Week 1 – Development: Operations Management 

What is Operations Management?
· Set of activities that creates value in the form of goods and services by transforming inputs into outputs 
· Production activities often referred to as operations or operations management (OM) 
· Production = Creation of goods and services 
· Services – Economic activities that typically produce an intangible product such as education, entertainment, government, etc. 
[image: Chart of value-added process. See long description. ]
Organizing to Produce Goods and Services 
1.) Marketing, which generates the demand, or at least takes the order for a product or service. Nothing happens until there is a sale 
2.) Production/operations, which creates the product
3.) Finance/accounting, which tracks how well the organization is doing, pays the bills, and collects the money
These functions are the necessary ingredients not only for the production but also for the organizations survival. 
The Supply Chain 
Through the three functions, value for the customer is created. Firms do not create this value completely on their own, they often rely on a variety of suppliers who provide everything from raw materials to accounting services. These suppliers, when taken together, can be thought of as a supply chain. 
· Supply chain, is a global network of organizations and activities that supply a firm with goods and services. 

Why Study Operations Management?
1. One of the three major functions of any organization. It is integrally related to all other business functions. We study how people organize themselves for productive enterprise
2. We want to know how goods ands services are produced. The production function is the segment of our society that creates the product and services we use 
3. To understand what operation managers do. Regardless of your job in an organization, you can perform better if you understand what operation managers do.
4. We study OM because it is a costly part of an organization. A large percentage of the revenue of most firms is spend on the OM functions. OM provides a major opportunity for an organization to improve its profitability and enhance its services to society. 
Operations in the Service Sector 
Manufacturers produce a tangible product, while service products are often a intangible. But many products are a combination of a good and a service, which complicates the definition of a service. Because definitions vary, much of the data and statistics generated about the service sector are inconsistent. 
We defined services as including 
· Repair and maintenance 
· Government 
· Food and lodging 
· Transportation
· Insurance
· Trade
· Financial 
· Real estate 
· Education
· Law
· Medicine 
· Entertainment 
· Other professional occupations
Differences between Goods and Services 
The activities of the operations functions are often very similar for both goods and services. Ex. both goods and services must have quality standards established, both must be designed and processed on the schedule in a facility where human resources are employed. Differences between goods and services include 
· Services are usually intangible 
· Services often produced and consumed simultaneously; there is no stored inventory. Ex. the beauty salon produces a haircut that is consumed simultaneously. 
· Services are often unique. 
· Services have higher customer interaction 
· Services have inconsistent product definition 
· Services are knowledge based 
· Services are frequently dispersed. 
Growth of Services 
· The number of people employed in manufacturing has decreased since 1950, but each person is now producing almost 20 times more than in 1950
· The huge productivity increases in agriculture and manufacturing have a lot more of our economic resources to be devoted to services 


What do Operations Managers do?
All good managers perform the basic functions of the management process. Planning, organizing, staffing, leading, controlling. Operations managers apply this management process to the ten critical decisions of operations management. 
· 40% if all jobs are in the operations management 
Ten Critical Decisions of Operations Management 
1. Design goods and services 
a. What should we offer?
b. How should we design it?
2. Managing quality 
a. How do we define quality?
b. Who is responsible for quality?
3. Process and capacity design 
a. What process and what capacity will these products require?
b. What equipment and technology is necessary for these processes?
4. Location strategy 
a. Where should we put the facility?
b. What criteria should we base the location decision?
5. Layout strategy 
a. How should we arrange the facility?
b. How large should the facility be?
6. Human resources and job design 
a. How do we provide a reasonable work environment?
b. How much can we expect our employees to produce?
7. Supply chain management 
a. Should we make or buy this component?
b. Who should be our suppliers and how can we integrate them into out strategy?
8. Inventory, material requirements planning (MRP), and JIT
a. How much inventory of each item should we have?
b. When do we reorder?
9. Intermediate and short-term scheduling
a. Are we better off keeping people on the payroll during slowdowns?
b. Which jobs do we perform next? 
10. Maintenance 
a. How do we build reliability into our processes?
b. Who is responsible for maintenance?
The Decision Process in Operations
Operations managers = decision makers. To achieve the goals of the organizations, managers must understand how decisions are made to know which decision-making tool to use. The success or failure of both people and companies depends on the quality of their decisions. Overcoming uncertainty is a manager’s challenge, a good decision follows these 6 steps. 
1. Define problem and factors that influence it 
2. Develop specific and measurable objectives 
3. Develop a model – that is, a relationship between objective and variables 
4. Evaluate each alternative solution based on pros and cons 
5. Select best alternative 
6. Implement decision and set a timetable for completion
The Heritage of Operations Management
Operations management is relatively young, but the history is rich and interesting. Some individuals who have made significant contributions to the operations management discipline. 
· Eli Whitney (1800) 
· Credited for the early popularization of interchangeable parts, which was achieved through standardization and quality control.
· Frederick W. Taylor
· Father of scientific management 
· Contributed to personnel selection, planning and scheduling, motion study, ergonomics
· Believed that management should be much more resourceful and aggressive in the improvement of work methods 
· Match employees to right jobs 
· Provide proper training 
· Provide proper work methods and tools
· Establish legitimate incentives for work to be accomplished 
· Henry Ford & Charles Sorensen 
· Assembly line 
· Walter Shewhart  
· Foundations for statistical sampling 
· IT is an especially important contribution to OM. IT is the systematic processing of data to yield information. IT is reducing costs and accelerating communication. 
New Challenges in Operations Management 
· Global focus 
· Communication and transportation costs declining has made markets global. 
· Supply-chain collaborating 
· Shorter product life cycle, demanding customers, fast changes in tech, materials, and processes require supply chain partners to be in tune with the needs of end users 
· Sustainability 
· Designing products and processes that are ecologically sustainable 
· Rapid product development
· Mass customization 
· Once the world is recognized as a marketplace, the cultural and individual differences become obvious. Substantial pressure is placed on firms to respond in a creative way
· Just-in-time performance
· Inventory requires financial resources, high quality issues, and constraints response to ever-shorter product life cycles  
· Empowering employees 
· The knowledge explosion of a more technical workplace have combined to require more competence in the workplace 



Where are the Operations Management Jobs?
· Technology/methods
· Facilities/space utilization 
· Strategic issues
· Response time
· People/team development
· Customer service
· Quality 
· Cost reduction
· Inventory reduction
· Productivity improvement
Homework Questions 
1.) Why should one study operations management?
a. One should study operations management because it can help them to better organize themselves in a production enterprise. It can better explain to them how goods and services are produced. Also to understand what operations managers do, and mainly because it is a big and costly part of any organization. 
2.) Identify four people who have contributed to the theory and techniques of operations management
a. Eli Whitney – early popularization of interchangeable parts, achieved through standardization and quality control
b. Frederick W. Taylor – scientific management. Contributed to personnel selection, planning and scheduling, motion study, ergonomics, etc.  
c. Henry Ford & Charles Sorensen – assembly line 
d. Walter Shewhart – statistical sampling 
3.) What are the three basic functions of a firm?
a. Marketing 
b. Production/operations 
c. Accounting/finance 
4.) Name the 10 decision areas of operations management 
a. Design goods and services 
b. Managing quality 
c. Process and capacity design 
d. Location strategy 
e. Layout strategy 
f. HR and job design 
g. Supply chain management 
h. Inventory, material requirements planning (MRP), JIT 
i. Intermediate and short-term scheduling 
j. [bookmark: _GoBack]Maintenance 
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