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The value chain functions can be divided into primary and secondary functions.
The primary functions are normally logistics, production manufacturing, sales and marketing. On the other hand, the secondary functions are normally those activities that support the delivery of the primary functions. 
These functions include human resource management, information technology management, financial management and risk management.
Resources that are indicated as inputs are acquired internally as well as externally by means of the supply chain from internal and external suppliers. These resources are moved through the transformation process from inputs to transformation (manufacturing) to outputs by means of logistics processes. Inputs are also described as resources for operations and can be classified as transformed resources and transforming resources.
Transformed resources are those resources that are transformed in some way and that become part of the final output. Usually, material, information or people
Transforming resources are those resources necessary to ensure that transformation takes place. However, they do not form part of the final output. Usually facilities and staff and consumables.
Strategy, operations, logistics and the supply chain
Organisational strategy aims to establish what products and/or services an organization should offer to which customers, considering existing and potential competition, in order to meet its overall objectives and, in particular, its financial objectives such as profitability. 
Typical examples of such objectives are value adding, sustainability and financial profitability, the needs and buying behavior of customers, as well as existing and potential competition. 

The strategic decisions that require attention should include the following strategic options:
· organisational goals, for example local versus global business 
· product and/or services to offer locally versus internationally
· organisation structure, for example considering the level of internationalization
· scope of business and level of diversity 
· administrative systems used.
Becomes obvious that when considering the above-mentioned strategic options, any organisation that is considering global operations needs to make these strategic decisions acknowledging the unique implications of global business.
In the context of global business various routes to globalization are considered.
Strategic thinking and subsequent planning therefore demand that management understands the implication of the contribution of operations to the achievement of those strategic goals and eventually the realisation of the organisational vision.

This ability to understand the strategic importance of operations management should drive the notion of value-adding business practices that will develop, and hopefully ensure, future sustainable growth in global markets.
Considering the broader global objectives, effective operations are directly related to and influenced by the management of logistics and the associated supply chain in an organization. Throughout this process, the need for value adding should be continuously considered
Successful manufacturing and production is dependent on the ability of the procurement (purchasing) function to ensure the acquisition of the correct materials through the supply chain. 
These materials should be made available through effective logistics processes in the organisation and the operations processes. 
The following three areas have a direct impact on this strategy:
· Supply of resources
· Location
· Logistics
In the context of effective production and efficient production it becomes possible to ensure that an organisation will develop and later sustain a competitive advantage. 
This competitive advantage can be the result of a variety of contributing scenarios where effective and efficient production:
· can reduce the cost of products and services
· can increase revenue through increased customer satisfaction when acquiring quality goods  
· can reduce the amount of investment resulting in:

· a higher return on investment (ROI) that, in turn, will determine invest-ment decisions
· a higher return on assets (ROA)
· the utilization of capital

· provides the opportunity for continuous innovation through:
· constantly reviewing business processes
· designing new products and services from feedback received
· designing new business processes to deliver the new products and services.

To ensure sustainable competitive advantage by means of effective and efficient production, the organisation needs to ensure that the objectives of operations in general and the required logistics are in alignment
These strategic objectives include:
· minimising costs by ensuring that production, logistics and the required supply of materials are optimised in the region where it is based
· increasing production quality through minimised defects
As the different strategies are selected to ensure that sustainable value is added and objectives are achieved, the main motives driving internationalization of business and therefore affecting operations such as supply chain, manufacturing and logistics includes:
· Organisations should consider their use of current resources and how to gain economies of scale
· Organisatons need to develop core competencies
· Local and global competition demands that organsiations seek international opportunities to allow them to become more competitive in future
· Market development opportunities exist for global business by establishing international operations.
Undemanding the relationship between strategy and operations is important before considering the implications of global oper- aoons
The strategic role and value of a foreign manufacturing facility allows for the:
· acquisition of low-cost labour for labour-intensive production activities
· the development of expertise and capabilities in the foreign location that results over time from global learning
A global manufacturing strategy
There are two main reasons why organisations consider the internationalization of their operations. 
First, going global can enable the organisation to access and serve markets that are outside their home country, and second, it can allow them to access and utilise resources available outside their home country. 
These two reasons are why an organisation contemplates either a market-access strategy or a resource-seeking strategy.
Whichever strategy an organisation considers for its global manufacturing operations, there are four key factors to consider:
· Manufacturing compatibility refers to the extent to which an organisation's strategy is in line with its foreign investment decision. Strategies to consider in this case are:

