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Evolution of Supply Chain Management

Further
Refinement of
SCM Capabilities

SCM
Formation/
Extensions

JIT, TQM, BPR,
Alliances

Inventory Management/Cost
Optimization

Traditional Mass Manufacturing

>
1950s 1960s 1970s 1980s 1990s 2000s Beyond
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U.S. logistics costs as percent of GDP

8 | ] | | ] | | | I I I I 1
1984 | 958

| ] |
1992 | 996 2000

Logistics costs’ share of the U.S. economy
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Total U.S. logistics costs between 1984 and 2005
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Development chain
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» Make/buy
» Early supplier involvement

* Product architecture
Plan/design

e Strategic partnerships
Source * Supplier selection
* Supply contracts

Supply

Produce = Distribute = Sell

v

e

——
Supply chain
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How Many Countiries Does Ir Take to Make a Coat?
To make this jacker for the ULS. market. Hong Kong garment producer Li & Fung ordered
materials from factories in five countries and had them delivered to Thailand, where the
jacket was stitched together. Using a network of Web sites, Li & Fung stays in rouch with
its worldwide suppliers and can compress the time it rakes fo ger ifems infto stores.

Taiwan, which specializes
in making matenal for
outdoor clothing, produced
the shell and fleece.

China, the world’'s largest
producer of cotton, made the liner

Thailand, a leading ™~
exporter of imitation
fur, ringed the hood

Germany, which
gave the waorld the snap
fastener in the 1880s,

Japan, the globe’s biggest
sent the snaps

producer of stainless steel
for zippers, put its teeth in
this zipper
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Customer
. —
Customer Order Cycle 6‘ 4’)-% (+) lSﬁ =
Retailer
Replenishment Cycle
Distributor
Manufacturing Cycle
Manufacturer
Procurement Cycle
Supplier
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Supplier stage
markets product

l

Buyer stage places
order

l

Supplier stage
receives order

Sy g2 SBAL] S ;

Buyer returns reverse
flows to supplier or
third party

T

Buyer stage
receives supply

T

Supplier stage
supplies order
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Push/pull view of the SC

Push/Pull Boundary

\

Push Processes

Pull Processes I

Process Process™_Process Process™_Process Process™_Process
1 2 3 k k+1 N-1 N

Customer Order Arrives
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&S olaas!,s : Customer Relationship Management (CRM) =
el G a5 55 LS| (55, G385

590 ol 4 : Internal Supply Chain Management ISCM) =
0,1 oLl S

S ol s Supplier Relationship Management (SRM) =
el oS (yeals b 258 bl 59, (L3S 5o

Supplier Firm Customer
SRM ISCM CRM
» Source * Strategic Planning e Market
» Negotiate * Demand Planning * Price
* Buy e Supply Planning e Sell
e Design Collaboration e Fulfillment e Call Center
» Supply Collaboration  Field Service * Order Management
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Competitive strategy

= Wal-Mart: low price, product availability
» Dell: product variety and customization
Product development strategy

* A portiolio of new products that a company will
try to develop

Marketing and sales strategy
Supply chain strategy
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Customer Need

Causes Implied Demand Uncertainty to ...

Range of quantity required
increases

Increase because a wider range of the quantity
required implies greater variance in demand

Lead time decreases

Increase because there is less time in which to

react to orders

Variety of products required
increases

Increase because demand per product becomes

less predictable

Number of channels through
which product may be acquired
increases

Increase because the total customer demand per

channel becomes less predictable

Rate of innovation increases

Increase because new products tend to have more

uncertain demand

Required service level increases

Increase because the firm now has to handle

unusual surges in demand
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Low High
Implied Implied
Uncertainty Uncertainty
Product margin Low High
Average forecast error 10% 40% to
100%

Average stockout rate

1% to 2%

10% to 40%

Average forced season-end
markdown

0%

10% to 25%
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Supply Source Capability Causes Supply Uncertainty
to...
Frequent breakdowns Increase
Unpredictable and low yields Increase
Poor quality Increase
Limited supply capacity Increase
Inflexible supply capacity Increase
Evolving production process Increase
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Predictable Predictable supply and uncertain Highly uncertain
supply and demand, or uncertain supply and supply and
demand predictable demand, or somewhat demand

uncertain supply and demand

I

Salt at a An existing A new
supermarket automobile communication
model device
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Cost-Responsiveness Efficient Frontier

Responsiveness

. A
High

Low

High Low

Cost .
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Highly Somewhat Somewhat Highly
efficient efficient responsive responsive
%
Integrated steel Hanes apparel: A Most automotive Seven-Eleven
mills: Production traditional make-to- production: Japan: Changing
scheduled weeks stock manufacturer Delivering a large merchandise mix
or months in with production variety of products by location and
advance with lead time of in a couple time of day
little variety or several weeks of weeks
flexibility
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Responsive
Supply Chain
T § «
. e ¥
Responsiveness (\)o’“ @@C‘
Spectrum %\{b\
Efficient
Supply Chain
Certain Implied Uncertain
-« —>
Demand Uncertainty Demand
Spectrum
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Roles and Allocations

Supplier absorbs Manufacturer
the least implied absorbs less implied Retailer absorbs most
uncertainty and uncertainty and of the implied
must be very must be somewhat  uncertainty and must
efficient. efficient. be very responsive.
Supplier Manufacturer Retailer Supply Chain I
Extent of Implied Uncertainty for the Supply Chain
Supplier Manufacturer Retailer Supply Chain II
Supplier absorbs Manufacturer Retailer absorbs
less implied absorbs most of the the least implied
uncertainty and implied uncertainty uncertainty and
must be somewhat and must be very must be very
efficient. responsive. efficient.
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Efficient Supply Chains

Responsive Supply Chains

Primary goal

Supply demand at the lowest cost

Respond quickly to demand

Product design
strategy

Maximize performance at a
minimum product cost

Create modularity to allow
postponement of product
differentiation

Pricing strategy

Lower margins because price is a
prime customer driver

Higher margins because price is
not a prime customer driver

Manufacturing

Lower costs through high

Maintain capacity flexibility to
buffer against demand/supply

strategy utilization uncertainty

Inventory ———— Maintain buffer inventory to deal
Minimize inventory to lower cost . :

strategy with demand/supply uncertainty

Lead-time Reduce, but not at the expense of  Reduce aggressively, even if the

strategy costs costs are significant

Supplier strategy

Select based on cost and quality

Select based on speed, flexibility,
reliability, and quality
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Overseas Manufacturing Companies
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0 ITEMS £0.00
FURNITURE DECORATING HOME ACCESSORIES CURTAINS & BLINDS FASHION DESIGN SERVICE BE INSPIRED OFFERS
SNAP, SHARE, SHOP #LAURAASHLEY WEDDING GIFT CARD SERVICE INTEREST FREE CREDIT

-

) |
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S
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Andersen 4

INTERIOR HARDWARE GRILLES

E-Series Double-Hung Window

, 0‘0

REQUEST A QUOTE FIND A DEALER 1-800-426-4261

SIZING SUMMARY

HARDWARE OPTIONS

Lock and Keeper

-
i
White Antique Black Bright
Brass Chrome

Oil Rubbed
Bronze*
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Competitive Strategy

Y

Supply Chain
Strategy

l Responsiveness
Supply Chain Structure

Efficiency

NN

Transportation

— ¥/

Facilities < Inventory
A

A A
[
Yy Y Y

Y

Information [€—>» Sourcing - [€—> Pricing

.
—

Cross-Functional Drivers
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