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INTHISISSUE

Procurement: What's next?

recently returned from three days in Atlanta

at the Modex trade show. Although advertised

as a supply chain event, it’s really a materials
handling automation show with a handful of logis-
tics providers thrown in for good measure. Heading
out the door to the airport, I had no idea what to
expect. The two-year absence from the trade show
and conference scene had me, and many of the
individuals I spoke to before the show opened,
wondering what’s next—not just for the show but
for operations in general.

If the turnout and the enthusiasm is any
indication, I think supply chain is in pretty good
shape these days, despite the disruptions we've all
lived through. The show was packed, and attendees
were on the hunt for solutions to optimize their
manufacturing, order fulfillment and delivery
operations. Ultimately, that energy is going to
turn into POs, and those POs will be managed by
procurement. It's going to be another busy year.

As in year’s past, the May/June issue of SCMR,
is focused on procurement. After all, while plan-
ning is the first step in the process, it's followed
closely by procurement, which is responsible for
validating and working with suppliers to make
sure the supply chain show goes on.

This year’s issue kicks off with an article from
Stephanie P. Thomas, Monique L. Murfield
and Jacqueline K. Eastman on how to keep
negotiations on track when a supplier changes
course in unexpected ways.

We follow with a look at how to get the most
from competitive bidding from a team led by Kate
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Vitasek, best known for the
Vested approach to procure-
ment and a frequent con-
tributor to SCMR.

To help win the war for
talent, we've included a
piece that looks at why the
way most of us advertise for
open positions in procure-
ment is out of sync with

. ) Bob Trebilcock,
what the profession says it Editorial Director
needs to answer the “what’s  btrebilcock@

next” question. peerlessmedia.com
And we round out the
issue with an article from Mark Trowbridge looking
at the ins and outs of force majeure contract lan-
guage and another from Tan Miller on the impact
of buy now/pay later marketing on supply chains.
We trust they'll help your organization think about
what’s next for your procurement team.
One final note: This year’s NextGen Supply
Chain conference will be a live event again at
the Chicago Athletic Association, October 17-19,
2022. As in previous years, we'll focus on digital
transformation and the emerging technologies that
are enabling that to happen—with an emphasis on
the experiences of your colleagues. We hope to see
you there. You can learn more about the conference
at nextgensupplychainconference.com.
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Decision making under
uncertainty: A primer

n my last Insights column', 1 advised that when a portion of a
supply chain becomes froth with uncertainties, it's best to sever
that portion and let supply-demand operational planning for it be
handled by an ad hoc quick response (QR) team, one that is adept at
making decisions under uncertainty vis a vis under risk?>. Why did |
believe so? Basically, because the probabilities of uncertain futures are
inestimable. Hence, one can't use traditional decision making (DM)

under risk methods that are predicated
upon assuming a stable probability distribu-
tion exists.

Instead, one has to apply the “mud-
dling through” approach. That is, “manag-
ing to do something although you are not
organized, and do not know how to do it.”
Intractable problems can only be solved
by muddling through until sufficient data
is gleaned to develop proven, data-based
ways to improve the situation. Executives
in uncertain environments must make
fast high-risk decisions as they muddle
through, while basing them on negligible
information and simple, practical decision-
supporting models.

Winning during the pandemic
As a retiree on the sidelines, I observe
global supply chains from afar. Most
of my recent columns have dealt with
identifying what companies have been
doing during the pandemic. I've focused
on those companies that appear to be
outpacing their competitors as well as
those that are losing business because of
it. I'm especially concerned that global
supply chains are currently being blamed
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for hampering the growth of worldwide
economies. Based on what I've observed
along with my years of experience, I've
been offering advice on how to forecast
and plan under risk and uncertainty,
especially uncertainty.

Early in the pandemic, the losers were
those whose supply chains faltered because
they had never been tested by a global cri-
sis. For instance, the pandemic exposed
serious shortcomings in two extremely
important U.S. supply chains: food and
personal protection equipment (PPE).?

There were also winners that stayed the
course and beefed up their existing supply
chains to succeed. In a previous column*
I discussed COVID-19's profound impact
on the overall retail market. Essentially,
the strongest e-tailers got stronger on their
prowess, and the weak got weaker.

Other winners used a variety of ways to
succeed. Zoom, for instance, was able to
rapidly capitalize on its existing video con-
ference software that helped educators and
employees to work from home during the
lockdowns. As reported by the Wall Street
Journal, Lego, the No.1 toy maker, was able
to grow its market share by taking advantage
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of investments it had already made to its digital plat-
form and new physical stores.

When [ first heard the news about the shortage
of semiconductor chips necessary to manufacture
automobiles, I wondered: Whatever happened to
“speculative buys” by purchasing managers? Were
there none savvy enough to realize that a shortage of
these oftentimes proprietary chips would shut down
production? It turns out that Toyota made a decision
early in the pandemic “to stockpile computer chips,”
according to the WSJ. The result is that Toyota is
now the leading auto manufacturer in the United
States after surpassing GM, which had been the
No.1 auto seller in the United States since 1931.

But perhaps the biggest winners were in the
health care industry, such as the pharmaceutical/
biotech firms that quickly developed the COVID-
19 vaccinations used worldwide. To some extent
they had to take great risks, with support from gov-
ernment, to prove that they were up to the task of
saving untold lives. 3M, the inventor of the indus-
trial mask, was another winner because masks
were needed by medical personnel, especially in
[CUs. I am sure that other winners will emerge as
time unfolds.

FIGURE 1

Start with a payoff matrix

Early in the pandemic I read a prescient Wall Street
Journal article from 2019 titled “Hey CEOs, Have
You Hugged the Uncertainty Monster Lately.”

The article argued that sometimes “one can make
lemonade out of lemon events” by turning an
adverse event into an upside opportunity, as was the
case with Zoom, Toyota, Pfizer and Moderna. One
executive was quoted as saying: “As the unknown
becomes known, a choice is to expect it, welcome
it, embrace it, and make choices that create a new
competitive advantage.”

They key is effective decision making (DM)
during challenging times.

Decision making (DM) under both risk and uncer-
tainty starts with developing a payoff matrix. It involves
understanding the uncertainties and/or risks, their
implications and finally, deciding what to do once
these are fully understood and delineated. The rows in
the payoff matrix illustrated in Figure 1 represent dif-
ferent alternative courses of action one might take, for
example, the planning decisions made. The columns
represent the random states of nature, outcomes or
future scenarios that might occur. The entries in the
matrix cells represent payoffs or benefits, such as

FUTURE 2025 SCENARIOS

Moderately Significantly

changed changed
Pre-COVID post-COVID post-COVID Minimum  Maximum
2025 profitability ($M) normal normal normal payoff payoff
Business as usual practices 1,000 950 900 900 1,000
Slightly modified practices 875 1,000 975 875 1,000
Heavily modified practices 800 1,025 1,100 800 1,100
COLUMN BEST 1,000 1,025 1,100
LOST OPPORTUNITY MATRIX
Moderately Significantly
changed changed
2025 regret ($M) Pre-COVID post-COVID post-COVID Maximum
(Column Best - Payoff) normal normal normal regret
Business as usual practices 0 75 200 200
Slightly modified practices 125 25 125 125
Heavily modified practices 200 0 0 200

Source: Author
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profits, cost savings and margins that would occur
when a specific decision was made in conjunction
with the future scenario that happened. I'll discuss
this in more detail below.

Evidently industry has started to think about
using scenarios of the future when faced with
tackling the pandemic’s uncertainties. A recent
Bloomberg Businessweek article, “Leaders can pre-
pare themselves better by considering multiple
outcomes,” notes that to “adjust to this turbulent
environment, leaders are turning increasingly to a
strategy that was previously reserved for unlikely
or extreme events. Rather than follow a plan, they
identify a handful of scenarios that might arise and
the one or two responses each might require.” This
approach is in contrast to traditional DM under risk
in which a demand-supply plan is largely developed
by middle-managers and based on point demand
forecasts. DM under uncertainty has little use for
historical information as it is too risky an endeavor
to be left to middle-managers.

A payoff matrix framework for uncertainties
The purpose of a payoff matrix is to fully identify
the implications of what might happen should each
of the possible courses of action be taken when
each of the outcomes occur.

The “best” decision for a company under uncer-
tainty depends upon its own, as well as its industry’s,
aversion to risk. For example, an optimistic risk-lover
might gamble to try to get the highest payoff pos-
sible while a pessimistic risk-averter might gamble
to get the best of the worse payoffs possible.

For example, pharmaceutical and entertainment
companies are more optimistic when it comes to
developing high-margin, risky blockbuster drugs and
movies. Meanwhile, retailers and grocers might take
a more pessimistic, risk-adverse approach because
they mostly offer products with steady demand but
low margins. Another more realistic best decision
might be a balance between the optimistic and the
pessimistic. 1 espouse the one that minimizes the
maximum regret among the decisions.

Once a payoff matrix is developed, one of three
textbook approaches® might be employed to support
DM as follows.

1. Maximax. An approach that might be employed
by an optimistic risk-loving executive in a risk-taking
industry. That executive would favor the decision alter-
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native that results in the highest possible payoff.

2. Maximin. An approach that might be employed
by a pessimistic risk-adverse executive in a risk-
avoiding industry. That executive would favor the
decision alternative that results in the best of the
worst payoffs.

3. Minimax regret. An approach that might be
employed by a balanced (optimistic vis-a-vis pessi-
mistic) executive in an industry that does take rea-
sonable risk with an eye toward minimizing future
regret. This approach considers the opportunity cost
of not selecting the best decision, if an executive
had known an outcome in advance.

A COVID-19 hypothetical

To demonstrate how this DM under uncertainty
framework might work let’s take a hypothetical
company with $1 billion in profits before the
pandemic. The company has established a payoff
table and is looking at three types of strategies to
deploy throughout the pandemic until 2025. Figure
1 represents the analysis done as the basis for DM,
including three types of alternative strategies to
deploy and three future 2025 scenarios that might
occur. The three alternative strategies are as follows.
1. Business as usual practices. Under this
strategy the company uses its sales and operations
planning (S&OP) team to drive business planning
under the premise that by 2025 things will get back
to normal. Therefore, there won't need to be much
realignment of the demand-supply chains to support
the business, such as normal changes in the mix of
products offered, as well as suppliers.

2. Slightly modified practices. Under this strat-
egy the company creates an ad hoc quick response
(QR) team to do short-term operations planning for
the demand-supply chain under uncertainty. The
charter of the QR team is to recapture lost demand-
supply and revise products as necessary by 2025 in
order to get back to semi-normal, pre-COVID times.
3. Heavily modified practices. Under this strat-
egy the company creates an ad hoc quick response
(QR) team to do short-term operational planning
for the demand-supply chain under uncertainty.
However, the charter of this QR team is to recap-
ture lost demand-supply, as well as possibly drasti-
cally revise products and suppliers by 2025, with
the aim of creating a new competitive advantage
with enhanced profitability.
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The three future 2025 scenarios are as follows.
1. Pre-COVID normal. Under this future
scenario the company’s business environment
in 2025 gets back to normal, pre-COVID.
Therefore, the demand-supply chains to support
it involve typical changes to the mix of products
offered as well as suppliers. Typical industries
that might get closely back to normal include
grocery and food services.

2.  Moderately changed post-COVID
normal. Under this future scenario the compa-
ny's business environment in 2025 gets moder-
ately changed vis a vis before COVID. 1 suspect
most industries will likely experience this type of
scenario in 2025, however, the degree of change
will vary by companies within industries.

3. Significantly changed post-COVID
normal. Under this future scenario the compa-
ny’s business environment in 2025 gets signifi-
cantly changed when compared to pre-COVID.
The demand-supply chains will significantly
change with respect to the mix of products
offered as well as suppliers. Industries that
might face this type of 2025 scenario include
airlines and hospitality. However, the degree of
change will vary by company.

Based on the maximax calculations, the best
approach to be employed by an optimistic risk-
loving executive would be “heavily modified
practices.” It would provide a chance to attain
a maximum profitability of $1100M (because
1,100 is the highest number in the maximum
payoff column of the table). Based on the
maximin calculations, the best approach to
be employed by a pessimistic executive would
involve “business as usual practices.” It would
provide a chance to achieve the highest worst-
case profitability of $900M (because 900 is the
highest number in the minimum payoff column
of the table). Lastly, based on minimax regret
calculations the best approach to be employed
by a balanced executive would involve “slightly
modified practices” because it offers a minimal
regret of $125M (as the lowest number in the
maximum regret column of the table).
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What we learn from this example is that the
best decision under uncertainty depends on
the level of risk companies are willing to take.
While the approach appears simple, its value is
in focusing on directional approaches. You might
ask: Why not develop complex Big Data models?
Mainly because there is insufficient data to do
so. Simple approaches are best.

