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Chapter Two Competitiveness, Strategy, and Productivity

INTRODUCTION
In this chapter you will learn about the different ways companies compete and why some
firms do a very good job of competing. You will learn how effective strategies can lead to
competitive organizations, and you will learn what productivity is, why it is important, and
what organizations can do to improve it.

COMPETITIVENESS
Competitiveness How
effectively an organization
meets the wants and needs of
customers relative to others that
offer similar goods or services.
竞争力：与提供同类产品或服务的
其他组织相比，本组织满足顾客需
求的相对有效性。

Companies must be competitive to sell their goods and services in the marketplace.
Competitiveness is an important factor in determining whether a company prospers, barely
gets by, or fails.
Business organizations compete through some combination of their marketing and
operations functions. Marketing influences competitiveness in several ways, including
identifying consumer wants and needs, pricing, and advertising and promotion.
1. Identifying consumer wants and/or needs is a basic input in an organization’s decisionmaking process, and central to competitiveness. The ideal is to achieve a perfect match
between those wants and needs and the organization’s goods and/or services.
2. Price and quality are key factors in consumer buying decisions. It is important to
understand the trade-off decision consumers make between price and quality.
3. Advertising and promotion are ways organizations can inform potential customers
about features of their products or services, and attract buyers.
Operations has a major influence on competitiveness through product and service design,
cost, location, quality, response time, flexibility, inventory and supply chain management, and
service. Many of these are interrelated.
1. Product and service design should reflect joint efforts of many areas of the firm to
achieve a match between financial resources, operations capabilities, supply chain
capabilities, and consumer wants and needs. Special characteristics or features of a
product or service can be a key factor in consumer buying decisions. Other key factors
include innovation and the time-to-market for new products and services.
2. Cost of an organization’s output is a key variable that affects pricing decisions and profits.
Cost-reduction efforts are generally ongoing in business organizations. Productivity
(discussed later in the chapter) is an important determinant of cost. Organizations with
higher productivity rates than their competitors have a competitive cost advantage.
A company may outsource a portion of its operation to achieve lower costs, higher
productivity, or better quality.
3. Location can be important in terms of cost and convenience for customers. Location
near inputs can result in lower input costs. Location near markets can result in lower
transportation costs and quicker delivery times. Convenient location is particularly
important in the retail sector.
4. Quality refers to materials, workmanship, design, and service. Consumers judge quality
in terms of how well they think a product or service will satisfy its intended purpose.
Customers are generally willing to pay more for a product or service if they perceive the
product or service has a higher quality than that of a competitor.
5. Quick response can be a competitive advantage. One way is quickly bringing new or
improved products or services to the market. Another is being able to quickly deliver
existing products and services to a customer after they are ordered, and still another is
quickly handling customer complaints.
6. Flexibility is the ability to respond to changes. Changes might relate to alterations in
design features of a product or service, or to the volume demanded by customers, or
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the mix of products or services offered by an organization. High flexibility can be a
competitive advantage in a changeable environment.
Inventory management can be a competitive advantage by effectively matching supplies
of goods with demand.
Supply chain management involves coordinating internal and external operations
(buyers and suppliers) to achieve timely and cost-effective delivery of goods throughout
the system.
Service might involve after-sale activities customers perceive as value-added, such as
delivery, setup, warranty work, and technical support. Or it might involve extra attention
while work is in progress, such as courtesy, keeping the customer informed, and attention
to details. Service quality can be a key differentiator; and it is one that is often sustainable.
Moreover, businesses rated highly by their customers for service quality tend to be more
profitable, and grow faster, than businesses that are not rated highly.
Managers and workers are the people at the heart and soul of an organization, and if
they are competent and motivated, they can provide a distinct competitive edge by their
skills and the ideas they create. One often overlooked skill is answering the telephone.
How complaint calls or requests for information are handled can be a positive or a
negative. If a person answering is rude or not helpful, that can produce a negative image.
Conversely, if calls are handled promptly and cheerfully, that can produce a positive
image and, potentially, a competitive advantage.

Why Some Organizations Fail
Organizations fail, or perform poorly, for a variety of reasons. Being aware of those reasons can
help managers avoid making similar mistakes. Among the chief reasons are the following:
1. Neglecting operations strategy.
2. Failing to take advantage of strengths and opportunities, and/or failing to recognize
competitive threats.
3. Putting too much emphasis on short-term financial performance at the expense of research
and development.
4. Placing too much emphasis on product and service design and not enough on process
design and improvement.
5. Neglecting investments in capital and human resources.
6. Failing to establish good internal communications and cooperation among different
functional areas.
7. Failing to consider customer wants and needs.
The key to successfully competing is to determine what customers want and then directing
efforts toward meeting (or even exceeding) customer expectations. Two basic issues must be
addressed. First: What do the customers want? (Which items on the preceding list of the ways
business organizations compete are important to customers?) Second: What is the best way to
satisfy those wants?
Operations must work with marketing to obtain information on the relative importance of
the various items to each major customer or target market.
Understanding competitive issues can help managers develop successful strategies.

MISSION AND STRATEGIES
An organization’s mission is the reason for its existence. It is expressed in its mission
statement. For a business organization, the mission statement should answer the question
“What business are we in?” Missions vary from organization to organization, depending on
the nature of their business. Table 2.1 provides several examples of mission statements.

Mission The reason for the
existence of an organization.
使命：组织存在的原因和基础。

Mission statement States the
purpose of an organization.
使命书：对组织的使命和目标所做
的表述。

Goals Provide detail and scope
of the mission.
目标：组织要达到的预期目的。
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Strategies Plans for achieving
organizational goals.
战 略 ： 为实现组织的目标所做的
谋划。

TABLE 2.1

Selected portions of company
mission statements
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A mission statement serves as the basis for organizational goals, which provide more detail
and describe the scope of the mission. The mission and goals often relate to how an organization
wants to be perceived by the general public, and by its employees, suppliers, and customers.
Goals serve as a foundation for the development of organizational strategies. These, in turn,
provide the basis for strategies and tactics of the functional units of the organization.
Organizational strategy is important because it guides the organization by providing
direction for, and alignment of, the goals and strategies of the functional units. Moreover,
strategies can be the main reason for the success or failure of an organization.
There are three basic business strategies:
•
•
•

Low cost.
Responsiveness.
Differentiation from competitors.
Microsoft
Nike
Verizon
Walt Disney

To help people and businesses throughout the world to realize their
full potential.
To bring inspiration and innovation to every athlete in the world.
To help people and businesses communicate with each other.
To be one of the world’s leading producers and providers of entertainment
and information.

