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Supply Chain “"Game Changers”

New Report from University of Tennessee Details 10 Trends that Will
Impact Supply Chain Thinking as Companies Revamp Strategies

SCDigest Editorial Staff

As others have noted, this brutal recession has AS yet Lean/Six Sigma implemen-

caused many companies to really rethink their sup- . R .. .
ply chain strategies. tations are still in their infancy in

But what are the key trends and factors that compa- most companies once outside the
nies need to consider in revamping their physical  four walls of the manufacturing
supply chains and overall strategies? ) i}

environment, offering an enor-
Those are the questions Kate Vitasek and J. Paul . .
Dittmann of the University of Tennessee try to an- [11OUS potential opportunity for

swer in a new white paper, made available by spe- = H
cial arrangement to SCDigest readers. To download major advances in performance.

the full report, go here: Supply Chain Game
Changers: A Practitioner’'s Guide for Driving
Competitive Advantage within Your Supply

Chain. the new era. “Without proper metrics, a supply

chain could be much like a boat at high tide,
Vitasek is also president of consulting and education unaware of the jagged rocks (problems) that
firm Supply Chain Visions; Dittmann is a former sup- exist underneath,” the report says.

ply chain executive at Whirlpool.

Supply chain metrics must derive from overall
“Firms who continue business as usual, rather than = company goals and objectives, and then be built
fundamentally altering or at least updating their sup- ~ on three “pillars” of supply chain performance
ply chain strategy are truly playing dice with their =~ Management: process orientation, balance, and a
future,” Vitasek and Dittmann say. The research, culture that focuses on continuous improvement
however, finds only about 15% of firms are seriously ~ Within a company. Metrics should be balanced,
revamping their supply chains for the “new normal”  customer-focused, and aligned with the overall
most companies are now facing. business.

What are the key trends that companies should con-  (2) Supply Chain Collaboration: While there

sider when developing post-recession supply chain has often been more talk than action in the
strategies? Vitasek and Dittmann identify 10 “game area of collaboration, that may at last be start-
changers,” some of which they acknowledge may at ing to change. The report cites several data
times seem conflicting, but not surprising given the points that support this view, including a 500%
complex and dynamic world in which we operate. increase in books with “Collaboration” in the

title over the past two years.

(1) The Mandate for Measurement: Getting sup- _ ) _ )
ply chain performance metrics right is critical for ~ The report is fairly bullish on Collaborative Plan-
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ning, Forecasting and Replenishment (CPFR), and
cited the example of Motorola, which worked for
several years to get CPFR right with its retail cus-
tomers.

“The result were staggering: retailer inventory de-
creased by 30% (compared to non-CPFR retailers),
transportation costs were cut in half, production ca-
pacity improved, retailer relationships were
strengthened, and overall sales increased (in addi-
tion to promotion effectiveness),” the report notes,
emphasizing the need for “win-win” efforts in col-
laboration.

(3) Lean/Six Sigma Applied to the Supply
Chain: Lean and Six Sigma is rapidly moving
from the factory floor to the broader supply
chain.

Vitasek and Dittmann are bullish on combining both
programs, as many companies are already doing:
“Lean eliminates waste and reduces cycle time,
while Six Sigma reduces process variability. While
both concepts have historically been applied in the
manufacturing environment, they are now being
used to revolutionize the way that the entire supply
chain operates,” they note.

However, as yet Lean/Six Sigma implementations
are still in their infancy in most companies once
outside the four walls of the manufacturing environ-
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ment, offering an enormous potential opportunity for
major advances in performance.

(4) Managing Complexity: Virtually every company
is battling the challenges of supply chain complexity
- more products, more channels, wider geogra-
phies, customized products or logistics services,
etc.

Some is unavoidable - but companies must recognize
that “Unnecessary complexity is an anchor on the firm
and its supply chain performance,” Vitasek and Ditt-
mann say.

They note the potential role of “product lifecycle man-
agement” technology tools to help better cope with
product complexity, and the importance of process
standardization to improve supply chain consistency.
(See graphic above.)

Specifically, the report calls for companies to “Reduce
unnecessary product complexity by installing a disci-
plined process to manage SKUs at both the beginning
and end of their life cycle,” a strategy many companies
would like to embrace but few have been able to pull
off.

