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Operations Strategy 454 
Course Syllabus, Fall 2004 
Operations Strategy

Professor  Van Mieghem


	Class
	Date
	Module and Description
	Readings (the syllabus and website has additional readings)
	Cases
	Hand-In

Even group #         Odd group #  

	1
	9/22-23
	I. Strategy & Operations

· A framework for operations strategy
	1. Chapter 1 lecture notes
	e. Swiss Watch Industry
	Your resume

	2
	9/29-30
	· Tradeoffs, productivity & competition

· Defend your differentiated position
	2. Chapter 2 lecture notes

	1. American Connector Corp.
	American Connector

	3
	10/6-7
	II. Processing Network Strategies

· Capacity and real asset investment
	3. Chapter 3 lecture notes
	2. Harley-Davidson
	Harley
	

	4
	10/13-14
	· Capacity Timing and Flexibility
	4. Chapter 4 lecture notes

5. What really makes factories flexible?
	3. Eli Lilly: Flexible

    Facility
	
	Lilly

	5
	10/20-21
	· Risk Management and Operational Hedging
	
	4. Seagate Technologies:

     Operational Hedging
	Seagate

Project progress

	6
	10/27-28
	III. Supplier & Customer Strategies

· Outsourcing vs. Integration

· Purchasing Supply Management

· Designing contracts & pricing
	6. Purchasing: no time for lone rangers
	5. Sun Microsystems (A)

e. Bose301SE
	

	7
	11/3-4
	· Mass customized service
	7. Which e-business is right for your supply chain?
	6. Peapod: Growing Productivity & Profits
	Peapod
	

	8
	11/10-11
	· Timely service & incentive mgt

· Revenue management

	8. Yield Management Note
	7. Manzana Insurance
e. Yield management exercise
	
	Manzana

	9
	11/17-18
	IV. Learning & Growth Strategies
· Global standardization/automation

· Employee competencies & culture

· Learning & process improvement

· Competing through learning and innovations
	9. Chapter 9 lecture notes

10. Meeting the challenge of disruptive change

	8. ITT Automotive

e. Seagate-Quantum
	

	10
	12/1-2
	Course Summary
Final project Presentations
	
	
	Project write-up or presentation

	
	Dec 4 or 8-9
	Final Exam (in-class): you can choose 
	early option 12/4 (10am-12) or 12/8 or 12/9 (6:30-8:30pm)
	
	


Contact Information

Instructor:
Jan A. Van Mieghem,
Phone:(847) 491-5481, (847) 869-6703 

Office:
Leverone 565 (MEDS Dept)
Fax: (847) 467-1220,

Email: 

VanMieghem@kellogg.northwestern.edu
Office Hours: Tuesday or call me

TA:

Lauren Xiaoyuan Lu (lauren-lu@kellogg.northwestern.edu)
Course website: www.kellogg.northwestern.edu/faculty/VanMieghem/ftp/454/454CoursePage.htm
1.
Course Description and Objectives

Goal of this Course  This class provides you with a framework to (1) formulate an operations strategy and (2) understand the key drivers behind an operations strategy and evaluate their impact on a firm's bottom line.  Thus, the word strategy in the title has two connotations: formulating an operations strategy (= long-term plan) and making strategic (=important) operational decisions.  We will study a series of cases in a variety of settings using a variety of tools to achieve these two goals.

Build on core Classes:  Core operations classes focus on surveying basic operations management in a single organization.  This elective builds on that foundation, but investigates more strategic decisions concerning the internal processing network, supplier and customer interfaces, and learning and growth.  It also integrates operational concepts with the basics of finance, economics, and strategy to study the impact of operations on the overall business strategy. 
Focus of OPNS 454:  This course is positioned above a core operations class, below a competitive strategy class, and adjacent to a corporate finance class.  It is the highest-level elective in the operations major and can be supplemented by more specialized electives such as supply chain operations (focus on manufacturing and distribution), service operations, or analytic spreadsheet modeling.  


The course starts with an integrated and balanced framework to formulate and analyze operations strategy.  Our key evaluation metric will be how operations strategy impact the net present value of the firm.  The course has four main blocks: (1) strategy and operations, (2) processing network strategies, (3) supplier and customer strategies, (4) learning and growth strategies.  The outline in the Table above gives the specific topics studied.