Responsiveness relates to ability to respond to changing demands. Differentiation can relate
to product or service features, quality, reputation, or customer service. Some organizations
focus on a single strategy while others employ a combination of strategies. One company that
has multiple strategies is Amazon.com. Not only does it offer low cost and quick, reliable
deliveries, it also excels in customer service.

Strategies and Tactics

Tactics The methods and
actions taken to accomplish
strategies.
策略：完成战略的方法和措施。

If you think of goals as destinations, then strategies are the roadmaps for reaching the
destinations. Strategies provide focus for decision making. Generally speaking, organizations
have overall strategies called organizational strategies, which relate to the entire organization.
They also have functional strategies, which relate to each of the functional areas of the
organization. The functional strategies should support the overall strategies of the organization,
just as the organizational strategies should support the goals and mission of the organization.
Tactics are the methods and actions used to accomplish strategies. They are more specific
than strategies, and they provide guidance and direction for carrying out actual operations,
which need the most specific and detailed plans and decision making in an organization. You
might think of tactics as the “how to” part of the process (e.g., how to reach the destination,
following the strategy roadmap) and operations as the actual “doing” part of the process.
Much of this book deals with tactical operations.
It should be apparent that the overall relationship that exists from the mission down to
actual operations is hierarchical. This is illustrated in Figure 2.1.
A simple example may help to put this hierarchy into perspective.
Here are some examples of different strategies an organization might choose from:
Low cost. Outsource operations to third-world countries that have low labor costs.
Scale-based strategies. Use capital-intensive methods to achieve high output volume
and low unit costs.
Specialization. Focus on narrow product lines or limited service to achieve higher
quality.
Newness. Focus on innovation to create new products or services.
Flexible operations. Focus on quick response and/or customization.
High quality. Focus on achieving higher quality than competitors.
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FIGURE 2.1

Planning and decision making
are hierarchical in organizations
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Rita is a high school student in Southern California. She would like to have a career in
business, have a good job, and earn enough income to live comfortably.
A possible scenario for achieving her goals might look something like this:

EXAMPLE 1

Mission: Live a good life.
Goal: Successful career, good income.
Strategy: Obtain a college education.
Tactics: Select a college and a major; decide how to finance college.
Operations: Register, buy books, take courses, study.
Service. Focus on various aspects of service (e.g., helpful, courteous, reliable, etc.).
Sustainability. Focus on environmental-friendly and energy-efficient operations.
A wide range of business organizations are beginning to recognize the strategic advantages
of sustainability, not only in economic terms, but also in promotional benefit by publicizing
their sustainability efforts and achievements.
Sometimes organizations will combine two or more of these or other approaches into
their strategy. However, unless they are careful, they risk losing focus and not achieving
advantage in any category. Generally speaking, strategy formulation takes into account the
way organizations compete and a particular organization’s assessment of its own strengths
and weaknesses in order to take advantage of its core competencies—those special attributes
or abilities possessed by an organization that give it a competitive edge.
The most effective organizations use an approach that develops core competencies
based on customer needs as well as on what the competition is doing. Marketing and
operations work closely to match customer needs with operations capabilities. Competitor
competencies are important for several reasons. For example, if a competitor is able to
supply high-quality products, it may be necessary to meet that high quality as a baseline.

Core competencies The
special attributes or abilities
that give an organization a
competitive edge.
核心能力：能够为组织提供竞争优
势的独特性或能力。
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However, merely matching a competitor is usually not sufficient to gain market share. It
may be necessary to exceed the quality level of the competitor or gain an edge by excelling
in one or more other dimensions, such as rapid delivery or service after the sale. Walmart,
for example, has been very successful in managing its supply chain, which has contributed
to its competitive advantage.
To be effective, strategies and core competencies need to be aligned. Table 2.2 lists
examples of strategies and companies that have successfully employed those strategies.

Strategy Formulation
Strategy formulation is almost always critical to the success of a strategy. Walmart discovered
that when it opened stores in Japan. Although Walmart thrived in many countries on its
reputation for low-cost items, Japanese consumers associated low cost with low quality, causing
Walmart to rethink its strategy in the Japanese market. And many felt that Hewlett-Packard
(HP) committed a strategic error when it acquired Compaq Computers at a cost of $19 billion.
HP’s share of the computer market was less after the merger than the sum of the shares of the
separate companies before the merger. In another example, U.S. automakers adopted a strategy

TABLE 2.2

Examples of operations
strategies

Organization
Strategy

Operations
Strategy

Examples of Companies
or Services

Low price

Low cost

Responsiveness

Short processing time

U.S. first-class postage
Walmart
Southwest Airlines
McDonald’s restaurants
Express Mail, UPS, FedEx
One-hour photo
Domino’s Pizza
FedEx
Sony TV
Lexus
Disneyland
Five-star restaurants or hotels
Coca-Cola, PepsiCo
Kodak, Xerox, Motorola
Electrical power
3M, Apple
Google
Burger King (“Have it your way”)
Hospital emergency room
McDonald’s (“Buses welcome”)
Toyota
Supermarkets (additional checkouts)
Disneyland
Amazon
Hewlett-Packard
IBM
Nordstrom
Supermarkets, dry cleaners
Mall stores
Service stations
Banks, ATMs