· cost efficiency by reducing manufacturing costs
· innovation by developing new products or ways of production
· improved quality resulting in increased reliability
· flexibility

· Manufacturing configuration refers to whether the manufacturing facilities are centralised in one country or decentralized in various countries or different regions.

· Coordination  indicates the extent to which the operations activities can be integrated and linked t the uniform business entity

· Control focuses on control systems to ensure that managers implement the organizational strategies


A global manufacturing strategy implies that the following functions need to be globalized:
· the manufacturing of components and products in a foreign location
· the procurement of suppliers and materials required by the manufacturing function 
· maintenance and monitoring of foreign facilities.
· logistics and distribution of components and final products 
· customer service and support to provide back-up and other support services I 
· knowledge based processes to obtain and distribute information and to ensure learning
· product development and innovation to develop and maintain a competitive advantage
Product factors to consider when formulating a manufacturing location strategy include
· the value-to-weight ratio, 
· the ability to satisfy customer needs unanimously which is probably more possible in a centralized than decentralized scenario.
Technological factors to consider when formulating a manufacturing location strat¬egy include
· fixed costs, 
· the flexibility of manufacturing technology used and the establishment of a minimum efficiency level. 
· Fixed costs and a minimum scale are low in decentralized operations and high in cenralised operations
· Manufacturing technology that is adaptable is more likely to be found in centralized operations
Country factors to consider when formulating a manufacturing location strateg are:
· exchange rate, 
· trade barriers, 
· location externalities 
· differences in culture, factors costs and political economy 
The location externalities will not be important in a decentralized industry whereas centralised industries could perceive it as an important factor. The moment the operation focus becomes decentralized, the exchange rate will be classified as a volatile factor, 
Trade barriers also increase in a decentralized context. 
When considering the variety of strategic orientations, decisions and implications, it is obvious that the operations management team and the top management team need to ensure alignment in strategic thought.

Global manufacturing location decision
To ensure that the global manufacturing strategy is realized and fully implemented, the operations team needs to consider the appropriate new global location for manufacturing.
Product factors
· Does the product serve a universal set of customer needs?
· What is the product's value-to-weight ratio?
if a product can address a universal set of needs, less variation is required in the product and it becomes more attractive to consider one optimal location to manufacture it.
When considering the value-to-weight ratio, the objective is to decentralise lower value-to-weight products such as paint, chemicals and petroleum while centralising higher value-to-weight products, for exam-ple cell phones and watches.
Reasoning for this approach is based on the fact that the cost of low value-to-weight products is mainly made up of transport costs due to its high weight, while the opposite is true for high value-to-weight products.
Country factors
When analysing the country or region where an organisation plans to manufacture inter-nationally, it needs to consider the country- related aspects
Political economy
Differences in the political economy indicate whether there is free international trade or not in a specific country or region. 
A country or region's trade policy is based on certain policy instruments include tariffs, government subsidies, local content requirements, administrative policies, voluntary export restraints, import quotas and antidumping duties.
Culture
Differences in culture indicate diversity in terms of a vast variety of elements, for example knowledge, customs, values, beliefs, rules and laws, to mention just a few. 
When establishing a manufacturing facility, a firm has to consider the implications of the head-office organisational culture, the home country culture as well as the organizational and national culture of the global destination under consideration.
Factor costs
Differences in factor costs relate to the costs of the resources identified 
The objective is to establish a manufacturing facility that is based in a country or region where the input costs, such as labour, materials and facilities, are on average much lower than the alternative destinations considered.
Transportation costs are also a factor.
Trade barriers
include a variety of restrictions such as tariffs and policies
Exchange rate instability
Exchange rate instability could easily result in a destination becoming less attractive for foreign investment
Location externalities
Location externalities include a variety of external factors that influence free trade between countries. 
In a country or region where skills for a particular activity are concentrated, the potential for free trade increases tremendously