Recall how public officials made hard deci-
sions during the pandemic. Throughout they
largely focused on minimizing one key opera-
tional metric that they wanted to get below
one—the average number of people infected by
each person contracting the virus. Even after
over two years of the pandemic, they don't really
know what that metric is.

However, from the beginning of the pandemic,
they made decisions based on reducing the num-
ber of infections, applying whatever little infor-
mation they had at the moment. They constantly
advised: lockdowns, mask wearing, vaccinations
and limiting meeting sizes. These decisions were
based on common sense, not on complex models.
These are the types of models required to support
decision making under uncertainty. o>

P
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Measuring reusable
packaging performance
in omni-channel networks

By Eva Ponce

mni-channel supply chains in the retail industry have

evolved rapidly over recent years in response to shifting con-

sumer demands. At the same time, the shift toward circu-

lar economies is gaining momentum as countries and companies set

increasingly ambitious sustainability goals. How can omni-channel
support the development of circular supply chains?

One way is to create reverse flow channels that collect returned

product and packaging for recycling and reuse. The retail industry

is actively developing these reverse supply
chains, but one of the challenges they face
is how to measure the impact of reuse
strategies on omni-channel operations.
Research underway at the MIT Center
for Transportation & Logistics’ Circular
Supply Chain initiative highlights the
importance of establishing key metrics to
the future success of reusable packaging

10 SuprprLy CHAIN MANAGEMENT REVIEW « MAY/JUNE 2022

strategies in retail. A case study in the grocery
business reveals the effectiveness of packaging
return systems in improving sustainability
performance and the implications for the
efficiency of omni-channel retail networks.

Grocery retailer study
Reusable packaging is a vital component of
sustainable supply chains. Product packaging
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uses huge quantities of material resources
and is a significant source of municipal
and industrial solid waste. For example, it
is estimated that in Europe packaging uses
40% of plastics and 50% of paper while
contributing 36% of solid municipal waste.
Reuse is an obvious way to mitigate this
waste, yet most packaging is designed to be
disposed of after a single use.

The problem is especially apparent in the
retail business. The unrelenting growth of
e-commerce generates increasing quantities
of packaging waste. More broadly, reusable
packaging reduces the pressure on critical
resources, cuts waste and helps to realize the
vision of a circular economy.

However, capturing these benefits depends
on the characteristics and performance of
reusable packaging systems. To create systems
that are both effective and viable, omni-
channel retailers must be able to measure
return channel performance and link these
measurements to the overall performance of
their retail networks.

As part of our research to help retailers

accomplish  these goals, we completed
a case study based on an omni-channel
retail company in the grocery business

with hundreds of outlets and an expanding

e-commerce fulfillment network. Online
orders can be delivered to customers’ homes
or picked up at stores. Local couriers deliver
same-day orders, which are packaged in
cardboard boxes. Customers can use these
same boxes when picking up orders at stores.
The retailer has set ambitious targets for
reducing the environmental impact of its sup-
ply chain, and one of the areas it is focusing

on is packaging. Our analysis assessed the
feasibility of replacing single-use cardboard
boxes with two types of reusable packaging:
a semi-rigid, insulated tote, that can be col-
lapsed when empty to save space but is rigid
enough to carry product in transit, and a rigid
plastic box with a wall structure that could
be composed of a single plastic material or a
plastic corrugate.

Switching to reusable packaging raises
a number of operational challenges. The
reusable units must be collected from
customers and returned to stores and other
locations where they can be redeployed. Such
a reverse flow requires transportation services
as well as processes to receive, inspect,
repair (when needed), clean and prepare the

packages for reuse.

Green benefits and costs

The case study looked at these challenges
across a number of dimensions. Let’s look at
two that provide useful insights into how the
performance of a reusable packaging system
can be evaluated.

Environmental performance. This is a key
metric for any closed-loop delivery system. For
this case study we looked at the greenhouse gas
(GHG) footprints of the different packaging
options under review.

Lifecycle analyses show that upstream
manufacturing and fabrication accounts for
most of the GHG’s associated with product
The

options is that the emissions generated

packaging. advantage of reusable
during the upstream production phase can

be spread out of the packaging’s multiple life
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cycles. Single-use packaging, on the other
hand, does not offer this advantage.

An important question is how many times
must a reusable package be deployed to
improve on the total lifecycle GHG emis-
sions of a single-use alternative? Much
depends on the material used in the packag-
ing. For example, in the logistics system we
evaluated the break-even point for a polypro-
pylene box is 61 cycles compared to a stan-
dard cardboard box, 81 cycles compared to
a cardboard box made from post-consumer
fiber and 32 cycles if the reusable box is
made from post-consumer plastic. For the
woven-polypropylene bag, the break-even point
is only two cycles and one cycle if the bag is
made from post-consumer polypropylene.

Calculations like these have significant
operational implications, because the num-
ber of cycles required to reach break-even
equates to the number of times a reusable
unit has to be returned to the store.

Total logistics cost. Another important
metric is the total logistics cost of the
reusable packaging system. This indicator
enables retailers to assess the system-level
economic impacts of their delivery networks.
Costs vary with the way logistics systems are
configured. In the network we analyzed, retail
stores operate as e-commerce fulfillment
locations where orders are picked, packed
and staged for delivery.

We calculated the total logistics costs for
six scenarios, including one store for both
one month and 12 months of operations,
and 400 stores for 12 months of operations.
In each case we considered three different
reusable package prices. Our findings show
that costs can vary widely. The total cost per
order is between $1.10 and $3.50 depending
on the type of packaging used.

Additionally, we evaluated the system’s
sensitivity to several key parameters in the
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model including loss rate, or the number
of packages not recovered from customers.
Loss rates can vary widely one from retailer
to another. For example, in our research we
found that a German retail company collects
99% of its reusable, polypropylene boxes.
Importantly, the company levies a refundable
deposit to encourage consumers to send
boxes back. Another German retail company
only collects 36% of the boxes it dispatches,
but it does not charge a refundable deposit
or offer any other incentive for returns. It
appears that customer engagement has a
significant influence on returns rates.

In the system we analyzed, we found that
total logistics cost is sensitive to loss rate
and package price. For instance, for a $1
package, the total cost is insensitive to loss
rate, but for packages that cost $2 or more
the sensitivity rises.

The analysis also suggests that other
parameters buffer cost sensitivity as package
price rises. One example is backhaul cost—
the cost of collecting packaging via one of
the transportation options favored by the
retailer. In the system we examined, when
the number of packages that incur backhaul
cost increases from 10% to 50%, the addi-
tional costs buffer sensitivity to loss rate. A
notable implication is that as backhaul costs
rise it can be cheaper to accept the loss of
certain reusable containers and purchase
new ones to replace them.

Added benefits

In addition to helping retailers understand
how the benefits of reusable packaging
systems can be evaluated, the case study also
highlighted some less obvious advantages of
these systems.

In the case of grocery delivery, this type
of packaging could increase the sale of
fresh and frozen foods by extending the
delivery radius of networks. More robust

scmr.com



packaging with better thermal performance
affords more protection for perishable items,
thereby improving product quality.

The research also highlights some key
challenges. The complexity of creating reverse
logistics flows is one such challenge, especially
when it comes to managing the movement of
packages. For instance, employing relatively
robust, expensive units and failing to recollect
them can significantly undermine the economic
viability and environmental performance of
the system. Also, we found that evaluating the
economic impact of reusable packaging can be
particularly challenging because it requires a
product-specific approach.

Another important consideration is customer
engagement. Creating incentives for returns
such as refundable deposits appears to improve

return rates, but it also adds cost to the system.
Communications—especially  messages  that
explain the value of circular packaging systems—
can help to drive customer engagement.

The project also highlights opportunities for
further research. For example, more work is need-
ed to implement and empirically test the metrics
we evaluated. According to one study we looked
at, most metrics systems for the management of
circular supply chains are in the early develop-
ment phases with only 20% in implementation
and 10% in use. oo

For more information on the research underway
at MI'T CTL's Circular Supply Chain initiative
please contact the author.

Lm LITCO International, Inc. 800-236-1903
Carr y on. www. Litco.com

— LITCO'S Engineered Molded Wood™ Pallets —

Is pallet price and availability a problem?
Contact us today!

v High strength, stiffness and durability per ASTM D1185 testing
v"Holds loads up to 2,500 Ibs. dynamic and 7,500 Ibs. static
v IPPC-ISPM 15 export compliant - Certified Sustainable and USDA BioPreferred

To see our pallet in action, go to http://www.litco.com/pallet-handling/
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here’s no debate that cost effective sourcing contributes to a strong bottom line, yet businesses are

currently facing many challenges to effective procurement and operations. Still, in many cases, resis-

tance to change and corporate inertia result in organizations continuing to use highly distributed and

« c S L .
non-synergistic” systems. Even more challenging is the case of mergers/acquisitions, where corporations

maintain existing systems to provide an illusion of a “business-as-usual” feel to internal stakeholders.

CPOs and CFOs across organizations, irre-
spective of size, type of business or growth strate-
gies, need to align procurement with the vision of
their organization. The most critical issues are dis-
parate focus and incongruous strategies. The deci-
sion process for effective sourcing can not only be
complex, but daunting. Critical to success is the
decision related to the degree of centralization
required within the procurement organization.

Centralized procurement lends a strategic advan-
tage to organizations through economies of scale and
collective buying power. However, in some cases a
federal, coordinated or center-led structure works
better. These models allow individual business units
to act autonomously and minimize corporate over-
head. However, due to lack of coordination each unit
may end up with
different
and  contractual

prices  FIGURE 1

conditions for the

technological challenges hampering organizations in
their efforts to leverage cloud technology to their ben-
efit. When creating common procurement systems,
organizations need to choose the right technological
platform and IT systems. The system needs to be
flexible enough to ensure that variances in locations,
regulations and categories are fully accounted for.
The right approach is to acquire a thorough
understanding of the organizational dynamics
affecting effective procurement. In our experience,
an approach to innovation, as shown in Figure 1,
requires an in-depth analysis of target elements,
and a study of industry best practices and bench-
marking. The results of the analysis are used to cre-
ate a synergetic approach that aligns procurement

goals with the organization’s goals.

Approach for synergizing procurement
across an organization

same  supplies.

How  organiza- g,

tions can define o A w X )

their procure- °° LA :

ment models is a DATA COLLECTION DEVELOP OPERATIONALIZE IMPLEMENT

critical process. AND ANALYSIS STRATEGY STRATEGY CHANGE

Another chal- e Determine what * Prepare priority e Devise the o Measure benefits

_ data needs to be spend matrix implementation realized based

Ienge to. secur collected plan on TCO

ing effective
o o Create templates

sourcing 1s  to for the data collection

create the right e Collect data

technological « Opportunity

support for the assessment

supply
Distributed ~ sys-
tems lead to

chain.

sign-off
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® Benchmark

 Develop a procure-
ment strategy

* Monitor
as required

® Devise the timelines

® Acquire sign-off

¢ Standardize
operations,
processes,
and products

e Stakeholder
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Creating procurement synergies in a

distributed environment

A geographically dispersed organization that has seen inor-
ganic growth typically tends to have distributed systems
across several functions that create a procurement challenge
in maintaining discipline and effective governance
leading to reduced margins. In the case of acquisi-
tions or mergers, organizations need to focus on
creating synergies between different locations/
geographies, businesses, cost centers, commodities

GLOBAL LiNKS

processes while executing the operations within the
organization. Start by constructing a 2x2 matrix as
shown in Figure 2 to understand the high-level state of
processes within the organization with the aim to move
all items to the fourth quadrant.

FIGURE 2
Matrix for identifying the gaps in the existing
procurement processes and systems

1 2

and categories. Synergizing processes and systems Unknown UNKNOWN UNKNOWN
across various organizational units involves: KNOWNS UNKNOWNS
1. identifying gaps in current systems and a 3
processes using spend analysis; Known KNOWN KNOWN

. . . . KNOWNS UNKNOWNS
2. benchmarking expenditures for various
industry verticals; and Knowns Unknowns

3. developing a long-term focus on procurement
processes.

To support the new processes effectively, the organization
requires the deployment of appropriate synergetic gover-
nance, IT platform and systems.