On-time delivery
Differentiation:
High quality

High-performance design and/or
high-quality processing

Consistent quality

Differentiation:
Newness
Differentiation:
Variety

Innovation
Flexibility
Volume

Differentiation:
Service

Superior customer service

Differentiation:
Location

Convenience
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in the early 2000s of offering discounts and rebates on a range of cars and SUVs, many of
which were on low-margin vehicles. The strategy put a strain on profits, but customers began
to expect those incentives, and the companies maintained them to keep from losing additional
market share.
On the other hand, Coach, the maker of leather handbags and purses, successfully
changed its longtime strategy to grow its market by creating new products. Long known for
its highly durable leather goods in a market where women typically owned few handbags,
Coach created a new market for itself by changing women’s view of handbags by promoting
“different handbags for different occasions” such as party bags, totes, clutches, wristlets,
overnight bags, purses, and day bags. And Coach introduced many fashion styles and
colors.
To formulate an effective strategy, senior managers must take into account the core
competencies of the organizations, and they must scan the environment. They must
determine what competitors are doing, or planning to do, and take that into account. They
must critically examine other factors that could have either positive or negative effects.
This is sometimes referred to as the SWOT approach (strengths, weaknesses, opportunities,
and threats). Strengths and weaknesses have an internal focus and are typically evaluated
by operations people. Threats and opportunities have an external focus and are typically
evaluated by marketing people. SWOT is often regarded as the link between organizational
strategy and operations strategy.
In formulating a successful strategy, organizations must take into account both order
qualifiers and order winners. Order qualifiers are those characteristics that potential
customers perceive as minimum standards of acceptability for a product to be considered for
purchase. However, that may not be sufficient to get a potential customer to purchase from the
organization. Order winners are those characteristics of an organization’s goods or services
that cause them to be perceived as better than the competition.
Characteristics such as price, delivery reliability, delivery speed, and quality can be order
qualifiers or order winners. Thus, quality may be an order winner in some situations, but in
others only an order qualifier. Over time, a characteristic that was once an order winner may
become an order qualifier, and vice versa.
Obviously, it is important to determine the set of order qualifier characteristics and the set
of order winner characteristics. It is also necessary to decide on the relative importance of
each characteristic so that appropriate attention can be given to the various characteristics.
Marketing must make that determination and communicate it to operations.
Environmental scanning is the monitoring of events and trends that present either threats
or opportunities for the organization. Generally these include competitors’ activities; changing
consumer needs; legal, economic, political, and environmental issues; the potential for new
markets; and the like.
Another key factor to consider when developing strategies is technological change, which
can present real opportunities and threats to an organization. Technological changes occur in
products (high-definition TV, improved computer chips, improved cellular telephone systems,
and improved designs for earthquake-proof structures); in services (faster order processing,
faster delivery); and in processes (robotics, automation, computer-assisted processing, pointof-sale scanners, and flexible manufacturing systems). The obvious benefit is a competitive
edge; the risk is that incorrect choices, poor execution, and higher-than-expected operating
costs will create competitive disadvantages.
Important factors may be internal or external. The following are key external factors:
1.
2.
3.
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Economic conditions. These include the general health and direction of the economy,
inflation and deflation, interest rates, tax laws, and tariffs.
Political conditions. These include favorable or unfavorable attitudes toward business,
political stability or instability, and wars.
Legal environment. This includes antitrust laws, government regulations, trade
restrictions, minimum wage laws, product liability laws and recent court experience,
labor laws, and patents.

SWOT Analysis of strengths,
weaknesses, opportunities,
and threats.
SWOT分析：优势、劣势、机会、
威胁分析。

Order qualifiers Characteristics that customers perceive
as minimum standards of
acceptability to be considered as
a potential for purchase.
订单资格要素：组织的产品或服务
值得购买所必须具备的基本要素。

Order winners Characteristics
of an organization’s goods
or services that cause it to be
perceived as better than the
competition.
订单赢得要素：组织的产品或服务
超过竞争对手，从而赢得订单所必
须具备的因素。

Environmental scanning
The monitoring of events and
trends that present threats or
opportunities for a company.
环境分析：对可能给公司带来威胁
或提供机会的事件或趋势所进行的
分析。
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4.

5.
6.

Technology. This can include the rate at which product innovations are occurring,
current and future process technology (equipment, materials handling), and design
technology.
Competition. This includes the number and strength of competitors, the basis of
competition (price, quality, special features), and the ease of market entry.
Markets. This includes size, location, brand loyalties, ease of entry, potential for growth,
long-term stability, and demographics.

The organization also must take into account various internal factors that relate to possible
strengths or weaknesses. Among the key internal factors are the following:
1.

2.
3.
4.
5.
6.
7.
8.

Human resources. These include the skills and abilities of managers and workers; special
talents (creativity, designing, problem solving); loyalty to the organization; expertise;
dedication; and experience.
Facilities and equipment. Capacities, location, age, and cost to maintain or replace can
have a significant impact on operations.
Financial resources. Cash flow, access to additional funding, existing debt burden, and
cost of capital are important considerations.
Customers. Loyalty, existing relationships, and understanding of wants and needs are
important.
Products and services. These include existing products and services, and the potential
for new products and services.
Technology. This includes existing technology, the ability to integrate new technology,
and the probable impact of technology on current and future operations.
Suppliers. Supplier relationships, dependability of suppliers, quality, flexibility, and
service are typical considerations.
Other. Other factors include patents, labor relations, company or product image,
distribution channels, relationships with distributors, maintenance of facilities and
equipment, access to resources, and access to markets.