Approach:  Each topic will be discussed first qualitatively using the case-method and then we will develop valuation models to understand key drivers in decision-making and quantify improvements.  The anticipated mix for the course is 50-50 qualitative-quantitative.  In a typical week we will cover one major case in-depth, supplemented by mini-lectures, presentations or qualitative discussions of other examples.

Many of these cases can be approached from the position of the general manager and therefore all the functional issues should be addressed.  In addition, the most difficult activities for the general manager generally involve implementation.  As a result we will also spend time in class on the general manager’s view and the tasks required implementing the recommended solutions.

Pre-Requisites:  The core operations class and an interest in financial valuation (the latter implies an interest in quantitative analysis).

Intended Audience:  Anyone interested in operations, strategy and valuation.  In particular, people aspiring to a career in (1) general management, (2) management consulting, or as (3) the top functional officer in operations.  Finally, a working knowledge of operations, which typically employs the greatest number of employees and requires the largest investment in assets, is indispensable for general managers and entrepreneurs.

2.
Grading and “Rules of the Game”
Grading: The grade you receive for the course is intended to certify your demonstrated proficiency in the course material.  Proficiency will be estimated by measuring your performance in:

1. Course contribution:
Individual



15%

2. Final exam:


Individual



25%

3. Final project:

Group plus Peer Review or Individual
25%
4. Case submissions: 

Group plus Peer Review


35%

1. Individual Contribution = Your contributions to create and enhance a positive learning environment for this course.  This includes enhancing the atmosphere and quality of classroom discussions, as well as interactions outside the classroom (e.g., newsgroup—see later).  To create this environment, computers should only be used in class for “honest note taking” because other use only creates distraction.  Grading will be based on the quality and impact of your contributions, not on quantity (although a minimum amount of the latter is necessary to deliver on the former.)

Voluntary: In-class contribution will consist mainly of voluntary contributions, although I will occasionally cold call students, usually to answer opening questions.  Please leave your name-card up for the entire duration of each class and keep the same seat for the duration of the quarter.  (Although cold calling may increase anxiety, the GMA suggests that “supportive” cold calling encourages you to be better prepared for class and as a result improves the overall class discussion.)  A thorough preparation of the assigned materials is all that is necessary for such leadoff questions.  If you feel uncomfortable with being called on in class please let me know in advance so that we can agree on an alternative mode of interaction.

Attendance and ClassRoom Etiquete: While I hope you will find it valuable to attend class and will decide to do so, attendance is not mandatory.  There is no penalty for missing classes, except that it will of course reduce your opportunities for earning class participation points.  When you attend, you will be expected to fully follow the principles of the Kellogg code of classroom etiquette (http://www.kellogg.northwestern.edu/stu_aff/policies/etiquette.htm).  In addition, to maintain a positive learning environment, the use of your computer in the classroom is interpreted as your honor statement that you are only taking “honest notes.”
2. Final Project = an opportunity to apply course concepts and to perform an in-depth analysis of operations strategy issues that are of interest to you.  Please read the Guidelines for Final Project later in this syllabus. 

Honor Code for Final Project  You should make very clear what part of your write-up is based on your own thinking and what part summarizes pre-existing outside sources.  It is extremely important and part of the honor code that you explicitly identify and cite all significant external sources that you build on in your report.  This applies in particular to papers you may have written for other Kellogg classes, to documents you may have received from the company you are analyzing, interviews with industry experts, etc.  Building on external sources is by no means a “bad thing”–solid work is typically aware of and builds on what others have done.  Ideally though, you should take this external information and add the filter of your own critical thinking and the concepts studied in this class to synthesize it, critique it, etc.
3. Final Exam = to be done individually, in-class, closed-book.  It will consist of a series of short conceptual questions.  Its primary objective is so that you will review and synthesize the content of our 10 classes.  It will be administered during the regular exam period and there is an option to take it early (see page 1).  Sample exam questions are available on the course home page.
4. Case Submissions & Web Posting = there are four required case write-ups and one web posting, all to be done in group.  To implement level workload (heijunka!), each group will get a number, which will define its case write-up requirements as illustrated in the table on page 1.  Please read guidelines for case write-ups later in this syllabus.  
In addition, I encourage you to use the newsgroup (access through course webpage) as an additional learning and contribution channel.  Use it to post a practical example of operations strategy, to elaborate on topics covered in class or in the readings, etc.  The objective here is to share with the class your team’s knowledge.  High quality postings are well edited, have a summary paragraph, are well documented (perhaps even linked to other sources) and provide a comprehensive example of an operations strategy topic to other students.  To facilitate overview and replies by others, please title your message informatively. 
Groups should have five students, each of them bringing different strengths to the table.  To increase the learning from the skills and knowledge that each person brings to the group, groups must be balanced.  For example, groups must balance 6Qs, 4Qs, MMMs and TMPs, as well as geographical origins to benefit from cross-learning and multi-disciplinary experiences (more on that in class).  You will have an opportunity to form groups during the first class.  
Honor Code for Case write-ups  Submission cases may not be discussed with anyone outside your study group.  It is extremely important and part of the honor code that each member of a group makes a material contribution to each case analysis of the group.  If any individual has not contributed for a particular write-up, s/he should not append his/her name to the case report but can submit a separate report his/her own.  It will also be the group’s responsibility to ensure that this happens. Only one written report will be due per group per assignment.

