist. Also, as operations
is part of the core activities of most organizations, the work of specialists will be largely
concerned with giving support and advice to the operations function. They will be involved
not only with improving this function per se but also with developing the interrelated activ-
ities of operations and other departments.

© AMD Publishing
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Taking this mix together results in a demanding and complex job that requires, on the
one hand, the fast, day-to-day pace of the short term to be underpinned and delivered
while, on the other hand, the long-term direction is secured, and all this within the context
of providing appropriate interface and cooperation within the overall business. Add to this
the essential need to manage the processes and interfaces through the key resource of
people and the outcome is a job that is fascinating in its challenge and complex in its execu-
tion. Case examples 1.2 and 1.3 illustrate this complexity.

Case example 2 THE ROYAL MAIL GROUP

The Royal Mail Group is one of the UK's largest companies,
with annual sales revenues in 2003 of £8.3 billion. It
comprises the letters business (Royal Mail), Parcelforce World-
wide, the UK's leading carrier business, and the retailing
network (Post Office Ltd). From the mid-1970s until the end of
the last century, the Royal Mail Group operated profitably and
contributed over £2.5 billion to UK government funds in that
period. However, it incurred pre-tax losses in the last two
years, as the figures below show.

Year Pre-tax profit/(loss) £m
2003 (678)

2002 (1113)

2001 81

1999 608

Delivering mail quickly and keeping costs down are at the
heart of the Royal Mail. To handle increasing volumes (on

average 82 million letters, cards and packages every day,
rising to 135 million on peak days), in 1999 the company
invested £200 million in a high-tech sorting process (an inte-
grated mail processor) that now enables 90 per cent of all
mail to be handled automatically. This helps increase the
Royal Mail's next-day delivery targets for first- and second-
class mail and handle volumes at peak times such as Christ-
mas. In 2002 the next-day delivery for first-class mail was
92.8 per cent while second-class mail targets were achieved
98.3 per cent of the time.

To do this the Royal Mail employs over 130,000 staff (and
typically a further 30,000 temporaries in the Christmas period)
and has a transport fleet of 29,000 vehicles. It maintains and
collects from 112,000 post boxes and delivers to 27 million
addresses.

www.royalmail.com

Case question

management task?

Store managers within large retail companies are crucial
appointments. When handed the keys to their own store,
managers take on a task that is characterized by big numbers.
Typically up to 700 staff are employed, with weekly sales
revenues of more than £1 million and as many as 200,000
customers entering the door in an average week. While often
unrecognized by the outside world, store managers hold a
pivotal role in the retail sector. While buyers can source good
products at competitive prices and distribution can be fine-
tuned to efficiently meet the varying patterns of demand, the
key to customer retention is what happens inside the store. It
is customers' experience while shopping that affects whether
or not they come back. Layout, presentation, queue lengths,

Relate the sections on 'Size of the operations task” and ‘The role of the operations
manager’ to this example. What features in this illustration best reflect the operations

Case example 3 KEY LINK IN THE RETAIL CHAIN

availability and, above all, the service received throughout the
delivery system are the factors that most influence a
customer's decision on where to shop.

The critical nature of getting these operations management
appointments right was highlighted recently when the chief
executive of Sainsbury’s (a leading UK supermarket group,
with sales revenue in 2003 of more than £18 billion, 173,000
staff, 6000 items in its product range and more than 500
stores throughout the UK) stated that the performance of
some 20 per cent of its store managers was under review and
that this decision was part of an overall drive to improve the
group’s performance. According to many retailing experts, a
‘good" store manager can increase the sales revenue of self-
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service outlets (such as supermarkets) by up to 5 per cent,
while in stores heavily dependent on service (such as the elec-
trical sector) the improvement can be as high as 15 per cent,
and the best managers can carry these increases down to the
bottom line and vice versa. With stores’ weekly sales into
hundreds of thousands of pounds (and the biggest stores in
large national chains averaging over £1 million sales each
week), the essential contribution made by a store manager in
driving improvements through frontline operations and into
higher retail performance is fundamental.