Spend analysis: Identifying gaps in the

existing system

Spend analysis is the understanding of expenditure data to
reduce procurement costs and improve efficiency. Starting
with the formulation of a hypothesis to achieve the expected
outcomes, various objectives of the analysis are to categorize
the spend to ensure aggregation/consolidation benefits or
create categories to get the industry set benchmarks to
understand how an organization is performing with respect
to best in class performance. A cross-functional team (CFT)
with relevant expertise and stakeholder participation is
needed for outlining the hypothesis and validating it.

Stage 1. To define the hypothesis, the team details both
known and unknown elements within the set of defined

FIGURE 3

Source: Author

The organization requires a different strategy and

solutions for each of the quadrants. Starting with the
third quadrant (known—unknowns), accelerate identifi-
cation of an appropriate strategy to address the issues
relevant to that quadrant.
Stage 2. Conducting a deep dive into process and
operations improves an understanding of the procure-
ment operations and item/product category unit costs
across the organization.

The next set of steps require a little more effort—
data needs to be collected from each business unit
across regions, practices and organizational structures.
The recommended process for the CFT to collect suit-
able data and analyze it for identifying opportunities for
synergetic procurement is shown in Figure 3.

There are two important factors to consider in
the process.

1. Functional commonality of each item/category as

Framework for identifying opportunities that create synergies in procurement

DEFINE
DATA ELEMENTS

Determine
what data needs
to be collected

o |dentify data
sources

¢ Create templates
for the data
collection
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COLLECT
DATA

Discuss with
stakeholders

® Collect data
from systems

® Collect hardcopy
data (e.g. invoices,
orders, etc.)

il

NORMALIZE
DATA

e Compile data
¢ Cleanse data
e Categorize data

* Produce high-level
spend baseline
and priority listing

VALIDATE
© Check results

with relevant
stakeholders

¢ Adjust data
if necessary

® Agree on priorities
for further
investigation
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ANALYZE

¢ Analyze data
across various
dimensions (e.g.
product, supplier,
proprietary, etc.)

e |dentify gap and
inconsistencies

IDENTIFY

OPPORTUNITIES

® Based on spend
analysis validate
findings against
initial hypothesis

® Focus on specific
opportunities and
drill down

Source: Author
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FIGURE 4
Strategic value priority matrix
High
High potential: Good potential:
Priority 1-quick win Strategic call
Strategic
value add Good potential: Avoid sharing
Priority 2 No priority
Low >
Common Unique

Source: Author

determined by a functional analysis. The results of the
analysis will help build a functional hierarchy, show
dependencies and identify any missing functions.

2. Potential strategic value of the item/category adds to the
organization depending upon the core industry segment of

® value engineering;

® strategic sourcing;

® contracting; and

e technology support.

Overall organizational structure. During the bench-
marking assessment, it is critical to scrutinize the purchas-
ing model that will work best with the existing organization
structure, depending on the size and network in which the
organization’s procurement function operates.

While it is tempting to adopt a center-led procurement
strategy after a merger/acquisition, an in-depth analysis helps
identify the best fit for the organization. Depending on the
results of the analysis, management can consider other models

such as decentralized, federal or coordinated sourcing structures.

Potential value engineering. Value engineering must

target product and process portfolio standardization across

the organization. For example, in an automotive manufactur-
ing company bearings or motors have high strategic impact
value whereas in another industry they may be MRO items.

The analyzed categories should be plotted on a 2x2
strategic priority matrix as shown on Figure 4.

Stage 3. Finding common line
items between various units and
addressing them first as in Figure
5. Numbers in each section rep-
resent the number of line items
within the respective units of the
organization. The commonali-
ties identified between the units
should be targeted to achieve
synergies within the organization.

In Figure 5, we observe that
over 36% (18,750) of items of
Unit A are common with 40% of
items in Unit B and 49% items in
Unit C. This overlapping portion
should be targeted first.

Benchmarking to understand

best practices and designing synergies
At this point, the current state of units have been fully
documented. This is followed by the visualization of

FIGURE 5

Plot commonalities
between units to decide
specific items to target

A
52,000

38,000

Source: Author

the potential state of the item or unit as foreseen by the

hypothesis. It is important to understand the target state
that synergies can help the organization achieve. The
graph in Figure 6 depicts an example of comparing the

current and the potential states.

Having defined the potential state, the CFT needs to
understand and devise the best procurement practices for
execution. Important points to be considered are:

® organizational structure;
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the organization to enhance functionality and reduce costs.
The CFT must define the parameters of valuation for each
unit, bundle the quantities as needed and identify and ratio-
nalize the terms and conditions of each unit. The CFT can
take the approach suggested in Figure 7.

Strategic sourcing. The CFT must exercise due diligence

while identifying categories based on the
availability of aggregators and acquiring
a vendor base capable of catering to the
maximum number of requirements. Among
other things, the RFI should cover aspects
of quality, cost, delivery, design, manage-
ment and finance, including TCO, Risk
and ESG elements.

Contracting. The design of contracts in a
synergetic atmosphere is challenging since
centralized contracts are not always possible.
Challenges also arise due to varied tax struc-
tures and regulations in different geographies,
and complexities in deliveries. In such cases,
instead of a fully centralized model a center-
led approach can be adopted.

Technology. The right technology adop-
tion supports the creation of synergies. If the
procurement strategy is formulated properly,

choosing the right technology helps achieve significant cost sav-
ings. For instance, e-procurement and/or cloud deployed tech-
nology helps garner bottom-line benefits for an organization.

The bottom line: Synergetic procurement processes
produce strategic results
Organizations must treat procurement as a global function.

This is especially true in the case of acquisitions or mergers.

Creating synergies between locations, commodities, categories
and processes requires organizations to leverage industry best
practices along with disciplined program governance.

Synergizing procurement processes across the organization

MAY/JUNE 2022

scmr.com



FIGURE 6
Evaluation of current

0.004

Operating 0.003 Bl

expenses

w.r.t. 0.002

CURRENT OPEX
STATE OF AN ORGANIZATION

BENCHMARK:

total sales

value 0.001

Repair and
maintenance

Advertisement

Traveling

helps to achieve the following benefits.

1. Bundling volumes of same function, specification, items and
categories to gain economies of scale and continual productivity.
2. Strengthening centralized control on global strategic
buys while decentralizing on local needs to align with
organization structure.

3. Enhancing spend under management, leading to stronger
control on contracts and reduction in saving leakages.

FIGURE 7

POTENTIAL STATE

Print and
stationery

Telephone and
postage

Electricity Insurance

expenses

Source: Author

4. Focusing efforts on controlling and optimizing direct and
indirect spend.

5. Implementing global best practices and benchmarking orga-
nization processes to enhance procurement.

6. Forming strategic relationships with vendors, locally and
internationally, to achieve mutual benefits.

7. Creating a common technology platform to support
implemented procurement processes. Coo>

Suggested approach for potential value engineering with
inputs from functional analysis and benchmarking

® Feedback
* Implementation support
® Monitoring and reporting

* Implementation decision
* Implementation strategy

* Implementation plan
(timelines, phases, etc.)

* APQC/PPAP

PROPOSE

¢ Feasibility development
(commercial and technical)

¢ Value add analysis
* Business case

 |dea qualification
 |dea ranking matrix

* Why, what, when, where, and how analysis
 Feasibility analysis (commercial and technical)
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¢ Data analysis
® Spend segmentation
® [tem selection
® EOI vs. impact matrix

o CFT formation

¢ Item data collection

* [tem data analysis

¢ Functional analysis (FAST)

* Benchmarking (product/process)

e |dea generation (brainwriting)
¢ Quantify
¢ Brainstorming

Source: Author
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SUPLY,

MAKING THE CASE FOR

Tooling Digitalization

s global organizations adopt more automation

and implement technology that replaces their

manual business processes, tooling remains

an area that’s largely left up to chance. In fact, 92% of
original equipment manufacturers (OEMs) still rely on

spreadsheets to collect, review and share tooling data.

This creates massive inefficiencies, holds up
production and throttles throughput for manufacturers
that are under extreme pressure to get their products
to market on time.

To avoid these and other problems, the dies,
molds, jigs, gauges, cutting equipment and other
tooling must be in the right place at the right time
and fully operational.

When any of these boxes are left unchecked,
the end result will be improper or dysfunctional tooling
that directly impacts output capacity, quality, product
lifecycle and costs.

MANUAL DATA MANAGEMENT DOESN’'T WORK
Spreadsheets don'’t work for businesses. Not only do
they take time (and manual effort) to populate, manage
and share, but spreadsheets don’t store historical

Sponsored by eMoldino MAKING THE CASE REPORT

Tooling Digitalization

With 92% of all OEMs using spreadsheets to
collect, review and share tooling data, it's time
for manufacturers to get into the 8% by
digitalizing their molds, dies and other tooling.

data, are hard to analyze and too easy to change
(sometimes incorrectly, thus increasing the risk of error).

The small organization with a single location and
few external partners may get away with using spread-
sheets to manage specific aspects of its business, but
the global manufacturer with multiple locations, busi-
ness partners and customers needs a more stream-
lined, automated and reliable way to manage its tooling.

“The manufacturing business model used to be
organized and operated on a regional basis, but it has
since expanded into a global relationship, where the
production change moves between countries,” says Dr.
Mason Lee, senior data scientist at eMoldino, devel-
oper of a cloud-based solution that connects tooling
via an artificial intelligence-driven analytics platform and
that provides real-time, global visibility on tooling status.

“The situation puts OEMS in a position to be
more exposed to limitations in the supply chain,
including manual information collection and a lack of
global communication,” Lee continues. In the past,
for example, companies collected data manually
without too much of a problem because their focus
was likely on regional production.



Now that these OEMs are
operating on a global scale, speed of
operations has become critical and
manual data collection is completely
inefficient. When the same OEMs digi-
talize their tooling, they get real-time
tooling data, clear visibility and better
collaboration within manufacturing
processes and across the entire sup-
ply chain. Other key benefits include
major efficiency gains, enhanced data
accuracy and optimized procurement
practices.

EMBRACING A NEW PARADIGM
The emergence of the Internet of
Things (loT) and artificial intelligence
(Al) has driven increased application
of technology in production manage-
ment, where the push is on to get
processes digitized and automated.
Both OEMs and suppliers are using
real-time |oT technologies to gain
visibility and agility, for example. “This
is emerging as a new paradigm for
manufacturing value chains,” says
Lee.

As evidenced by the 92% of
OEMs still using spreadsheets to
manage their tooling data, the path to
establishing a digitalized system for
collecting and sharing production data
isn’t always clear. There are many pre-
requisites to maintain and accomplish
this feat, says Lee, which requires a
mix of devices, loT sensors, support,

installation services and implementa-
tion at individual production sites.

“Implementation can be dif-
ficult and a potential barrier,” Lee
points out. Despite these perceived
obstacles, the benefits of digitalizing
tooling data are very clear. At a fun-
damental level, production efficiency
suffers when the data collection pro-
cess is based on manual methods of
checking and entering the tool mold
status and production status into
a computer.

This not only creates the po-
tential for human error, but also the
risk of documenting inaccurate data
about assets and production patterns.
“Since the data isn't collected auto-
matically,” says Lee, “there’s a lack of
visibility and potential for inaccurate
production management.”

Using the “garbage in/garbage
out” idea—whereby computers
fed incorrect or poor-quality inputs
always produce faulty outputs—as
an example, Lee says no matter how
digitalized a system is, if the data is
incorrect, everything will be wrong.
Knowing this, he says digitalized
methods of transmitting and pooling
production data is a key issue for all
OEM s right now.

Go to: www.scmr.com/emoldino_
mtc20221for the complete report.

“Using loT sensors and Al,
manufacturers can prevent data con-
tamination,” says Lee. “And because
the data is collected and analyzed in
real-time, OEMs can check it and take
immediate action when a tooling prob-

COVERED IN THIS REPORT:

* How tooling digitalization
optimizes supply chain
management

® Don’t take the risk on the
wrong tooling data

* What tooling digitalization
looks like in action

lem arises.” This, in turn, speeds up
the production process, enables faster
time to market and allows for quick
attention to quality concerns.

This Making the Case explores the
key challenges that OEMs face when
they run their tooling operations on
spreadsheets or other manual pro-
cesses, showcases tooling digitalization
in a real-life “before and after” case and
outlines the top benefits that manufac-
turers get when they decide to join the
8% of OEMs that have made the switch
to digitalized tooling processes.. ©



NEGOTIATIONS
g

When it comes to successful negotiations, a buyer’s history with a supply
chain partner creates expectations. Any changes in that negotiation strategy can
create confusion, as buyers search for explanations for deviations. Here are suggestions
for actions to take when dealing with a turbulent supply chain environment.

