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HOW IKEA DESIGNS ITS
SEXY PRICES

C

ompetitive strategy is about being different. It means
deliberately choosing a different set of activities to
deliver a unique mix of value. IKEA, the Swedish retailer

of home products, dominates markets in 43 countries, and is poised
to conquer North America.
Above all else, one factor accounts for IKEA’s success: good
quality at a low price. IKEA sells household items that are cheap
but not cheapo, with prices that typically run 30 to 50 percent

After reading the chapter you will:

below those of the competition. While the price of other

1. Compare how operations and supply chain strategy relates to marketing and finance.
2. Understand the competitive dimensions of operations and supply chain
strategy.
3. Identify order winners and order
qualifiers.
4. Understand the concept of strategic
fit.
5. Describe how productivity is measured and how it relates to operations
and supply chain processes.
6. Explain how the financial markets
evaluate a firm’s operations and
supply chain performance.

companies’ products tends to rise over time, IKEA says it has
reduced its retail prices by a total of about 20 percent during
the last four years. At IKEA the process of driving down costs
starts the moment a new item is conceived and continues
relentlessly throughout the life of the product.

IKEA has always had a 50-cent coffee mug. Prior to the
new TROFÉ mug, the company offered the “Bang” mug, which
had been redesigned three times, in ways to maximize the number
of mugs that could be stored on a pallet. Originally, only 864 mugs
would fit. A redesign added a rim such as you would find on a flowerpot so that each pallet could hold 1,280 mugs. Another redesign
created a shorter mug with a new handle, allowing 2,024 to squeeze
onto a pallet. These changes reduced shipping costs by 60 percent.
The latest version of the 50-cent coffee mug has been made
even more useful with a simple notch on the bottom that prevents
water from pooling up around the base during a dishwasher run. Further

refinements have optimized the speed at which the cup can pass through
the machines forming the cups and enable IKEA to fit the maximum number into kilns, saving on the expensive firing process. Simple changes in the
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shape of the mug have reduced the cost to produce the mug significantly while creating more
value for customers purchasing this simple 50-cent coffee mug.
This is the essence of operations supply chain management: creating great value to the
customer while reducing the cost of delivering the good or service.

A S U S TA I N A B L E S T R AT E GY
战略应该描述企业想要怎样为现
有股东创造并且保持价值。在这个概
念上加入“可持续性”就是要在不牺
牲下一代满足他们需求的能力的基础
上，再加入满足现有需求的要求。

三角底线模型如图2.1所示，这
种模型从社会、经济和环境三种标准
评价一家公司。

Strategy should describe how a firm intends to create and sustain value for its current shareholders. By adding “sustainability” to the concept, we add the requirement to meet these current needs without compromising the ability of future generations to meet their own needs.
Shareholders are those individuals or companies that legally own one or more shares of stock
in the company. Many companies today have expanded the scope of their strategy to include
stakeholders. Stakeholders are those individuals or organizations who are influenced, either
directly or indirectly, by the actions of the firm. This expanded view means that the scope
of the firm’s strategy must not only focus on the economic viability of its shareholders but
should also consider the environmental and social impact on key stakeholders.
To capture this expanded view the phrase triple bottom line has been coined.1 The triple
bottom line, Exhibit 2.1, considers evaluating the firm against social, economic, and environmental criteria. Many companies have developed this expanded view through goals that
relate to sustainability along each of these dimensions. Some alternative phrases for the same
concept are “People, Planet, and Profit” used by Shell Oil Company, and “Folk, Work, and
Place” which originated with the 20th-century writer Patrick Geddes. The following expands
on the meaning of each dimension of the triple bottom line framework.
•

exhibit 2.1

Social Pertains to fair and beneficial business practices toward labor, the community, and the region in which a firm conducts its business. A triple bottom line company seeks to benefit its employees, the community, and other social entities that are
impacted by the firm’s existence. A company should not use child labor, should pay
fair salaries to its workers, maintain a safe work environment with tolerable working
hours, and not otherwise exploit a community or its labor force. A business can also
give back by contributing to the strength and growth of its community through health
care, education, and other special programs.

The Triple Bottom Line

Economic
Prosperity

The
Triple
Bottom
Line
Environmental
Stewardship
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•

Economic The firm is obligated to compensate shareholders who provide capital through stock purchases and other
financial instruments via a competitive return on investment.
Company strategies should promote growth and grow longterm value to this group in the form of profit. Within a sustainability framework, this dimension goes beyond just profit for
the firm but also provides lasting economic benefit to society.
• Environmental This refers to the firm’s impact on the
environment. The company should protect the environment
as much as possible—or at least cause no harm. Managers
should move to reduce a company’s ecological footprint by
carefully managing its consumption of natural resources and
by reducing waste, as well as ensuring that the waste is less
toxic before disposing of it in a safe and legal manner. Many
businesses now conduct “cradle-to-grave” assessments of products to determine what
the true environmental costs are—from processing the raw material to manufacture to
distribution to eventual disposal by the final customer.

Conventional strategy focuses on the economic part of this framework. Because many of the
processes that fall under the domain of operations and supply chain management have social
and environment impact, it is important these criteria be considered as well. Some proponents
argue that in many ways European Union countries are more advanced due to the standardized reporting of ecological and social losses that came with the adoption of the euro.
Although many company planners agree with the goals of improving society and preserving the environment, many others disagree. Dissenting arguments relate to the potential loss
of efficiency due to the focus on conflicting criteria. Others argue that these goals may be
appropriate for rich societies that can afford to contribute to society and the environment. A
company in a poor or developing society/nation must focus on survival. The economic benefit
derived from the use of abundant local resources may be viewed as worth their destruction.
In this chapter we take a customer-centered focus; issues associated with people and the environment are left to an individual case approach. Depending on the country, industry, and scope
of the firm, these other issues vary widely and thus are not amenable to a general approach for
analysis. The issues and their relationship to operations and supply chain management are very
real, however, and we anticipate they will become even more relevant in the future.