Retailers agree that managing the operations units (the
stores themselves) has all the ingredients of what makes a
complex job. Staff management is fundamental, especially
given the fast-moving environment, changing demand levels
and long opening hours that characterize a supermarket store.
Tied to this is the management of a sizeable budget that
reflects the costs of running a large store. Not only does the job
concern managing a large investment, in the form of the build-
ings, car parks and delivery areas, but also the storing of goods
and their management in terms of waste and obsolescence. The

store manager’s knowledge of what goes on both in the store
and the back office (including supply chain, logistics and stock
management) is essential to the running of the operation and
this knowledge needs to be matched by being good with
customers and alert to actual and potential service issues.
While overall the skill range may be similar, the type of
store and its location will add further dimensions to the skill
base required to be a successful manager. Hypermarkets vs
convenience stores, general retailing vs out-of-town shopping
centres, self-service outlets vs those requiring a high level of
personal service place a different emphasis on the skills
needed. Similarly, running a big store in a rural location is
different from managing one in an inner-city environment.
Attracting the right calibre of people is often difficult, given
that the long, unsocial hours and weekend working are unat-
tractive dimensions of the job. But on the plus side, the job is
people-centric, rich in content, full of energy and buzz and
addresses real problems, the solutions to which are fast and
rewarding.
www.j-sainsbury.co.uk

Case questions

1 What makes up the service/product offering in a supermarket? Take two product and two
service elements in an offering and explain what a customer would look for and what
would need to be provided to meet these expectations.

2 How is the store manager a key link in the supply chain?

Services versus manufacturing

This first chapter introduces the role of operations management and provides an introduc-
tion to some of the factors that impact the nature and characteristics of the operations task.
As shown in Exhibit 1.7, organizations provide customers with a mixed offering of a service
and product. In turn, this requires the provider to make a product, process information on
behalf of a customer, provide a service for a customer, or some combination of these, as
illustrated in Exhibit 1.3.

Embodied in these alternatives are different characteristics that either facilitate or restrict
what operations can or can’t do in the processing task. These differences are fundamental
and, as such, are dealt with in more detail in subsequent chapters. What this section does is
alert you to these differences so that you get a better feel for the types of issues that oper-
ations has to manage in one type of business compared to another. As you go through the
different chapters these issues will be revisited and reaffirmed as part of learning about this
subject area within the field of business studies.

Exhibit 1.11 summarizes some of those aspects that will be reviewed throughout the
book and are now briefly explained.

Nature of the service/product

The characteristics of product, information and customer processing vary in several ways.
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m Aspects of product, information and customer processing

Aspects Processing
Product Information Customer
Tangible _ Intangible
Nature of the service/product Durable _— Perishable
Highly specified _— Server discretion
Organizational arrangements Back office —_— Front office
Level of customer involvement Low —_— > High
in the operations process
Typical competitive environment Traded —_— Sheltered

Note  The aspects when processing a customer surrogate (for example the maintenance of your car or suit/dress to be dry-cleaned) are
similar to those for processing information.

For example, services are consumed by the customer at the point of provision. This means
that the capacity in the process (for example an empty seat on a passenger airline, or an
unbooked slot in a hairdressing salon) cannot be held over to another time. This inability to
store capacity in the form of inventory results from the perishable nature of capacity in
some service delivery systems. This contrasts sharply with a typical manufacturing
company. Here, products can be made ahead of demand (for example ice cream is made and
stored in times of lower demand as a way of using operations ice cream-making capacity
productively as well as helping to meet the higher demand levels of another period). For
this reason, a manufacturing company typically finds it easier to handle the imbalances that
occur between the levels of demand and capacity.