In the past, I have been asked to be more specific, so here it goes: A material contribution means that, at a minimum, you have:

(1)  Read the case and mastered its contents; 
(2) Attended a group meeting where you presented your individually-though-out hypotheses as to what may be causes and solution for the problem at hand and suggested an analysis approach.  [This does not mean you already executed the analysis.]  You merge everyone's ideas and come to an agreement in the group as to a "plan-of-action" for analysis execution and major points that should be addressed in the write-up. 
(3) Read the draft of the case write-up and have improved on it.
Peer Evaluations  Given the importance of group work in this class, each member should make every effort to contribute and carry his/her part of the load.  Your grade will reflect peer evaluations to be done at the end of the course.

3.
Text and Course Materials

· Required materials are available at the bookstore: OPNS 454 Course-pack (cases and readings).

· Copies of the PowerPoint slides are downloadable from the course website as are additional readings, which give complimentary information on the topics discussed in the class and cases:

http://www.kellogg.northwestern.edu/faculty/VanMieghem/ftp/454/454CoursePage.htm
· Lecture notes for the first three classes are in the case pack.  As I finish more lecture notes, I will distribute copies throughout the quarter.  I welcome any suggestions for improvement that you may have, given that you are the first class to use these notes.  You can email me or post them to the newsgroup.
There are some textbooks that discuss operations strategy that may be of interest:
1. Operations Strategy by Slack and Lewis.  Prentice Hall, 2003.

2. Manufacturing Strategy by Hill.  Irwin McGraw-Hill, 2000.

3. Manufacturing Strategy: How to formulate and implement a winning plan by Miltenburg.  Productivity Press, 1995.

4. Restoring our competitive edge: competing through manufacturing by Hayes and Wheelwright.  John Wiley & Sons, 1984.

Two books that primarily contain Harvard cases, supplemented with short positioning chapters that reflect the structure of two generations of the Harvard course on operations strategy:  

5. Strategic Operations: competing through capabilities by Hayes, Pisano and Upton, 1996.  The Free Press.
6. Operations Strategy by David Garvin.  Prentice Hall, 1992.

Other business books that may be of interest to students taking this course:

1. Supply Chain Management by Chopra and Meindl.  Prentice Hall, 2003.
2. Clock Speed by Charles H. Fine

3. Mass Customization by B. Joseph Pine

4. Balanced Sourcing by Laseter.  Jossey-Bass Publishers, 1998.
4.
Guidelines for Case Write-ups

Format:  A case write-up is not to exceed three pages of typed text with maximally three supporting exhibits and must be turned in electronically via Blackboard Digital Dropbox before the start of the class when the write-up is due.  (Exhibits must be relevant and described in the text.)  You should use the word sample document on the web: 11pt. font using line spacing of exactly 15pts. with 1 inch margins.  Pages should be numbered and compiled into a single Word file.  (All exhibits must be part of the single word file; thus, copy and paste any figures and/or Excel output into the Word file.)  Name the file "Groupx_Case/Project Title" where x is your group number, followed by the name of the case, or by "project status," or "project", as applicable.

Structure of Case Write-up:  A good paper should clearly and succinctly state recommendations in the first paragraph to provide the reader with a framework (if a lengthy description of the recommendation seems necessary, append it to the report).  The remaining paragraphs should each present a major part of the rationale for the recommendation in terms of the desirable and undesirable consequences of adopting it.  If there are options under consideration in the case that you reject, a clear rationale for your decision should be provided.  The rationale must consider capabilities required for the operations system under study, and how the current system either provides these capabilities or fails to provide them.