Technological factors
Three types of technology can be identified: 
· Product technology includes the features and characteristics of a product or service.
· Process technology includes methods, processes, procedures and equipment used to manufacture a product or provide a service.
· Information technology refers to the collection, storing, processing and distribution of information by means of computer and electronic equipment.
All three types of technology are relevant to operations, although process technology dominates the manufacturing process

Value adding benefits are obtained by new technology such as cost reduction, improved quality, faster cycle times and increased productivity and product variety.
Fixed costs
The fixed costs for setting up a plant in a foreign location have a significant impact on the organization’s financial capacity. This cost must be evaluated as a high set-up cost would suggest one single plant, 
Such fixed costs would include the price of land and buildings.
Minimum efficiency scale
The minimum efficiency scale indicates the efficient utilisation of an organisation's facilities and at what level of output a plant must function to ensure major economies of scale. 
This means that an organisation should first have optimally utilized facilities, equipment and technology at one plant and should take global demand for its products into account before considering opening another plant
The optimal level is therefore dictated not only internally by technology nd equipment, but also externally by global demand for its products
Lean production
Lean production is obtainable from flexible manufacturing technology. This results in:
· better scheduling to utilise equipment optimally
· minimising the time to set up equip-ment to ensure a quick response and less wasted time managing quality control optimally to minimise error and increase reliability.
This can be achieved through mass customisation where production activities are grouped based on unique needs but with common requirements for production
Location factors for site selection
Three groups of factors are considered when establishing whether a certain foreign destination would be suit-able for manufacturing operations, namely product factors, country factors and technological factors. 
While analysing alternatives for sites, an organisation needs to consider the different types of manufacturing facilities. The differ¬ent global manufacturing facilities can be classified as follows: 
· An offshore factory is established to manufacture specific components or products at a low cost. These are exported to foreign markets for further production or assembly, 

· A source factory is established with the primary purpose of ensuring low-cost manufacturing, but with a broader strategy than that of the offshore factory. Managers therefore have a greater influence over their supply chain and outbound logistics. 

· A server factory is established to serve national or regional markets in a foreign destination and thereby minimise hurdles such as tariffs, taxes, transpor¬tation and warehousing costs, 

· A contributor factory is similar to a server factory and is established to serve national or regional markets in a foreign destination, but with increased responsibilities such as product and process engineering, as well as extensive involvement of management in development and the supply chain. 

An example is a factory that manufactures shoes for a particular region based on their unique needs and demands.

· An outpost factory is established to function as a server or offshore factory, but its main objective is to obtain information and knowledge from advanced suppliers, competitors and resource centres in the foreign destina-tion. An example is a factory that manufactures shoes in a region where a high level of skills in shoe manufacture ing exists.