(5) Supply Chain Technology: “"The goal of end-to-
end supply chain visibility has been limited by tech-
nology and the capital investment required to moni-
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tor inventory in real-time. Now, both of those
barriers are falling as companies are pursuing
inventory reduction using visibility solutions,”
the report states.

A combination of technologies such as RFID, Ser-
vice Oriented Architectures (SOA), and Software as
a Service (SaaS) will be key in the advancement of
visibility tools.

(6) Network Optimization: This is at the heart of
rethinking supply chain strategies, and the tools
to help companies do that analysis have im-
proved dramatically.

The report notes the trends toward generally fewer,
larger DCs, and how the growth of offshoring has
changed supply chain network strategies in the US.
Fuel costs can significantly impact network design
and on-shore/near-shore/off-shore decisions - but
where are those prices likely to go? Network sce-
nario planning can help understand potential im-
pacts and strategies.

“Companies world-wide are turning to network opti-
mization in order to cope with the financial strains
that recent economic woes have brought into the
limelight. With the promise of better utilization of
assets and networks, Optimization is a game
changer which holds high promise for 2009,” the
report notes.

(7) Global Supply Chain Implications: Global-
ization has become the “the catalyst of our
‘modern’ time,” the report notes, and whether
good or bad for individual companies is here to
stay.

“On the negative side, there are baffling forces of
global change that supply chains are currently fac-
ing; and these are creating significant risk. These
have turned globalization into a dynamic Game
Changer, altering the way companies must manage
their supply chain networks,” Vitasek and Dittmann
say.
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There is an increased focus on the
supply chain’s role in improving a
company'’s free cash flow and
working capital.

The challenges range from developing a true global
supply chain strategy to mitigating the risks associated
with what will again be port congestion.

While most every firm is going global one way or an-
other, some think about this much more strategically
and proactively versus others.

“Firms who “go with the flow” in this area will find
themselves missing the huge opportunity that a well-
crafted global supply chain plan can deliver,” the report
says.

(8) Sustainability: The Sustainability trend has
emerged from almost nowhere a few years ago to a
tsunami force right now, causing a myriad of ac-
tions large and small by many companies to get
more “Green” in their supply chains.

There are many pressures to do so, from customers,
consumers, governments and more. For example, in
Minneapolis every square foot of warehouse space in-
cludes a cost of 12 cents per year in stormwater fees.
This means a 550,000 square foot warehouse pays
close to $65,000 per year in fees alone. This means
companies may rethink DC facility strategies (up not
out) and collectively try to better manage this issue to
reduce the government fees.

Companies for now though have plenty of opportunity
to go Green and reduce costs at the same time.

(9) Risk Management: There has been an incredible
interest of late on risk management strategies,
driven by such changes as increased globalization
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and research showing the impact of supply
chain disruptions on shareholder value.

The report summarizes the three main types of
supply chain risk:

= Supply and Demand: Risks that deal with in-
bound and outbound flows.

= Operations: Risks that deal with the possibility
that an internal issue will affect the company’s
ability to produce.

= Security: Risks that have recently played a
more important role because of globalization
and the ever-increasing requirements for inven-
tory minimization, precision, and availability.

The report notes that “Although risk cannot be
eradicated, it can be planned for and even used as
a competitive advantage, especially since so few
firms have a good risk mitigation process.”

There are an increasing array of process and tech-
nology solutions (e.g., supply chain event manage-
ment) that can help companies reduce their risk
profiles.
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(10) Managing out Costs and Working Capital:
There is an increased focus on the supply chain’s role
in improving a company’s free cash flow and working
capital.

Additionally, supply chain can play an important role in
“economic value added”, or EVA, a financial and man-
agement approach that many companies embrace.

Companies can impact this directly by driving inventory
out of their supply chains. Increased use of outsourcing
can also play an important role.

The bottom line here is that the intersection of finance
and the supply chain continues to increase, and that
supply chain managers should be increasingly well
versed in these topics.

All told, this is an excellent report, and well argues that
understanding and acting upon these “game changers”
will have a huge impact on supply chain and corporate
success.
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