Business functions in context: Operations Management at Underground Toys
Introduction  


Operations Management is the management of the processes that produce or deliver goods and services and the persons involved in this process undertake operation activities because every organisation produces goods and services (Greasley, 2007). Organisations strive to make every effort to achieve competitive advantage over their rivals in the industry by producing and delivering goods and services at much better quality and cost. The role of operations is to ensure that processes are as efficient as possible thereby maximising the margin between direct costs and sales price. Jones and Robinson (2012) state that firms compete to survive in this ever-changing business world and amidst this economic volatility, many firms find it difficult even to survive, leave alone, giving competition to other firms in the industry. Referring to the statistics from the Insolvency Service 2011 wherein it is reported that 2100 firms in the UK declared bankruptcy in 2010, Jones and Robinson (2012) mention that it is not enough to seek survival in the industry which is evolving with the customer demands and that firms should seek to gain competitive advantage. So it is necessary that organisations should take necessary steps and design strategies so as to keep all the processes running apart from maintaining revenue stream. Operations Management is inclusive of design, functioning and improvement of firm’s operations wherein various resources are used as input which are further transformed and process to manufacture the product or services as to be marketed and made available to the customers (Blok, Meijboom, Luijkx and Schols, 2008). The product may be in various forms or in various kinds like transfer of funds from a savings account to a checking account, the transplant of a liver, the filling of an empty seat on an airplane, etc, and the activities that take place in an organisation to see that all the above examples are fulfilled are referred to as operations or operations management (Heizer, Render and Rajashekar, 2009). Companies produce goods and services for which various resources are utilised and transformed into actual goods after going through the manufacturing process. It is necessary for the management to take steps to plan, design and control the production process so as to reduce waste, costs and time to achieve efficiency. In the present paper, operations management and its various elements are discussed in relation to Underground Toys and how various functions can be improved to achieve operational excellence and achieve competitive advantage. 
Underground Toys


Underground Toys (UT) is a manufacturer of toys and entertainment products with branches across London, San Diego and Hong Kong in liaison with many entertainment companies around the world, the brands of whom are marketed through the merchandise across various product categories like gift items, toys and other collectibles. The company has access to global market and has its presence in 27 territories selling millions of branded products based on movie characters. The supply chain of UT seems to be largely external as most of the products are sold in major retailers of the world and since it has good market share in 27 countries, operations and processes of the company are very complex in terms of inventory, design, quality, etc. (Underground-Toys, 2015) The importance of operations management processes in relation to Underground Toys are discussed and analysed below.
Inventory Management


Inventories are an important aspect of operations management and have profound effect on the organisational operations as they must be counted, paid for, used in operations, used to satisfy customers and managed inventories require an investment of funds which could not be reinvested in other areas and thus represent a drain on the cash flows of an organization (Krajewski, Ritzman and Malhotra, 2008). Despite having an effect on the organisations cash flow statement, managers understand the importance of have stable inventory to product goods and services to meet the customer demand on time (Barnes, 2008). The concept of outsourcing the inventory has emerged recently wherein the suppliers manage the inventory on behalf of the retailer thus saving the cost, space and time of an organization (Anderson, Anderson and Parker, 2013). It is a common practice adopted by businesses through an agreement with provider for managing and controlling various activities including inventory management. Agarwal (2010) mentions three situations during which firms should take outsource activities i.e. achieve economies of scale, scope to enter into new markets and technology expertise. However, the following factors need to be considered when making decisions for outsourcing.
Factors to consider for outsourcing


Toy industry is the oldest creative industries in the world and operates in a volatile market caused by variable and unpredictable demands, very short and specific selling windows and short product life cycles apart from incurring high costs on obsolete inventory, lost sales and markdown as compared to other industries (Wong, Arlbjorn and Johansen, 2005). Companies like Underground Toys operating in such a volatile business environment should need to consider various factors before making decisions on outsourcing the inventory management to suppliers or third parties. 
· Organisations should focus on core competences while identifying eligible vendor that can simplify the supply chain management of the company and help in manufacturing the products as per the market demand without bearing much burden on the costs (United Warehouse, 2015). 

· Organisations should focus on reducing the cost on supply chain logistics and identify suppliers or vendor that could provide flexibility in delivering raw materials in time during urgency. 