BY STEPHANIE P. THOMAS, MONIQUE L. MURFIELD AND JACQUELINE K. EASTMAN

Taylor, a buyer for a big box retailer, has been working with a supplier counterpoint, Sam, who works for a major
manufacturer. Their negotiation history has been stable, and Taylor appreciates knowing how the negotiation process
will go each year. This year though, the negotiations went very differently, leaving Taylor to question the reason for
the changes. Taylor is wondering if previous perceptions of Sam and the manufacturer are accurate. Taylor ques-
tions if the trust in Sam is misplaced, and if Sam'’s organization has the same level of commitment and sees the same
value in the business relationship that Taylors firm does. Going forward, Taylor has questions and is unsure of how to
proceed with future negotiations with this manufacturer. He doesn't want negotiations to upset the apple cart.

or a buyer working in supply chain management to supplier negotiation behaviors and outcomes when
F say their world has become more turbulent is avast ~ environmental changes occur, both internal and external
understatement. Many buyers may find themselves in a to their organizations.
scenario similar to the one faced by Taylor. In this era of Some buyers may have a collaborative (win-win)
never-ending change, there is a practical need for supply strategic situation with their key suppliers, in which there
chain buying managers to consider the relationship history  is information sharing and concern for the success of both
with their key suppliers and their strategic expectations firms. Other buyers may be facing a competitive (win-lose)
so that they can better understand and predict potential strategic situation, where their suppliers emphasize their

Stephanie Powell Thomas is an associate professor of practice of supply chain management at the University of Arkansas.
She can be reached at sthomas2@walton.uark.edu. Monique L. Murfield is an associate professor in supply chain and
operations management, and the director of the Center for Supply Chain Excellence at Miami University. She can be
reached at murfieml@miamioh.edu. Jacqueline Kilsheimer Eastman is a professor of marketing at Georgia Southern

University. She can be reached at jeastman@georgiasouthern.edu.
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own short-term gains. After repeated
negotiations, buyers learn to adjust

to their suppliers’ negotiation styles
given their past history. What happens
then to buyers’levels of trust when
suppliers change their negotiation
strategy to a different style after a
history of doing it the same way?

Further complicating buyer-supplier
relationships are environmental forces or
changes, both internal and external, that
are out of the control of the buyers and
suppliers alike. Internal changes could
include new executive leadership within
the supplier organization that changes
a strategic emphasis either toward or
away from more long-term collaboration
with their buyers. And, externally, these
changes could include items such as
price changes—either higher or lower—
in key product components.

These types of changes occur in the
chaos that supply chain managers have
faced recently as they contend with the
pandemic, the growth of inflation, global
unrest and the “Great Resignation.”
Given that a buyer's relationship
history with a supply chain partner
creates expectations, any deviations in
negotiation strategies create confusion
and questions. For instance, what
happens to the value of the relationship
and the commitment to the relationship
when environmental changes occur?
Further, how is the supply chain
relationship affected when, in addition
to these internal or external changes,
there are also changes in negotiation
strategy behaviors?

Those are some of the questions
we will address as we discuss the
importance of intentional negotiation
strategy selection and its relational
impacts. Finally, we will provide
suggestions for key actions that supply
chain managers can make in dealing with
a turbulent supply chain environment,
based on a series of experiments with

experienced supply chain managers.
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Negotiation strategy selection has
relational impacts

Negotiation strategy behaviors have been
a popular area of study. Research has often
sought to identify an optimal negotiation
strategy, with two styles dominating
negotiation studies. The competitive
approach is characterized as being most
appropriate in transactional negotiation
encounters and negotiators tend to
withhold information and avoid identifying
mutual interests. The collaborative
approach involves cooperation, the open
exchange of information and a desire to
achieve mutually beneficial outcomes.

These two negotiation styles are often
viewed as opposing ends of a continuum.
Proponents of close supply chain
relationships have favored the use of the
collaborative approach by buyers and
suppliers. However, research has been
split on which strategy “wins” in terms of
negotiation outcomes.

Results often depend on negotiation
outcomes being measured based on one
negotiator or the pair. A competitive
strategy is optimal when looking at a
single negotiator while collaborative
behaviors perform better when basing
results on the buyer-supplier pair. A
shortcoming of previous research has
been the study of the negotiation of
two strangers in a single encounter.
This may be appropriate if you're
looking at a one-time deal, but it’s not
realistic when it comes to studying
long-term relationships.

From the first time a buyer and
supplier sit across from each other at
the negotiation table, both sides have
researched and prepared in advance
and made specific choices about how
they will approach this situation. These
initial decisions create the foundation
for which all following negotiations
will build upon. Being thoughtful and
intentional about what the future could
be between the two organizations may

help avoid issues down the road.
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History creates expectations

in buyers

Many buyers and their organizations
have been doing business with their
supply partners for months, years and
even decades. Across the negotiation
table, they have ironed out the details
related to important business decisions
like product selection, payments terms,
lead time, volume discounts, exclusivity
deals, performance expectations and
more. Each time a buyer negotiates with
an established supplier, they add that
experience to all previous negotiation
experiences. As this continues over time,
the buyer develops a relationship history,
which creates expectations for future
negotiation behavior. Those expectations
give the buyer a sense of certainty and
ease about the relationship between

the two organizations and enable the
buyer to prepare confidently for future
negotiation encounters.

Regardless of the way a supplier
approaches their negotiations, com-
petitively or collaboratively, buyers like
knowing what to expect. This research
examined the impact of changes in
negotiation strategy within a buyer-
supplier relationship over time, which

we discuss next.

Change creates confusion
Regardless of the type of negotiation
strategy that a supplier partner has
used in the past, our research found
that buyers appreciate and expect
consistency. When a supplier partner
behaves in an unexpected way during
a negotiation, it causes cognitive
conflict for the buyer and plants
seeds of doubt about the future of the
relationship. Our research found that
any unexpected negotiation behavior
change had a negative impact on the
buyer’s feelings of trust.

Let’s go back to our buyer, Taylor,
from the beginning of the article.
Let’s say that Taylor expected Sam
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Don't upset the apple cart

to behave in a competitive way during their negotiations
because that's how Sam has traditionally behaved. However,
this time, Sam uses a more collaborative approach.

You would expect that Taylor would embrace this new style,
especially if Taylor desires to build a more collaborative rela-
tionship with Sam. However, we found that buyers were skep-
tical of this type of behavior change, and that their levels of
trust were lower when suppliers used a collaborative approach
in this type of scenario than if they used their traditional com-
petitive approach. Traditionally, trust levels are higher when
a collaborative negotiation style is used. But, we found that
when an unexpected change happens, this isn't the case.

Conversely, we found that if Taylor expected Sam to behave
in a collaborative way and Sam behaved in a competitive way,
Taylor would react negatively to the change, and lead to ques-
tions related to trust. However, this change elicits a stronger
negative reaction than the reaction to the competitive to col-
laborative example. When buyers are confused, they question
the trust they have built with their supplier partners and recon-
sider their commitment and perceived value of the established
buyer-supplier relationship. Thus, our research found that
negotiation strategy changes have an impact on trust.

We also wanted to consider how other relational factors
are affected, such as the level of commitment and the value
that a buyer places on a relationship. We conducted additional
research to determine how a relationship is affected if there is

a reason for a change in negotiation style.

The quest for why?
When a supplier behaves unexpectedly during a negotiation,
buyers want to understand why their partner behaved
differently, especially if the relationship between the two
organizations is important to the buyer and the buying
organization’s success. Research and theory from psychology
explain the buyer’s need to understand the cause of an
unexpected change in negotiation strategy, to know whether it
was within the control of the other negotiator and if this change
is likely to be a short-term change or permanent change.

To determine these things, the buyer may look for forces
outside of the relationship, known as “extra-relational
factors,” to help explain the suppliers’ unexpected negotiation
behavior. These factors can be organizational, which are inside
one of the organizations but outside of the buyer-supplier
relationship, or they can be external factors, meaning outside
of the relationship and the control of both organizations.

Our research found that these extra-relational factors do help
buyers to cognitively process unexpected changes in negotiation
strategy. However, results differ depending on the type of extra-
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relational factor (organizational or external) and the type of
relational outcome (commitment and relational value).

Our results show that when a positive organizational factor
is identified, such as a new leader in the supplier organization
with a collaborative approach, this positively affects the buyer’s
perception of commitment and relationship value. This is also
the case when a buyer identifies a positive external factor,
such as lower raw materials prices, to help explain unexpected
changes in the negotiation approach. This research supports
prior research that suggests that the influence of these factors
may be different for different relationship outcomes, and they
may alter the norms and buyer expectations for the relationship.

Let's refer again to Taylor and Sam. After becoming confused
with the behavioral change from the recent negotiation with
Sam, Taylor reads an article about new leadership within
Sam’s organization and learns that some drastic changes are
being made in the way that Sam’s organization handles the
relationships with its buyers. With this knowledge, Taylor
now understands that Sam’s behavior change is likely due to
initiatives from the new leadership and not from Sam.

Taylor may perceive this is as a potentially long-term change
and be able to adjust negotiations accordingly. This helps to
lessen Taylor’s initial feelings of mistrust and feel more con-
fident about continuing to engage with Sam. The impact on
commitment and the value of the relationship will be more
positive when the change is positive than when the change is
negative. However, even if the change is negative, understand-
ing why the change is occurring is helpful to maintaining the
commitment and the value of the relationship.

Now instead of new leadership, let’s say that Taylor the
buyer learns about a swing in critical raw material prices, which
might influence the change in Sam’s negotiation strategy. If the
raw material is a commodity like oil or cotton that tends to see
increases and decreases, Taylor may assume that Sam’s behaviors
are short-term and will revert to Taylor's normal expectations when
prices change. Like the internal change of leadership, the impact
of an external change (like commodity prices) on commitment
and the value of the relationship will be more positive when the
change is positive than when the change is negative, but in any
case, understanding the reason behind the change is helpful to
maintaining the relationship. Thus, whether the change is being
caused by internal or external factors, if there is a communication
and understanding of why this change is occurring—even if the

change is negative—the relationship will benefit.
What can managers do?

While unanticipated supplier behaviors can cause concern in

buyers, there are some thoughts to consider to avoid damaging the
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About our research

For this research on the relational impacts
on negotiation strategy when changes
occur, it was vital to utilize experienced sup-
ply chain managers with realistic scenarios.
This was a done in a series of three scenar-
io-based experiments based on Thomas’
and colleagues’ qualitative research with
discussions with supply chain managers.
The first experiment focused on the
negotiation strategy of collaborative and
competitive negotiation strategy and what
happens when those expectations change.
In the second experiment, we added an
extra internal factor of new leadership being
either more collaborative or competitive. In
the third experiment, we utilized an extra
external factor of a change in price of a key
raw material used in the products purchased.
All scenarios were pre-tested with
supply chain experts prior to their use and
were tested and found to be realistic within
the research. For each experiment, we
utilized a Qualtrics panel to recruit 100
experienced supply chain manager par-
ticipants with at least three years of
buying or selling experience across
firms of myriad sizes and industries.
All three studies had a diverse repre-
sentation of gender, firm size and industry.
The median age group for the respon-
dents was 35 years old to 44 years old
with a median experience level of five
years to seven years. The relationship
variables of trust, relationship value and
commitment were measured based on
established scales in the literature.

existing buyer-supplier relationship.
* Be intentional from the beginning. The longer that
buyers and suppliers have been doing business together,

the more history they have. That history develops over time.

As companies start doing business together, they need to
carefully consider how they approach their negotiations
and realize they are laying a foundation and creating
expectations that buyers will rely on as the organizations
continue to do business together.

¢ There’s more than one encounter at the table. Both
buyers and suppliers should have a holistic approach to a

negotiation encounter. They should consider this isolated
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event within the context of the broader, ongoing supply chain
relationship. As both sides prepare for an upcoming negotiation,
they should consider how the other side is going to perceive
their negotiation approach. If a supplier is planning to deviate
from their “norm,” they need to consider how the buyer might
interpret this change and how they might react. If the buyer
reaction may be negative and could be detrimental to the way
the organizations currently work together, then the supplier
might reconsider the switch in approach.

e Unexplained change will negatively affect the
relationship. There are many quotes about humans being
“creatures of habit.” Buyers buy into that belief. Logic might
suggest that if a supplier shifts from a competitive bargaining
approach to a more collaborative bargaining approach that

a buyer would welcome this new behavior, especially if they
have been seeking a more collaborative relationship. This
research suggests that is not the case. This change is met
with a more negative view of the relationship from the buyer.
Unsurprisingly, buyers do not appreciate a change from being
more collaborative to more competitive either. The takeaway:
Change is bad, which is why planning and behaviors at the
beginning of a buyer-supplier relationship are so important.