W H AT I S O P E R AT I O N S A N D S U P P LY
C H A I N S T R AT E GY ?
Operations and supply chain strategy is concerned with setting broad policies and plans for
using the resources of a firm and must be integrated with corporate strategy. So, for example,
if the high-level corporate strategy includes goals related to the environment and social responsibility, then the operations and supply chain strategy must consider this. A major focus to the
operations and supply chain strategy is operations effectiveness. Operations effectiveness relates
to the core business processes needed to run the business. The processes span all the business
functions from taking customer orders, handling returns, manufacturing, managing the updating of the Web site, to shipping products. Operational effectiveness is reflected directly in the
costs associated with doing business. Strategies associated with operational effectiveness, such
as quality assurance and control initiatives, process redesign, planning and control systems, and
technology investments, can show quick, near-term (12 to 24 months) results.
Operations and supply chain strategy can be viewed as part of a planning process that
coordinates operational goals with those of the larger organization. Since the goals of the
larger organization change over time, the operations strategy must be designed to anticipate
future needs. A firm’s operations and supply chain capabilities can be viewed as a portfolio
best suited to adapt to the changing product and/or service needs of the firm’s customers.
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战略规划是一个类似于产品制造
或服务交付的过程，这个过程包括一
系列在不同时期内重复进行的活动。

Planning strategy is a process just like making a product or delivering a service. The
process involves a set of activities that are repeated at different intervals over time. Just as
products are made over and over, the strategy planning activities are repeated. A big difference is that these activities are done by executives in the board room!
Exhibit 2.2 shows the major activities of a typical strategic planning process. Activity 1 is
performed at least yearly and is where the overall strategy is developed. A key part of this step
is the “strategic analysis,” which involves looking out and forecasting how business conditions
that impact the firm’s strategy are going to change in the future. Here such things as changes
in customer preferences, the impact of new technologies, changes in population demographics,
and the anticipation of new competitors are considered. A successful strategy will anticipate
change and formulate new initiatives in response. Initiatives are the major steps that need to
be taken to drive success in the firm. Many of these initiatives are repeated from year to year
such as the updating of existing product designs and the operation of manufacturing plants in
different regions of the world. New initiatives that innovatively respond to market dynamics
are extremely important to company success. Initiatives that develop innovative new products
or open new markets, for example, drive future revenue growth. Other initiatives that reduce
costs directly impact the profitability of the firm. Companies with triple bottom line strategies
may have initiatives that reduce waste or enhance the welfare of the local communities.
Activity 2 in Exhibit 2.2 is where the overall strategy is refined and updated as often as four
times a year. Here each initiative is evaluated and appropriate budget estimates for the next year
or more are developed. Measures that relate to the performance of each initiative are needed so
that success or failure can be gauged in an unbiased and objective way. Because of the quickly
changing nature of global business, many businesses must revise plans several times per year.

exhibit 2.2

Closed-Loop Strategy Process

STRATEGY AND SUSTAINABILITY

1. Develop/Refine the Strategy
(Yearly)
• Define vision, mission,
and objectives
• Conduct strategic analysis
• Define strategic initiatives

2. Translate the Strategy
(Quarterly)
• Define/revise initiatives
• Define/revise budgets
• Define/revise measures and
targets

3. Plan Operations and Supply
(Monthly)
• Develop sales and
operations plan
• Plan resource capacity
• Evaluate budgets
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The operations and supply chain planning activity shown in the third box is where operational plans that relate to functional areas such as marketing, manufacturing, warehousing,
transportation, and purchasing are coordinated for six months up to a year and a half. The
functional areas involved in the coordination can vary greatly depending on the needs of the
firm. A hospital requires coordination across the operating room, intensive care units, and
auxiliary units such as radiation and chemotherapy. Similarly, the coordination for a retailer
such as Walmart may be very different compared to an automobile manufacturer such as
Ford. These coordination efforts are largely focused on adjusting capacity and resource availability based on anticipated demand scenarios.
In the next section, we focus on integrating operations and supply chain strategy with a firm’s
operations capabilities. This involves decisions that relate to the design of the processes and infrastructure needed to support these processes. Process design includes selecting the appropriate technology, sizing the process over time, determining the role of inventory in the process, and locating
the process. The infrastructure decisions involve the logic associated with the planning and control
systems, quality assurance and control approaches, work payment structure, and organization of
the operations and supply chain functions. A firm’s operations capabilities can be viewed as a
portfolio best suited to adapt to the changing product and/or service needs of a firm’s customers.

COMPETITIVE DIMENSIONS
Given the choices customers face today, how do they decide which product or service to
buy? Different customers are attracted by different attributes. Some customers are interested
primarily in the cost of a product or service and, correspondingly, some companies attempt to
position themselves to offer the lowest prices. The major competitive dimensions that form
the competitive position of a firm include the following.
C o s t o r P r i c e : “ M a k e t h e P r o d u c t o r D e l i v e r t h e S e r v i c e C h e a p ” Every
industry usually includes a segment of the market that buys solely on the basis of low cost.
To successfully compete in this niche, a firm must be the low-cost producer, but even this
does not always guarantee profitability and success. Products and services sold strictly on the
basis of cost are typically commoditylike; in other words, customers cannot distinguish the
product or service of one firm from those of another. This segment of the market is frequently
very large, and many companies are lured by the potential for significant profits, which they
associate with the large unit volumes. As a consequence, however, competition in this segment is fierce—and so is the failure rate. After all, there can be only one lowest-cost producer,
who usually establishes the selling price in the market.
Price, however, is not the only basis on which a firm can compete. Other companies, such
as BMW, seek to attract those who want higher quality—in terms
of performance, appearance, or features—than that available in
competing products and services, even though accompanied by a
higher price.

