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Abstract

There are very few frameworks that have been developed to facilitate the strategic management of
service operations. This paper details the results of a research project carried out to develop and
test a standard approach to the strategic management of both service and manufacturing operations.

The research methodology chosen was to use a tested method for the strategic management of
manufacturing operations and to assess its suitability for determining the service operations
strategies needed by two service businesses. The frameworks developed and the conclusions drawn
from this case study research project are detailed in the paper.

1. INTRODUCTION

Strategic management requires an expertise that is quite different from that needed for tactical or
operational management. The strategic manager searches for business opportunities that will give
longer-term rather than short-term benefits. The strategic manager must also try to anticipate the
competitive moves of adversaries and prepare a pre-emptive strike plan. A proposed strategic plan
may require the abandonment of established customs and practices which can only be attained by
persuading those who must change that change is necessary. Consequently, the strategic manager
must be both a visionary and an agent of change. In addition, the strategic manager must also be a
planner. It is unlikely that any desired future state or condition will be accomplished without
preparing a plan to overcome the many barriers to its realization.

Strategic management therefore involves an assessment of a number of external forces on an
organization that cannot be accurately measured but are known to constrain its freedom of action. A
problem for the strategic manager is the conceptualization of both these forces and the strategies
needed for dealing with them. For this reason, a reference framework of potential solutions to a
particular strategic problem can be a helpful management tool. The taxonomy of the strategies
recommended should be named so that their objectives are easily understood. One example of such
a conceptual framework is the generic competitive strategies model devised by Porter (1980).

Conceptual frameworks have been developed for the management of corporate strategy and for the
strategic management of specific business functions, for example the Ansoff (1965) marketing
strategy matrix. However, there are very few frameworks designed for the strategic management of
service operations.

The aim of this paper is to propose a single paradigm for the strategic management of both service
and manufacturing operations. The research findings to support this proposition originate from a
study of the practice of strategic manufacturing management in the United Kingdom (Sweeney,
1991). The research findings were used to develop a framework that is designed to facilitate
strategic manufacturing management.

In addition to this research work, two case studies of the implementation of Total Quality
Management (TQM) in a service business have been carried out. A problem for both the companies
studied was how to develop an appropriate strategic service vision for a number of their service
departments. In an attempt to resolve this problem, the conceptual framework developed for
strategic manufacturing management was used to test its applicability for strategic service operations
management. The conclusions drawn from this case-based research are the subject of this paper.



2. THEORETICAL CONSTRUCTS

It is generally accepted among academics researching strategic business management that any theory
of business strategy must be a contingency theory. The acceptance of this approach can be
attributed to a basic assumption that there is no universal set of strategies that is optimal for all
businesses or firms even if one was to disregard their resourcing capability and environmental
context. A solution to the problem of trying to gain a better understanding of the interrelationships
that influence strategic management is to adopt the contingency theory approach. This consists of a
focused examination of the strategy adopted when a specific set of circumstances prevail and to
explain the causal relationships identified by qualified generalizations. Steiner (1979) has asserted
that "The contingency approach is richer than the universal principles approach to theory building.
Inherent in it is more rigour, a deeper appreciation of interrelationships in situations, and an effort
to identify causal relationships.” This is the approach to theory building that has been adopted for
this research work.

Contingency theory provided the rationale for the research methodology chosen and the
convergence hypothesis has constituted a reference for the interpretation of the study findings and
the conclusions drawn from them. This hypothesis is that management concepts, strategies and
approaches will become increasingly similar as economic or market conditions become more alike.
This evolutionary process will occur irrespective of geographic location or type of business.

3. A HISTORIC PERSPECTIVE ON SERVICE STRATEGIES

A fundamental theory of business management is that an operations strategy is an enabler of
competitive strategy (Hill, 1985) and therefore, service operations must be designed to satisfy the
order winning criteria of the target customers (Sasser et al, 1978). This interdependence is shown
on Figure 1.

Figure 1 also shows how the competitive strategies employed by service businesses in the United
Kingdom have changed during the last forty years. The generalized competitive and operations
strategies shown on Figure 1 derive from the use of the Contingency theory approach.

Figure 1
The relationship between supply and demand for services
in the UK (aggregated for each decade)
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Figure 1 shows how the supply and demand for services have changed in the United Kingdom
during the last forty years. The evidence to support the substantial increase in both the supply base
and the demand for services can be obtained from a study of the Government statistics on the
growing percentage of the Gross National Product that is attributable to the service sector of the
economy (Moores, 1986).

