Chapter 1: Introduction to Operations Management

Overview

This chapter provides a definition of operations management.  The role and importance of operations in an organization are described, along with operations decisions that are made.  The differences between manufacturing and services are described.  The history and current trends of operations management are discussed, including the impact of information systems.  Finally, the interaction between operations and other business functions are described.

Answers to Discussion Questions in Textbook

1. Define the term operations management.

Operations management manages the resources needed to produce the company’s products and services.  It involves managing people, machines and information.

2. Explain the decisions operations managers make and give three examples.

Operations managers must plan the production schedule.  This entails deciding how much to produce and in what order.  This information would be used to make purchasing and staffing decisions.  Operations managers must manage inventory.  They must arrange the inventory in the warehouse.  They also facilitate the movement of inventory from the warehouse to the retail facilities or the customer.  Operations managers also must manage quality levels.  This may include inspection of materials, and the use of quality tools such as control charts.

3.  Describe the transformation process of a business. Give three examples. What constitutes the transformation process at an advertising agency, a bank, and a TV station?

The transformation process involves taking the various inputs and transforming them into outputs. An advertising agency would transform the time of its staff into an advertising campaign. A bank may use the time of a teller, an input computer, and a bank branch to accept a deposit. A TV station could use the time of its production crew, the video equipment, and the studio to produce a news story.

4.
What are the three major business functions, and how are they related to one another? Give specific examples.

The three major business functions are finance, marketing and operations.  Operations entail the production of a product or service and must manage the inputs to production such as workers' time, aluminum, and machine time to create airplane parts Finance manages the assets, such as the building used for production, investments and cash flows related to production, such as providing the needed machines.  Marketing generates sales of the product or service, such as finding customers for the proposed airplanes.

6.
Find an article that relates to operations management in either the Wall Street Journal, Fortune, Or Business Week. Come to class prepared to share with others what you learned in the article.

Students' answers will depend upon the article found. An example would be recent articles discussing the struggle airlines are having to reduce their costs in producing their main output: revenue passenger miles.

7.
Examine the list of  Fortune magazine’s top 100 companies. Do most of these companies have anything in common? Are there industries that are most represented?

Students should be able to find the list through their university library. While the top 100 contain firms in many different industries, students will probably notice that Oil, Finance, Retail, and Automobiles are heavily represented.

8.
Identify the two major differences between service and manufacturing organizations. Find an example of a service and manufacturing company and compare them.

Service organizations involve the customers in the operations to some degree, while manufacturing organizations do not.  Manufacturing organizations produce a physical product that can be stored in inventory.  Service organizations cannot create an inventory of the service since it is intangible. For example, Ford Motors is a manufacturer. It makes automobiles, customers have little contact with the operation, and they can create an inventory of vehicles. McDonalds is an example of a service organization. Customers go directly to the restaurant where they are served quickly by the staff.

9. What are the three historical milestones in operations management?  How have they influenced management?

Three historical milestones are the industrial revolution, total quality management (TQM) and global competition.  The industrial revolution changed production processes from a labor focus to a machine focus.  TQM caused managers to be more focused on quality and preventing defects.  Finally, global competition caused managers to further increase their focus on quality, realizing that to not improve was to “lose the race.”  

10. Identify three current trends in operations management and describe them. How do you think they will change the future of OM?

The lean systems concept is a current trend in operations management.  This involves taking a total system approach to creating an efficient operation. This includes concepts such as just-in-time (JIT), total quality management (TQM), continuous improvement, resource planning, and supply chain management (SCM). 

Companies are using the Internet to reach out to customers, and suppliers directly.  Amazon.com has been able to sell books and many other items directly from its warehouse to people like you and me.  The Internet is changing how the supply chains work since we can now eliminate the “middle man” or distributor by selling directly from the factory to the final or end customer. Companies can also ease transactions between businesses, known as B2B commerce, by using electronic trading networks.