After assessing internal and external factors and an organization’s distinctive competence,
a strategy or strategies must be formulated that will give the organization the best chance of
success. Among the types of questions that may need to be addressed are the following:
What role, if any, will the Internet play?
Will the organization have a global presence?
To what extent will outsourcing be used?
What will the supply chain management strategy be?
To what extent will new products or services be introduced?
What rate of growth is desirable and sustainable?
What emphasis, if any, should be placed on lean production?
How will the organization differentiate its products and/or services from competitors’?
The organization may decide to have a single, dominant strategy (e.g., be the price leader)
or to have multiple strategies. A single strategy would allow the organization to concentrate
on one particular strength or market condition. On the other hand, multiple strategies may be
needed to address a particular set of conditions.
Many companies are increasing their use of outsourcing to reduce overhead, gain flexibility,
and take advantage of suppliers’ expertise. Dell Computers provides a great example of some
of the potential benefits of outsourcing as part of a business strategy.
Growth is often a component of strategy, especially for new companies. A key aspect of this
strategy is the need to seek a growth rate that is sustainable. In the 1990s, fast-food company
Boston Markets dazzled investors and fast-food consumers alike. Fueled by its success, it
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undertook rapid expansion. By the end of the decade, the company was nearly bankrupt; it
had overexpanded. In 2000, it was absorbed by fast-food giant McDonald’s.
Companies increase their risk of failure not only by missing or incomplete strategies; they
also fail due to poor execution of strategies. And sometimes they fail due to factors beyond
their control, such as natural or man-made disasters, major political or economic changes, or
competitors that have an overwhelming advantage (e.g., deep pockets, very low labor costs,
less rigorous environmental requirements).
A useful resource on successful business strategies is the Profit Impact of Market Strategy
(PIMS) database (www.pimsonline.com). The database contains profiles of over 3,000
businesses located primarily in the United States, Canada, and western Europe. It is used
by companies and academic institutions to guide strategic thinking. It allows subscribers
to answer strategy questions about their business. Moreover, they can use it to generate
benchmarks and develop successful strategies.
According to the PIMS Web site,
The database is a collection of statistically documented experiences drawn from thousands of
businesses, designed to help understand what kinds of strategies (e.g. quality, pricing, vertical
integration, innovation, advertising) work best in what kinds of business environments. The data
constitute a key resource for such critical management tasks as evaluating business performance,
analyzing new business opportunities, evaluating and reality testing new strategies, and screening
business portfolios. The primary role of the PIMS Program of the Strategic Planning Institute is
to help managers understand and react to their business environment. PIMS does this by assisting
managers as they develop and test strategies that will achieve an acceptable level of winning as
defined by various strategies and financial measures.

Supply Chain Strategy
A supply chain strategy specifies how the supply chain should function to achieve supply
chain goals. The supply chain strategy should be aligned with the business strategy. If it is
well executed, it can create value for the organization. It establishes how the organization
should work with suppliers and policies relating to customer relationships and sustainability.
Supply chain strategy is covered in more detail in a later chapter.

Sustainability Strategy
Society is placing increasing emphasis on corporate sustainability practices in the form
of governmental regulations and interest groups. For these and other reasons, business
organizations are or should be devoting attention to sustainability goals. To be successful,
they will need a sustainability strategy. That requires elevating sustainability to the level of
organizational governance; formulating goals for products and services, for processes, and for
the entire supply chain; measuring achievements and striving for improvements; and possibly
linking executive compensation to the achievement of sustainability goals.

Global Strategy
As globalization increased, many companies realized that strategic decisions with respect to
globalization must be made. One issue companies must face is that what works in one country
or region will not necessarily work in another, and strategies must be carefully crafted to take
these variabilities into account. Another issue is the threat of political or social upheaval. Still
another issue is the difficulty of coordinating and managing far-flung operations. Indeed, “In
today’s global markets, you don’t have to go abroad to experience international competition.
Sooner or later the world comes to you.”1

1
Christopher A. Bartlett and Sumantra Ghoshal, “Going Global: Lessons from Late Movers,” Harvard Business
Review, March–April 2000, p. 139.
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OPERATIONS STRATEGY
Operations strategy The
approach, consistent with the
organization strategy, that is used
to guide the operations function.
运营战略：与组织战略相一致的、
指导实现组织运营职能的方法。

The organization strategy provides the overall direction for the organization. It is broad in
scope, covering the entire organization. Operations strategy is narrower in scope, dealing
primarily with the operations aspect of the organization. Operations strategy relates to
products, processes, methods, operating resources, quality, costs, lead times, and scheduling.
Table 2.3 provides a comparison of an organization’s mission, its overall strategy, and its
operations strategy, tactics, and operations.
In order for operations strategy to be truly effective, it is important to link it to organization
strategy; that is, the two should not be formulated independently. Rather, formulation of
organization strategy should take into account the realities of operations’ strengths and
weaknesses, capitalizing on strengths and dealing with weaknesses. Similarly, operations
strategy must be consistent with the overall strategy of the organization, and with the other
functional units of the organization. This requires that senior managers work with functional
units to formulate strategies that will support, rather than conflict with, each other and the
overall strategy of the organization. As obvious as this may seem, it doesn’t always happen in
practice. Instead, we may find power struggles between various functional units. These struggles
are detrimental to the organization because they pit functional units against each other rather
than focusing their energy on making the organization more competitive and better able to serve
the customer. Some of the latest approaches in organizations, involving teams of managers and
workers, may reflect a growing awareness of the synergistic effects of working together rather
than competing internally.
In the 1970s and early 1980s, operations strategy in the United States was often neglected
in favor of marketing and financial strategies. That may have occurred because many
chief executive officers did not come from operations backgrounds and perhaps did not
fully appreciate the importance of the operations function. Mergers and acquisitions were
common; leveraged buyouts were used, and conglomerates were formed that joined dissimilar
operations. These did little to add value to the organization; they were purely financial in
nature. Decisions were often made by individuals who were unfamiliar with the business,
frequently to the detriment of that business. Meanwhile, foreign competitors began to fill the
resulting vacuum with a careful focus on operations strategy.
In the late 1980s and early 1990s, many companies began to realize this approach was not
working. They recognized that they were less competitive than other companies. This caused
them to focus attention on operations strategy. A key element of both organization strategy
and operations strategy is strategy formulation.
Operations strategy can have a major influence on the competitiveness of an organization.
If it is well designed and well executed, there is a good chance that the organization will

TABLE 2.3 Comparison of mission, organization strategy, and operations strategy
Management
Level

Time
Horizon

Scope

Level of
Detail
Relates to

The overall
organization

Mission
Strategy

Top
Senior

Long
Long

Broad
Broad

Low
Low

Survival, profitability
Growth rate, market share

Operations

Strategic

Senior

Broad

Low

Tactical

Middle

Moderate
to long
Moderate

Moderate

Moderate

Operational

Low

Short

Narrow

High

Product design, choice of location, choice
of technology, new facilities
Employment levels, output levels,
equipment selection, facility layout
Scheduling personnel, adjusting output
rates, inventory management,
purchasing
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be successful; if it is not well designed or executed, the chances are much less that the
organization will be successful.

Strategic Operations Management Decision Areas
Operations management people play a strategic role in many strategic decisions in a business
organization. Table 2.4 highlights some key decision areas. Notice that most of the decision
areas have cost implications.
Two factors that tend to have universal strategic operations importance relate to quality
and time. The following section discusses quality and time strategies.