A good report is not a chronology of analysis, but a clearly articulated statement of recommendation and support.  Assume you are writing to someone who knows the facts; keep it succinct because nobody likes reading long reports.  
Main expectation: each case write-up must have a quantitative analysis that must be used to justify an operations strategy recommendation.  There are many ways to Rome: many analyses may work and choosing an appropriate one is part of the assignment.  (In real life, nobody will tell you in advance what to do either.)
Grading: write-ups will be graded on a total of 20points using the following template:

	
	Yes
	No

	Recommendations summary
	
	

	Clear and succinct at the beginning of case
	
	

	Includes key rationale, intuition, and implementation discussion
	
	

	Description of current operations strategy and problems
	
	

	Clear discussion of overall strategic goal and key financial lever
	
	

	Market view: value proposition and competition 
	
	

	Resource view: capabilities, processing network, L&G
	
	

	Problem statement
	
	

	Analysis
	
	

	Identification of the key factors that drive most results of the analysis
	
	

	Explanation in main text of the approach used for quantitative analysis 
	
	

	Rationale behind Recommendation
	
	

	Rationale supported by analysis
	
	

	Explanation of consequences of adopting the recommendation
	
	

	Explanation why some options are rejected
	
	

	Exhibits
	
	

	Exhibits support key points in case write-up
	
	

	Exhibits contain headline, explanation in words, and conclusion
	
	

	General
	
	

	Clearly written and exposition follows a logic path
	
	

	Stays within format requirements (including 1 file, correctly named, etc.)
	
	


	Group
	Comments
	Points

	Recommendation:
	
	 /7

	Description of current strategy and problems:
	
	 /3

	Analysis, Exhibits and Rationale:
	
	 /7

	General:
	
	 /3

	Overall Grade:
	
	 /20


5.
Guidelines for Final Project

The final project can be done individually or in groups.  (It would be best to use the same groups that you are using for class assignments, but this is not a requirement.)

You can choose from two possible types for your final project (see sample outlines below):

1. “Case study”: Identify an organization (one familiar to you or your group would work well) whose operations strategy you can analyze and improve, or

2. “White paper”: A research-oriented paper on a specific topic in operations strategy or a novel practice in industry that directly relates to operations strategy.  The paper describes risks, benefits and best practices along with industry examples of each.

Key Expectations:  

· The project has a strong operational component

· The project is interesting and has a generalizable learning point.  Aim for a project in which not only you, but also your audience, will learn something new.

· The analysis uses concepts discussed in class

A one page project proposal is due in class 5 to ensure that you have selected a project and can spend the remaining five weeks working on it.  The project is due in the last class 10.

Based on your proposals, I will select three or four groups to present their projects in class.  The objective of this selection will not be to chose what I consider are the "best" proposals but to ensure that a variety of issues related to operations strategy get presented in class.  The group making presentations will not be required to write a detailed report.  They can submit their presentation materials for grading.  Each group will have 30 minutes to make their presentation.  All other groups will be required to submit a project report.  

Option 1: case study of specific organization

Identify an organization (one familiar to your group would work well) where you can test and extend issues in operations strategy.  Examples of such projects include (samples are available on course webpage): 
· capacity expansion of the Breadsmith bakery chain, 
· improving customer service at Northwestern Memorial Hospitals’s HIV clinic, 
· sourcing and production planning at a high-speed garage door manufacturing plant,
· customer service strategy at a high-end hotel chain. 
Format: The maximum length is 8 pages of text, formatted as described above, and maximally 4 pages of supporting exhibits.  Your report should be in the form of a mini case, consisting of two parts:

1. The actual case (similar to the cases you typically read; max 4 pages):

· Describe your unit and its competitive identity and environment.

· Describe the organization’s current business strategy.

· Describe the operating strategy, its capabilities (in terms of cost, time, quality, and flexibility) and processes.

· Describe the strategic issues and challenges.

· Provide data (the best cases stand out because they support their recommendations both qualitatively and quantitatively)

2. Your analysis and recommendation (similar to the write-up you typically do; 4 pages max).  This should not be a detailed description of everything you have done but a specific set of observations and recommendations.
· Evaluate current operations strategy using course concepts
· Identify + analyze potential improvements

· Recommend an improved strategy that addresses the issues and challenges.

· Discuss implementation steps.