Large information systems, called Enterprise Resource Planning (ERP) systems, are allowing companies to increase efficiency. These large, sophisticated software programs coordinate, across the entire enterprise, the activities involved in producing and delivering products to customers.

Each of these concepts makes intensive use of information and cooperation between partners. OM will most likely continue to be more information intensive and require greater cooperation among all the players in the value chain.
11. Define the terms total quality management, just-in-time, and reengineering. What do these terms have in common?

Total quality management (TQM) is a philosophy that focuses on meeting the needs of the customer.  TQM is not inspection, but actually the prevention of defects.  It involves everyone in the organization.  Just-in-time is a philosophy that focuses on reducing inventory and other wastes and on the production of the right number of items at the right time.  Reengineering focuses on improving business processes in order to improve efficiency. Each of these techniques strives to allow more responsive and more efficient production leading to higher quality and higher customer satisfaction.

12.
Describe today’s OM environment. How is it different from that of a few years ago? Identify specific features that characterize today’s OM environment.

Today’s OM environment is more global, more service oriented, and uses more information technology than that of even a few years ago. Companies can outsource steps of their operation easier. Now even service operations are outsourced off-shore. Information technology allows companies to cooperate more closely, creating tighter supply chains, quicker response and less waste. Specific features include greater outsourcing, greater use of information technology, and deeper cooperation in the supply chain.

 13. Describe the impact of e-commerce on operations management. Identify the challenges posed by e-commerce on operations management. 

E-commerce has greatly impacted the relations companies have with their suppliers and customers. This allows tighter co-operation with suppliers, which can lead to quicker more accurate deliveries and lower inventory. Suppliers can become involved with producers early in the product design. This can lead to better quality and lower production costs. E-commerce also creates better links between companies and their customers. This improves their ability to predict and provide what the customers want. Further, e-commerce shifts the balance between performing a task in-house and outsourcing. This has lead to greater outsourcing as companies focus more intensely on their core competencies. 

As communication and off shoring become easier, not only can a company reach wider markets, but also they are exposed to competition from those wider markets and from firms in their markets that have improved their competitive position by effective use of the opportunities available through e-commerce.

14.
Find a company you are familiar with and explain how it uses its operations management function. Identify what the company is doing correctly. Do you have any suggestions for improvement?

Student responses will depend on the company chosen. Many undergraduate students have worked in food services, such as fast food, restaurants, and supermarkets. They should be able to identify how materials are ordered and handled, how the operations are staffed, and how customers are served.

Interactive Learning

The student version of the web site for this textbook includes PowerPoint chapter review, selected solutions, several interesting company tours, and web links. The student CD contains the Extend simulation package. This package has several demonstrations simulations that can be used to introduce topics in operations management. For example, the packaging line and tire manufacture simulations demonstrate the concept of transformation, and the bank and supermarket simulations demonstrate competition for scarce resources.

Theory of Constraints (TOC) Tips

The Theory of Constraints (TOC) is a recent trend in operations management.  The Theory of Constraints (TOC) is a management philosophy that was first presented in the best selling book, The Goal (Goldratt and Cox, 1992), which is popular in Industry as well as academia.  The book is a common choice among Operations Management instructors for an assigned additional reading in that it explains key production problems and solutions in a quick and easy-to-read format. 

This book presents key elements of the production solution.  This solution has also been referred to as Drum-Buffer-Rope or Synchronous Manufacturing.  The development of TOC led to further applications in distribution, project management, marketing, accounting and strategic planning.  A few years ago, Goldratt and other key individuals familiar with TOC codified the Thinking Processes (TP) that led to the development of the applications.  The TP consist of a set of logic-based tools for determining what to change, what to change to, and how to cause the change.  The TP were developed in order to identify the processes for identifying constraints, developing and implementing the solution.  The goal of developing the TP was to create a generic process for solving any problem.  The strength of TOC is its ability to analyze an entire system and evaluate erroneous assumptions in order to find a win-win solution.  TOC has been used by a large number of organizations, resulting in significant improvements.  (Please see the answer to discussion question number 8 above for some more information.)

