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Chapter 1

The Nature of Operations
Chapter Summary

This is one of the most important chapters in the text as it defines operations management as the activities associated with transforming inputs into valued outputs.  The chapter also shows that the actual production system is defined in terms of its environment, inputs, transformation system, outputs, and the mechanism used for monitoring and control. In our definition of the production system, we define all transformation systems as services—with or without facilitating goods (physical entities accompanying the transformation process).  Another key aspect of the chapter is the discussion of the evolution from functional organizational structures to process-centered ones. 

Discussion Outline

I. Systems Perspective of Operations

A. Environment

1. Customers

2. Government regulations

3. Competitors

4. Technology

5. Suppliers

6. Economy

B. Inputs

1. Capital

2. Materials

3. Equipment

4. Facilities

5. Suppliers

6. Labor

7. Knowledge

8. Time

C. Transformation system

1. Alteration

2. Transportation

3. Storage

4. Inspection

D. Outputs

1. Facilitating goods

2. Services

E. Monitoring and control

II. The Experience Economy

A. Commodities

B. Goods manufacturing

C. Services

D. Experiences

III. Views of Organizations

A. Functional organization

B. System of value-creating processes 

 Chapter Teaching Tips

There are a number of ways to introduce the course material. Many MBA students work at companies that have recently initiated a Lean/Six Sigma project, have outsourced processes to suppliers in low-wage countries, or have implemented an Enterprise Resource Planning system. Therefore, students naturally should be inquisitive about operations management and the aforementioned topics.

One approach is to have the students read cases prior to first class. “Wyatt Earp – The Buffalo Hunter” case is a short, but interesting case, that touches upon many aspects of operations strategy. A second case, “American Outsourcing” discusses the outsourcing of manufacturing and service jobs from the United States to Mexico, China, and India. 

Another useful approach for illustrating the importance of operations management is to have students read the Harvard Business Review article “Fast Heat: How Korea Won the Microwave War (January/February 1989).  The article emphasizes a number of important themes including:

· A strong production orientation. Samsung emphasized production over marketing.

· Design done with manufacturing in mind.

· Measures like payback and return on investment were not used.

· The customer should never be kept waiting.

· Engineers travel, not just the sales force.

Another way to introduce the course that may grab the attention of the students is to play an operations management game, e.g., the “Synchronous Flow Game” created by Chesapeake Consulting, Inc. (printed and distributed by APICS). This game requires active participation from the students and has many variations that an instructor could use to highlight quality issues, the effects of variability and capacity on flow rates, constraints management, and Just-in-Time.

A final approach is to start with a movie or video that illustrates the operations activities of some firm or organization and use this to lead to a discussion of the operations function.

Illustrative Answers to Expand Your Understanding Questions

1. Indeed, advertising or guarantees may have just as much or even more value to a customer than a product alteration.  Many products and services have been sold on the basis of their 50,000 mile, or lifetime, or full satisfaction guarantee rather than their form or function.

2. Services are typically more customized than products and thus less subject to repetitive automation, which could increase their efficient production.  Second, the technology of service production is nowhere as advanced as that for products.  And last, because services cannot be stored, this makes their timely production more expensive.

3. Some other differences will be pointed out in future chapters.  These include the low barriers to entry for service businesses, the (typically) reduced capital required for a service, the infinite variability of a service, etc.

4. Cases certainly exist of U.S. firms, for example, being found guilty of violating U.S. law by paying foreign bribes; yet, the practice of kickbacks and bribes is a common one in many countries.  These countries see little difference between bribes and tax regulations.  Indeed, the bribes are voluntary whereas taxes are coerced—now which one is unethical?  Many domestic firms also decry the lack of regulation of foreign firms’ practices while their own are highly restricted and regulated.

5. Services do seem to be protected because of their high provider-customer interaction, which is difficult for foreign firms to offer due to distance, language, culture, and other such matters.  It is commonly believed that, because services have less foreign competition, domestic firms are better at providing services than products.  This is probably a great fallacy, as anyone who has experienced service offerings in multiple foreign countries can tell you.

6. The Japanese work more diligently in designing and planning their operations and exert less effort in controlling them.  In fact, much of their design efforts are directed toward eliminating the need to control their work, for example, by making errors or mistakes more obvious and easily corrected.  They thus offer better designed outputs and also spend less on correcting, counting, monitoring, and controlling those outputs with the result that they are often more competitive in global markets.

7. Yes; almost by definition, commodities are products (or even services) that are standardized, have substantial competition, and produce low margins. Moreover, as price and economic value increase, there is more opportunity to increase margins and profits.

8. A manufacturer would see that the physical product was only a part of the total package being sold to satisfy a customer, and that a service provider might consider adding a facilitating good to their offerings to enhance the service.

Apply Your Understanding: Taracare Inc.
Teaching Tips for Case
This case is designed to illustrate the problem of sub-optimization.  The case can also be used to demonstrate how individual components of a system interact and/or the roles played by various functional departments.  In addition, the case can be referred to when the topic of strategy is discussed in the next chapter.  For example, the case can be discussed in conjunction with the strategy formulation process to demonstrate how a vision and mission statement might help align the decisions being made in different functional areas.  Also, appropriate core competencies for Taracare can be identified and discussed.