成本或者价格—使产品或者服
务价格便宜。

Quality: “Make a Great Product or Deliver a
G r e a t S e r v i c e ” Two characteristics of a product or service
define quality: design quality and process quality. Design quality
relates to the set of features the product or service contains. This
relates directly to the design of the product or service. Obviously
a child’s first two-wheel bicycle is of significantly different quality than the bicycle of a world-class cyclist. The use of special
aluminum alloys and special lightweight sprockets and chains is
important to the performance needs of the advanced cyclist. These
two types of bicycle are designed for different customers’ needs.
The higher-quality cyclist product commands a higher price in the
marketplace due to its special features. The goal in establishing the
proper level of design quality is to focus on the requirements of
the customer. Overdesigned products and services with too many
or inappropriate features will be viewed as prohibitively expensive.
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In comparison, underdesigned products and services will lose customers to products that cost
a little more but are perceived by customers as offering greater value.
Process quality, the second characteristic of quality, is critical because it relates directly
to the reliability of the product or service. Regardless of whether the product is a child’s
first two-wheeler or a bicycle for an international cyclist, customers want products without
defects. Thus, the goal of process quality is to produce defect-free products and services.
Product and service specifications, given in dimensional tolerances and/or service error rates,
define how the product or service is to be made. Adherence to these specifications is critical
to ensure the reliability of the product or service as defined by its intended use.
交付速度—快速生产产品或者
提供服务。

Delivery Speed: “Make the Product or Deliver the Service Quickly” In some
markets, a firm’s ability to deliver more quickly than its competitors is critical. A company
that can offer an on-site repair service in only 1 or 2 hours has a significant advantage over a
competing firm that guarantees service only within 24 hours.

交 付 可 靠 性— 在 承 诺 的 时 间
送达。

D e l i v e r y R e l i a b i l i t y : “ D e l i v e r I t W h e n P r o m i s e d ” This dimension relates
to the firm’s ability to supply the product or service on or before a promised delivery due
date. For an automobile manufacturer, it is very important that its supplier of tires provide the
needed quantity and types for each day’s car production. If the tires needed for a particular
car are not available when the car reaches the point on the assembly line where the tires are
installed, the whole assembly line may have to be shut down until they arrive. For a service
firm such as Federal Express, delivery reliability is the cornerstone of its strategy.

应 对 需 求 变 化 的 能 力— 改 变
批量。

C o p i n g w i t h C h a n g e s i n D e m a n d : “ C h a n g e I t s V o l u m e ” In many markets, a company’s ability to respond to increases and decreases in demand is important to
its ability to compete. It is well known that a company with increasing demand can do little
wrong. When demand is strong and increasing, costs are continuously reduced due to economies of scale, and investments in new technologies can be easily justified. But scaling back
when demand decreases may require many difficult decisions about laying off employees and
related reductions in assets. The ability to effectively deal with dynamic market demand over
the long term is an essential element of operations strategy.

柔性和新产品开发速度—改变
产品。

F l e x i b i l i t y a n d N e w - P r o d u c t I n t r o d u c t i o n S p e e d : “ C h a n g e I t ” Flexibility,
from a strategic perspective, refers to the ability of a company to offer a wide variety of products to its customers. An important element of this ability to offer different products is the
time required for a company to develop a new product and to convert its processes to offer
the new product.

特 定 产 品 的 其 他 标 准— 支 持
产品。

O t h e r P r o d u c t - S p e c i f i c C r i t e r i a : “ S u p p o r t I t ” The competitive dimensions
just described are the most common. However, other dimensions often relate to specific products or situations. Notice that most of the dimensions listed next are primarily service in nature.
Often special services are provided to augment the sales of manufactured products.
1.

Technical liaison and support. A supplier may be expected to provide technical
assistance for product development, particularly during the early stages of design and
manufacturing.
2. Meeting a launch date. A firm may be required to coordinate with other firms on
a complex project. In such cases, manufacturing may take place while development work is still being completed. Coordinating work between firms and working simultaneously on a project will reduce the total time required to complete the
project.
3. Supplier after-sale support. An important competitive dimension may be the
ability of a firm to support its product after the sale. This involves availability of
replacement parts and, possibly, modification of older, existing products to new
performance levels. Speed of response to these after-sale needs is often important
as well.
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4. Environmental impact. A dimension related to criteria such as carbon dioxide
emissions, use of nonrenewable resources, or other factors that relate to sustainability.
5. Other dimensions. These typically include such factors as colors available, size,
weight, location of the fabrication site, customization available, and product mix
options.

