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Chapter 2

Discussion Questions
1. Explain the importance of a business strategy.
2. Explain the role of operations strategy in a business.
3. Describe how a business strategy is developed.
4. Describe how an operations strategy is formulated from the business strategy.
5. Explain what is meant by the term competitive priority and describe the four categories of

competitive priorities discussed in the chapter.
6. What is meant by the terms order qualifiers and order winners?  Explain why they are important.
7. Describe the meaning of productivity.  What is the difference between Productivity and Profitability?

Explain the three types of productivity measures.

Problems
1. Barry’s Tire Service completed 100 tire changes, six brake jobs, and 16 alignments in an eight-hour

day with his standard crew of six mechanics. A brake specialist costs $16 per hour, a tire changer
costs $8 per hour, and an alignment mechanic costs $14 per hour. The materials cost for a day was
$2000, and overhead cost was $500.
a. What is the shop’s labor productivity if the retail price for each respective service is $60, $150, and

$40?
b. What is the multifactor productivity, if the crew consisted of two of each type mechanic?

2. The Abco Company manufactures electrical assemblies. The current process uses 10 workers and
produces 200 units per hour. You are considering changing the process with new assembly methods
that increase output to 300 units per hour, but will require 14 workers. Particulars are as follows:

CURRENT
PROCESS

NEW PROCESS

OUTPUT (UNITS / HOUR) 200 300
NUMBER OF WORKERS 10 14
MATERIAL COST / HOUR $120 $150

Workers are paid at a rate of $10 per hour, and overhead is charged at 140% (or 1.4 times) labor
costs. Finished switches sell for $20 / unit.
a. Calculate the multifactor productivity for the current process
b. Calculate the multifactor productivity for the new process
c. Determine if the new process should be implemented

Case study: Prime Bank of Massachusetts
Prime Bank of Massachusetts was started in 1964 with James Rogers as CEO, who is now chairman of
the board. Prime Bank had been growing steadily since its beginning and has developed a loyal customer
following. Today there are 45 bank locations throughout Massachusetts, with corporate headquarters in
Newbury, Massachusetts. The bank offers a wide array of banking services to commercial and
noncommercial customers.



Prime Bank has considered itself to be a conservative, yet innovative, organization. Its locations are open
Monday–Friday 9–4 and Saturday 9–12. Most of the facilities are located adjacent to well-established
shopping centers, with multiple ATM machines and at least three drive-through windows. However,
Prime Bank’s growth has brought on certain problems.Having the right amount of tellers available in the
bank as well as in the drive-through window has been a challenge. Some commercial customers had
recently expressed frustration due to long waiting time. Also, the parking lot has often become crowded
during peak periods.
While Prime Bank was going through a growth period, the general banking industry had been
experiencing tougher competition. Competitors were increasingly offering lower interest rates on loans
and higher yields on savings accounts and certificates of deposit. Also, Prime Bank was experiencing
growing pains, and something needed to be done soon or it would begin losing customers to competition.
The board, headed by James Rogers, decided to develop a more aggressive strategy for Prime Bank.
While many of its competitors were competing on cost, the board decided that Prime Bank should focus
on customer service in order to differentiate itself from the competition. The bank had already begun
moving in that direction by offering a 24-hour customer service department to answer customers’ banking
questions. Yet, there were difficulties with this effort, such as poor staffing and not enough telephone
lines. James Rogers wanted Prime Bank to aggressively solve all customer service issues, such as
staffing, layout, and facilities. He also wanted greater creativity in adding improvements in customer
service, such as on-line banking, and special services for large customers. He believed that improving
most aspects of the bank’s operation would give Prime Bank a competitive advantage.
The board presented their new strategy to Victoria Chen, vice president of operations. Victoria had
recently been promoted to the V.P. level and understood the importance of operations management. She
was asked to identify all changes that should be made in the operation function that would support this
new strategy and present them at the next board meeting. Victoria had been hoping for an opportunity to
prove herself since she began with the bank. This was her chance.
Case Questions
1. Why is the operations function important in implementing the strategy of an organization? Explain why
the changes put in place by Victoria Chen and her team could either hurt or help the bank.
2. Develop a list of changes for the operations function that should be considered by the bank. Begin by
identifying operations management decisions that would be involved in operating a bank, for example,
layout of facility, staff, drive-through service. Then identify ways that they can be improved at Prime
Bank in order to support the strategy focused on customer service.
3. Think of the improvements identified in answering question 2. How different would these
improvements be if the bank had a strategy of cutting cost rather than supporting customer
service?
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Answers to Even-Numbered Textbook Problems

2. Productivity in week 1 = 3 houses/5days = 0.6
houses per day
Productivity in week 2 = 2 houses/4days = 0.5

houses per day
Week 1 was more productive.

4. Productivity at facility 1 = 240 chairs/6 workers
= 40 chairs per worker
Productivity at facility 2 = 210 chairs/4 workers

= 52.5 chairs per worker
Facility 2 is more productive.

6. Using only the non-defective production,
productivity has increased from (60-10)=50
pieces per day to
(90-1)=89 pieces per day.
Change in productivity = (89-50)/50  x 100% =

78% increase

8. a.  $60/($15+$20+$20) = 1.09    This number
tells us that the lab is charging a bit more than
9% over the
expenses of labor, materials, and overhead.

b. Labor productivity = $60/3 hours = $20 per
hour