Quality and Time Strategies
Traditional strategies of business organizations have tended to emphasize cost minimization
or product differentiation. While not abandoning those strategies, many organizations have
embraced strategies based on quality and/or time.
Quality-based strategies focus on maintaining or improving the quality of an organization’s
products or services. Quality is generally a factor in both attracting and retaining customers.
Quality-based strategies may be motivated by a variety of factors. They may reflect an effort
to overcome an image of poor quality, a desire to catch up with the competition, a desire to
maintain an existing image of high quality, or some combination of these and other factors.
Interestingly enough, quality-based strategies can be part of another strategy such as cost
reduction, increased productivity, or time, all of which benefit from higher quality.
Time-based strategies focus on reducing the time required to accomplish various
activities (e.g., develop new products or services and market them, respond to a change in
customer demand, or deliver a product or perform a service). By doing so, organizations seek
to improve service to the customer and to gain a competitive advantage over rivals who take
more time to accomplish the same tasks.
Time-based strategies focus on reducing the time needed to conduct the various activities
in a process. The rationale is that by reducing time, costs are generally less, productivity
is higher, quality tends to be higher, product innovations appear on the market sooner, and
customer service is improved.
Organizations have achieved time reduction in some of the following:

Quality-based strategy
Strategy that focuses on quality
in all phases of an organization.
基于质量的战略：在组织内部的各
个方面以提高质量为重点的战略。

Time-based strategy Strategy
that focuses on reduction of time
needed to accomplish tasks.
基于时间的战略：以降低完成任务
的时间为重点的战略。

Planning time: The time needed to react to a competitive threat, to develop strategies and
select tactics, to approve proposed changes to facilities, to adopt new technologies, and so on.
Product/service design time: The time needed to develop and market new or redesigned
products or services.
Processing time: The time needed to produce goods or provide services. This can involve
scheduling, repairing equipment, methods used, inventories, quality, training, and the like.

Decision Area

What the Decisions Affect

1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.

Costs, quality, liability and environmental issues
Cost structure, flexibility
Costs, flexibility, skill level needed, capacity
Quality of work life, employee safety, productivity
Costs, visibility
Ability to meet or exceed customer expectations
Costs, shortages
Costs, equipment reliability, productivity
Flexibility, efficiency
Costs, quality, agility, shortages, vendor relations
Costs, new products, services, or operating systems

Product and service design
Capacity
Process selection and layout
Work design
Location
Quality
Inventory
Maintenance
Scheduling
Supply chains
Projects

TABLE 2.4

Strategic operations
management decisions
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Changeover time: The time needed to change from producing one type of product or
service to another. This may involve new equipment settings and attachments, different
methods, equipment, schedules, or materials.
Delivery time: The time needed to fill orders.
Response time for complaints: These might be customer complaints about quality,
timing of deliveries, and incorrect shipments. These might also be complaints from
employees about working conditions (e.g., safety, lighting, heat or cold), equipment
problems, or quality problems.
It is essential for marketing and operations personnel to collaborate on strategy formulation
in order to ensure that the buying criteria of the most important customers in each market
segment are addressed.
Agile operations is a strategic approach for competitive advantage that emphasizes the use
of flexibility to adapt and prosper in an environment of change. Agility involves a blending
of several distinct competencies such as cost, quality, and reliability along with flexibility.
Processing aspects of flexibility include quick equipment changeovers, scheduling, and
innovation. Product or service aspects include varying output volumes and product mix.
Successful agile operations requires careful planning to achieve a system that includes
people, flexible equipment, and information technology. Reducing the time needed to perform
work is one of the ways an organization can improve a key metric: productivity.

IMPLICATIONS OF ORGANIZATION
STRATEGY FOR OPERATIONS
MANAGEMENT
Organization strategy has a major impact on operations and supply chain management
strategies. For example, organizations that use a low-cost, high-volume strategy limit the
amount of variety offered to customers. As a result, variations for operations and the supply
chain are minimal, so they are easier to deal with. Conversely, a strategy to offer a wide
variety of products or services, or to perform customized work, creates substantial operational
and supply chain variations and, hence, more challenges in achieving a smooth flow of goods
and services throughout the supply chain, thus making the matching of supply to demand
more difficult. Similarly, increasing service reduces the ability to compete on price. Table 2.5
provides a brief overview of variety and some other key implications.

TRANSFORMING STRATEGY INTO
ACTION: THE BALANCED SCORECARD
The Balanced Scorecard (BSC) is a top-down management system that organizations can
use to clarify their vision and strategy and transform them into action. It was introduced in
the early 1990s by Robert Kaplan and David Norton,2 and it has been revised and improved
since then. The idea was to move away from a purely financial perspective of the organization
and integrate other perspectives such as customers, internal business processes, and learning
and growth. Using this approach, managers develop objectives, metrics, and targets for each
objective and initiatives to achieve objectives, and they identify links among the various
perspectives. Results are monitored and used to improve strategic performance results.
Figure 2.2 illustrates the conceptual framework of this approach. Many organizations employ
this or a similar approach.
As seen in Figure 2.2, the four perspectives are intended to balance not only financial and
nonfinancial performance, but also internal and external performance as well as past and future
2
Robert S. Kaplan and David P. Norton, Balanced Scorecard: Translating Strategy into Action (Harvard Business
School Press, 1996).
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TABLE 2.5

Organization Strategy

Implications for Operations Management

Low price

Requires low variation in products/services and a high-volume,
steady flow of goods results in maximum use of resources
through the system. Standardized work, material, and inventory
requirements.
Entails higher initial cost for product and service design, and
process design, and more emphasis on assuring supplier
quality.
Requires flexibility, extra capacity, and higher levels of some
inventory items.
Entails large investment in research and development for new
or improved products and services plus the need to adapt
operations and supply processes to suit new products or
services.
Requires high variation in resource and more emphasis on
product and service design; higher worker skills needed,
cost estimation more difficult; scheduling more complex;
quality assurance more involved; inventory management more
complex; and matching supply to demand more difficult.
Affects location planning, product and service design, process
design, outsourcing decisions, returns policies, and waste
management.