Information-processing and customer surrogate businesses also have some opportunity
to control when tasks are completed. For example, information-processing tasks can be
cumulated and then scheduled until the most suitable time for completion, thus enabling
demand to be spread in line with available capacity or to cumulate volumes to help lower
processing costs. Similarly, the timing of a vehicle or other repair can, to some extent, be
managed to better meet the scheduling needs of a business. Even so, the length of time over
which scheduling alterations can be made will normally be limited in scale compared to the
manufacturer of products. With products, inventory can be made, if required, ahead of time
and independent of demand profiles, whereas information processing will invariably be an
integral part of a customer’s own overall service or procedure. The processing task can only
commence on receipt of relevant data and needs to be completed to fit in with a customer’s
own requirements. Take, for example, a data processing unit that updates the transactions
of the customers of its own client, a large high street bank. The necessary data will be deliv-
ered at a given day each month, with agreed lead times for completing the updates and
sending out the individual statements. Within this time frame the unit is able to schedule
the job to best fit its own total workload. Similarly, a garage can schedule the work within its
repair shop on a given day around factors such as the skills available, spare part deliveries
and the efficient use of staff.

The presence of customers in the system also brings the aspect of server interpretation
into the delivery of a service — known as ‘server discretion’. In turn, this makes it more diffi-
cult to control quality conformance in terms of establishing service levels and measuring
performance against these. In the provision of goods, the issues of quality control and meas-
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uring performance against specification are more easily managed, given the separation of
the making and purchasing events and the control over what and how a product is made.

Organizational arrangements

At the product end, the operations process is largely, and often totally, separated from the
customer, whereas in the service sector customers are often involved in the provision. In a
service company the delivery system, where possible, is split between the front office and
back office. In the former the system interfaces with customers and, for example, handles
requests or provides a given service. However, systems and procedures are designed so that
certain tasks are undertaken in the back office and, in that way, processing can be delayed
until a more convenient time and activities cumulated in order to gain economies of scale
and so justify investments as part of the way to reducing costs. Being separated from the
customers in the back office also allows procedures and tasks to be undertaken without
making essential responses to customers’ immediate requirements.

Competitive environment

The tangible nature of products enables the work and supporting technologies that go into
making them to be easily transferred, in product form, from the place of manufacture to mar-
kets throughout the world. In this way, products are referred to as being ‘traded’. As a result,
the manufacturing sector has been increasingly competitive from the latter half of the last
century, highlighting the truly global nature of these markets. Many services, on the other
hand, are classed as being ‘sheltered’, highlighting the fact that the extent of competition is
restricted by the geographical boundaries of such markets — the ‘you-do-not-go-to-Hong-
Kong-for-a-Chinese-takeaway’ syndrome. For example, retailers only compete with the high
street outlets within their own town or city. In recent years, however, the format of competi-
tion for many service firms has changed. One source of this change has been the increasing
use of technology. Online services for the purchase of items such as books, clothes, banking
and airline tickets has increasingly moved many service sectors into the traded category. The
role of operations in such instances has needed to reflect these new dynamics and business
conditions, reinforcing its core contribution to the continued success of a business.

Reflections

Few operations managers would consider their role to be other than demanding, challeng-
ing, absorbing and satisfying. They would also tell of its frustrations and complexity: this is
bound to be so where a function is required to handle a large number of variables and
achieve many diverse and complicated short- and longer term objectives.

To manage such a task effectively requires a range of executive qualities as indicated
earlier. To this list need to be added hard work, intellect and experience. To complete the
day-to-day tasks requires much physical effort. However, to perceive the whole and instigate
through others appropriate initiatives and developments also requires both intellect and
experience; the former to appreciate the issues and perspectives involved and the latter to be
alert to potential problem areas.