· Organisations should consider the need for specalised capability while outsourcing the business functions (Keeffe and Vanlandigham (n.d.).

· Organisations should have access to their inventory at the suppliers warehouse so as to analyse their inventory basing on which further stocks could be purchased and maintained (Kaipia and Tanskanen, 2003) 

Risks and benefits of outsourcing 

According to Keeffe and Vanlandigham (n.d.), some of potential risks of outsourcing the business functions to third parties are on-time delivery may not be guaranteed that may due to factors outside the control of third party; product quality may differ or not as per specification resulting in time delay, inefficiency of the financial viability among supplier company may affect the company’s performance. 


While the risks are eminent, the benefits of outsourcing in service oriented firms offers simplicity and easiness as in-house product category management is really time consuming and problematic. Further, the assortment is always kept at optimal as supplier is responsible to take care of the products and providing better quality of ordering process and inventory management (Kaipia and Tanskanen, 2003)
Suggestions to improve outsourcing arrangements 

The above literature clarifies that outsourcing of inventory management has various risks and benefits. However the main advantage that this concept offers is in reduced number of contacts for the organisation and agreement of the arrangement provides the benefit of keeping on few contacts to communicate regarding the stock instead of all the suppliers. In order to further improve the outsourcing arrangements, it is necessary to mitigate the risks identified above such as on – time delivery and product quality through arrangements with the third party through agreements in manner that it does not affect the core competences and helps in realising organisational objectives. 
Approaches for forecasting demand at Underground Toys 

As toy industry is volatile and company like Underground Toys which is known for manufacturing toys based on entertainment brands like Star Wars, cartoon, etc. it is necessary for the company to maintain the stock so as to meet market demand. In view of the company’s structure and industry, the following two approaches are identified. 

The first is quantitative forecasts, which uses a variety of mathematical models that rely on historical data and causal variables to forecast demand. Another is subjective or qualitative forecasts that incorporate such factors as the decision maker’s intuition, emotions, personal experience and value system in reaching forecast (Heizer et al, 2009). In qualitative forecasting, various techniques like expert opinions on the statistical models, Delphi method, sales force composite and consumer market survey are used to arrive at a decision regarding demand forecasting. In quantitative approach, time series model and associative model are some of the methods which analyse the moving average, linear regression, trend projection, etc, in determining the demand forecast for the company (Heizer et al, 2009).  Underground Toys sells millions of products and has a great demand in the market. While it has sold millions of toys around the globe, the product is known for its quality and its association with entertainment industry that provides them with necessary inputs to manufacture toys based on movie or TV characters. Quality supersedes quantity in Underground Toys and hence qualitative methods like Delphi and sales force composite analysis can be used to forecast the demand. 

Importance of capacity management


The determination and adjustment of capacity in an operating system is an important problem area since decisions made in this area may intentionally or inadvertently change the structure of system and affect the efficiency of operation of a particular system. The management of system capacity is crucial to operations management and has a direct influence on system performance in respect to resource utilization and customer service (Wild, 2003). It is one of the forward looking processes that can forecast business events and impacts much earlier and it helps in ensuring that there are no surprises with regard to service and component design and performance (ITIL, 2007). The firm must determine if its outlets or suppliers will be located within the vicinity and the level of capacity that will exist. For eg: Vendors of Maruti Suzuki Limited are located within the fifty kilometres radius of its plant and its capacity management is focused on detailed plant or supplier location and decisions are taken to position firm in the marketplace by leveraging the expertise and capacity of other firms (Agarwal, 2010).  Customer satisfaction is one more key aspect of capacity management which is made easier by higher levels of customer participation in the delivery system. For instance, the procedure to obtain bank loans in Japan is much faster than in Europe as a standardised procedure is already in place assessing the customer’s credit score (Hill and Hill, 2012). The examples reveal that supplier location should be closer to the manufacturing site and company should involve customers in the decision making process. The supply chain at Underground Toys is made up of sophisticated model that requires networking with 27 countries and entertainment houses to manufacture toys apart from delivery to retail stores like Wal-Mart, Blockbuster, etc. (Underground-Toys, 2015). The capacity management at Underground Toys should ensure that economies of scale and competitive advantage are achieved through proper utilisation of resources. 
Operations Management at Underground Toys
Design