Option 2: white-paper on a specific issue or practice in operations strategy

Identify and analyze a current issue or novel practice in operations strategy.  Examples of such projects include (samples are available on course webpage): 
· Survey of contemporary approaches to build flexible capability: use of modular facilities in pharmaceutical industry, platform strategies in the automobile industry, 

· revenue management techniques in transportation, 

· A study of the operations strategy for retail banking, 

· capacity options in the airline freight industry,
· operations strategy issues in a specific industry.
Format: The maximum length is 8 pages of text, formatted as described above, and maximally 4 pages of supporting exhibits.  Your report should contain:

1. An executive summary no longer than 250 words.
2. A description of the operations strategy issue or practice

3. Major benefits of the practice.

4. Major risks/cost of the practice

5. Key issues in designing and implementing the practice

6. Which companies is this practice ideally suited for?  Which companies may it not be suitable for?

7. Examples of companies that are successfully using the practice.

8. Examples of companies that have been unsuccessful in their implementation of the practice and possible reasons.

overall Final Project Requirements

1. Class 5: electronically submit via Blackboard a one-page, bullet-point Project Progress Report listing:
· Title of project + indicate case study or white paper 
· Short description of content of project
· Project planning: what has been done, what needs to be done
· Assessment: 
· Is project in line with class?  Specify the class topics (as defined on page 1 of this syllabus) that this project will relate to and to what extent. 
· Is project on track?  Any difficulties?
2. Class 10: electronically submit via Blackboard your project in a single file and named “Groupx_FinalProject_project-title’. (Fill in for x your group number and your project title.)  Presenters submit their Powerpoint file and give a 30 min presentation, including time for Q&A. An opportunity for you to hone your public speaking skills and to shine by disseminating your insights to the class.
I: Strategy & Operations

Class 1: Introduction: A Framework for Operations Strategy
Content:
What is operations strategy?  Introduce a framework to describe a company’s operations strategy.  The key premise is that an operations strategy must be evaluated in terms of the performance it delivers.  This performance depends on the activity network and the asset bundle that operations puts in place.  We will discuss the goal of operations strategy and a framework to think about operations strategy. 

We will use the Swiss Watch Industry short case as the main vehicle to introduce the framework.
Read:

· Swiss Watch Industry, Kellogg case

· Lecture notes, Chapter 1: “What is Operations Strategy?”

Background reading (download from course website):

· The new operating-finance partnership: a potent strategy for value creation

We will discuss Swiss Watch Industry in class with an emphasis on the following:

1. How would you contrast the operations strategy of the traditional Swiss watch company with that of Seiko?  What are the key elements that comprise an operations strategy?

2. What information would you need, and how would you obtain it, before designing a “survival strategy” for the Swiss’ watch industry?

3. How would you formulate and describe a new operations strategy for the Swiss watch industry?  Consider the full range of operations from suppliers to internal processes to customer relations; from product design to product fulfillment; from learning and improvement processes to growth.  What actions does this require and how risky are they?

Hand-in: a copy of your resume.  (This will help me in getting to know you and your experiences.)



Class 2: Differentiation vs. Cost Advantage: Designing a Strategic Operations-Based Response
Content:
This session will start with applying the ideas of class 1 to a specific case.  We will describe and contrast two firms’ operations strategy.  We will then discuss how the concepts of strategic positioning and operational efficiency can be used--qualitatively and quantitatively—to evaluate a firm’s operations strategy in a competitive setting.  That analysis then guides the design of a defensive strategic response based on process and resource capabilities.


The last part of the class will discuss how productivity relates to operations strategy.
Read: 
· Lecture notes, Chapter 2: “Trade-offs, Productivity and Competition”

Prepare:(
American Connector Company (A), Case (No. 9-963-035)

Hand-in write-up of American Connector.  The objective of this case is to apply the ideas of class 1 and operationalize the concepts of strategic positioning and operational efficiency to evaluate current strategy and design a competitive response.  (See paragraph above).
This case requires some detective work and estimation, given that not all data is available.  The idea is to do your best in estimating financial performance, using case data where possible and supplement it with justified estimates where needed.
Guiding questions:

1. Describe ACC’s operations strategy and contrast it with DJC’s.
2. How serious is the threat of DJC to American Connector Company?  To help in that assessment, consider questions 3 and 4:
3. Calculate the overall cost difference between DJC’s plant and ACC’s Sunnyvale plant.  Consider both DJC’s performance in Kawasaki and its potential in the United States.
4. What accounts for these differences?  How much of the difference is inherent in the way each of the two companies competes; that is, how much is a function of the strategic competitive positioning decision?  How much is due strictly to the differences in the operational efficiency; that is, how much can cost be improved without impacting the ability to offer its strategically chosen value proposition?  Break up the cost differential between DJC and ACC for each line in the COGS and determine what amount is due to (i) volume being different from targeted volumes, (ii) operational inefficiency, and (iii) strategic positioning.  
5. What do you learn from the cost-decomposition analysis? Based on your analysis, what do you recommend ACC do?