Figure 1 shows the 1950s to be a period when there was still an inadequate supply of services and
consequently it was a seller's market. This time has been entitled the "Choice and Cheapness Out"
period because of the limited power of the buyer. An assumption has been made about the
competitive and operations strategies adopted by firms at that time because very little research
information is available. The assumed strategies are derived from a study of the current strategies
adopted by some service businesses that still retain this seller's advantage, for example the village
shop. The management attitude to competitiveness in this type of service firm is similar in many
ways to that described by Chase and Hayes (1991) as an "Available for Service" business.

The 1960s and 1970s was a time when competition between the service suppliers increased. The
new entrants were the multiples and thus the relationship between supply and demand reversed.
The buyer now had power and consequently marketing was used to win new customers and to retain
current ones. This period has been described as the "Marketing and Multiples In" period. To
establish a share of the services market, the new entrants had to offer a better service to their
targeted customers and elected to use lower price and increased choice as their competitive strategy.
This has proved to be a very successful strategy when sites are located near large concentrations of
targeted customers.

The service operations strategy adopted to deliver this competitive strategy consisted of large and
convenient premises designed to provide a wide choice of service products. This approach provided
the opportunity to exploit economies of scale and to offer a differentiated service package. This
service concept was sufficiently attractive to the buyers to draw many of them away from the
personal but limited service provided by the smaller convenience service supplier. The service firm
competitiveness of this type of service operation is close to that described by Chase and Hayes as
"Distinctive Competence Achieved".

From the 1980s to date, two major changes are concurrently taking place in the service sector of the
United Kingdom economy. First, the privatisation of many public service businesses has enforced a
change of attitude to competitiveness, this is from one that was predominantly "available for
service" to a more customer aware approach. This progression is similar to achieving the
"Journeyman" stage of service firm competitiveness, as defined by Chase and Hayes. For this
reason, this period has been described as the "Competition and Commercialization In" era. At the
same time, those firms that have accomplished the "distinctive competence achieved" stage of
competitiveness are now searching for ways to provide "world class service delivery”. How can
this be attained? Chase and Hayes suggest that this is by offering continuously improved customer
service, providing a fast delivery of its service and fast innovation.

What are the operations strategies that are being adopted by the "world class service" deliverer?,

that is by the Sainsbury's supermarket business or Marks and Spencer. Total quality management is
increasingly being implemented to develop the learning organization and to improve the quality of
service delivery. In addition, service organizations are innovating their products at a faster rate

than before, either by their own development or by acquisition. Some companies have followed this
strategy to the point where the operations function has not been able to absorb the rate of technology
transfer needed to deliver the new products with the required quality of service.

Figure 1 is therefore a generalized overview of the causes and the effects of a changing relationship
between the supply and the demand for services. A comparison of this model with a similar one for
manufactured goods leads to a very interesting conclusion.



Figure 2
The relationship between supply and demand for manufactured
goods in the UK (aggregated for each decade)
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Figure 2 was produced to present some of the findings of an initial study of the strategic
management of manufacturing (Sweeney, 1991). It shows that since the war, the increased supply
of manufactured goods has also created a buyer's market. However, this reversal of market power
took place a little later than in the services market because of the protracted retention of import
tariffs. If Figure 2 is compared with Figure 1, it seems that similar generic competitive strategy
solutions have been found to compensate for the changes taking place in the current “marketing in"
market conditions. If a convergence of the types of customer service criteria used to increase
competitiveness is occurring, is it not reasonable to assume that a convergence of the operations
strategies used to deliver them will also be observed? This is also shown on Figures 1 and 2.

4. PREVIOUS RESEARCH

Recently a number of researchers have concluded that there may be very little difference between
the strategic management of service and manufacturing operations (Parasuraman and Varadarajan,
1988). Chase and Hayes (1991) emphasized that "Our key conclusions are that service firms, like
manufacturing firms, can structure - their operations according to a four-stage model of
competitiveness and that they can apply the manufacturing strategy concepts of focus (on their most
important markets) and integration (of operations) as they move from lower to higher stages."