THE NOTION

OF

TRADE-OFFS

Central to the concept of operations and supply chain strategy is the notion of operations
focus and trade-offs. The underlying logic is that an operation cannot excel simultaneously
on all competitive dimensions. Consequently, management has to decide which parameters of
performance are critical to the firm’s success and then concentrate the resources of the firm
on these particular characteristics.
For example, if a company wants to focus on speed of delivery, it cannot be very flexible in its ability to offer a wide range of products. Similarly, a low-cost strategy is not
compatible with either speed of delivery or flexibility. High quality also is viewed as a
trade-off to low cost.
A strategic position is not sustainable unless there are compromises with other positions.
Trade-offs occur when activities are incompatible so that more of one thing necessitates
less of another. An airline can choose to serve meals—adding cost and slowing turnaround
time at the gate—or it can choose not to, but it cannot do both without bearing major
inefficiencies.
Straddling occurs when a company seeks to match the benefits of a successful position
while maintaining its existing position. It adds new features, services, or technologies onto
the activities it already performs. The risky nature of this strategy is shown by Continental
Airlines’ ill-fated attempt to compete with Southwest Airlines. While maintaining its
position as a full-service airline, Continental set out to match Southwest on a number of
point-to-point routes. The airline dubbed the new service Continental Lite. It eliminated
meals and first-class service, increased departure frequency, lowered fares, and shortened
gate turnaround time. Because Continental remained a full-service airline on other routes, it
continued to use travel agents and its mixed fleet of planes and to provide baggage checking
and seat assignments.
Trade-offs ultimately grounded Continental Lite. The airline lost hundreds of millions
of dollars, and the chief executive officer lost his job. Its planes were delayed leaving
congested hub cities or slowed at the gate by baggage transfers. Late flights and cancellations generated a thousand complaints a day. Continental Lite could not afford to compete
on price and still pay standard travel agent commissions, but neither could it do without
agents for its full-service business. The airline compromised by cutting commissions for all
Continental flights. Similarly, it could not afford to offer the same frequent-flier benefits to
travelers paying the much lower ticket prices for Lite service. It compromised again by lowering the rewards of Continental’s entire frequent-flier program. The results: angry travel
agents and full-service customers. Continental tried to compete in two ways at once and paid
an enormous straddling penalty.

当企业既想采用一个成功模式的
优点又希望保持现有的定位，就会形
成骑墙策略，它在现有的业务中增加
新的特点、服务和科技。

ORDER WINNERS AND ORDER QUALIFIERS:
T H E M A R K E T I N G – O P E R AT I O N S L I N K
A well-designed interface between marketing and operations is necessary to provide a
business with an understanding of its markets from both perspectives. The terms order
winner and order qualifier describe marketing-oriented dimensions that are key to competitive success. An order winner is a criterion that differentiates the products or services
of one firm from those of another. Depending on the situation, the order-winning criterion
may be the cost of the product (price), product quality and reliability, or any of the other
dimensions developed earlier. An order qualifier is a screening criterion that permits
a firm’s products to even be considered as possible candidates for purchase. Oxford
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Professor Terry Hill states that a firm must “requalify the order qualifiers” every day it
is in business.
It is important to remember that the order-winning and order-qualifying criteria may
change over time. For example, when Japanese companies entered the world automobile
markets in the 1970s, they changed the way these products won orders, from predominantly
price to product quality and reliability. American automobile producers were losing orders
through quality to the Japanese companies. By the late 1980s, product quality was raised by
Ford, General Motors, and Chrysler; today they are “qualified” to be in the market. Consumer
groups continually monitor the quality and reliability criteria, thus requalifying the topperforming companies. Today the order winners for automobiles vary greatly depending on
the model. Customers know the set of features they want (such as reliability, design features,
and gas mileage), and they want to purchase a particular combination at the lowest price, thus
maximizing value.

S T R AT E G I C F I T : F I T T I N G O P E R AT I O N A L
A C T I V I T I E S T O S T R AT E GY

活动系统图（如宜家）展示了企
业的战略是如何通过一系列与之配合
的活动来实施的。
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All the activities that make up a firm’s operation relate to one another. To make these activities efficient, the firm must minimize its total cost without compromising customers’ needs.
IKEA targets young furniture buyers who want style at a low cost. IKEA has chosen to perform activities differently from its rivals.
Consider the typical furniture store, where showrooms display samples of the merchandise. One area may contain many sofas, another area displays dining tables, and many other
areas focus on particular types of furniture. Dozens of books displaying fabric swatches
or wood samples or alternative styles offer customers thousands of product varieties from
which to choose. Salespeople escort customers through the store, answering their questions
and helping them navigate through the maze of choices. Once a
ccustomer decides what he or she wants, the order is relayed to a
tthird-party manufacturer. With a lot of luck, the furniture will be
delivered to the customer’s home within six to eight weeks. This is
a supply chain that maximizes customization and service but does
so at a high cost.
In contrast, IKEA serves customers who are happy to trade
service for cost. Instead of using sales associates, IKEA uses
a self-service model with roomlike displays where furniture is
shown in familiar settings. Rather than relying on third-party
m
manufacturers, IKEA designs its own low-cost, modular, ready-toassemble furniture. In the store there is a warehouse section with
tthe products in boxes ready for delivery. Customers do their
own picking from inventory and delivery. Much of its low-cost
operation comes from having customers service themselves, yet
IKEA offers extra services such as in-store child care and extended hours. Those services
align well with the needs of its customers, who are young, not wealthy, and likely to have
children, and who need to shop at odd hours.
Exhibit 2.3 shows how IKEA’s strategy is implemented through a set of activities
designed to deliver it. Activity-system maps such as the one for IKEA show how a company’s strategy is delivered through a set of tailored activities. In companies with a clear
strategy, a number of higher-order strategic themes (in darker green) can be identified and
implemented through clusters of tightly linked activities. This type of map can be useful
in understanding how good the fit is between the system of activities and the company’s
strategy. Competitive advantage comes from the way a firm’s activities fit with and reinforce
one another.
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exhibit 2.3

Mapping Activity Systems

Explanatory
catalogues,
informative
displays and
labels

Self-transport
by customers

Suburban
locations
with ample
parking

Limited
customer
service

High-traffic
store layout

Self-selection
by customers
Limited sales
staffing

Ease of
transport and
assembly

Ample
inventory
on site

Self-assembly
by customers
Increased
likelihood of
future
purchase

"Knock-down"
kit packaging

Most
items in
inventory

Year-round
stocking
Low
manufacturing
cost

Modular
furniture
design
Wide variety
with ease of
manufacturing

More
impulse
buying

In-house
design focused
on cost of
manufacturing

100%
sourcing from
long-term
suppliers

Activity-system maps, such as this one for IKEA, show how a company’s strategic position is contained in a set of tailored activities
designed to deliver it. In companies with a clear strategic position, a number of higher-order strategic themes (in darker green circles)
can be identified and implemented through clusters of tightly linked activities (in lighter circles).
SOURCE: M. E. PORTER, ON COMPETITION (BOSTON: HBS, 1998), P. 50.