High levels of complexity involve the key role of efficiently managing most of an organ-
ization’s assets and costs while providing support for the many different needs of customers.
To do this is intellectually demanding. Unless operations managers are able to understand the
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m The levels of learning

Levels of learning Description
Increasingly higher Evaluation Appraise, compare, conclude, contrast, interpret and explain
levels of learning Synthesis Classify, compile, design, modify, reorganize, formulate,
reconstruct and substitute
Analysis Select, discriminate, illustrate, separate and distinguish
Application Demonstrate, relate, use, compete and prepare
e s ol Understanding Explain, extend, generalize, infer, summarize and estimate
management Knowledge Know, identify, list, name, outline and state

Source From Benjamin S Bloom et al. Taxonomy of Educational Objectives, Allyn & Bacon, Boston, MA. Copyright © 1984 by Pearson Education.
Adapted by permission of the publisher.

whole, take it apart, fix the parts required and put it back together, they will not be able to effi-
ciently and effectively manage the tasks involved. Exhibit 1.12 underlines this point. As you
will see, management concerns the higher levels of learning, from application through to
evaluation. The operations task is classic of these demands, a fact gaining increasing recogni-
tion not least because of the success of developing nations and the emphasis placed by the
more successful upon the management of the operations function. By the early 1980s it was
becoming clear that Japanese success was not based upon greater investment in processes but
in management, particularly operations. Similarly, the successful growth of international
retailers such as Wal-Mart and IKEA has been built on world-class operations capability. Some
believe that the managers needed to convert operations into ‘a competitive resource may have
to be the best rounded and most intellectually able of all corporate managers’.* The compe-
tences identified included: ‘a knowledge of technology... as well as every business function...
a thinking style that includes the ability to conceptualize as well as analyse complex trade-
offs... [and] managers who are architects of change not house-keepers’.>

Recognition of these operations management qualities is a prerequisite for both the
service and manufacturing sectors. Those nations that have been unsuccessful in carrying
out the operations tasks in manufacturing industries have stood by and watched this sector
diminish dramatically in a few years. Next on the list are parts of the service sector. Passen-
ger airlines, data processing, call centre provision, banking and other parts of the financial
services sector have already experienced the full weight of global competition. This will not
abate in these sectors and is already surfacing elsewhere. The sound management of oper-
ations in terms of its internal and external roles has a key contribution to make in the
success of companies, sectors and hence nations.

The rest of this book reviews the essential tasks involved and some of the important
perspectives that need to be understood by an operations manager. The book attempts to
present the concepts underlying this function and show which approaches are the most
useful to adopt in order to analyse and evaluate each major part of the whole operations
task. The emphasis, therefore, is not on covering all existing techniques or mathematical
approaches and explanations. As shown in Exhibit 1.12, the higher levels of learning are
those concerned with application, analysis, synthesis and evaluation. Knowledge and
understanding are the easier, lower levels of learning; the most difficult task is to do the job
effectively. It is not an issue of knowing things but of knowing what to do. This requires the
application of relevant knowledge, the analysis of the results of that application, the build-
ing back together of the results into an improved form (synthesis) and the evaluation of this
in terms of what has to be done. Effective managers are those who are able to do this as a
way of continuously developing their own set of responsibilities. Thus, as well as describing
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the relevant concepts, approaches, tools and techniques within operations, the book also
emphasizes the managerial dimension of the task. The book concerns operations manage-
ment and the text, chapter questions, assignments and case studies provide the opportunity
to introduce materials to meet the requirements of all six learning levels.

Key Elements of Managing Operations

e The operations process transforms inputs into
outputs that the organization then sells in its
chosen markets. Exhibit 1.1 overviews this core
task while Exhibit 1.2 provides examples from
both the service and manufacturing sectors.

@ As operations typically accounts for 60—70 per
cent of the people, assets and costs within an
organization, its sheer size makes it a demanding
management task. In addition, to undertake
these activities, operations comprises a wide
range of functions and support roles, examples
of which are given in Exhibits 1.4 and 1.5.

e Most companies deliver a mix of both services
and product as illustrated in Exhibit 1.7 and
where an organization chooses to be on this
service/product mix continuum will influence its
competitive position and the operations task
involved.