The foundation for the strategic management of service operations is the strategic service vision
(Heskett, 1986). It consists of four elements: a target market, a service concept, a competitive
strategy and a service delivery system. Such an approach has for a long time been the tenet for the
strategic management of manufacturing operations (Skinner, 1974). However, there are a number
of important operational design differences that must be considered when developing a service
operations strategy. These are the involvement of the customer in the service production and
consumption processes, the perishability and the intangibility of the product.

An important and a well known framework, that emphasized these differences, was developed by
Maister (1983) and this matrix is a useful guide to the differentiation of generic types of service
operations. This model was the first to distinguish whether service value was added in
collaboration with the customer (front room) or as a back room activity. This distinction was also
linked to whether the product was customized or not. However, very little further development of



this simple model has been carried out since the publication of Maister's original paper. The
frameworks detailed in this paper are intended as developments of the original Maister matrix.

S. STRATEGIC SERVICE OPERATIONS MANAGEMENT

In order to determine whether the methodology used to manage service and manufacturing strategies
should be similar, since the market conditions for these products are now alike, the conceptual
frameworks developed for the strategic management of manufacturing were tested to assess their
suitability for the strategic management of service operations. A matrix that links competitive and
manufacturing strategies (Sweeney, 1993) was adapted to include the Chase and Hayes (1991)
definitions of service firm competitiveness so that it could be used as a reference for determining
strategic service visions. This matrix is shown as Figure 3.

Figure 3

Competitive and Service Strategy Options
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The framework used to relate customer service to manufacturing strategy (Sweeney, 1993), was first
tested for the strategic management of back room service operations. It was thought that this
framework design would most probably be applicable for the strategic management of back room
service operations because they are intrinsically similar to manufacturing activities. The back room
service operations selected to test the use of this model were a book club dispatch operation and the
production of monthly financial statements.

The resultant model design to link the back room service concept with the type of service operations
strategy that is the most appropriate for the task is shown in figure 4.



Figure 4
Service Operations Strategies
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The titles given to the generic service operations strategies shown on Figure 4 are intended to
convey the objectives for their implementation. For example, the caretaker operations strategy is
synonymous with the least cost approach. An organization may choose to implement this strategy if
it is unable to use service product differentiation as a means of gaining a competitive advantage.
The strategy consists of a least cost supply and a minimum amount of effort devoted to customer
support. An example of the adoption of this strategy is a warehouse-based sales operation.

The customer service criteria that this type of service is designed to satisfy are also detailed on
Figure 4. In addition, the performance measures used to manage the service delivery system are
listed, although the list shown is not comprehensive. The operational performance measures used
are those that capture cost rather than service performance. The turnover of this type of service
operation is small if compared with the large multiple or mass service delivery facilities. The
caretaker strategy was the service vision chosen for the department that prepared and dispatched
monthly financial statements.

Figure 4 shows the three other generic back room service operations strategies, that is the
marketeer, the reorganizer and the innovator strategies. The book club business initially adopted
the marketeer strategy, that is to supply individual customers with their choice of new books from a
single catalogue. However, as the firm extended its range of specialist themes, for example a
cricket book catalogue, it increased the complexity of its service operation and its quality of
customer service began to decline. To correct this quality of service problem and to improve its
competitiveness a change of operations strategy was required, that is to a reorganizer strategy. This
required organizing facilities and personnel to specific business activities, that is into strategic
service and business units.



The innovator strategy is adopted by back room service firms that have established a distinctive
competence or brand and strive for world class service through product innovation. An example of
this type of service operations strategy is a publishing company or a record company. The
performance measures used by firms employing the reorganizer or the innovator operations
strategies are more customer service orientated. The impact of decisions upon the total worth of the
business are of greater concern to the management than purely cost considerations.

The route to world class service for a back room service business could be from a caretaker strategy
to an innovator strategy via all types of generic operations strategy, as shown in Figure 5.
Alternatively a shorter route could be chosen by achieving a distinctive competence and then
adopting the reorganizer and innovator strategies (see Figure 3).

' Competitive Strategy

Figure 5
Strategic Operations Management
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It is proposed that this framework is also appropriate for the strategic management of front room
service operations. The two front room operations selected to assess the applicability of this
framework as a strategic management tool were a teller service and a customer support service. The
service vision chosen for the teller service was a marketeer operations strategy. The customer
support service required a change from a marketeer strategy to a reorganizer strategy for reasons
similar to those that caused the book club to change its strategy for its dispatch operations. The use
of this model was found to be useful for the determination of an appropriate strategic vision for both
these service activities.

