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	Rationalizing Strategies for Capacity
In this module, you will begin with an overview of capacity decisions that will affect the results of your company. Your Team Member Guide tells us the following:
· First-shift capacity is defined as the number of units that can be produced on an assembly line in a single year with a daily eight-hour shift. An assembly line can produce up to twice its first-shift capacity with a second shift. An assembly line with a capacity of 2,000,000 units per year could produce 4,000,000 units with a second shift. However, second-shift labor costs are 50% higher than first-shift labor costs.
· Each new unit of capacity costs $6.00 for the floor space plus $4.00 multiplied by the automation rating. The Production spreadsheet will calculate the cost and display it for you. Increases in capacity require a full year to take effect—increase it this year and use it next year.
In addition, the dollar value limit of capacity and automation purchases is largely determined by the maximum amount of capital that can be raised through stock and bond issues plus excess working capital (see 4.4 Finance). Capacity can be sold at the beginning of the year for $0.65 on the dollar value of the original investment. You can replace the capacity in later years, but you have to pay full price. If you sell capacity for less than its depreciated value, you lose money, which is reflected as a write-off on your income statement. If you sell capacity for more than its depreciated value, you make a gain on the sale. This will be reflected as a negative write-off on the income statement (see 6.3 Income Statement).




MODULE 4 OVERVIEW
If you sell all the capacity on an assembly line, Capsim interprets this as a liquidation instruction and will sell your remaining inventory for half the average cost of production. Capsim writes off the loss on your income statement. If you want to sell your inventory at full price, sell all but one unit of capacity.
It is important to understand that flexible capacity provides a firm with the ability to respond to a wide variety of future demand outcomes, but at the expense of the increased cost of acquiring flexible manufacturing capacity, as compared with dedicated or nonflexible capacity. We formulate the product-flexible manufacturing capacity investment decision as a two-stage stochastic program. In the first stage, the firm must make its investment decision in manufacturing capacity, before the resolution of uncertainty in product demand. In the second stage, after demand for products is known, the firm implements its production decisions, constrained by the first-stage investments (see Optimal Investment in Product-Flexible Manufacturing Capacity ). In Operations Management, William Stevenson (2009) concisely states the following:
“Too much inventory
· Tends to hide problems
· Easier to live with problems than to eliminate them
· Costly to maintain
Wise strategy
· Reduce lot sizes
· Reduce safety stock”
In Capacity in Manufacturing (1973), George Perry states that the information about the amount of available capacity and about the degree of its utilization is employed in many forms of economic analysis. Data on utilization—operating rates—have proven useful in explaining price movements and in forming projections of the future course of business capital investment.
Capacity in Manufacturing
George L. Perry
Brookings Papers on Economic Activity 
Vol. 1973, No. 3 (1973), pp. 701-742 
Published by Brookings Institution Press
Available through the Shapiro Library..
When launching a new product, the manufacturing and marketing functions of a firm are required to jointly make critical decisions concerning the amount of manufacturing capacity to be acquired, and to elaborate policies for managing it over the product's life cycle. The time-varying demand profile caused by new-product diffusion phenomena, together with learning effects, causes the emergence of critical trade-off decisions among the options of increasing production capacity, delaying launch, increasing backlog, or accepting a significant amount of lost sales (Valentini & Cantamessa, (2000).
The International Journal of Production Economics
( http://www.sciencedirect.com/science/journal/09255273 ) has extensive articles that can help you gain a deeper understanding of how capacity critical decisions concerning the amount of manufacturing capacity to be acquired, and how elaborating policies for managing it over the product's life cycle, may affect the decisions you make for Competitive Round 4.
Total Quality Management (TQM)
To TQM or not to TQM! That is of paramount importance in decision making for your business. Does it help if implemented? Does the cost of implementing the total concept of TQM outweigh the benefits, or vice versa? Do we have an in-house expert who can effectively implement the TQM principles, or is this an external cost? Before you can begin to answer those questions, and many more that arrive in the TQM process, you as the business leader(s) must gain a solid understanding of TQM and the principles associated with that specific process. Does implementing an effective TQM program actually improve operating performance? This question was asked in a study conducted by Hendricks and Singhal (1997) published in Management Science; they stated:
This study explores the hypotheses that implementing effective total quality management (TQM) programs improves the operating performance of firms. The winning of quality awards is used as a proxy for the effective implementation of TQM programs. Changes in various performance measures for a test sample of quality-award winners are compared against a sample of control firms. Our statistical tests provide strong evidence that firms that have won quality awards outperform the control firms on operating income-based measures. Over a 10-year period, from 6 years before to 3 years after the year of winning the first quality award, the mean (median) change in the operating income for the test sample is 107% (48%) higher than that of the control sample. There is reasonably strong evidence that firms that have won quality awards do better on sales growth than the control firms. Over the 10-year period, the mean (median) change in sales for the test sample is 64% (24%) higher than that of the control sample. We also find weak evidence that firms in our test sample are more successful in controlling costs when compared with the firms in the control sample. In addition, the results indicate that firms in our test sample increased their capital expenditures more than the control sample over the time period prior to winning quality awards. Compared with the control sample, the test sample shows higher growth in both employment and total assets. (pp. 1258–1274)
Another source to review is the article written by Simon Black and Leslie Porter, titled “ Identification of the Critical Success Factors of TQM,” in which the authors state:
Current concepts in the field of Total Quality Management (TQM) are largely based upon case studies, anecdotal evidence and the prescriptions of leading “gurus.” Consequently, there is little consensus on which factors are critical to the success of the approach. Few attempts have been made to scientifically synthesize frameworks for measuring quality management practices, and a methodology for examining the issue has yet to be established. This has meant that current TQM models, such as the Malcolm Baldrige Award, have not been constructed or validated by empirical means. This paper presents a research methodology that can be used to improve self-assessment frameworks, such as the Baldrige Award, to better inform organizations in the development of Total Quality Systems. (1996, para. 1)
This decision is not to be taken lightly. It is a cost to your business, it may not improve the quality of your product production, and therefore it may not increase sales. However, if we turn that around, the TQM process, if implemented properly, may improve all areas of your business, not just the product line but administrative innovations as well.
Within this context, an excellent resource is “ Development and Validation of TQM Implementation Constructs” written by Ahire, Golhar, and Waller. Their research identifies 12 constructs of integrated QM strategies. Using a survey of 371 manufacturing firms, the authors empirically tested and validated the constructs. Finally, they used their research findings to suggest a framework to examine the effects of integrated QM strategies on a firm's product quality.
Before making the decisions based on TQM in your simulation, read the sources identified above so that you can validate your decision by learning from others who have implemented TQM, whichever way you decide: to TQM or not to TQM!


4-1 Discussion: Debrief Rounds 2 and 3
Discussion Topic
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In this discussion topic, debrief your Competitive Rounds 2 and 3. What have you learned from your decisions and rationale for the solutions you implemented in Rounds 2 and 3? What do your reports tell? In particular, focus your responses using the following sections from the Foundation FastTrack: production analysis and market share.

You should carefully review the Foundation FastTrack, as well as your debrief reports, for these rounds.


4-2 Capsim Competitive Round 4
 
Previous Next 
Instructions
In this module, you will be responsible for completing Competitive Round 4.

Log in to Capsim. Remember to save your work as you go and to “Update Official Decisions” when you are done.

[image: update official decisions] 
Click on the Capsim link on the left-side navigation to access this resource.




Upcoming Next Week:
PowerPoint presentation,  Discussion and Competitive Rounds 5 & 6 due.  
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