II: Processing Network Strategies

Class 3: Capacity Investment
Content:
A major part of operations strategy is deciding on a capacity strategy.  This includes deciding on the sizing, timing, type, and location of each asset change.  Such decision can be made both offensively and defensively.  This class will discuss and contrast various approaches to changing capacity.  We will explicitly investigate the use of capacity to affect responsiveness and as a competitive weapon to affect entry by new competitors. 


The second part of the class will feature a speaker from Harley-Davidson.

Read: 

· Lecture notes, Chapter 3: “Capacity and Real Asset Investment”

Prepare:(
Harley-Davidson Motor Company, Kellogg Case.

Hand-in write-up of Harley-Davidson.  The objective of this case is to investigate various approaches to change capacity and to distill the key drivers that guide the appropriate capacity strategy.  You should complement your qualitative analysis with an NPV analysis.  (This is a very realistic case and to capture some issues you will have to make some extensions to the basic NPV analysis, which can be time-consuming.  Do not overdo the analysis, just do your best to capture relevant issues.) 

Guiding questions:

1. Describe and evaluate Harley’s operations strategy.

2. Demand uncertainty is a major factor in strategic capacity decisions.  How does Harley-Davidson take uncertainty into account in their planning processes?  How does HD’s history affect its decision-making process, if at all?

3. What are the factors that HD should consider when analyzing the alternatives?

4. What is your recommendation to Harley-Davidson?  Assess fit with HD’s strategy and assess financial attractiveness of your plan: develop NPV analysis.  (Use a discount factor of 12%; marginal tax rate is 37%.) 



Class 4: Technology and Facility Strategy: Flexibility

Content:
Once a company decides it needs to build new capacity, it must decide on what type of capacity.  This involves deciding on the type of technology and facility.  This class will discuss when and why product-dedicated or product-flexible technology is more appropriate.  We also will explore what flexibility means and the various approaches to achieve it and be better positioned to respond to changes in demand, supply or processing.


The second part of the class will feature a speaker from Eli Lilly.

Read:
(
What Really Makes Factories Flexible?


(
Optional readings on course website:

· Biopharma’s Capacity Crunch

Prepare:(
Eli Lilly & Co: The Flexible Factory Decision (1993), HBS Case.

Hand in a write-up of Eli Lilly.  The objective of this case is to investigate when and why dedicated or flexible capacity is more appropriate and to connect the technology & facility strategy with new product introduction plans.  Guiding questions:

1. Describe and evaluate Lilly’s operations strategy.

2. What type of flexibility does the “flexible facility” provide?  
3. From a qualitative perspective: What is the value of this flexibility to Lilly?  How much is Lilly paying for the flexibility?  What are the strengths of the specialized facility?
4. What facility strategy do you recommend for Eli Lilly’s new product plans?  Back up with financial evaluation, considering the Kellogg addendum.

5. Looking forward, how does each facility option affect Lilly’s cost structure and capacity management rules?  How does each affect their process development capabilities?


Class 5: Capacity Portfolios for Processing Networks and Operational Hedging

Content:
In practice, operations often require processing networks which involve separate, but connected, processes.  For such networks, a key operations strategy decision is the amount of capacity each process or location in the network should have.  The ensemble of capacities is called the capacity portfolio.  This class discussed how to manage a capacity portfolio strategically: what are appropriate capacities for each location and how do they affect the entire process output and profitability affected?

We will then analyze how capacity portfolio choices can be used to hedge against uncertainty.  We will survey other means of “operational hedging” and the settings in which they are most effective.
Read:
(



(
Optional readings on course website:

· A second wind for ERP (download from course website) 

Prepare:(
Seagate Technologies: Operational Hedging, Kellogg case.