High quality

Quick response
Newness/innovation

Product or service variety

Sustainability
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Organization strategies and
their implications for operations
management

performance. This approach can also help organizations focus on how they differ from the
competition in each of the four areas if their vision is realized.
Although the Balanced Scorecard helps focus managers’ attention on strategic issues and
the implementation of strategy, it is important to note that it has no role in strategy formulation.
Moreover, this approach pays little attention to suppliers and government regulations, and
community, environmental, and sustainability issues are missing. These are closely linked
and business organizations need to be aware of the impact they are having in these areas and
respond accordingly. Otherwise, organizations may be subject to attack by pressure groups
and risk damage to their reputation.

FIGURE 2.2

Financial

Learning and
Growth
"To achieve our
vision, how will
we sustain our
ability to
change and
improve?"

Internal Business
Processes
"To satisfy our
shareholders
and customers,
what business
processes must
we excel at?"

Objectives
Measures
Targets
Initiatives

Vision
and
strategy

Objectives
Measures
Targets
Initiatives

Objectives
Measures
Targets
Initiatives

Customer
"To achieve our
vision, how
should we
appear to our
customers?"

The Balanced Scorecard

Objectives
Measures
Targets
Initiatives

"To succeed
financially, how
should we
appear to our
shareholders?"

Source: Reprinted with permission of
Harvard Business School Press from
Robert Kaplan and David Norton, Balanced
Scorecard: Translating Strategy into Action.
Copyright © 1996 by the Harvard Business
School Publishing Corporation. All rights
reserved.
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Partial measures

Some examples of different
types of productivity measures
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Productivity measures are useful on a number of levels. For an individual department or
organization, productivity measures can be used to track performance over time. This allows
managers to judge performance and to decide where improvements are needed. For example,
if productivity has slipped in a certain area, operations staff can examine the factors used to
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Determine the multifactor productivity for the combined input of labor and machine time
using the following data:
Output: 7,040 units
Input
Labor:$1,000
Materials:$520
Overhead:$2,000
Output
Labor � Materials � Overhead
7, 040 units
�
� 2 units per dollar input
$1, 000 � $520 � $2, 000

Multifactor productivity �
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Productivity measures are useful on a number of levels. For an individual department or
organization, productivity measures can be used to track performance over time. This allows
managers to judge performance and to decide where improvements are needed. For example,
if productivity has slipped in a certain area, operations staff can examine the factors used to
compute productivity to determine what has changed and then devise a means of improving
productivity in subsequent periods.
Productivity measures also can be used to judge the performance of an entire industry or the
productivity of a country as a whole. These productivity measures are aggregateme asures.
In essence, productivity measurements serve as scorecards of the effective use of resources.
Business leaders are concerned with productivity as it relates to competitiveness: If two firms
both have the same level of output but one requires less input because of higher productivity,
that one will be able to charge a lower price and consequently increase its share of the market.
Or that firm might elect to charge the same price, thereby reaping a greater profit. Government leaders are concerned with national productivity because of the close relationship
between productivity and a nation’s standard of living. High levels of productivity are largely
responsible for the relatively high standards of living enjoyed by people in industrial nations.
Furthermore, wage and price increases not accompanied by productivity increases tend to create inflationary pressures on a nation’s economy.

Why Productivity Matters
It is sometimes easy to overlook the importance of productivity. National figures are often reported in the media. They may
seem to be ho-hum; there’s nothing glamorous about them to
get our attention. But make no mistake; they are key economic
indicators—barometers, if you will, that affect everybody. How?
High productivity and high standard of living go hand-in-hand. If
a country becomes more service-based, as the United States has
become, some (but not all) high-productivity manufacturing jobs
are replaced by lower-productivity service jobs. That makes it
more difficult to support a high standard of living.
Productivity levels are also important for industries and companies. For companies, a higher productivity relative to their

READING

competitors gives them a competitive advantage in the
place. With a higher productivity, they can afford to under
petitors’ prices to gain market share, or charge the sam
but realize greater profits! For an industry, higher relative
tivity means it is less likely to be supplanted by foreign in

Questions

1. Why is high productivity important for a nation?
2. Why do you suppose that service jobs have lower pro
than manufacturing jobs?
3. How can a company gain a competitive advantage b
higher productivity than its competitors have?
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FIGURE 2.3 U.S. multifactor productivity, 1976–2010
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nations. Moreover, a significant portion of U.S. productivity could be attributed to high
agricultural productivity; manufacturing productivity tended to be lower. It slowed during
the late 1970s and early 1980s, but it was strong in the mid to late 1990s. (See Figure 2.3.) In
2007, it was the highest in the world!

Productivity in the Service Sector
Service productivity is more problematic than manufacturing productivity. In many situations,
it is more difficult to measure, and thus to manage, because it involves intellectual activities
and a high degree of variability. Think about medical diagnoses, surgery, consulting, legal
services, customer service, and computer repair work. This makes productivity improvements
more difficult to achieve. Nonetheless, because service is becoming an increasingly large
portion of our economy, the issues related to service productivity will have to be dealt with. It
is interesting to note that government statistics normally do not include service firms.
A useful measure closely related to productivity is process yield. Where products are
involved, process yield is defined as the ratio of output of good product (i.e., defective product
is not included) to the quantity of raw material input. Where services are involved, process yield
measurement is often dependent on the particular process. For example, in a car rental agency,
a measure of yield is the ratio of cars rented to cars available for a given day. In education, a
measure for college and university admission yield is the ratio of student acceptances to the
total number of students approved for admission. For subscription services, yield is the ratio
of new subscriptions to the number of calls made or the number of letters mailed. However,
not all services lend themselves to a simple yield measurement. For example, services such as
automotive, appliance, and computer repair don’t readily lend themselves to such measures.