As already mentioned above, toy industry operates in a volatile market and supply chain for such industry would require maintaining average in-stock inventory, ability to measure inventory, product differentiation, lead time management, assessing demand variability, information sharing and coordination, maintaining buyer-seller relationships at an arms-length and developing a strategy based on location, pricing, assortment and performance metrics (Wong, Arlbjorn and Johansen, 2005). The design of supply chain management at Underground Toys includes flow and transformation of goods from the raw materials stage through to the end user which flow up and down the supply chain. Another set of activity in Underground Toys supply chain is coordination and collaboration with the channel partners like entertainment companies in order to manufacture toys and merchandise their brands (Wolf, 2008). The supply chain process of Underground Toys is similar to that of Just in Time retails as identified by Graham (2005) with characteristics of obsolete inventory and high lost sales due to the entry of new brand into the market. 

Information sharing is vital for successful implementation and sustainability of supply chain processes in the organisation. Hugos (2010) stated that by using high speed data networks and databases, companies can share data to better manage the supply chain as a whole. According to Wang (2012), every supply chain has an information chain that parallels the flow of products. Information technology can be used to increase security, speed, accuracy of the inventory management, reducing the costs and easiness in processes, more reliable, improvement and innovation, focuses more on core competencies, maintains transparency and improves productivity (Wang, 2012). 
Planning and Control

While design of supply chain lays down a path for process management, it is followed by certain constraints and therefore, the planning and control function is undertaken with an aim to manage the ongoing activities and continue processes with the goal of customer satisfaction (Wolf, 2008). Many planning and control functions are integrated with the transformation model of operations management wherein inputs are converted to outputs of goods and services (Barnes, 2008). The input-output model can be used to model the transformation processes which can yield insight as the presumption behind all operations is that the customer knows what they want. In case of supermarket, the transformation in achieved by identifying the customer’s needs and the output is the satisfied customer. The input, however, is the service offered by the organisation that results in customer satisfaction (Galloway, 1996). Supermarket production operations include offering and pricing inventory, stocking the shelves, packaging and displaying products which are inputs to the transformation model wherein the customers brings in the need (Leon, 2008).  The transformation in case of supermarket is the customer as Johnson and Hart (2007) explain that customer has transformed from someone without the resources or the knowledge to someone with both to fulfill his needs. The example of supermarket correctly fits to Underground Toys as most of the products are sold through this channel. 
Quality and performance 


According to Waters (2006), capacity management is responsible for planning the capacity to match long term capacity and demand. The capacity planning is aimed at measuring or planning the best time to complete an activity. Capacity planning involves allocating capacity requirements over time to different planning periods and comparing these allocated capacity requirements with available capacity at the manufacturing hub (Jonsson and Mattsson, 2011). Various methods of capacity planning methods are discussed below which can be used as alternative depending on the demand and supply fluctuations.
Level strategy: It maintains a constant output rate by cumulating anticipation inventory and keeps a stable workforce level to match the demand. 

For eg: in level capacity planning, an organisation tries to maintain constant output rate as follows:

Level production rate: 28000 units/ 7 periods = 4000 units

Level workforce: (4000 units x .64 std.)/160 = 16 people. 


The above example explains that a company using level strategy needs to employ 16 people on continuous basis without any lay-off to produce 4000 units (Reid and Sanders, 2010)
Chase strategy: It adjusts output rates to match the demand over the planning horizon without using anticipation inventory or under time and its objectives are accomplished through hires, layoffs, subcontracting, etc. 


Company implementing this strategy aims to minimise inventory and tries to match demand with immediate hiring. 

For eg: Organisatons recruit and lay-off employees continuously resulting in no job security for the employees.  

Using the above example in level strategy, company will need only 2 people to product 500 units to meet the demand of 500 and need to hire 14 more employees to meet the demand of 4000 units. This is more like pull factor of supply chain management allowing the company to minimise inventory (Reid and Sanders, 2010)

Mixed strategy or hybrid strategy: It covers a range of strategies including both discussed above, with the mix of anticipation inventory, work force level changes, overtime and subcontracting (Li, 2007)


Chase and level strategies are extreme as chase strategy minimises inventory while level strategy minimises smoothing costs.  The disadvantages of level strategy is that it builds inventory and uses back orders while the disadvantage with chase is that it constantly changes short term capacity (Reid and Sanders, 2010). 