A F R A M E W O R K F O R O P E R AT I O N S
A N D S U P P LY C H A I N S T R AT E G Y
Operations strategy cannot be designed in a vacuum. It must be linked vertically to the
customer and horizontally to other parts of the enterprise. Exhibit 2.4 shows these linkages
among customer needs, their performance priorities and requirements for manufacturing operations, and the operations and related enterprise resource capabilities to satisfy those needs.
Overlying this framework is senior management’s strategic vision of the firm. The vision
identifies, in general terms, the target market, the firm’s product line, and its core enterprise
and operations capabilities.
The choice of a target market can be difficult, but it must be made. Indeed, it may lead to
turning away business—ruling out a customer segment that would simply be unprofitable or
too hard to serve given the firm’s capabilities. An example here is clothing manufacturers not
making half-sizes in their dress lines. Core capabilities (or competencies) are the skills that
differentiate the service or manufacturing firm from its competitors.
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exhibit 2.4

Operations and Supply Chain Strategy Framework: From Customer Needs to Order Fulfillment

STRATEGY AND SUSTAINABILITY

Strategic Vision
Customer needs

New products

New-product
development

Current products

Competitive dimensions
and requirements

Quality

Dependability
Price

Order fulfillment
after sales service

Flexibility

Speed

Enterprise capabilities
Operations capabilities
Supplier capabilities
Distribution

R&D
Technology

People
Systems

Financial
management

Support Platforms
Human resource
management

Information
management

Possibly the most difficult thing for a firm to do is part with tradition. Top-level
managers often make their mark based on innovations made 15 to 20 years ago. These
managers are often too comfortable just tinkering with the current system. All the new
advanced technologies present themselves as quick fixes. It is easy to patch these technologies into the current system with great enthusiasm. While doing this may be exciting
to managers and engineers working for the firm, they may not be creating a distinctive
core competence—a competence that wins future customers. What companies need in this
world of intense global competition is not more techniques but a way to structure a whole
new product realization system differently and better than any competitor.

PRODUCTIVITY MEASUREMENT
生产率是评价一个国家、行业或
商业单位使用其资源（或生产要素）
的效率的一种常用的度量标准。
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Productivity is a common measure of how well a country, industry, or business unit is using
its resources (or factors of production). Since operations and supply chain management
focuses on making the best use of the resources available to a firm, productivity measurement
is fundamental to understanding operations-related performance. In this section, we define
various measures of productivity. Throughout the rest of the book, many other performance
measures will be defined as they relate to the material.
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In its broadest sense, productivity is defined as
Outputs
Productivity ⫽ _______
Inputs

生产率＝

To increase productivity, we want to make this ratio of outputs to inputs as large as practical.
Productivity is what we call a relative measure. In other words, to be meaningful, it needs to
be compared with something else. For example, what can we learn from the fact that we operate
a restaurant and that its productivity last week was 8.4 customers per labor hour? Nothing!
Productivity comparisons can be made in two ways. First, a company can compare itself
with similar operations within its industry, or it can use industry data when such data are
available (e.g., comparing productivity among the different stores in a franchise). Another
approach is to measure productivity over time within the same operation. Here we would
compare our productivity in one time period with that in the next.
As Exhibit 2.5 shows, productivity may be expressed as partial measures, multifactor measures, or total measures. If we are concerned with the ratio of output to a single input, we have
a partial productivity measure. If we want to look at the ratio of output to a group of inputs
(but not all inputs), we have a multifactor productivity measure. If we want to express the
ratio of all outputs to all inputs, we can use a total factor measure of productivity to describe
the productivity of an entire organization or even a nation.
A numerical example of productivity appears in Exhibit 2.5. The data reflect quantitative
measures of input and output associated with the production of a certain product. Notice that
for the multifactor and partial measures, it is not necessary to use total output as the numerator. Often it is desirable to create measures that represent productivity as it relates to some
particular output of interest. For example, as in Exhibit 2.5, total units might be the output
of interest to a production control manager, whereas total output may be of key interest to
the plant manager. This process of aggregation and disaggregation of productivity measures provides a means of shifting the level of the analysis to suit a variety of productivity
measurement and improvement needs.

Output
_______

Multifactor measure

Output
______________________

Total measure

Output
_______

Labor

Output
or ________________________
Labor ⫹ Capital ⫹ Materials

Goods and services produced
or ________________________
All resources used

INPUT AND OUTPUT PRODUCTION DATA ($)

PRODUCTIVITY MEASURE EXAMPLES

OUTPUT

Total measure

1.
2.
3.
4.
5.