¢ Change drives curiosity. When a supplier negotiation
unfolds in an unexpected way, the buyer is left with questions.
Instead of just accepting that this inconsistency happened,

and the history of business is all null and void, buyers will seek
answers. They want to explain and come to terms with the
negotiation experience so that they can process it with the rest
of the relationship history and consider how to move forward.

¢ Disclosure can do damage control. If you are going
into a negotiation and know that you are going to behave in a
way that differs from previous negotiation behaviors, explain
your change to your negotiation partner. This explanation
may occur outside of the actual encounter—before or after—
but the explanation will speed up the other negotiating
partner’s cognitive processing of the unexpected behavior and
will minimize the overall relational impact.

Negotiations play an important role in the development and
success of long-term buyer-supplier relationships. However, a
short-term, individual encounter lens has often been used when
preparing for bargaining situations. As the world of supply chain
management continues to change rapidly, consistency and open
communication will be key for building trust, commitment and
valuing the long-term success of any buyer-supplier relation-
ship. Let’s hope supplier Sam reaches out to Taylor the buyer
and explains the changes in their negotiation behavior so that
an understanding of why the change is occurring can help get
their relationship back on track. G
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The next time you go to market, make sure you are using the most
appropriate competitive bidding method to help you get the best results.

BY KATE VITASEK, BONNIE KEITH, JEROEN VAN DE RIJT AND ANDREW DOWNARD

Kate Vitasek is a faculty member of the University of Tennessee’s Haslam College of Business Administration. Her award-
winning research has been featured in seven books, including Contracting in the New Economy: Using Relational Contracts
to Boost Trust and Collaboration in Strategic Business Relationships. She can be reached at kvitasek@utk.edu.

Bonmnie Keith is the author of Strategic Sourcing in the New Economy: Harnessing the Potential of Sourcing Business
Models for Modern Procurement. She is founder of The Forefront Group, LLC, an international leader in strategic sourcing
transformation concepts. She can be reached at bkeith@theforefrontgroup.com.

Jeroen van de Rijt is the author of three books and is program director, Best Value for NEVI (Dutch Association of Procurement
Professionals; which is also a Vested Center of Excellence) and co-founder of the consulting firm Best Value Group. He has
extensive experience in both the public and private sector, with a special focus on how to set up and run an RFPariner process
to select the best service providers. He can be reached at rijt@bestvalue-group.nl.

Andrew Downard, Ph.D., is a consultant and educator who specializes in supply chain relationships and supply chain risk
management. He has held senior procurement and operations roles at firms such as General Motors and Nissan. Today, he leads

his own consulting firm supporting customers around the world. He can be reached at andrew@ci-advisory.com.
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very day, hundreds of organizations conduct competitive bids to pick the best supplier to meet their needs. Unfortunately,

too many organizations are using the wrong tools for the wrong job—often resulting in selecting the wrong supplier or

developing a contract misaligned with the organization’s objectives. Simply put, using the wrong competitive bidding method is

like putting a square peg in a round hole.
Forcing it to fit is myopic and inefficient.
To further complicate things, newer
more collaborative approaches have
emerged that tout the benefit of allowing
buyers to gain insight and improved
supplier innovation. The question arises:
what is the right competitive bidding
tool for my situation? Today’s sourcing
professionals should understand and
enthusiastically embrace the entire suite
of tools in their sourcing toolkit and
carefully select the method that is most

appropriate for their situation.

The changing landscape of
strategic sourcing
The COVID-19 pandemic has taught
organizations that they must maneuver
in a changing environment that is more
dynamic than ever. They must embrace
and evolve with modern business needs;
more and more this means balancing
what seems to be insurmountable,
conflicting goals of reducing cost
structures and increasing flexibility while
driving innovation and mitigating risks.
Unfortunately, the tried-and-true
tools and tactics adopted as the gold
standard over the last 30 years are
no longer as effective as they once
were. One of the gold standards being
challenged is the purpose and nature
of conventional competitive bidding
tools. For centuries, organizations have
thought of procurement as a “make

vs. buy” decision. This was especially

low complexity where the market can
correct itself. After all, if a supplier does
not perform, just rebid the work.

However, as organizations outsource
and procure more complex goods and
services, this logic no longer works. All
too often buyers become co-dependent
on suppliers, switching costs are high and
suppliers have a locked-in position. Take
the movement of Global Business Services
(GBS) as an example, where organizations
centralize and often develop large scale
outsourcing contracts for facilities manage-
ment, finance, I'T and procurement. Often,
activities are bundled and provided by one
supplier in an effort to drive efficiencies,
economies of scale and innovation. Sourc-
ing in this environment is very complex,
and, when done in the wrong way, the risks
simply become too large.

In a transaction-based model, the buyer
likely will not get any value beyond cost
savings, as many RFx methods focus only
on price according to the specification of
what is being asked for. In an increasingly

FIGURE 1

The result is a clear shift occurring in
strategic sourcing to more strategic,
performance-based and “Vested”
outcome-based supplier solutions. This
has resulted in organizations needing to
use more sophisticated and collaborative
RFx approaches that seek to buy
solutions, business outcomes, strategic

partnerships or alliances.

Understanding the tools in

your toolkit

As organizations seek more strategic
solutions from suppliers, they must also
consider more strategic approaches for
competitive bidding that are essential
when an organization strategically
moves to more value-based sourcing
business models. Today's procurement
professionals should be tapping into a
variety of competitive bidding methods.
We suggest thinking of the various
methods along a continuum ranging
from limited collaboration to the most

amount of collaboration. Figure 1 maps

Continuum of RFx approaches

Continuum of RFx approaches

~ =

Request for eAuctions Request for
information/ price/
Request for Request for
qualification quote

s

Request for

Request for Request for

proposal/ solution/ partner/
Invitation for Request for Request for
qualification proposed collaboration
solution

| INCREASING STRATEGIC VALUE, COMPLEXITY, DEPENDENCY

P

I EFFORT, TIME, STAKEHOLDER AND SUPPLIER INVOLVEMENT

>

Source: Authors

true as organizations began to explore

outsourcing. Many falsely assume that Note: RFIs and RFQs can be used in conjunction with other RFxs.
if they buy, they should use competitive
market forces to ensure they are getting

the best deal. In doing so, the default

globalized and competitive world, the various types of RFx methods along

companies are indeed looking for value the continuum.

approach is to use a transaction-based beyond just cost savings when it comes to A key part of selecting the

model. This works well for simple complex goods and services—including appropriate RFx approach is

transactions with abundant supply and attributes such as innovation and flexibility.  understanding the various types of
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Competitive bidding

RFx methods that can be utilized.

There are seven primary types of RFx methods, but often
these methods have different names or terms. We have used
the term that is most popular but also list alternative names
used to describe the same or roughly similar concept.
Request for Information, RFT (also referred to as a
market consultation). Used to obtain general information
about products, services or suppliers. An RFI is sometimes
used to gather benchmark information and general mar-
ket data from the marketplace. Buyers rarely if ever pick
a supplier based on RFI information; rather they use the
information to help them further refine the RFx approach.
As such, an RFI typically precedes other RFx processes
and often is used to help a buyer to down-select the num-
ber of potential suppliers it will evaluate.

An RFI can be used with any of the RFx processes,
but it is almost always used with a request for proposed
solution and a request for partner process. Note that an
RFT is not binding for either buyer or supplier. RFIs are
sometimes combined with a Request for Qualification
(RFQ, see below). RFIs range from simple requests aimed
at gathering market intelligence to more comprehensive
requests asking suppliers to answer detailed questions
about their qualifications if combined with an RFQ.

An RFI is almost always coupled with one of the other
competitive bidding methods.

Request for Qualification, RFQ (also referred to as a
down-select, pre-qualification or selection phase). A process
used to down-select a large pool of suppliers to a smaller list
that will be asked to move to a more comprehensive stage of
the competitive bidding process. RFQs range from simple
questions about qualification (i.e., does the supplier have
appropriate certifications and credit rating scores?) to more
comprehensive requests asking suppliers to answer detailed
questions about their qualifications. RFQs are sometimes
combined with or follow an RFI.

An RFQ is almost always coupled with one of the other
competitive bidding methods.

Electronic auction (e-auction). An online, price-centric
auction where purchasers specify what they are interested
in buying and prospective suppliers respond by entering
competing bids. Often suppliers are pre-qualified to
participate in an e-auction. There are various types of

e-auctions. One common type is a reverse auction where a
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single buyer uses a fixed-duration bidding event in which
multiple prequalified and invited suppliers compete for
business. Potential suppliers review the requirements,
choose to bid and enter their selling price(s) and other
qualifying criteria as requested. In some reverse auctions,
suppliers’ prices are visible to other competitive bidders,
often resulting in successively lower prices. Another
common type is a seller-driven e-auction, which is an
electronic, online auction where suppliers post items for
sale and buyers bid on the items.

Request for Price (also referred to as a Request for
Quote). Used to obtain price offers for a specified product
or service. These are used for more standard acquisi-

tions based on price or cost considerations. Buyers using
a request for price must be sure to properly define the
requirements so there is no ambiguity for the supplier. The
law may or may not treat a quotation as a binding offer.
Request for Proposal, RFP (also referred to as an
Invitation for Proposal [IFP]). Used to obtain pricing as
well as detailed descriptions of services, methodologies,
program management, cost and other support provided

by the supplier. Requests for proposal are used for larger,
more complex and technical solicitations where selection
is based on factors beyond just price or cost, such as tech-
nical capability, capacity and potential shared design with
the supplier. A request for proposal is often a follow-up to
an earlier request for information (RFI). A request for pro-
posal allows a buyer to specify requirements or high-level
objectives and allows suppliers to begin to define some or
most of the “how.” For example, a buyer may ask a supplier
to outline how it proposes to manage quality.

Request for Solution, RFS (also known as Request for
Proposed Solution [RFPS]). A collaborative process in
which a buying organization has a dialogue with potential
down-selected suppliers with the intent of collaborating to
determine the best solution to meet the buyer’s needs. The
buyer gives limited direction on what the solution may be
and has a collaborative dialogue to define/refine the solu-
tion. The supplier then develops a formalized proposal
that includes their solution. The European Commission’s
competitive dialogue process is one form of a collaborative
request for solution.

Request for Partner (also known as a Request for

Collaboration or a Request for Mutual Value Solution). A
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highly interactive process used when a buyer is actively
seeking not only a solution from a supplier, but also
seeks a supplier with a high degree of cultural fit and
compatibility. A request for partner is typically focused
on selecting a supplier where there is a need for a high
level of investment or collaboration between the buyer/
company over a longer time horizon—such as a large
outsourcing project that will require significant change
for the buyer and supplier versus implementation of a
more standard solution.
It is also important
to note that most public FIGURE 2
(government) procurement
professionals use a term
known as Request for Tender
(RFT). We have purposely
avoided including this term

S

N
MARKET

because it is commonly used
to represent one or more of
the above types of competitive
bidding methods. As such, it
is the authors’ view that the

term Request for Tender can

(source good/supplies)

. . Basic Approved
be confusing. Our experience provider provider
model model

is that most RFTs align with a

request for proposal.

As organizations shift along the sourcing continuum,
they consciously choose to work more strategically with
suppliers, that is, moving from working with a basic or
approved provider to a preferred, performance-based
or even the Vested business model. As the relationship
becomes more strategic, the relationship dynamics with
the supplier change to using contract structures that
shift from transactional and commodity-based think-

ing to one based on more trusted, relational partner-

Sourcing continuum

BUY MAKE

(insource/invest)

HYBRID HIERARCHY

Sourcing continuum

TRANSACTIONAL RELATIONAL INVESTMENT

Performance
Preferred based/ Vested Shared Equity
provider managed business services a rtr?ershi s
model services model model P P
model

( Market driven core improvements

)

Selecting the most

appropriate RFx method

The million-dollar question is:

“What is an easy way to know

what the best RFx method is

for my sourcing situation?” We suggest that you use
the following rules of thumb.

The book Strategic Sourcing in the New Economy
suggests that organizations must first understand the
desired sourcing business model, or sourcing contin-
uum, illustrated in Figure 2.