Analysing the three methods of capacity planning and understanding the volatile nature of toy industry, it is clarified that the approach of Underground Toys is similar to level strategy of capacity planning as it is a creative industry with supply chain processes being managed across 27 countries manufacturing toys.  

Quality control 


The facilities location problem is of major importance and decisions pertaining to location are taken after thorough analysis of various factors like market proximity, access to raw materials, availability of utilities, labour supply, national taxes and legal restrictions and various other socioeconomic criterions are also considered (Martinich, 2008). While this is the most difficult planning decisions, companies tend to identify locations for offshore facilities in order to reduce the cost structure of product (Menipaz and Menipaz, 2011). However, the most important reason for such decisions is that it provides an opportunity for market expansion. Locating abroad is the key decision in the design of supply chain as it affects the flow of materials, information and employees in support of the firms’ core competencies (Krajewski, Ritzman, Malhotra and Srivastava, 2011). In international business, various factors affect the business performance, most importantly the political and socioeconomic factors.  Despite the glimpse of green pasture in offshore facilities, the problems like national taxes, legislations, cultural factors, etc. pose serious problems to the organisations. In case of toy manufacturer like Underground Toys, which has market in across 27 countries, offshore facilities will help in distributing the products to the stores and outlets while it will be necessary to take care in designing the products keeping in the mind the cultural value and social norms apart for conforming to the rules and regulations of various countries. 
New product design : Lean / TQM Principles for Innovation and Improvement 

Operation management has seen the proliferation of a plethora of new management practices encapsulated under themes such as total quality management and lean production which have acquired a strong prescriptive stance and have often been advocated as universally applicable to organisations and its activities (Sousa and Voss, 2007).

Lean production techniques use half human effort, half manufacturing space, engineering hours and time and produces greater and ever growing variety of products.  Just in Time (JIT) is associated with total quality, people involvement and JIT manufacturing techniques which emphasises elimination of waste and full utilization of people, equipment, materials and parts (Shah and Ward, 2007). These techniques flow directly from suppliers to the customers eliminating the need for inventory space. Lean philosophy of operations is the basis for JIT that includes its methods of planning and control (Shah and Ward, 2007). While quality management principles are practiced in large firms, JIT/ Lean production is much suited to small and medium scale enterprises where processes are limited and chances of delivering the product to the customers is high.  


Total quality management (TQM) is an integrative philosophy of management for continuously improving the quality of products and processes and Deming’s principles of TQM are widely used and implemented to maintain quality. Deming’s approach to quality management advocates continuous improvement of the production process to achieve conformation to specifications and reduce variability (Russell and Taylor, 2006). The emphasis of TQM is supported by management control, unity of command, clarity and scope of work, employee training and development apart from the five principles of operations performance in order to achieve competitive advantage in the industry. TQM is a strategic plan designed for an effective and efficient implementation of operations in various organisations resulting in paradigm shift and cultural transition (Morfaw, 2009). 


As far as Underground Toys is concerned, TQM principles best fits its core competencies and organisational strategy as it has large operation and strives on innovation. TQM stresses on the importance of innovation and service excellence by providing quality products and services and at the same time achieve competitive advantage and economies of scale through efficiency and improved services. 

Conclusion 


Operations management is an important function of business management with various elements playing varied roles in developing core competencies of the business. Analysing each and every function of operations management in the context of Underground Toys, it is identified that the organisation has strategic offshore facilities to manage inventories and distribution to various outlets across the world. All the five functions analysed above reveal that Underground Toys is strives on quality and creativity which is evident in the number of sales and therefore it suggested that an organisation with a capacity like Underground Toys should undertake factoral analysis before taking decision regarding outsourcing inventory management and offshore location facilities. The supply chain of Underground Toys is crucial to its success and hence it is essential that TQM principles are implemented to meet the demand forecast through timely production, maintaining uniqueness in the product, timely delivery and achieving service excellence. 
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