Week 2 – Productivity and Operations Strategy in a Global Environment 

Better quality, higher productivity, lower costs, and the ability to respond quickly to customer needs are more important than ever. The standards for these qualities are getting higher and higher. 
Achieving Competitive Advantage Through Operations 
Competitive advantage implies the creation of a system that has a unique advantage over competitors. The idea is o create customer value in an efficient and sustainable way. Pure forms of these strategies may exist, but operations managers will more likely be called on to implement some combination of them. 
· Three strategies provide an opportunity for operations managers
· Competing on differentiation
· Competing on costs
· Competing on response
· In practice, differentiation, low costs, and response can increase productivity and generate sustainable competitive advantage. 
Competing on Differentiation 
Differentiation is concerned with providing uniqueness. A firm’s opportunities for creating uniqueness are not located within a function or activity but can arise in virtually everything the firm does. Moreover, because most products include some service, and most services include some product, the opportunities for creating the uniqueness are limited only by the imagination.  
· Differentiation should be thought of as going beyond both physical characteristics and service attributes to encompass everything about the product or service that influences that value that customers derive from it 
· Therefore, effective operations managers assist in defining everything about a product or service that will influence the potential value to the customer
· In the service sector, one option for extending product differentiation is through an experience 
· Differentiation by experience in services is a manifestation of the growing “experience economy”
· Experience differentiation is to engage the customer to use their five senses so that they become immersed, or even an active participant, in the product. 






Competing on Cost
One driver of a low-cost strategy is a facility that is effectively utilized. Firms with low-cost strategies understand his and utilize resources effectively. Identifying the optimum size (and investment) allows firms to spread overhead costs, providing a cost advantage. 
· Walmart has driven down store overhead cost, shrinkage, and distribution costs. Its rapid transportation of goods, reduced warehousing costs, and direct shipping from manufacturers have resulted in high inventory turnover and make it a low-cost leader.
· Low cost leadership entails achieving maximum value as defined by your customer 
· A low cost strategy does not imply low value or low quality 
Competing on Response 
The third strategy option is response. Response is often thought of as flexible response but it also refers to reliable and quick response. We define response as including the entire range of values related to timely product development and delivery, as well as reliable scheduling and flexible performance. 
· Flexible response may be thought of as the ability o match changes in the marketplace where design innovations in volumes fluctuate substantially
· The second aspect of response is the reliability of scheduling. The competitive advantage generated through reliable response has value to the end customer 
· The third aspect of responses is quickness. The operations manager who develops systems that respond quickly can have a competitive advantage
What are some of the causes of Poor Competitiveness 
· Excess emphasis on short-term financial performance
· Failing to take advantage of strengths or opportunities, failing to recognize and counter weakness and threats 
· Failing to view operations from a strategic perspective 
· Placing too much emphasis on product/service design and not enough process design 
· Neglecting investments in capital and human resources 
· Failing to establish good internal communication and cooperation 
· Failing to consider customer needs and wants 
Developing Missions and Strategies 
An effective operations management effort must have a mission so I knows where it is going and a strategy so it knows how to get there 
1. Mission 
Economic success, indeed survival, is a result of identifying missions to satisfy a customer’s needs and wants. Missions statements provide boundaries and focus on organizations and he concept around which the firm can rally 
· We defined the organization’s mission as its purpose, what it will contribute to society 
· The mission states the rationale for the organizations existence
· Once mission has been decided, each functional area determines its supporting mission 
2. Strategy 
With he mission established, strategy and its implementation can begin. Firms achieve missions in three conceptual ways 
· Differentiation
· Cost leadership
· Response 
This means operations manager are called on o deliver goods and services that are: 
· Better/different 
· Cheaper
· More responsive 
Strategy is an organizations plan to achieve its mission. 
· Exploits opportunities and strengths, neautralize threats, and avoid weaknesses
· Operations managers translate these strategic concepts into tangible tasks to be accomplished 
· Clearly strategies differ. Each strategy puts different demands on operations managerment 
The productivity challenge 
The creation of goods and services requires changing resources into goods and services. The most efficiently we make this change, the more productive we are and the more value is added to the good or service provided
· Productivity is the ratio of outputs divided by the inputs 
· Improving productivity means improving efficiency 
· Efficiency means doing the job well with a minimum of resources and waste 
· Note the distinction between being efficient, which implies doing the job well, and being effective, which means doing the right thing 
Why Productivity Matters 
· High productivity is linked to higher standards of living 
· As an economy replaces manufacturing jobs with lower-productivity service jobs, it is more difficult to maintain high standards of living 
· Higher productivity relative to the competition leads to competitive advantage in the marketplace 
· Pricing and profit effects 
· For and industry, high relative productivity makes it less likely it will be supplanted by foreign industry 