· A lead factory is established in a foreign destination with the main objective of conducting new research on products, processes and technology for the whole organisation.
An organisan can have more than one factory, An organisation can have various of factories in different foreign locals each with different objectives.
Managing a global supply chain
The global supply chain falls under the management of the logistics function. 
The optimal outcome of this aim is to ensure a competitive advantage.
The supply chain, is ‘a subsystem of the value chain that focuses primarily on the physical movement of goods and materials along with supporting information through the supply, production, and distribution processes
The supply chain in a global manufacturing context
To develop an efficient, speedy supply chain for a global manufacturing organisation, management needs to coordinate the flow of materials and information
A distribution centre is a warehouse where goods received from the manufacturing facility are kept for distribution to another warehouse in a local or foreign location.
Once retailers in the local or foreign destination receive the goods, they are then made available to customers. 
Throughout this whole process information is required to ensure correct supplies, manufacturing and distribution according to customer needs and demands. Typical examples of informa¬tion include supplier orders, retailer orders, financial documentation and inventory data.
The key activities to support the structure include the following:
· planning and developing a strategy for the supply chain to ensure a balance in demand for products and the resources required to manufacture those products 
· sourcing of goods and services through procurement from suppliers to meet the planned or actual demand for products 
· manufacturing of products to meet demand
· delivering and transporting manufactured products to customers
· handling returned goods that are excess, damaged or malfunctioning
Markets demand a responsive supply chain that can adapt quickly to changes in their requirements. 
Two ways in which to design and manage a supply chain:
· push system  - considers markets trends and estimates sales before actual customer demand is established. Based on these figures, products are manufactured and distributed through the supply chain.

· pull system, - reacts to actual customer demand and, in response, manufactures goods and then distributes them through the supply chain,





Supplier networks
An important consideration is the process of how inputs (resources) are obtained from outside suppliers. 
This is better known as sourcing. 
These outside suppliers may be local or foreign, and make up the supplier network of the organisation. 
Note that some organisations manufacture products from scratch, while others manufacture only components, and yet others buy components to assemble a final product
Local sourcing
Local sourcing for resources such as raw materials or components allows an organ¬isation to eliminate proactively typical prob¬lems such as:
· language differences
· currency-related issues and exchange rate fluctuations
· extensive transportation distances
· import tariffs
· politics, political instability, strikes and even wars.
Foreign sourcing
If an organisation is considering developing a global sourcing strategy, some of the following reasons could be drivers for such a strategy
· cost reduction based on a foreign location that has lower labour costs, less restrictive labour legislation or lower infrastructure costs for land and facilities
· increased quality of resources in comparison to what is available locally 
· accessing and exposure to the most current technology available globally  
· obtaining and ensuring a global presence for future growth and sustainability 
· to be more competitive considering how the competition has existing global sourcing strategies 
· improving supply reliability by supplementing local suppliers with foreign suppliers
· acquiring access to resources such as materials that are not locally available  
· improving the organisation's ability to manufacture products that will meet the specific requirements of foreign markets, 
· ensuring a competitive advantage in the case where the delivery of supplies locally cannot meet that of foreign suppliers.
Foreign sourcing could be more expensive as a result of transportation costs. This also contributes to an increase in CO2 emissions by transporting supplies from a foreign location to the manufacturing facility. 
This results in a social and environ-mental expense that has a negative global impact

See Figure 11.4 on page 293






Outsourcing
When considering a sourcing strategy, an organisation can follow either a vertical integration strategy by owning the whole supplier network or it can manufacture the product and source only the required materials from suppliers. A third option is to consider outsourcing.
Outsourcing takes place when an organisation uses foreign suppliers for components required for assembly or for finished products. 
Outsourcing allows an organisation to reduce transportation costs and even transaction costs when handled by an 1 industrial cluster that allows buyers and suppliers to be centrally located to generate and support business.
If the organisation is directly involved in the value-adding activities, it will require the supply of components from internal production. 
Otherwise, the organisation will need to consider outsourcing as an alternative if it does not want to be directly involved in value-adding activities.
If the organization has a competitive advantage in manufacturing or assembling components, It would not outsource this value-adding activity. 
it should then consider outsourcing the value- adding activity." Some of the typical factors to consider which could affect an external entity's competitive advantage are where it manufactures:
· the component or product on a much larger scale 
· the component or product at a much lower cost
· the component or product to a much higher level of quality.
The advantages of an organisation making the product itself, thus allowing a vertical integration strategy, are
· lower costs
· specialized investments
· improved scheduling – manufacturing cost savings
· protecting product technology – competitive advantage
Following are advantages of buying components from an external entity:
· flexibility – can change suppliers or orders easily
· lower costs
· creating expanding markets
Organisations should consider the following aspects of outsourcing
· Make your outsourcing decisions based on your long-term strategic organizational goals.
· Refrain at all costs from quick, short-term solutions or hasty decisions.
· Always ensure that you retain critical knowledge and expertise to optimise outsourcing practices.
· Develop an exit strategy in case a change in long-term strategic goals makes outsourcing no longer viable.
· Develop joint teams to ensure good relationships and effective implementation of your buyer-supplier agreement.
· Communicate the outsourcing strategy to all employees who are affected by it.
· Invest the necessary resources such as time, money and effort in your supplier selection process and do not make uninformed decisions.
· Set supplier performance criteria beforehand to make objective decisions and selections.
· Provide the relevant incentives to all stakeholders involved in outsourcing 
· Always minimize risk by obtaining the relevant insurance cover.