1. Hand-in your project progress report, according to guidelines earlier in syllabus.

2. Hand-in a write-up of Seagate Technologies.  The objective of this case is to learn the impact of each location’s capacity on the overall profitability of the processing network.  In addition, investigate how the entire “capacity portfolio” can be designed to provide an optimal hedge against uncertainty.  Guiding questions:

1. Describe and evaluate Seagate’s operations strategy.
2. How would you describe the “capacity of the processing network” if the current CAR capacity proposal were implemented?  What is the expected profit and ROI under this investment?  (Given the short product life, assume the firm is making its decisions for a single time period of length one year, at the end of which manufacturing capacity will have zero salvage value.)

3. The case states that the true demand forecast contains uncertainty.  Given this knowledge, which capacity portfolio do you recommend to best anticipate (hedge against) that uncertainty?  That is, which ex-ante capacity investment will perform best given the ex-post demand uncertainty?  Verify financial attractiveness of your recommendation: What is the expected profit and ROI now?   
4. Interpret your recommended capacity portfolio in intuitive terms: what are you “hedging” and why is your plan to be preferred?

5. In broad conceptual terms, what are the advantages of “sales-plan driven capacity planning?”  What is “wrong” with that practice and how would you improve on it? 



III: Supplier & Customer Strategies

Class 6: Strategic Sourcing and Supplier Contracting

Content:
A key operations strategy decision is whether to make or buy.  This class will discuss how to make such decisions by comparing the best sourcing strategy with the best internal processing strategy.  Deciding on which suppliers to use for particular goods or services and on how to manage the supplier relationship over time is called strategic sourcing.  The Sun case is our vehicle to discuss various forms of supplier relationships and a framework for strategic sourcing; that is, for identifying suppliers and for managing the relationship.


An important component of strategic sourcing is negotiating the parameters of a supplier relationship and designing supplier contracts.  The short Bose exercise will guide our discussion of several contract types and their impact on buyer or supplier.
Read:
(
Purchasing: no time for lone rangers


(
Optional readings on course website:

· HP cuts risk with portfolio approach

· The other side of outsourcing

· Has outsourcing gone too far?

· Note on Solectron and the EMS industry

Prepare:(
Sun Microsystems (A), Stanford Case.

· Bose 301 SE.  Short Kellogg exercise to analyze contract design: prepare the questions in the case for class discussion.  Do run some numbers, otherwise you will find it difficult to follow the discussion.
The Sun case will be used to discuss strategic sourcing.  Consider the following questions a preparation:

1. Why has Sun opted for the leveraged manufacturing strategy?  What are some of the drawbacks of using this model?

2. How and why does Sun change its sourcing policies for memory versus ASICs?  What are the potential problems of each and how do they affect Sun’s reputation with these suppliers?

3. What is your assessment of Sun's position not to move to outsourcing the final assembly and test for full systems?

4. What has driven Sun to use a matrix approach for supplier management?

5. How does Sun's Scorecard system contribute to the process of managing its suppliers?  What is your assessment of the TCOO?  What problems do you see with the Scorecard process?  Are there changes you would recommend to Dick Ellis?



Class 7: Customer Management Strategies: Mass Customized Service
Content:
A key operations strategy decision is to design efficient and effective processes to serve each customer.  The challenge is particularly high in the setting of Peapod, which provides customized service to a large customer base.  We investigate various processing network designs and fulfillment strategies to provide mass customized service.  This class also discusses how information technology (Internet) facilitates such service.


To assess the attractiveness and long-term feasibility of mass customized service, we analyze the impact of various productivity measures on order fulfillment cost.  That analysis then suggests how to improve profitability over time.

The second part of the class will feature a speaker from Peapod.

Read:
(
Which e-business is right for your supply chain?


(
Optional readings on course website:

· The duel for the doorstep

Prepare:(
Peapod: Growing Productivity and Profitability, Kellogg case

Hand-in write-up of Peapod.  The objective of this case is to investigate how, and how efficient, Peapod provides mass customized service.  A process and financial analysis suggest key operational measures, including productivity measures, and associated actions to improve performance.  Guiding questions:

1. Describe Peopod’s current operations strategy.

2. What are the relative strengths and weaknesses of the three different fulfillment strategies: using existing stores, a centralized fulfillment center, or clicks-and-bricks?  When is each one more appropriate?