Productivity paradox 
· Despite massive investment in computers, the rate of productivity growth is now lower than it was before computers were introduced, why?
· Possibly 
· Measures of productivity are not sensitive enough to detect growth in he areas of services where most of the growth has occurred 
· Gains in productivity are still building and may become apparent in the next few years 
· Information technology is not the boon to productivity it was anticipated to be 
Productivity Measurement 
Productivity is a significant issue for the world and one that the operations manager is uniquely qualified to address. Measuring productivity can be direct. 
· Productivity = Units produced / inputs used 
Single factor productivity uses just one resource input to measure productivity 
· Productivity = Units produced / labour hours used 
However, a broader view of productivity is multifactor productivity which includes all inputs (e.g. capital, labor, material, energy)
· Productivity = Output / Labour + Material + Energy + Capital + Misc 
The use of productivity measures aids managers in determining how well they are doing. But results from the two measures can be expected to vary. If labour productivity is entirely the result of capital spending, measuring just labour distorts the results. 
· Labour productivity is the more popular measure 
· Multifactor productivity is usually better, but more complicated 
· The multifactor productivity measures provide better information about the trade-offs among the factors but substantial measurement problems remain. 
· Quality may change he quantity of inputs and outputs remains constant 
· External elements may cause in increase or decrease in productivity for which the system under study may not be directly responsible 
· Precise units of measure may be lacking 
· Productivity measurement is particular difficult in the service sector, where the end product can be hard to define. For example, economic stats ignore he quality of your haircut, the outcome of the court case, or the service at a retail store. 
· In some cases, adjustments are made for the quality of the products sold but not for the quality of the sales presentation or the advantage of a broader product selection 
· Productivity measurements require specific inputs and outputs, but a free economy is producing worth – what people want – which includes convenience, speed, and safety. The traditional measures of outputs may be very poor measure of these other measures of work. 

EXAMPLE 1. 
What is the labour productivity? 
· 10,000 units produced 
· Sold for $10/unit 
· 500 labour hours 
· Labour rate $9/Hour 
· Cost of raw material $5000
· Cost of purchased materials $25,000
Answer(s) 
· 10,000 units / 500 Hours = 20 Units an hour 
· (10,000 Units X $10 per unit) / (500 Hours / $9 per hour) = 22.22 
EXAMPLE 2. 
What is the productivity in terms of units / hour?
· A machine produces 2000 parts in an 8 hour shift 
Answer 
· Units produced / Hours operated 
· 2000 / 8
· 250 Units per hour 