Factors That Affect Productivity
Numerous factors affect productivity. Generally, they are methods, capital, quality, technology,
and management.
A commonly held misconception is that workers are the main determinant of productivity.
According to that theory, the route to productivity gains involves getting employees to
work harder. However, the fact is that many productivity gains in the past have come from
technological improvements. Familiar examples include

2002

2004

2006

2008

2010
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Fax machines
Copiers
The Internet, search engines
Voice mail, cellular phones

Automation
Calculators
Computers
E-mail
Software

However, technology alone won’t guarantee productivity gains; it must be used wisely
and thoughtfully. Without careful planning, technology can actually reduce productivity,
especially if it leads to inflexibility, high costs, or mismatched operations. Another current
productivity pitfall results from employees’ use of computers for nonwork-related activities
(playing games or checking stock prices or sports scores on the Internet). Beyond all of these is
the dip in productivity that results while employees learn to use new equipment or procedures
that will eventually lead to productivity gains after the learning phase ends.
Other factors that affect productivity include the following:
Standardizing processes and procedures wherever possible to reduce variability can
have a significant benefit for both productivity and quality.
Quality differences may distort productivity measurements. One way this can happen is
when comparisons are made over time, such as comparing the productivity of a factory
now with one 30 years ago. Quality is now much higher than it was then, but there is no
simple way to incorporate quality improvements into productivity measurements.
Use of the Internet can lower costs of a wide range of transactions, thereby increasing
productivity. It is likely that this effect will continue to increase productivity in the
foreseeable future.
Computer viruses can have an immense negative impact on productivity.
Searching for lost or misplaced items wastes time, hence negatively affecting
productivity.
Scrap rates have an adverse effect on productivity, signaling inefficient use of
resources.
New workers tend to have lower productivity than seasoned workers. Thus, growing
companies may experience a productivity lag.
Safety should be addressed. Accidents can take a toll on productivity.
A shortage of information technology workers and other technical workers hampers
the ability of companies to update computing resources, generate and sustain growth, and
take advantage of new opportunities.
Layoffs often affect productivity. The effect can be positive and negative. Initially,
productivity may increase after a layoff, because the workload remains the same but
fewer workers do the work—although they have to work harder and longer to do it.
However, as time goes by, the remaining workers may experience an increased risk of
burnout, and they may fear additional job cuts. The most capable workers may decide to
leave.
Labor turnover has a negative effect on productivity; replacements need time to get up
to speed.
Design of the workspace can impact productivity. For example, having tools and other
work items within easy reach can positively impact productivity.
Incentive plans that reward productivity increases can boost productivity.
And there are still other factors that affect productivity, such as equipment breakdowns and
shortages of parts or materials. The education level and training of workers and their health can
greatly affect productivity. The opportunity to obtain lower costs due to higher productivity
elsewhere is a key reason many organizations turn to outsourcing. Hence, an alternative to
outsourcing can be improved productivity. Moreover, as a part of their strategy for quality, the
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best organizations strive for continuous improvement. Productivity improvements can be an
important aspect of that approach.

Improving Productivity
A company or a department can take a number of key steps toward improving productivity:
1.
2.

3.

4.
5.
6.

Develop productivity measures for all operations. Measurement is the first step in
managing and controlling an operation.
Look at the system as a whole in deciding which operations are most critical. It
is overall productivity that is important. Managers need to reflect on the value of
potential productivity improvements before okaying improvement efforts. The issue
is effectiveness. There are several aspects of this. One is to make sure the result will
be something customers want. For example, if a company is able to increase its output
through productivity improvements, but then is unable to sell the increased output,
the increase in productivity isn’t effective. Second, it is important to adopt a systems
viewpoint: A productivity increase in one part of an operation that doesn’t increase
the productivity of the system would not be effective. For example, suppose a system
consists of a sequence of two operations, where the output of the first operation is the
input to the second operation, and each operation can complete its part of the process
at a rate of 20 units per hour. If the productivity of the first operation is increased,
but the productivity of the second operation is not, the output of the system will still
be 20 units per hour.
Develop methods for achieving productivity improvements, such as soliciting ideas from
workers (perhaps organizing teams of workers, engineers, and managers), studying how
other firms have increased productivity, and reexamining the way work is done.
Establish reasonable goals for improvement.
Make it clear that management supports and encourages productivity improvement.
Consider incentives to reward workers for contributions.
Measure improvements and publicize them.

Don’t confuse productivity with efficiency. Efficiency is a narrower concept that pertains to
getting the most out of a fixed set of resources; productivity is a broader concept that pertains
to effective use of overall resources. For example, an efficiency perspective on mowing a
lawn given a hand mower would focus on the best way to use the hand mower; a productivity
perspective would include the possibility of using a power mower.
Competition is the driving force in many organizations. It may involve price, quality, special features
or services, time, or other factors. To develop effective strategies for business, it is essential for
organizations to determine what combinations of factors are important to customers, which factors are
order qualifiers, and which are order winners.
It is essential that goals and strategies be aligned with the organization’s mission. Strategies are
plans for achieving organizational goals. They provide focus for decision making. Strategies must take
into account present and future customer wants, as well as the organization’s strengths and weaknesses,
threats and opportunities. These can run the gamut from what competitors are doing, or are likely to
do, to technology, supply chain management, and e-business. Organizations generally have overall
strategies that pertain to the entire organization and strategies that pertain to each of the functional
areas. Functional strategies are narrower in scope and should be linked to overall strategies. Time-based
strategies and quality-based strategies are among the most widely used strategies business organizations
employ to serve their customers and to become more productive. The chapter includes a description of
the Balanced Scorecard approach, which can be helpful for transforming strategies into actions, and the
implications of organization strategy for operations management.
Productivity is a measure of the use of resources. There is considerable interest in productivity
both from an organizational standpoint and from a national standpoint. Business organizations want
higher productivity because it yields lower costs and helps them to become more competitive. Nations
want higher productivity because it makes their goods and services more attractive, offsets inflationary
pressures associated with higher wages, and results in a higher standard of living for their people.

SUMMARY

Productivity is a measure of the use of resources. There is considerable interest in productivity both
from an organizational standpoint and from a national standpoint. Business organizations want higher
productivity because it yields lower costs and helps them to become more competitive. Nations want
higher productivity because it makes their goods and services more attractive, offsets inflationary pressures associated with higher wages, and results in a higher standard of living for their people.