Finished units
Work in process
Dividends
Bonds
Other income
Total output

INPUT
1. Human
2. Material
3. Capital
4. Energy
5. Other expenses
Total input
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$10,000
2,500
1,000

$13,500

Total output
___________
Total input

13,500
⫽ ______ ⫽ 0.89
15,193

Multifactor measures:
Total output
________________

13,500
⫽ ______ ⫽ 4.28
3,153

Finished units
________________

10,000
⫽ ______ ⫽ 3.17
3,153

Human ⫹ Material

Human ⫹ Material

$ 3,000
153
10,000
540
1,500
$ 15,193

比较生产率可以用两种方法：一
种方法是，一个企业可以与同行业的
类似企业比较，如果可以获得有关数
据，那么也可以利用行业数据进行比
较；另一种方法是，在同一家企业内
度量不同时期的生产率，这样可以比
较不同时间段的生产率。

Output
Output
Output
or _______ or ________ or _______
Energy
Capital
Materials

Labor ⫹ Capital ⫹ Energy
Inputs

投入

exhibit 2.5

Examples of Productivity Measures
Partial measure

产出

Partial measures:
Total output
___________

13,500
⫽ ______ ⫽ 25
540
10,000
Finished units ⫽ ______
____________
⫽ 18.52
Energy
540
Energy
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exhibit 2.6

Partial Measures of Productivity

STRATEGY AND SUSTAINABILITY

BUSINESS

PRODUCTIVITY MEASURE

Restaurant

Customers (meals) per labor hour

Retail store

Sales per square foot

Chicken farm

Lb. of meat per lb. of feed

Utility plant

Kilowatts per ton of coal

Paper mill

Tons of paper per cord of wood

Exhibit 2.5 shows all units in dollars. Often, however, management can better understand how
the company is performing when units other than dollars are used. In these cases, only partial
measures of productivity can be used, as we cannot combine dissimilar units such as labor hours
and pounds of material. Examples of some commonly used partial measures of productivity are
presented in Exhibit 2.6. Such partial measures of productivity give managers information in
familiar units, allowing them to easily relate these measures to the actual operations.

H O W D O E S WA L L S T R E E T E VA L U AT E
O P E R AT I O N S P E R F O R M A N C E
因为产品或者服务的相对成本对
于高盈利成长十分重要，因而投资者
通常很重视从运营角度比较企业的绩
效。收入增长通常取决于企业的盈利
能力，销售额的增长或者成本的缩减
都能使利润增加。高效率的企业通常
在需求回落的经济萧条时期还能脱颖
而出，由于低成本结构，它们通常在
经济环境不好的情况下持续盈利。
精通运营的企业有时甚至把经济萧条
期看做获得市场份额的机会，因为效
率较低的对手们可能正在为保持业绩
拼命挣扎。
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Comparing firms from an operations view is important to investors since the relative cost of
providing a good or service is essential to high earnings growth. When you think about it,
earnings growth is largely a function of the firm’s profitability, and profit can be increased
through higher sales and/or reduced cost. Highly efficient firms usually shine when demand
drops during recession periods since they often can continue to make a profit due to their
low-cost structure. These operations-savvy firms may even see a recession as an opportunity
to gain market share as their less-efficient competitors struggle to remain in business.
Take a look at the automobile industry, where efficiency has been such an important factor. Exhibit 2.7 shows a comparison of some of the major companies. These ratios reflect
late 2008 performance, prior to the restructuring of General Motors and Chrysler in 2009.
As you can see, Toyota dominates the group. Toyota’s net income per employee is five times
greater than that of Ford and Chrysler, truly an amazing accomplishment. Toyota also shines
in receivables turnover, inventory turnover, and asset turnover. Ford and General Motors have
worked hard at implementing the inventory management philosophy that was pioneered by
Toyota in Japan. True efficiency goes beyond inventory management and requires an integrated product development, sales, manufacturing, and supply system. Toyota is very mature
in its approach to these activities, and that clearly shows on its bottom line.
Each summer, USA Today publishes annual reports of productivity gains by the largest
U.S. firms. Productivity has been on the rise for the past few years, which is very good for
the economy. Productivity often increases in times of recession; as workers are fired, those
remaining are expected to do more. Increases also come from technological advances. Think
of what the tractor did for farm productivity.
In the evaluation of the largest productivity winners and losers, it is important to look
for unusual explanations. For example, energy companies have had big productivity gains
due almost exclusively to higher oil prices, which boosted the companies’ revenue without
forcing them to add employees. Pharmaceutical companies such as Merck and Pfizer have not
done well recently. Their productivity plunges were due primarily to one-time events, Merck
because it spun off a company and Pfizer because it bought a company. Such one-time quirks
create a lot of noise for anybody who wants to know how well companies are run. It is best
to examine multiyear productivity patterns.
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exhibit 2.7

Efficiency Measures Used by Wall Street
A COMPARISON OF AUTOMOBILE COMPANIES
MANAGEMENT
EFFICIENCY
MEASURE

TOYOTA

FORD

GENERAL
MOTORS

CHRYSLER

INDUSTRY

Income per
employee

$40,000

$8,000

$10,000

$8,000

$15,000

Revenue per
employee

$663,000

$535,000

$597,000

$510,000

$568,000

Receivables
turnover

4.0

1.5

1.0

2.2

2.1

Inventory turnover

12.0

11.5

11.7

5.9

11.0

Asset turnover

0.8

0.6

0.4

0.8

0.8

S U M M A RY
In this chapter we have stressed the importance of the link between operations and supply
chain management and the competitive success of the firm. The topics in this book include
those that all managers should be familiar with. The operations and supply activities of the
firm need to strategically support the competitive priorities of the firm. IKEA’s entire integrated process, including the design of products, design of the packaging, manufacturing,
distribution, and retail outlets, is carefully wired toward delivering functionally innovative
products at the lowest cost possible.
In this chapter we show how the overall strategy of the firm can be tied to operations and
supply chain strategy. Important concepts are the operational competitive dimensions, order
winners and qualifiers, and strategic fit. The ideas apply to virtually any business and are
critical to the firm’s ability to sustain a competitive advantage. For a firm to remain competitive, all of the operational activities must buttress the firm’s strategy. Wall Street analysts are
constantly monitoring how efficient companies are from an operations view. Companies that
are strong operationally are able to generate more profit for each dollar of sales, thus making
them attractive investments.