When evaluating a global manufacturing strategy, it is important to carefully evaluate these trade-offs
An organisation that has a unique and valuable competitive advantage should continuously aim to pro* tect this value-adding source.
The global sourcing process consists of the following eight basic steps: 
· Step 1 - Analyse the operating and competitive business environments.
· Step 2 - Establish your global procure-ment (purchasing) effort.
· Step 3 - Identify and evaluate potential suppliers globally.
· Step 4 - Determine the required buyer-supplier relationship.
· Step 5 - Acquire and evaluate supplier proposals.
· Step 6 - Select the most suitable indi-vidual / list of suppliers.
· Step 7 - Establish contractual relation* ships with selected suppliers and develop buyer-supplier relationships.
· Step 8 - Control and evaluate relation-ships, requirements and capabilities
Inventory management
Organisation still needs to manage the flow and storage of inventory. Inventoryto consider includes:
· all types of raw materials and components sourced from internal and external suppliers 
· work-in-progress and final products in the manufacturing facility
· finished products stored at the distribution centre.
The logistics behind the distribution of inventory has a critical impact on manufac-turing processes and efficiency as well as, ultimately, an organisation's ability to deliver to its customers on time. 
Key factors to consider Inventory management, especially in the case of global management are transport distance, time for delivery and uncertainty In foreign environments.
Just in time (Hi) inventory In, in rnany cases, a requirement for manufacturing operations as it has a direct impact on inventory and other related costs,
Foreign trade zones
FTZ’s can be described as specific locations for storing domestic and imported inventory in order to avoid paying duties until the inventory is used in production or sold 
FTZs allow an organisations to save on duties or pay fewer duties by storing,inspecting and even manufactur¬ing produts excluded from normal customs procedures until those materials, components or products leave a particular zone. 
These zones are in the form of a distribution centre or Industrial park, and are generally located at border crossings, shipping ports and airports,
Transportation
Transportation forms a critical element of global operations. Documentation, choice of transportation and mode of transport, 
Transportation is a fundamental element in the logistics function and is a criti¬cal link between the organisation and its suppliers and customers. 
Global manufacturing organisations often consider third- party intermediaries as they provide transport and warehousing services. 
The overall organisational strategy and the level of centralisation or decentralisation of logis¬tics activities influences the extent to which an organisation uses its own transport and/ or warehousing activities or outsources these activities to an external entity.
[bookmark: _GoBack]Supply chain technology
Supply chain technology is greativ dependent on the value created by information technology. 
This allows organisations to be interconnected connected to ensure optimal procurement. 
Typical technology to be considered operation includes:
· Decision support systems
· Network design applications are used to analyse long-term strategic questions  relating to the manufacturing facility
· Warehouse and transportation planning systems are used to ensure optimal logistics capacity considering the organizational requirements at a point in time
· Warehouse and transportation management systems are used to manage, locate and control all movements between the different partners in an organisation's supply chain
Global service operations
Key characteristics of international services include:
· Services are intangible, products are tangible
· Services are not storable
· Services require customers to participate in the process
· Services are usually liked and provided with a product
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