1. On the surface, it might appear as though outdoor furniture and replacement windows have very little in common.  Therefore, it might be argued that Jorge made a mistake in hiring a new manufacturing manager without the proper qualifications.  Thus, some students may argue that Alfredo be given some period of time to familiarize himself with the operations of the new production facility.  However, the evidence in the case suggests that Jorge is not overly concerned with the plant’s performance and that the pressure for improvement is coming from Alfredo himself.  On the other hand, it should be noted that in actuality both products do have much in common.  For example, both products are assembled from extruded aluminum.  Second, aluminum and glass are key raw materials of both products.  Finally, both products are sold to similar customers. Thus, to the contrary, it would appear that Alfredo’s previous experience does qualify him for the position at Taracare (assuming he performed well in his previous position).

2. Given Alfredo’s responsibility and concern for meeting delivery commitments and product quality he would likely make recommendations such as the following:

· Have the purchasing agent consult with someone in production before switching suppliers to determine the impact on operations of such a switch.

· Include someone from production on product design teams.

· Get the accounting and finance guys off his back so he can do his job.

3. Given Jorge’s background in sales, it is reasonable to assume that this is the area he is most concerned with.  The evidence in the case certainly supports this view.  For example, Jorge’s first initiative was to triple the sales force.  Also, he did not seem to be overly concerned with production’s performance:

· Rather than address the issues Alfredo raised in the meeting, he deferred them to be resolved at a later date.

· He gave no indication that he believed the issues were important and that he would deal with the issues (“Then perhaps I will call a meeting…”)

· In actuality, it appeared that he was inclined to dismiss the problem (“… our production is no worse than our competitors…” “we don’t expect you to solve all our problems overnight…”  “Keep up the good work…”  “send me that memo at your earliest convenience” not as soon as possible).

Although Jorge may be giving sales his highest priority, it is a reasonable assumption that his real objective is to maximize his wealth.  Clearly, the way to do this is by maximizing Taracare’s profits given his 75 percent stake.  Thus, given Jorge’s previous experience and background in sales, it is not surprising that he has chosen to focus his efforts on the sales function.

For Alfredo to get Jorge to buy into improving operations, he needs to first demonstrate the connection between operations and Taracare’s profits.  Jorge must recognize that maximizing profits is his primary objective and that each functional area contributes to this objective.  Based on this broader perspective, Alfredo can demonstrate that optimizing one area can negatively impact the overall organization.  The issues he raised in the meeting can be used to demonstrate this point (e.g., buying cheaper raw materials that ultimately cost the company more, designing products that are difficult to produce, and so on).  Employing a broader system perspective, Jorge can consider the way each functional area can best contribute to the overall organizational goals.

Discussion Outline for Case

I. The Current Situation

A. Discuss Alfredo Diaz's primary concerns

B. Discuss Jorge Gonzalez’s reaction to Alfredo’s concerns

C. These are really symptoms of larger problem

D. The real problem is sub-optimization

II. Jorge’s Approach

A. Sales background

B. Most likely interested in maximizing his wealth

C. Seems to be focusing on what he knows best

III. Need Systems Approach

A. Goal of entire organization (system) needs to be made clear

B. Each functional area must consider how it can contribute to the accomplishment of the overall organizational goal

Suggested Cases/Readings

Case: Wyatt Earp – The Buffalo Hunter (F. Robert Jacobs, Irwin/McGraw-Hill, 1998)

This case discusses Wyatt Earp’s innovations in operations to hunt and hide buffalos. Issues discussed in this case touch upon process choice, capacity, quality control, compensation, work structuring, and organizational structure. This case also lends itself well to a lively discussion of sustainable competitive advantage and sustainable operations management. 

Case: American Outsourcing (2005) (Hvd 9-705-037)


This case includes a review of the Mexican Maquilodoras, special economic areas in China, and service outsourcing to India. The case also considers General Electric’s outsourcing of jobs to these countries. 

Reading: Plant and Service Tours in Operations Management  (R. Schmenner, Pearson Custom Publishing, 2004)


This paperback book contains a nice variety of both manufacturing and service facility tours featuring job shops, assembly lines, mass services, professional services, etc.  Does an excellent job of giving students who are less experienced in the variety of ways that production can be organized some insight into what we mean by each.

Reading: Welcome to the Experience Economy (B. J. Pine, II and J. Gilmore, Harvard Business Review, July-Aug. 1998, pp. 97-105, Reprint # 98407)


This article describes the evolution of the economy from one of products to services to experiences and what it means for both providers as well as consumers. Prognosticates about the future of services in terms of experiences.

Reading: A Glossary of TOM Terms (Hvd. 9-687-019)

This brief 4-page note introduces the student to terms such as cycle time, bottleneck, capacity, utilization, throughput time, lot size, run time, etc. 

Reading: Fast Heat: How Korea Won the Microwave War (I.C. Magaziner and M. Patinkin, Harvard Business Review, Jan.-Feb. 1989, pp. 83-92, Reprint # 89114)


Although the microwave was invented in the U.S., Korea's Samsung is now the largest producer of microwave ovens.  A story of world-class competition and how third-world countries are winning markets.

Reading: Deep Change: How Operational Innovation Can Transform Your Company (M. Hammer, Harvard Business Review, April 2004, pp. 84-93)

This article focuses on breakthrough operational innovations and the strategic, marketplace, and operational benefits that result from those innovations.



