While most offerings are a combination of
services and products, there are important
distinctions in managing operations in the
service and manufacturing sectors. These are
outlined and overviewed in Exhibit 1.11.

Most of the people within a typical organization
are within the operations function and reflect a
wide range of jobs, skills and personal needs. A
critical part of the operations role is to manage
the operations process through people in such a
way as to meet the short- and long-term needs
of the business and also the development needs
and personal expectations of those involved.

The intention of this chapter is to set the scene
for the rest of the book. The next chapter on
operations strategy completes this overview and
together they provide the appropriate context for
the issues that follow.

Self-check

1 Which of the following is typically not the
responsibility of the operations function:
a Managing the inputs into the system
b Selling products to customers
¢ Managing the processes used for
converting inputs into outputs that are
then sold to customers

3

Typical inputs into an operations process are:

a Materials, people, energy, capital and
information

b Services, products and information

¢ Performance measurement and control

Which is an example of a specialist department

in a hospital:
2 To cope with the complexity that comes with a Nurses
size, organizations tend to: b Doctors

a Continually develop new services and
products

b Try to relocate certain activities to areas
with low staff costs

¢ Separate the tasks involved in managing
the business into functions

¢ Maintenance

Services are:

a Tangible items purchased by individuals
or organizations for subsequent use

b Intangible items that are consumed
at the time of provision
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Self-check cont'd

¢ Bothaandb

6 Which of the following affects the size of the
operations task:
a The number of people involved in the
operations process
b The number of assets involved in the
operations process
¢ Bothaandb

7 Managing a cost centre in a business involves:

a Understanding the business trade-offs
that can be delivered by the technology
involved

b Addressing the development needs and
career expectations of the people involved

¢ Ensuring that budgets and output levels
are met

8 An example of information processing is:
a Insurance company
b Pharmaceutical company
¢ Beauty salon

9 Which of the following is not a key difference
that affects the operations process within a
business:

a The nature of the service or product

b The level of customer involvement in
the operations process

¢ The geographical location of customers

10 The nature of the service or product when
processing a customer is:
a Durable
b Perishable
¢ Bothaandb

Study activities

Discussion questions

1 Select two service and two manufacturing
businesses of your own choice. From an operations
perspective, what are the similarities and differ-
ences that exist?

2 What is operations management? What are the key
elements of the operations task? Illustrate your
answer with examples.

3 Based on Exhibits 1.1 and 1.2, select one manufac-
turing and one service business other than those
used in Exhibit 1.2 itself. Then, complete a similar
analysis to that given in Exhibit 1.2.

4 Select two other functions within a service or man-
ufacturing business. For each, identify three links to
operations and explain the key dimensions of the
activities involved and how they would assist oper-
ations to complete its tasks and responsibilities.

5 Analyse the operations function in the university or
college department in which you are registered or
Assignments

1 Look through McDonald's website (www.mcdon-
alds.com) and list the dimensions that concern

in the company in which you work in terms of:

@ the key operations responsibilities

@ the size of the operations task

@ the operations function in the context of the rest
of the university/college department or organ-
ization

o four factors that illustrate the complexity of the
operations task. Give reasons for your choice.

6 Identify an operations system in your own life.
What are the inputs, operations process activities
and outputs involved?

7 Consider the following processes that you fre-
quently encounter:
e enrolling on a course
e taking lunch
@ buying a ticket for a concert.

Identify the inputs, operations process and outputs
involved.

operations. How many outlets are there throughout
the world and how do you think the company
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ensures effective control over the operations task 500 (www.fortune.com/fortune/fortune500) from
in order to maintain its desired standards within 1965, 1985, 1995, 2000 and the current day. Com-
the service delivery system? pare these to the current list. Identify the fundamen-

2 Make a list of the top ten companies in the Fortune tal differences and give reasons for these changes.
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