Five of the seven sourcing business models have
to do with working with external suppliers (the left
“buy” side of graphic) while two of the models are
investment-based (the right “make” side of graphic)
and factor in creating a shared services organization

and doing acquisitions/joint ventures.
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Source: Authors

ships between the buyer and supplier. A key reason

an organization would want to shift up to the sourcing
continuum is to drive productivity improvements and
innovation.? When this happens the supplier takes

on risk such as painshare penalties associated with
performance against service level agreements under a
performance-based contract.

When determining the most appropriate RFx
method, we recommend using the sourcing business
model continuum in Figure 3 as a guideline—aligning
various competitive bidding factors to each of the

sourcing business models.?
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Competitive bidding

FIGURE 3

Which RFx?

Basic Approved Preferred Performance-based/ Vested
provider provider provider Managed services business model

'

RULE OF THUMB for price/quote
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Request
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Request
for partner

uest
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service or service or service + +
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service only) service only)
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ol need + value + +
E assured supplier expertise/  supplier expertise/
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supplier outputs +
FACTORS (SLASs) innovation
to consider +
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Frequency Varies; Every 1-2 2-3 3-5 5+
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= >
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== >
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Source: Authors

Shifting the continuum in practice not know which of the 20 suppliers—if any—would be the
Telia is a Swedish listed telecommunications company and right partner to pursue a Vested sourcing business model.
mobile network operator founded in 1853 that operates in Telia kicked off its journey by having EY’s Outsourcing
Denmark, Finland, Sweden, Turkey and the Baltic States. Advisory Practice and the Cirio Law Firm conduct a six-
Telia was the first company in the Nordics to pilot the week preliminary study that included more than 20 different
University of Tennessee’s Request for Partner process. functions within Telia. The pre-study revealed several key
Telia’s Tech Sites organization managed Telia’s things. First Telia's numerous contracts were rooted in
infrastructure across 16,000 technical sites covering transaction-based models, which created a misalignment
four site types, including mobile network, fixed network, of goals. Telia had “stiff contracts” that were not flexible in
caves and tunnels. Previous sourcing decisions and allowing suppliers to optimize maintenance operations. The
re-organizations had resulted in more than 60 contracts pre-study also uncovered how the exiting budgeting process
supported by more than 20 suppliers. When Telia first set led to Telia putting its money in the wrong places.
out to explore Vested for its infrastructure contracts, it did A key part of the pre-study was to validate which
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sourcing business model would be most appropriate for
Telia. This meant completing a Business Model Mapping
exercise. The findings? The complexity and dependency

of Telia’s operations demanded a clear shift to a relational
contracting model. In addition, shifting to an outcome-
based economic model would significantly help Telia unlock
the potential value of working with a potential partner.

With the pre-study and business model mapping
complete, Telia’s leadership team decided to shift to a
highly strategic Vested business model. However, Telia did
not have an obvious answer as to which of its 20 suppliers
would be the best fit to shift to a Vested model. EY and
CIRIO suggested Telia pilot the University of Tennessee’s
highly collaborative Request for Partner process to help
them find a partner that not only was capable, but also a
partner with an excellent cultural fit and a win-win mindset
that would be essential to managing a longer-term supplier
relationship in a dynamic environment.

In May 2016, Telia began what would be the Nordics' first
use of the Request for Partner process. As part of the process
Telia down-selected three suppliers to participate in a series of
stakeholder workshops to solution how they could optimally
work together to transform Telia’s Tech Site operations.

A foundational concept of a Vested business model
is that the buyer and supplier develop a contract for the
future, not just to perform the work to meet today’s needs.
This means creating a flexible contracting framework
that will help the parties navigate the dynamic nature
of business changes and share risk/share reward on the
journey. Through a series of collaboration workshops Telia
and each potential partner developed a “statement of intent”
for how they envisioned the strategic partnership working.
One of those workshops was to co-create a shared vision
and desired outcomes that would become the overarching
beacon for the relationship. The following was the shared
vision and desired outcomes of the Veolia workshop—one of

the three down-selected potential partners.

“logether we proactively create optimal
conditions for the future way of communicating.
Our modern partnership creates common value and success

thmugh innovative and sustainable solutions.”

As part of other workshops Telia fleshed out key concepts
such as mutually defined desired outcomes, guiding
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principles for the partnership and potential innovations that
the supplier can bring. Telia ultimately decided that Veolia
was the best fit potential partner and went on to flesh out
the remaining aspects of the partnership through a total of
17 collaborative workshops. The parties inked their deal in
April 2017 under the virtual company name of OneTech

and hit the ground running.

Evolving strategies

Sourcing strategies are evolving in response to changing
business requirements. Traditional specification and price-
focused approaches have been effective tools in enabling
competitive pricing for tens—if not hundreds—of years.
In recent years, organizations and software technology
firms have invested millions of dollars perfecting the

art and science of the highly competitive bid. We argue
that you should challenge using some of the common
“best practices” and instead introduce more collaborative
approaches when selecting more strategic suppliers.

We hope this challenges your organization to think
beyond the simple Request for Proposal for your next
competitive bid.

XN NN

1 European Commission, Directorate General Internal
Market and Services, Public Procurement Policy, “Explanatory
Note—Competitive Dialogue—Classic Directive.” Available
at: http:/lec.europa.eulinternal_market/publicprocurement/
docs/lexplan-notes/classic-dir-dialogue_en.pdf

2 For a comprehensive discussion of Sourcing Business
Model theory, see Keith, B.; Vitasek, K.; Manrodt, K.; Kling,
J., Strategic Sourcing in the New Economy: Harnessing
the Potential of Sourcing Business Models for Modern
Procurement (New York: Palgrave Macmillan, 2016 ).

3 Before launching any RFx, an organization should do its
homework by completing an assessment and analyzing its needs.
The book Strategic jSourcing in the New Economy outlines
20 key sourcing considerations organizations should make
as they approach any sourcing initiative. A typical strategic
sourcing initiative includes an “assess” phase where buyers
seek to link requirements to business objectives. In addition,
organizations perform various types of analysis (external market
analysis, costs analysis, supply market analysis, benchmarking,
etc.). Buyers also need to assess the level of risk associated with
the sourcing initiative and determine how to balance value

between the business and suppliers’ organizations.
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RECRU;TMENT

Would you apply to your
own job posting?

Too many job postings by procurement organizations get off on the wrong foot
with inaccurate and even misleading information. Here are some tips on reducing
common obstacles to finding the right people in a tight labor market.

BY VOJTECH KLEZL AND JAN VASEK

ver visit a job posting site and been less than While it's not working that way now, it can in the future.
I inspired by what you read? Indeed, you have. We evaluated more than 400 job advertisements for
Some postings feel incomplete. Others read as if they procurement positions. We also contacted 256 procure-

were written from a script of
interchangeable words with
little meaning to a specific
job or company. Still other
postings leave you no better
informed about the job or the
company advertising it than
you were before reading it.
We've all been there.
Worse yet, some of us might
even say the same about
postings for jobs in our own
company, or, even worse
than that, our department.
It’s actually shocking
how poor so many post-
ings are. Yet not a day goes
by that someone doesn't
remind us of the cur-
rent difficulties in finding
people for open positions.
You would think that alone
would be motivation to get
the next posting right to

reach suitable candidates.

ment professionals about
the skills they considered
most important for various
procurement jobs. Our
conclusion: There’s a huge
mismatch between the
postings and the expressed
requirements of the pro-
curement professionals.

It quickly became clear
that job postings are often
primarily used as a tool to
inform potential candidates
about a vacancy. We also
realized other functions
of postings are neglected
altogether. These include
introducing a company and
its work culture to potential
candidates. A summary of
the job requirements is,
believe it or not, often
overlooked. So too are the
benefits of the position

and its rewards in hopes of

VojtBeh Klézl, Ph.D., is an associate senior lecturer at the Orebro University School of Business, where he focuses on reverse e-auctions,
procurement professional competencies and prosumption. He can be reached at vojtech.klezl@oru.se.

Jan Vasek, Ph.Dr., is an assistant professor at the University of Chemistry and Technology in Prague. He can be reached at vasekj@vscht.cz.
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motivating people to apply.

We'll start here with a review of
those job postings and their weak-
nesses. Then we'll drill down to the
neglected aspects that often don't make
it into the job/company description at
all. These include attributes such as
expected expertise, competencies and
even the personality traits expected of
candidates. There’s also the problem of
the total disconnect between what the
job really is and how the posting reads.
We'll wrap up with some observations
to help you work with human resources
and other key departments to write a
job posting that will get you more than
your fair share of applicants.

The five types of postings
After reviewing those 400-plus
postings, it was clear that each falls
into one of five distinct groups or
categories. Those five are:

1. routineer;

2. copywriter;

3. creative;

4. detailer; and

5. professional.

Each has its own characteristics, as
detailed in Table 1. They range from a
generic description that is not especially
specific to ones full of excessive require-
ments. At either end of the spectrum,
people wind up disappointed, and the
job search (both the candidate’s and the
company’s) flounders.

Perhaps the most surprising takeaway
from this review is that not a single post-
ing fulfilled the professional criteria in
Table 1. The just as disappointing book-
end is that the two least helpful catego-
ries, routineer and copywriter, accounted
for 93% of postings. Clearly, job postings

for procurement positions are in rough
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shape. It's even possible to make
the case that the postings them-
selves contribute directly to the
difficulty in finding qualified people
for procurement jobs today.

By the way, this is a good point to
mention that job searches involve two
parties—those interested in being
hired and those doing the hiring.
Both have a vested interest of time
and money in the process. It is an
investment for everyone and should
be treated as such.

We also discovered that the post-
ings in each of the categories have
certain common characteristics. And
all too often, the shortcomings of the
postings range from non-informa-
tional to overly detailed. Others range
from a generic soup of buzz words to
a description of expected competen-
cies that no one on earth has ever ful-
filled. Only those in the professional
category sit in the sweet spot.

Consider this partial posting:
“Sourcing specialist carries out its mis-
sion to deliver substantial, sustainable
competitive advantage by putting the
right people, processes and tools in
place to make the best possible sourc-
ing decisions in terms of quality, price,
delivery, quantity and service.”

Such a description fits into both the
routineer and copywriter approaches.
It is short on details and feels formu-
laic to the extent of being applicable
to a whole range of procurement jobs
rather than the single one being posted.
Furthermore, such descriptions repeat
the same clichés, misalign the require-
ments and confuse candidates who
struggle to decipher whether they are
suitable for the job, or if the job even

suits them. For instance, what exactly

are the “right people, processes and
tools?” The posting provides no insights
on any of the three. And all too often,
the disconnect is made even worse
when the posting ends with: “There’s
no such thing as a perfect candidate,
so don't hold back.” Well, that certainly
clarifies everything, doesn't it?

Let’s try another one. A routineer
seeks a new “colleague with steel
procurement experience ... knowl-
edge of purchasing processes and
ERP ... 25% of time out of office.”
That sounds much more explicit
than the first, and the company gets
flooded with resumes. Unfortunately,
the description isn't all that close to
the reality desired. What the com-
pany really wants is a procurement
expert in metallurgy. After several
useless interviews, the purchasing
manager sinks into depression.

The creative approach to this
would be to reach out for “a procure-
ment ninja ... whose life is about steel
and willing to negotiate to death ...

a high 1Q, EQ, SQ ... permanently
hunting for the best deal.” Yet some-
how, prospective candidates do not
apply because they just do not identify
themselves with the job posting.

Staying with that metallurgy
expert, a detailer posting searches for
a global commodity manager ... eco-
nomics and metallurgy major ... exten-
sive experience with steel products
... followed by a list of 12(!) specific,
high-caliber procurement activities.
When a highly qualified, motivated
candidate shows up for an interview,
it becomes clear the company actually
needs an operational buyer and offers
a mediocre salary with no growth

prospects. Not exactly a match.
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TABLE 1

Taxonomy of purchasing job advertisements

TYPE FREQUENCY ADVERTISEMENT ELABORATION PROCESS
Routineer Pulls a proven template from the archives,
adds a few buzzwords and general requirements.
Co riter Downloads 10 ads for the same position and creates
pyw the eleventh.
Creative Creates.an appealing advertisement that literally catches
the eye in the sea of grey.
Detailer Carefully discusses the requirements with the client
and creates a detailed and tailored advertisement.
Drafts a quality advertisement for a position in purchasing-
Professional targeted, clear, and informative. The advertisement draws
on HR and the Procurement department input.