KEY TERMS
Triple bottom line A business strategy that includes social, economic, and environmental criteria.

Order qualifier A dimension used to screen a product or service as
a candidate for purchase.

Operations and supply chain strategy Setting broad policies and
plans for using the resources of a firm to best support the firm’s
long-term competitive strategy.

Activity-system maps A diagram that shows how a company’s strategy is delivered through a set of supporting activities.

Straddling Occurs when a firm seeks to match what a competitor is
doing by adding new features, services, or technologies to existing
activities. This often creates problems if certain trade-offs need to
be made.

Core capabilities Skills that differentiate a manufacturing or service
firm from its competitors.
Productivity A measure of how well resources are used.

Order winner A dimension that differentiates the products or services of one firm from those of another.
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SOLVED PROBLEM
A furniture manufacturing company has provided the following data. Compare the labor, raw materials and supplies, and total productivity of 2009 and 2010.

Output:

Sales value of production

Input:

Labor

2009

2010

$22,000

$35,000

10,000

15,000

8,000

12,500

Raw materials and supplies
Capital equipment depreciation
Other

700

1,200

2,200

4,800

Solution
2009

2010

Partial productivities
Labor

2.20

2.33

Raw materials and supplies

2.75

2.80

1.05

1.04

Total productivity

REVIEW

AND

DISCUSSION QUESTIONS

1 Can a factory be fast, dependable, and flexible; produce high-quality products; and still provide
poor service from a customer’s perspective?
2 Why should a service organization worry about being world-class if it does not compete outside
its own national border? What impact does the Internet have on this?
3 What are the major priorities associated with operations strategy? How has their relationship to
one another changed over the years?
4 For each priority in question 3, describe the unique characteristics of the market niche with
which it is most compatible.
5 Find examples where companies have used features related to environmental sustainability to
“win” new customers.
6 A few years ago, the dollar showed relative weakness with respect to foreign currencies such as
the yen, euro, and pound. This stimulated exports. Why would long-term reliance on a lowervalued dollar be at best a short-term solution to the competitiveness problem?
7 In your opinion, do business schools have competitive priorities?
8 Why does the “proper” operations strategy keep changing for companies that are world-class
competitors?
9 What is meant by the expressions order winners and order qualifiers? What was the order
winner(s) for your last major purchase of a product or service?
10 What do we mean when we say productivity is a “relative” measure?

PROBLEMS*
1

As operations manager, you are concerned about being able to meet sales requirements in the
coming months. You have just been given the following production report.

Units produced
Hours per machine
Number of machines

JAN

FEB

MAR

APR

2,300

1,800

2,800

3,000

325

200

400

320

3

5

4

4

Find the average monthly productivity (units per hour).

*

Special thanks to Bill Ruck of Arizona State University for the problems in this section.
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Sailmaster makes high-performance sails for competitive windsurfers. Below is information
about the inputs and outputs for one model, the Windy 2000.
Units sold

1,217

Sale price each

$1,700

Total labor hours

46,672

Wage rate

$12兾hour

Total materials

$60,000

Total energy

$4,000

Calculate the productivity in sales revenue/labor expense.
3 Acme Corporation received the data below for its rodent cage production unit. Find the total
productivity.
OUTPUT

INPUT

50,000 cages

Production time

620 labor hours

Sales price: $3.50 per unit

Wages

$7.50 per hour

Raw materials (total cost)

$30,000

Component parts (total cost)

$15,350

4 Two types of cars (Deluxe and Limited) were produced by a car manufacturer. Quantities sold,
price per unit, and labor hours follow. What is the labor productivity for each car? Explain the
problem(s) associated with the labor productivity.
QUANTITY

5

$/UNIT

Deluxe car

4,000 units sold

$8,000兾car

Limited car

6,000 units sold

$9,500兾car

Labor, Deluxe

20,000 hours

$12兾hour

Labor, Limited

30,000 hours

$14兾hour

A U.S. manufacturing company operating a subsidiary in an LDC (less developed country)
shows the following results:
U.S.

LDC

Sales (units)

100,000

20,000

Labor (hours)

20,000

15,000

$20,000

FC 20,000

60,000

5,000

Raw materials (currency)
Capital equipment (hours)

a. Calculate partial labor and capital productivity figures for the parent and subsidiary. Do the
results seem misleading?
b. Compute the multifactor productivity figures for labor and capital together. Are the results better?
c. Calculate raw material productivity figures (units/$ where $1 ⫽ FC 10). Explain why these
figures might be greater in the subsidiary.
6 Various financial data for 2009 and 2010 follow. Calculate the total productivity measure and
the partial measures for labor, capital, and raw materials for this company for both years. What
do these measures tell you about this company?