3. Identify Peopod’s key processes to provide effectively “mass-customized service.” 

4. How efficient is Peapod at providing mass-customized service?  Estimate the cost to fill an average order.  (This requires some detective work and estimation, given that not all data is available.  The idea is to do your best in estimating financial performance, using case data where possible and supplement it with justified estimates where needed.)  
5. What is the “shortest path” to profitability, if one exists?  Determine the profitability of an order and break-out its key drivers.  (An obvious one is to increase customers; for this case assume conservatively that the customer base will remain fairly constant over time.)  Other drivers can be interpreted as productivity measures (e.g., stops per hour SPH).  Which specific actions would you recommend to increase the profitability of an order?


Class 8: Timely Customer Service and Incentive Strategies in Processing Networks.  Revenue (Yield) Management
Content:
The previous class focused on customer strategies to provide highly-varied or customized service.  The first part of this class studies customer strategies to provide timely service through a processing network.  The Manzana Insurance case is our vehicle to discuss how timely service is affected by the priority and scheduling policies in the network, as well as by employee incentives.  We  study how to use a simple queuing model (for a single stage) to estimate performance through the network.  This suggests short- and long-term strategies to improve service.


The second part of the class surveys the increasingly important practice of “revenue or yield management” to increase revenues and profits in customer service operations.

Prepare:(
Manzana Insurance-- Fruitvale Branch, Stanford Case.

(  Introduction to the theory and practice of Yield Management.  (download from website)  Do try some of the exercises in this reading to maximize your value from our class discussion.

(
Optional reading (access this HBR article through Northwestern web library link):
· How process enterprises really work.  By Hammer and Stanton, Harvard Business Review, Nov-Dec 1999.

Hand-in a write-up of Manzana.  The objective of this case is to analyze and improve timely customer service through a processing network by modifying the network and employee incentives.  Guiding questions:
1. Describe and evaluate Manzana’ operations strategy.
2. What determines the profitability of a given "product line" (i.e., RUNs vs. RAPs vs. RERUNs vs. RAINs) for the Manzana Fruitvale Branch?  How do existing lines compare in this regard?

3. What are the important measures of operating performance for the Fruitvale Branch?  Why have profits been deteriorating over the past year?

4. Estimate current customer service performance in terms of response time.  (A simple queuing spreadsheet like QueueMMcK.xls, downloadable from course website, may be useful.)

5. What are your recommendations for improving the operating performance of Manzana's Fruitvale Branch?  How should Manzana respond to the competitive challenge posed by Golden State?

IV: Learning & Growth Strategies
Class 9: Building Capabilities: product & process development, learning, and culture
Content:
The fourth and last block in our course focuses on building capabilities for future growth.  Such capabilities include processes for new product and process development, for learning, and for building a global culture. 

The ITT case is our vehicle to discuss how organizations use their total process skills in bringing products to market strategically.  What impact do geographic and cultural differences have on this capability?


The second part of the class studies learning and “the learning curve.”  We end by investigating the role of learning and innovations in competition.  The Seagate-Quantum case shows how process improvement is crucial to a competitive growth strategy via product innovations.  We will connect process improvement to market demand dynamics and give an operations perspective on “disruptive technologies”—a concept that you are already familiar with from other classes. 

Read:
(
Meeting the challenge of disruptive change (if you haven’t read it before)

Prepare:(
ITT Automotive, HBS case.  (I will assign role playing in class.)  Consider:

1. What are your recommendations regarding the issue of standardizing process technology across all plants?  Are there motives behind this proposal other than those stated in the case?

2. As Jergen Geissenger, how would you go about implementing your recommendations? How would you overcome resistance from the plants? As Steve Dickerson, the plant manager of Asheville, North Carolina, what line of reasoning would you use to convince senior managers that full automation is the less desirable alternative?

3. As Klaus Lederer, what option would you like to see pursued?  How do various options fit into the broader corporate strategy of ITT Automotive? 

Prepare:(
Seagate-Quantum, Georgetown-Kellogg case. Do run some numbers to try to answer the questions that come with the case, otherwise you will find it difficult to follow the discussion

Supporting document that gives you some background and help on how to approach the Seagate-Quantum case: download from course website:

· Seagate Quantum_Case Supplement.



Class 10: Wrap-Up and Final Project Presentations

Content:
Wrap-up and course summary.  Final Project presentations.  

All groups hand-in their final project write-up.  (See Final Project Requirements p 9)
Final Exam: In-class (Date on front page of syllabus.)
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