How can we Improve Productivity?
· Develop productivity measures and use them
· Focus on critical operations (bottleneck operations)
· Develop methods for productivity improvements 
· Establish reasonable goals for improvement 
· Make it clear that management supports productivity improvement 
· Measure and publicize improvements 
· Don’t confuse productivity with efficiency 
What are the Factors which affect productivity?
· Standardization 
· Quality
· Use of internet
· Computer viruses
· searching for lost or misplaced items 
· scrap rates 
· new workers 
· safety
· layoffs 
· labor turnover 
· design of the workspace 
· incentive plans that reward productivity 
The Three Factors 
Three factors are critical to improve productivity. They represent the broad areas in which managers can take action to improve productivity 
1. labour
2. capital
3. management 
Labour
Improvement in the contribution of labor to productivity is the result of a healthier, better-educated, and better-nourished labour force. Historically, about 10% of the annual improvement in productivity is attributed to improvement in the quality of labor. 
· Key variables for improve labor productivity 
· Basic education, appropriate for an effective workforce 
· Diet of the labour force 
· Social overhead that makes labour available such as transportation and sanitation 
· Illiteracy and poor diets are major impediments to productivity, costing countries up to 20% of their productivity 
· Infrastructure that yields clean drinking water and sanitation is also an opportunity for improved productivity, as well as an opportunity for better health in much of the world. 
· In developed nations, the challenge becomes maintaining and enhancing the skills of labourers in the midst of rapidly expanding technology and knowledge 
· Training, motivation, team building, human resources strategies, improved education, may be among the many techniques that will contribute to increased labour productivity 
· Improvements in labour productivity are possible however, they can be expected to be increasingly difficult and expensive 
Capital
Human beings are tool using animals. Capital investment provides those tools. The trade off between capital and labour is continually in flux. Using labour rather than capital may reduce unemployment in the short run, but it also makes economies less productive and therefore lower wages in the long run. Inflation and taxes increase the cost of capital making capital investment increasingly expensive. Capital investment is often necessary but seldom sufficient in the battle for increased productivity 
· Capital investment has increased in Canada most years except during a few very severe recession periods.
· Accumulated capital investment has increased in Canada at a compound annual rate of 4.5%.
Management 
A factor of production and an economic resource. Management is responsible for ensuring that labour and capital are effectively used to increase productivity. Management accounts for over half the annual increase in productivity. This increase includes improvements made through the use of knowledge and the application of technology. 
· A knowledge society is one which much of the labour force has migrated from annual work o technical and information-processing tasks requiring ongoing education 
· The expanding knowledge base of contemporary society requires that managers use technology and knowledge effectively 
· More effective use of capital also contributes to productivity. It falls to the operations manager, as a productivity catalyst, to select the best new capital investments as well as to improve the productivity of existing investments 
Productivity and the Service Sector 
The service sector provides a special challenge to the accurate measurement of productivity and productivity improvement. The traditional analytical framework of economic theory is based on primarily on goods-producing activities. Consequently, most published economic data relate to goods production. But the data do indicate that, as our contemporary service economy has increased in size, we have had slower growth in productivity. Productivity of the service sector has proven difficult to improve because service sector work is:
1. Typically, labour-intensive (for example, counseling, teaching).
2. Frequently focused on unique individual attributes or desires (for example, investment advice).
3. Often an intellectual task performed by professionals (for example, medical diagnosis).
4. Often difficult to mechanize and automate (for example, a haircut).
5. Often difficult to evaluate for quality (for example, performance of a law firm).
Homework - Discussion Questions
1. Define mission.
2. Define strategy.
3. Describe how an organization's mission and strategy have different purposes.
4. As a library or Internet assignment, identify the mission of a firm and the strategy that supports that mission.
5. How does an OM strategy change during a product's life-cycle?
6. There are three primary ways to achieve competitive advantage. Provide an example, not included in the text, of each. Support your choices.
7. Name four areas that are significant to improving labour productivity.
8. Canada, and indeed much of the world, has been described as a knowledge society. How does this affect productivity measurement and the comparison of productivity between Canada and other countries?
9. What are the measurement problems that occur when one attempts to measure productivity?
10. Mass customization and rapid product development were identified as current trends in modern manufacturing operations. What is the relationship, if any, between these trends? Can you cite any examples?
11. What are five reasons productivity is difficult to improve in the service sector?
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