Output:
Input:
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2009

2010

Sales

$200,000

$220,000

Labor

30,000

40,000

Raw materials

35,000

45,000

Energy

5,000

6,000

Capital

50,000

50,000

Other

2,000

3,000
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7 An electronics company makes communications devices for military contracts. The company
just completed two contracts. The navy contract was for 2,300 devices and took 25 workers two
weeks (40 hours per week) to complete. The army contract was for 5,500 devices that were produced by 35 workers in three weeks. On which contract were the workers more productive?
8 A retail store had sales of $45,000 in April and $56,000 in May. The store employs eight fulltime workers who work a 40-hour week. In April the store also had seven part-time workers
at 10 hours per week, and in May the store had nine part-timers at 15 hours per week (assume
four weeks in each month). Using sales dollars as the measure of output, what is the percentage
change in productivity from April to May?
9 A parcel delivery company delivered 103,000 packages in 2009, when its average employment
was 84 drivers. In 2010 the firm handled 112,000 deliveries with 96 drivers. What was the
percentage change in productivity from 2009 to 2010?
10 A fast-food restaurant serves hamburgers, cheeseburgers, and chicken sandwiches. The restaurant counts a cheeseburger as equivalent to 1.25 hamburgers and chicken sandwiches as
0.8 hamburger. Current employment is five full-time employees who work a 40-hour week.
If the restaurant sold 700 hamburgers, 900 cheeseburgers, and 500 chicken sandwiches in one
week, what is its productivity? What would its productivity have been if it had sold the same
number of sandwiches (2,100) but the mix was 700 of each type?

CASE:

THE TAO

OF

TIMBUK2*

“Timbuk2 is more than a bag. It’s more than a brand. Timbuk2 is
a bond. To its owner, a Timbuk2 bag is a dependable, everyday
companion. We see fierce, emotional attachments form between
Timbuk2 customers and their bags all the time. A well-worn
Timbuk2 bag has a certain patina—the stains and scars of everyday
urban adventures. Many Timbuk2 bags are worn daily for a decade,
or more, accompanying the owner through all sorts of defining life
events. True to our legend of ‘indestructibility,’ it’s not uncommon
for a Timbuk2 bag to outlive jobs, personal relationships, even pets.
This is the Tao of Timbuk2.”
What makes Timbuk2 so unique? Visit their Web site at
www.timbuk2.com and see for yourself. Each bag is custom
designed by the customer on their Web site. After the customer
selects the basic bag configuration and size, colors for each of the
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various panels are presented; various lines, logos, pockets, and straps
are selected so that the bag is tailored to the exact specifications of
the customer. A quick click of the mouse and the bag is delivered
directly to the customer in only two days. How do they do this?
This San Francisco–based company is known for producing
high-quality custom and classic messenger bags direct to customer
order. They have a team of approximately 25 hardworking cutters
and sewers in their San Francisco plant. Over the years, they have
fine-tuned their production line to make it as efficient as possible
while producing the highest-quality messenger bags available.
The local manufacturing is focused on the custom messenger bag. For these bags, orders are taken over the Internet. The
customers are given many configuration, size, color, pocket, and
strap options. The bag is tailored to the exact specifications of the
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customer on the Timbuk2 assembly line in San Francisco and sent
via overnight delivery directly to the customer.
Recently, Timbuk2 has begun making some of its new products
in China, which is a concern to some of its long-standing customers.
The company argues that it has designed its new products to provide
the best possible features, quality, and value at reasonable prices
and stresses that these new products are designed in San Francisco.
Timbuk2 argues that the new bags are much more complex to build
and require substantially more labor and a variety of very expensive
machines to produce. They argue that the San Francisco factory
labor cost alone would make the retail price absurdly high. After
researching a dozen factories in China, Timbuk2 found one that it
thinks is up to the task of producing these new bags. Much as in
San Francisco, the China factory employs a team of hardworking
craftspeople who earn good wages and an honest living. Timbuk2
visits the China factory every four to eight weeks to ensure superior
quality standards and working conditions.
On the Timbuk2 Web site, the company argues they are the
same hardworking group of bag fanatics designing and making
great bags, and supporting our local community and increasingly
competitive global market. The company reports that demand is
still strong for the custom messenger bags made in San Francisco
and that the new laptop bags sourced from China are receiving rave
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reviews. The additional business is allowing them to hire more people in all departments at the San Francisco headquarters—creating
even more jobs locally.

QUESTIONS
1

Consider the two categories of products that Timbuk2
makes and sells. For the custom messenger bag, what are
the key competitive dimensions that are driving sales? Are
their competitive priorities different for the new laptop bags
sourced in China?
2 Compare the assembly line in China to that in San Francisco
along the following dimensions: (1) volume or rate of production, (2) required skill of the workers, (3) level of automation, and (4) amount of raw materials and finished goods
inventory.
3 Draw two diagrams, one depicting the supply chain for those
products sourced in China and the other depicting the bags
produced in San Francisco. Show all the major steps, including raw material, manufacturing, finished goods, distribution
inventory, and transportation. Other than manufacturing
cost, what other costs should Timbuk2 consider when making the sourcing decision?

*SPECIAL THANKS TO KYLE CALTANI OF INDIANA UNIVERSITY FOR THIS CASE.

SUPER QUIZ
1

2
3
4
5

A strategy that is designed to meet current needs
without compromising the ability of future generations to meet their needs.
The three criteria included in a triple bottom line.
It is probably most difficult to compete on this
major competitive dimension.
Name the seven operations and supply competitive
dimensions.
This occurs when a company seeks to match what
a competitor is doing while maintaining its existing
competitive position.

6

A criterion that differentiates the products or
services of one firm from those of another.
7 A screening criterion that permits a firm’s products to
be considered as possible candidates for purchase.
8 A diagram showing the activities that support a
company’s strategy.
9 A measure calculated by taking the ratio of output
to input.

1. Sustainable 2. Social, economic, environmental 3. Cost 4. Cost, quality, delivery speed, delivery
reliability, coping with changes in demand, flexibility and new-product introduction speed, other
product-specific criteria 5. Straddling 6. Order winner 7. Order qualifier 8. Activity-system map
9. Productivity
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