Figure 6 is a list of examples of the types of front room and back room services that incorporate the
characteristics of each type of generic service operations strategy.



Figure 6
Examples of Front Room and Back Room Operations Strategies

Type of
Operations Front Room Back Room
Strategy
CARETAKER 1. Fast Food 1. Utilities Supply Mgmt.
2. Checkout Service 2. Transport Organization
3. Transport Service 3. Office Cleaning
4. Fast Food Preparation
MARKETEER 1. Solicitor 1. Book Club
2. General Practice 2. Mail Order
3. Taxi 3. Dry Cleaning
4. Market Research
Contract
REORGANIZER 1. Health Centre 1. Multiple Stock Mgmt.
2. Supermarket Ops. Mgmt 2. Credit Card
3. Auditing Service Transaction Mgmt.
3. Holiday/Travel
Operations Mgmt.
INNOVATOR 1. Theatre or Concert 1. Film Production
2. Promotional Activities 2. New Supermarket
3. Conference Mgmt. Product Sourcing
4. Fetes or Fairs 3. New Holiday
Resort Research

6. CONCLUSIONS

The tramework developed for the strategic management of manufacturing operations has been found
to be applicable for the strategic management of services. Further testing of the use of the
framework for strategic service management is required before it could confidently be claimed that
this is a framework for strategic operations management in general.

However, the gradual convergence of the type of service expected by customers in the United
Kingdom for manufactured products or services has increased the probability that a single model
that links competitive strategy with strategies that are similar for both service and manufacturing
operations could represent current practice. The model detailed in this paper is one that has been
developed for this purpose.
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engineering” '’

SWP 2/92 Paul Burns
"The Management of General Practice”

SWP 3/92 Paul Burns
“Management in General Practice: A Selectio
of Articles”

SWP 4/92° Simon Knox & David Walker
"Consumer involvement with grocery brands

SWP 5/92 Deborah Helman and Adrian Payne
"Internal marketing: myth versus reality?"

SWP 6/92 Leslie de Chernatony and Simon Knox
"Brand price recall and the implications for
pricing research”

SWP 7/92 Shai Vyakarnam
"Social Responsibility in the UK Top 100
Companies”

SWP 8/92 Susan Baker, Dr Simon Knox and Dr Lesli
de Cheratony
"Product Attributes and Personal Values: A
Review of Means-End Theory and Consumer
Behaviour”
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SWP 9/92 Mark Jenkins
"Making Sense of Markets: A Proposed
Research Agenda”

SWP 10/92 Michael T Sweeney and lan Oram
"Information Technology for Management
Education: The Beanefits and Barriers”

SWP 11/92 Keith E Thompson (Silsoe Coliege)
"International Competitiveness and British
Industry post-1992. With Special Reference to
the Food Industry”

SWP 12/92 Keith Thompson (Silsoe College)
"The Response of British Supermarket
Companies to the Internationalisation of the
Retatl Grocery Industry®

SWP 13/92 Richard Kay
"The Metaphors of the Voluntary/Non-Profit
Sector Organising”

SWP 14/92 Robert Brown and Philip Poh
“Aniko Jewellers Private Limited - Case Study
and Teaching Notes”

SWP 15/92 Mark Jenkins and Gerry Johnson
"Representing Managerial Cognition: The
Case for an Integrated Approach”

SWP 16/92 Paul Burns
"Training across Europe: A Survey of Small
and Medium-Sized Companies in Five
European Countries®

SWP 17/92 Chris Brewster and Henrik Holt Larsen
"Human Resource Management in Europe -
Evidence from Ten Countries”

SWP 18/92 Lawrence Cummings
"Customer Demand for 'Total Logistics
Management' - Myth or Reality?”