1. Competitive pressure often means that business organizations must frequently assess their competitors’ strengths and weaknesses, as well as their own, to remain competitive.
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2. Strategy formulation is critical because strategies provide direction for the organization, so they can
play a role in the success or failure of a business organization.
3. Functional strategies and supply chain strategies need to be aligned with the goals and strategies of
the overall organization.
4. The three primary business strategies are low cost, responsiveness, and differentiation.
5. Productivity is a key factor in the cost of goods and services. Increases in productivity can become a
competitivea dvantage.
6. High productivity is particularly important for organizations that have a strategy of low costs.
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SOLVED PROBLEM
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A company that processes fruits and vegetables is able to produce 400 cases of canned peaches in
one-half hour with four workers. What is labor productivity?

www.mhhe.com/stevenson11e

Confirming Pages

Problem

x

e cel

www.mhhe.com/stevenson

Solut

400 cases
Quantity produced
�
Labor productivity �
4 workers � 1/ 2 hour/worker
Labor hours
� 200 cases per labor hour
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A wrapping-paper company produced 2,000 rolls of paper one day. Labor cost was $160, material
Chapter
Two andCompetitiveness,
Strategy,
and Productivity
cost
was $50,
overhead was $320.
Determine
the multifactor productivity.

Quantity
Quantity produced
produced
L
bor cost
cost �
� Material
Material cost
cost �
� Overhead
Overhead
Laabor
22,,000
000 rol
rolllss
�
�
�
� 33..77
77 rolls
rolls per
per dollar
dollar inpu
inputt
$$160
160 �
� $$50
50 �
� $$320
320

Multifactor
Multifactor productivity
productivity �
�

A
A variation
variation of
of the
the multifactor
multifactor productivity
productivity calculation
calculation incorporates
incorporates the
the standard
standard price
price in
in the
the numeranumerator
tor by
by multiplying
multiplying the
the units
units by
by the
the standard
standard price.
price.
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Compute
Compute the
the multifactor
multifactor productivity
productivity measure
measure for
for an
an eight-hour
eight-hour day
day in
in which
which the
the usable
usable output
output was
was
300
300 units,
units, produced
produced by
by three
three workers
workers who
who used
used 600
600 pounds
pounds of
of materials.
materials. Workers
Workers have
have an
an hourly
hourly
wage
wage of
of $20,
$20, and
and material
material cost
cost is
is $1
$1 per
per pound.
pound. Overhead
Overhead is
is 1.5
1.5 times
times labor
labor cost
cost
Usable
Usable output
output
Labor
cost �
� Material
Material cost
cost �
� Overhead
Overhead cost
cost
Labor cost
300
300 unit
unitss
�
�
((33 workers
workers �
� 88 hours
hours �
� $$20/hour
20/hour)) �
� ((600
600 pounds
pounds �
� $$1/pound
1/pound)) �
�
((33 workers
workers �
� 88 hours
hours �
� $$20/hour
20/hour �
� 11..50)
50)))
300
300 units
units
�
�
$$480
480 �
� $$600
600 �
� $$720
720
�
� ..167
167 units
units of
of ou
outtput
put per
per dollar
dollar of
of input
input

Multifactor
Multifactor productivity
productivity �
�

A
A health
health club
club has
has two
two employees
employees who
who work
work on
on lead
lead generation.
generation. Each
Each employee
employee works
works 40
40 hours
hours aa
week,
week, and
and is
is paid
paid $20
$20 an
an hour.
hour. Each
Each employee
employee identifies
identifies an
an average
average of
of 400
400 possible
possible leads
leads aa week
week
from
from aa list
list of
of 8,000
8,000 names.
names. Approximately
Approximately 10
10 percent
percent of
of the
the leads
leads become
become members
members and
and pay
pay aa oneonetime
time fee
fee of
of $100.
$100. Material
Material costs
costs are
are $130
$130 per
per week,
week, and
and overhead
overhead costs
costs are
are $1,000
$1,000 per
per week.
week. CalcuCalculate
late the
the multifactor
multifactor productivity
productivity for
for this
this operation
operation in
in fees
fees generated
generated per
per dollar
dollar of
of input.
input.
MFP
MFP �
�

((Possible
Possible leads
leads)(
)(No
No.. of
of workers
workers)(
)(Fee
Fee)(
)(C
Coonversion
nversion percentage
percentage))
Labor
st �
� Overhead
Overhead cost
cost
Labor cost
cost �
� Material
Material ccoost

Labor cost � Material cost � Overhead cost
300 units
�
( 3 workers � 8 hours � $20/hour ) � (600 pounds � $1/pound ) �
( 3 workers � 8 hours � $20/hour � 1.50))
300 units
$480 � $600 � $720
� .167 units of output per dollar of input
�
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A health club has two employees who work on lead generation. Each employee works 40 hours a
week, and is paid $20 an hour. Each employee identifies an average of 400 possible leads a week
from a list of 8,000 names. Approximately 10 percent of the leads become members and pay a onetime fee of $100. Material costs are $130 per week, and overhead costs are $1,000 per week. Calculate the multifactor productivity for this operation in fees generated per dollar of input.
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( Possible leads)( No. of workers)( Fee)( Conversion percentage)
Labor cost � Material cost � Overhead cost
( 400)( 2 )($100)(.10)
$8, 000
�
�
� 2.93
2( 40)($20) � $130 � $1, 000
$2, 730

MFP �

1. From time to time, various groups clamor for import restrictions or tariffs on foreign-produced
goods, particularly automobiles. How might these be helpful? Harmful?
2. List the key ways that organizations compete.
3. Explain the importance of identifying and differentiating order qualifiers and order winners.
4. Select two stores you shop at, and state how they compete.
5. What is the Balanced Scorecard and how is it useful?
6. Contrast the terms strategies and tactics.
7. Contrast organization strategy and operations strategy.
8. Explain the term time-based strategies and give three examples.
9. Productivity should be a concern of every business organization.
a. Howis produc tivityde fined?
b. How are productivity measures used?
c. Whyis pr oductivityi mportant?
d. What part of the organization has primary responsibility for productivity?
e. Howis e fficiencydif ferentfrompr oductivity?
10. List some factors that can affect productivity and some ways that productivity can be improved.
11. It has been said that a typical Japanese automobile manufacturer produces more cars with fewer
workers than its U.S. counterpart. What are some possible explanations for this, assuming that U.S.
workers are as hardworking as Japanese workers?
12. Boeing’s strategy appears to focus on its 777 midsize plane’s ability to fly into smaller, nonhub airports. Rival European Airbus’s strategy appears to focus on large planes. Compare the advantages
and disadvantages of these two strategies.
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