Preferred skills don’t line up

From where we sit, it seems that purchasing job descriptions
froze in the early ‘80s when purchasing was still viewed as a
transactional and operational job. To show how disconnected
postings have become from the actual jobs, we sub-divided
the required skills and competencies into five categories:

1 technical skills;

2 interpersonal;

3. internal coordination;

4 external coordination; and

5 strategic business.

Then we compared the frequency of those skills and
competencies in postings to the frequency of skills and com-
petencies that the buyers (256 of them) said should be most
often mentioned. And just as you suspect, the two didn't line
up. In fact, they were somewhat inverted.

As Table 2 shows, technical skills were most frequently
included in postings. Meanwhile, the procurement profes-
sionals we spoke with said technical skills should have
been the fifth and final in importance for the purchasing
job. We also found that so many postings overflow with
trivial technical skills such as: perform mathematics func-
tions, analysis, and writing skills; Microsoft Office with
strong Microsoft Excel; conduct RFP and bid comparisons;
commercial contract issues, negotiations and/or administra-

tion; and professional purchasing certification is a plus.
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RESULT

A generic advertisement appealing to all, not clear what
the company is looking for, a queue of unqualified candidates.

Informationally comparable to a poster "Hiring a buyer,"
a matter of luck whether a quality candidate turns up.

Not clear what the company looks for, missing essential
details, discourages "serious" quality applicants.

Excessive demands, fabricated job description, a dispropor-
tionate skill/reward ratio, disappointed overqualified candidates.

The advertisement is informative and reaches out to
suitable candidates.

Source: Authors

Meanwhile, missing are more advanced skills such as
demand/supplier relationship management, sustainable
SCM, innovation management and advanced statistics and
data analysis. Similarly, basic interpersonal skills such as
communication, teamwork and multiple languages are infre-
quently mentioned. More advanced skills such as—inspires,
motivates and develops others or crafts win-win supplier
relationships—are only rarely mentioned. Many other post-
ings highlight the importance of advanced strategic business
and external coordination skills but do not elaborate on

them in the posting. Instead, the focus is on technical skills.

Importance of personality traits
The good news is that many companies now recognize the
importance of candidate personality, and most postings do
state desired personality traits. The bad news is that these
are often mentioned only in passing and misaligned with the
overall job description and hierarchical level.

We categorized the traits into what we call the “big five:”

1. conscientiousness;

2. openness to experience;

3. extroversion;

4. agreeableness; and

5. resistance to stress.

Conscientiousness was the most appreciated personal-

ity trait for both junior (71% of postings) and senior (51%)
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Matching procurement skills

TABLE 2

Buyer skills in job advertisements vs. buyer assessment

GROUP OF
COMPETENCIES

THE MOST WIDELY

QUOTED COMPETENCIES FR

Professional Basic knowledge of the purchasing process, product
knowledge, computer and ERP literacy, category

management, understanding of supply markets.

Interpersonal Oral and written communication, conflict resolution,
team leadership, sensitivity to cultural differences.
Internal Market analysis, stakeholder management,

coordination change management.

External
coordination

Establish the appropriate supplier relationship,
supply chain configuration.

Ability to see issues from a strategic perspective,
value-added purchasing, strategic partnerships,
risk management.

Strategic
business

positions. Desired attributes here include self-control,

organization and reliability. However, such attributes are
typical for simple and low-creativity positions, but are

less adequate for positions that leverage initiative, inno-
vation, cross-functional teams and communication with
multiple stakeholders. There’s a
disconnect here, for sure. TABLE3
Considering that the routi-

neer and copywriter approaches

represent 93% of all job postings, BIG FIVE
we may confidently argue that
. P . Conscientiousness
the personality traits in postings
mindlessly pass from one genera-
Openness

tion to the next with little critical to experience

thinking. It happens without
regard for the position’s or com- Extroversion
pany’s actual needs. Just as dis-
appointing, this stagnation runs Agreeableness
counter to the evolving procure-

Resistance
to stress

ment role requiring openness
to experience and extraversion
for success in meeting future

procurement challenges.

Toward a professional purchasing posting
Enough on what doesn’t work. In fact, we could write
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ADVERTISEMENT

Self-control, organization, reliability

Curiosity, originality, creativity

Sociability, communicativeness, initiative

Cooperation, warmth, trust

Calmness, self-control, emotional stability

several thousand more words

BUYER
EQUENCY  ASSESSMENT

Source: Authors

on procurement postings that
miss the mark. But the point
has been made: An effective
posting requires a thorough
understanding of the position’s
responsibilities and what is
needed for someone to be
successful in that role.

So, let’s shift the focus to
professional postings that are
well targeted, easy to under-
stand and comprehensive.
Following are some guidelines

to writing professional postings

most likely to lead to inter-
viewing the right candidates
right off the bat.

Now remember, in the 400-plus postings we reviewed,
none fulfilled the professional category introduced in Table
1. What follows is our take on what is needed to draft
a quality posting that is targeted, clear, informative and

reaches out to potential candidates. It is also important to

Personality traits in job advertisements

OCCURRENCE OCCURRENCE
IN JUNIOR IN SENIOR

MANIFESTATION ADVERTISEMENTS ADVERTISEMENTS

20.0%

10.0%

006000

Source: Authors

reiterate that getting there requires input from HR, pur-
chasing and other relevant departments. Otherwise, the

posting is written in a vacuum, but the person who takes
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the job will not operate in a vacuum of any sort.

As you can see in Table 4, we broke the process down to

“what is needed in the posting” and “why.” The eight

“whats” are:
1. procurement-focused company introduction;
2. key challenge of the position;
3. degree of centralization and purchasing
sophistication;
4. purchase categories and their complexities;
5. buyer seniority and expected expertise;
6. skills and competencies;
7. personality traits; and
8. rewards and benefits.

TABLE 4

Denver has a versatile procurement portfolio of
$200 million under management. The procure-
ment director reports directly to the CFO.”
The first paragraph must subliminally sell to
the right candidate. Large purchasing organi-
zations should imply high-calibre colleagues,
sophisticated tools and processes, internal
support, supplier motivation and innovation
potential. On the other hand, smaller procure-
ment departments should emphasize a more
versatile portfolio under management, flexible
procedures, empowerment or a flatter organiza-

tional structure.

Professional purchasing job advertisement template

WHAT WHY

Purchasing focused
company introduction

Key challenge

Degree of centralization
and purchasing sophistication

Purchase category
and its complexity

Buyer seniority and expertise
Skills and competencies
Personality traits

Rewards and benefits

The remainder of this article explains the “whys”

for each of those eight.

Procurement-focused company introduction.

From this starting point, the company is described

and positioned through the lens of the purchasing

department. It should, therefore, start with a brief,

procurement-focused company introduction. It

includes basic information about the company and

its purchasing organization such as department size,

annual spend and organizational structure. It might

read like this: “A family-owned metal processing com-

pany with a small procurement team of four located in

scmr.com
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Opportunity to “sell” the company and its purchasing organization.

Formulate an appealing job challenge.

Describe the decision autonomy.
QOutline the critical procurement levers used.

Provide relevant information about the purchase category.

Indicate the actual job complexity.
Filter out the unsuitable candidates.
Highlight what personality type will excel on the job/company.

Save everyone’s time and effort.

Source: Authors

Key challenge of the position. In a tight
labor market with scarce talent, the posting

is never just about filling a vacancy. It must
convey an appealing and professional growth-
relevant challenge. Generic job descriptions
must, therefore, be avoided: “The sourcing
specialist implements the corporate strategic
sourcing and vendor management function and
associated processes to ensure the company is
supplied with the highest level of quality and
in the most cost-effective manner.” Instead,

the posting should highlight a short, easy to
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Matching procurement skills

understand and attractive challenge: Establish
a purchasing category from scratch, apply the
design-to-cost for all major investments, or
form and manage a team of 10 procurement
specialists.
Degree of centralization and purchasing
sophistication. The third paragraph of the
posting informs candidates about the job itself
and answers their fundamental question: Do |
want to work in this purchasing environment?
Unfortunately, most postings only provide
a long shopping list of commonplace procure-
ment activities that imparts little information
of value to a knowledgeable candidate. One
description with little value could read like
this: “Monitor market trends and conditions
to ensure that the contract portfolio is bench-
marked appropriately.” Instead, the section
should enhance the introduction and inform
candidates about the degree of purchasing
centralization and decision autonomy. Here’s
an example: “The decentralized procurement
structure encourages strategic buyers to define
the category strategy and take the key deci-
sions.” Or it might read: “The local sourcing
manager implements the global category strat-
egy established at the central level.”
Additionally, the degree of purchasing
sophistication outlines the procurement matu-
rity in terms of processes, tools, collaboration
and critical procurement levers necessary to
complete the job successfully. The description
could read like this: “Our mostly informal pro-
cesses, ad hoc communication channels and
arms-length supplier relationships call for an
operative/negotiation-focused buyer.” Another
example is: “Procurement department relies
on robust processes, deep integration with
other functions and intensive supplier involve-

ment. Hence, advanced value engineering,
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total cost of ownership and category manage-
ment skills are key to success.” Yet another
could be: “A a recognized SCM leader, our
success depends on supply chain perspec-
tive, intensive supplier development and
value-based purchasing.”

Purchase categories and their complexi-
ties. Most postings provide only rudimentary
purchase category descriptions, services or
indirect spend. Yet, this does not help the
candidates understand whether they are
interested and qualified for the job.

Instead, the posting should characterize
the purchase categories in some detail and
position them on the purchasing matrix.
Here’s an example: “You will manage $40 mil-
lion divided into non-critical services such as
security, catering, cleaning and bottlenecks
like audit, legal and consulting. The business
currently manages the latter with little mean-
ingful involvement from the procurement.”
If multiple categories are managed, this
should be emphasized along with providing
a list of the key categories. While this may
deter some applicants, others may be strongly
attracted to a versatile purchase portfolio
under management.

Buyer seniority and expected expertise.
It is important to focus on the candidate
and describe the expected buyer seniority
and expertise level. Unfortunately, assuming
a link between seniority/expertise and the
number of years in procurement/management
function is misleading. Instead, describe
the team under management because even
“specialists without prior management
knowledge” may be suitable for “leading an
experienced group of senior commodity buy-
ers” while “seasoned managers with a mul-

tinational company background” are needed
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for “restructuring the purchasing department
of 20 buyers within the newly established
centralized procurement structure.”

As for the buyer expertise, provide a
detailed description of what the ideal candi-
date does today. For example, a junior buyer
“currently executes steel frame agreements
and resolves supply related problems.” Mean-
while, a senior buyer “manages the steel cat-
egory strategy, negotiates contract terms” and
the expert “develops strategic steel suppliers
and applies the total value of ownership
perspective to improve the specification and
supply chain continuously.”

Skills and competencies. The required
buyer seniority and expertise determine the
optimum mix of skills and competencies.
These may be derived from an internal com-
petency matrix, defined with the purchasing
manager, or drawn from existing commer-
cial frameworks. Avoid generic phrases like
“strong organizational, communication and
analytical skills.” Instead, it is good practice
to explicitly name the top three most relevant
and differentiating skills, such as “proven
track record of managing cross-functional
design-to-cost teams,” “familiar with procure-
ment on commodity exchanges” or “basic
understanding of environmental and social
sustainability reporting.”

If you care for formal procurement educa-
tion and/or professional certificates, do men-
tion them specifically. Finally, high-quality
postings clearly distinguish between nice-to-
have and need-to-know skills.

Personality traits. Considering the new
purchasing roles such as procurement data
scientist, innovation catalyst, procurement
4.0 or sustainability expert, more diverse

buyer personalities will be required. Many

companies may even hire for personality and
train for skills. In the light of these chal-
lenges, the personality traits section must
move beyond the generic, one-size-fits-all
clichés and reflect the company culture and
the challenges ahead.

Unlike previous sections full of procure-
ment-specific terminology, the personality
traits section must be formulated in a lay-
man’s language. Instead, simple descriptions
are preferred for openness to experience,
such as “you are creative, embrace change,
try new things, naturally inquisitive, and
seek new knowledge.”

Rewards and benefits. The last paragraph
should outline the rewards and benefits. The
decision to disclose a salary range is entirely
at the company’s discretion. However, keep
in mind that buyers are pragmatic people
and know their value. Our interviews sug-
gest that salary transparency saves many
misunderstandings, especially for highly
qualified purchasing positions. Interestingly,
practitioners are particularly sceptical of
“we offer a competitive salary package.” And
even if you offer below-market conditions,
you may still be attractive to high-calibre
applicants who look for a better work-life
balance or have just moved into your area.