SWP 19/92 Ariane Hegewisch and Irene Bruegel
"Flexibilisation and Part-time Work in
Europe”

SWP 20/92 Kevin Daniels and Andrew Guppy
"Control, Information Seeking Preference,

Occupational Stressors and Psychological
Well-being"

SWP 21/92 Kevin Daniels and Andrew Guppy
"Stress and Well-Being in British University
Staft™

SWP 22/92 Colin Armistead and Graham Clark
"The Value Chain in Service Operations

SWP 23/92 David Parker
"Nationalisation, Privatisation, and Agency
Status within Government: Testing for the
Importance of Ownership”

SWP 24/92 John Ward
" Assessing and Managing the Risks of IS/IT
Investments”

SWP 25/92 Robert Brown
“Stapleford Park: Case Study and Teaching
Notes"

SWP 26/92 Paul Burns & Jean Harmmison
"Management in General Practice - 2"

SWP 27/92 Paul Burns & Jean Harrison
"Management in General Practice - 37

SWP 28/92 Kevin Daniels, Leslie de Chernatony &
Gerry Johnson
"Theoretical and Methodological Issues
concerning Managers' Mental Models of
Competitive Industry Structures”

SWP 29/92 Malcolm Harper and Alison Rieple
"Ex-Offenders and Enterprise”

SWP 30/92 Colin Armistead and Graham Clark
"Service Quality: The Role of Capacity
Management™

SWP 31/92 Kevin Daniels and Andrew Guppy
“Stress, Social Support and Psychological
Well-Being in British Chartered Accountants®

SWP 32/92 Kevin Daniels and Andrew Guppy
“The  Dimensionality and  Well-Being
Correlates of Work Locus of Control”

SWP 33/92 David Ballantyne, Martin Christopher,
Adnan Payne and Moira Clark
"The Changing Face of Service Quality
Management”

SWP 34/92 Chnis Brewster
"Choosing to Adjust: UK and Swedish
Expatniates in Sweden and the UK"

SWP 35/92 Robert Brown, with Peter Cook et al
"Goldsmuths Fine Foods - Case Study and
Teaching Notes”

SWP 36/92 Mike Sweeney
"Strategic Manufacturing Management:
Restructuring Wasteful Production to World
Class"



SWP 37/92 Andy Bailey & Gerry Johnson
"An Integrated Exploration of Strategic
Decision-Making”

SWP 38/92 Chris Brewster
"European Human Resource Management:
Reflection of, or Challenge to, the American
Concept”

SWP 39/92 Ute Hanel, Kurt Volker, Ariane Hegewisch
and Chris Brewster
"Personnel Management in East Germany"

SWP 40/92 Lawrence Cummings
"Logistics goes Global - The Role of Providers
and Users”

SWP 41/91 Roger Seaton & Martin Cordey-Hayes
"Interactive Models of Industnal Technology
Transfer: A Process Approach”

SWP 42/92 Susan Segal-Homn
"The Logic of International Growth for
Service Firms"

SWP 43/92 Mike Sweeney
"Benchmarking for Strategic Manufacturing
Management”

SWP 44/92 Paul Burns
"Financing SMEs in Europe: A Five Country
Study”

SWP 45/92 Robert Brown
"The Graduate Enterprise Programme - Has it
been Worthwhile?"

CRANFIELD WORKING PAPERS
List No 7, 1993

SWP 1/93 John Mapes
"The Effect of Limited Production Capacity on
Safety Stock Requirements for Periodic
Review Inventory Systems”

SWP 2/93 Shai Vyakarnam & Alison Rieple
"Corporate Entrepreneurship: A Review"

SWP 3/93 Cliff Bowman & David Faulkner
"Pushing on a String: Uncertain Outcomes
from Intended Competitive Strategies”

SWP 4/93 Susan Baker & Mark Jenkins
"The Role of Values in the Design and
Conduct of Management Research:
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SWP 5/93 Kevin Daniels, Leslie de Chernatony &
Gerry Johnson
*Validating a Method for Mapping Managers'
Mental Models of Competitive Industry
Structures”

SWP 6/93 Kevin Daniels & Andrew Guppy
"Occupational Stress, Social Support, Job
Control and Psychological Well-Being"

SWP 7/93 Colin Fletcher, Ruth Higginbotham and
Peter Norris
"The Inter-Relationships of Managers' Work
Time and Personal Time"

SWP 8/93 Mike Sweeney
"A Framework for the Strategic Management
of both Service and Manufacturing
Operations”

SWP 9/93 Colin Armistead and Graham Clark
"The 'Coping' Capacity Management Strategy
in Services and the Influence on Quality
Performance”

SWP 10/93 Ariane Hegewisch
"Equal Opportunities Policies and
Developments in Human Resource
Management,: A Comparative European
Analysis”

SWP 11/93 Paula Stanley
"Service to the Courts: The Offender's
Perspective”