We believe that a professional job post-
ing also positions a company to prospective
candidates. The recommended structure of
a posting requires thorough preparation and
intensive coordination between HR and the
purchasing director.

As those 265 procurement mangers made
clear, taking extra effort up front to make the
posting informative and motivational will be
rewarded with more relevant candidates and

less time spent in hopeless interviews. oD
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FORCE %g]AJEURE

Acts of God and other

force majeure events

Five ways to mitigate uncontrollable SCM risks.

BY MARK TROWBRIDGE

f there’s one word that characterizes the past two
years, it is instability. Companies across the globe
accustomed to predictable, stable and sustainable supply
chains have been grappling with risks and disruptions
that are outside the control of their organizations. It's
no surprise then that operational sustainability has
emerged as a major theme for supply chain leaders, one
that now incorporates supply chain stability. Afterall,
innovative companies are finding ways to return to the
pre-pandemic period of relative predictability. This
heightened focus on identifying potential disruptors
in advance of a disruption has naturally begun to
encompass the portion of the supply chain that
occurs outside of the enterprise itself—upstream and
downstream supply chains.
Upstream includes the suppliers that create goods
and services used in a company’s operations; whether as
components, raw materials or ingredients that flow into

“direct” manufacturing as raw materials, or the indirect

products and services which facilitate the company’s
actual operations. The downstream supply chain
includes the partners and suppliers an organization
relies on to efficiently distribute and deliver its own
products or services to its customers. Whether
upstream or downstream, contracted suppliers need
to be proactively managed to minimize financial,
confidentiality, operational, reputational and legal risks.
One of the most challenging categories of risk
management has been, and continues to be, exposure
to force majeure events, including events referred to
as Acts of God. This article will discuss:
e the history of the term force majeure;
e what a force majeure event is;
® a typical force majeure contract clause
(who it protects
and the potential protections and exposures); and
e five key ways to protect your supply chain from

force majeure risks.

Mark Trowbridge, CPSM, C.P.M., MCIPS, is a principal with Strategic Procurement Solutions, LLC.

He can be reached at M Trowbridge@StrategicProcurementSolutions.com
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Navigating force majeure

Force majeure
The term force majeure may sound Latin, but it’s actually
French. Translated correctly, it means overwhelming force.

The concept of force majeure originated in French civil law
and is an accepted standard underlying many jurisdictions
that derive their legal systems from the Napoleonic Code.
The use of force majeure language accelerated around the
globe due to World War II, when France, like many European
nations, was overrun by the German army. The Germans shut
down French businesses and converted many factories into
the production of munitions.

After the war ended, companies whose owners had survived
the war returned to their normal business operations. But the
story did not end happily. Lawsuits were filed, whereby prior
customers of the French companies sued them for breach of
contract due to their failure to deliver product volumes during
the military occupation of France. Some of the manufacturers
had force majeure protections in their contracts; those without
such protections were required to pay substantial damages. In
some cases, owners without protections lost in court what a

world war had failed to take away.

An Act of God
A force majeure event has classically been associated with an
Act of God; that is an event for which no party can be held
accountable. Acts of God might include natural disasters like
Hurricanes Katrina or Sandy, earthquakes or flooding like that
which hit Japan in 2011. But the definition also includes human
actions beyond the reasonable control of a contractual party, such
as war, changes to governmental policy and industry shortages. A
force majeure event might also be one that is out of character for
a region, such as the winter freeze in Texas in 2020. This event
was so out of the ordinary in that state that many force majeure
protective contract clauses kicked in for affected suppliers. Unlike
in France, where force majeure is often an assumed protection in
contracts, in other common law systems like those of the United
States and the UK force majeure clauses are acceptable, but must
be more explicit about the events that would trigger the clause.
There are exceptions. The general concept of force majeure does
not apply when there is a reasonable probability of occurrence.
So, if a manufacturer chooses to outsource production to a
location in a politically unstable region, they may not be able to

claim force majeure protections due to production failure.

Who does force majeure really protect?
In the field of procurement contracting, it is important to realize

that a force majeure clause usually exists for the protection of
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the supplier and not the buyer. Aggressive suppliers desire
this protection, and often push to carve out overly-broad
aspects of relief.

But smart buying organizations can also strategically insert
protections into the force majeure language to provide options
in the event of an occurrence. Most important is that a buying
company is not locked into exclusivity commitments without
recourse regarding a non-performing supplier.

Indeed, some suppliers have overly broad force majeure
protections. Early in my career, | recall the boilerplate contract
language of a leading provider of copiers being excluded from
performance as the result of “proximate detonation of a nuclear
device.” Upon reading that, I recall thinking: “If a nuclear bomb
goes off, the last thing I'm going to worry about is whether my
staff can make copies.”

But, smart buyers can insist on force majeure language that
protects their interests. More about that below. A typical force
majeure clause might look like the example on the following
page. Note that this example lists “military action or inaction”
as force majeure causes. This goes back to the second world
war. To this day, historians are still divided as to whether the fall
of France was most attributable to German strength or French
indecision. Hauntingly similar, as I'm writing this article, the
Ukrainian Parliament has just voted to grant their citizens the
right to carry firearms—the same day that the Russian army
had already begun to invade the country. Would future force
majeure claims be better attributed to military “action” or
“inaction?” Time will tell. So, we see both addressed in typical
force majeure language. But that’s another story.

Our clause example contains several important elements.
First, it defines a force majeure event. This is critical because
otherwise, too many excuses could be granted to a supplier for
non-performance. Second, it establishes a notice process and
protected timeline for non-performance by the party claiming
the force majeure protection. Third, it establishes the right of
the other party to terminate all or part of an affected contract if
the allowed force majeure period exceeds a particular duration.
Fourth, it permits the other party to source similar goods during
the affected period, without penalty.

Without this formula, too often force majeure contract
language becomes a security blanket protecting only the
supplier. So, as buyers we need to carefully consider what

force majeure language does and does not contain.
Five key techniques to protect your supply chain

Let us next explore five techniques to prepare for and

navigate through force majeure challenges.
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Force majeure

A. No liability shall result to either party from
delay in performance or from nonperformance
caused by circumstances beyond the control
of the party who has delayed performance
or not performed (each, a force majeure).
Such circumstances may include, but are
not limited to, hurricane, flood, earthquake or
other act of God, military action or inaction,
or requirement of governmental authority,
strike or lockout. The non-performing party
shall be diligent in attempting to remove any
such cause and shall promptly notify the other
party of its extent and probable duration and
shall give the other party such evidence as it
reasonably can of such force majeure.

. If the non-performing party who has delayed
performance or not performed on account of
circumstances beyond its control is unable to
remove the cause within 30 days of the com-
mencement of such delay or nonperformance,
the other party shall have the right to terminate
the entire Agreement or any portion of it, with-
out penalty, immediately upon written notice
thereof to the non-performing party.

Notwithstanding the foregoing, throughout
any force majeure delay the other party shall
have all rights to acquire similar product (or
services) from an alternative provider.

Source: Strategic ContractmgTM Strateg|c
Procurement Solutions, 1999-202

Technique #1: Plan for the worst. Over several decades,
experts in enterprise risk management and sustainability have
realized that there are several important factors that must be
considered in planning for force majeure events.

One factor is to consider the likelihood that a particular
type of event may occur. If you have a supplier plant located
in California, it's wise to have a contingency plan oriented
around the occurrence of an earthquake. Similarly, if your
plant is near the Gulf Coast, it's prudent to be prepared
for a hurricane. These types of force majeure events have a
probability that can be forecasted to some degree.

A "black swan” event is one that cannot be statistically

anticipated. Many did not consider that an event such
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as COVID-19 could occur—until it did. The world’s best
insurance actuarial could not have forecasted 9/11. So, being
prepared for “black swan” events means that a diversified
strategy for dramatic change must always be in place.
Another preparation factor is to design a game plan to
offset the occurrence of such an event. Consider just a few
of the events we experienced in 2021 and 2022.
e Container shipments were constrained by labor
issues in California ports.
¢ There were dramatic increases in the cost
of transportation.
¢ Global availability of paint and resins was
decimated by a winter freeze in Texas.
e War broke out in Eastern Europe.
e U.S. companies are nearshoring production to
Mexico and North America due to constrained
trade with China.
® Maritime passage through the Suez Canal was
stopped by a grounded container ship.
® 40,000 Canadian truck drivers participated in

weeks of protests.

Technique #2: Create supply chain optimization and
redundancy. The most important technique to success-
fully transition a range of force majeure events is to design
and deploy a robust supply chain. It is essential to diversify
the location and capacity of your portfolio of key suppliers.
There must be multiple qualified sources of supply for each
important product or service needed by your operations.

For strategic sourcing diehards like me, this mean that
as part of initial strategic sourcing and supplier selection,
enterprise risk management (ERM) principles should
be deployed to avoid over-consolidation of the supplier
community. Too often, aggressive sourcing groups (and their
consultants) choose to award a sole contract to a single
source contractor. That works fine until a disaster occurs,
such as financial failure of the supplier or a plant shutdown.

Proper strategic sourcing must select a balanced supplier
portfolio to either (i) provide multiple plant or data center
redundancy under the same provider (such as the ability to
manufacture or perform services in multiple locations); or (ii)
segment the provider relationship across multiple suppliers in
a tiered primary and secondary contractual manner. Important
note: Merely having a list of pre-qualified suppliers doesn't
accomplish your objective, as it can dupe you into falsely
believing you can turn to any of the alternatives during a time

of need to fulfill your requirements. That mindset can lead
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to failure during a true force majeure event, as providers
will always prioritize their most-loyal customers. They are
not going to jump through hoops to support a low-volume
customer that gives most of the business to their competitor
during easy times.

Diversifying your supply chain will ensure that you can
sustain supply chain operations even in the event of a

failure in one production location.

Technique #3: Have the right force majeure contract
language. 1t is very important for buying organizations to
insist on force majeure language that protects them as much
as it protects the supplier during disruptive events. The
clause example earlier in this article might be a starting
point to review with your legal counsel.

Key things your language should provide are as follows.

e Carefully define what really qualifies as a force majeure
event. For example, when our firm was tailoring a course
on strategic contracting for a large Gulf Coast energy utility
client, a colleague reviewing their procurement group’s
template agreements noticed something odd. The utilities’
own template contracts for emergency “right of way”
vegetation clearance services along power line corridors during
storm occurrences contained a generic force majeure clause
that allowed non-performance “during times of inclement
weather.” Their own language eliminated performance during
the time when services were needed most. Our discovery
of this conflict immediately resulted in 150+ contract
amendments being executed with a large group of contractors
to change the force majeure clause. Those amendments were
completed just before the arrival of Hurricane Katrina.

e Don't let the supplier off the hook for loss of profitability.
Some suppliers want to be protected from any marketplace
price changes which lessen their profits. They don't want to
bear additional costs like air freight to fulfill their customer
obligations. You may be forced to accept some protections for
the supplier, but a helpful principle is to protect the supplier
from financial loss, but not from reduced margins (or break-
even performance) during the force majeure event.

e Preserve your rights not to be affected by the supplier’s
non-performance. Open the door for your company to have
other options.

Having protective language in each agreement is a
huge advantage for a buying company when the world
turns upside-down. But rarely can we retroactively amend
contracts after a force majeure event occurs in order to gain
protections. The time to address this is now.

Apple’s approach is a good example. Its contract language is
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rumored to include a concept called, “first right of resumption.”
According to sources familiar with Apple, this concept gave Apple
superior rights during the devastating 2011 Tohoku earthquake
and tsunami that decimated Japanese manufacturing for
months. Sources say that Apple’s protective language required
many of the affected suppliers to prioritize fulfillment of Apple’s

backorders before working on any other customer’s output.

Technique #4: Build the ability to monitor and manage
every supplier.

In a 2021 study, CAPS Research characterized the maturity of
companies’ supplier risk management programs in the following
chart. Note that in Figure 1, immature programs (on the left)
tend to have limited visibility to visibility into the supply chain,
while mature programs (on the right) have increasing visibility
and management alignment to a buying organization’s entire
portfolio of supplier risk.

When I discussed this chart with Denis Wolowiecki, executive
director of CAPS Research, he said: “It is critical for less mature
supply organizations to move beyond reactionary responses
following the impact of a supply disruption. Top performing
companies differentiate themselves by proactively identifying and
managing risk in their supply chains.”

The question then is: “How can visibility, and resultant stability,
be created across my portfolio of several thousand suppliers?”
The good news is that this no longer requires excessive staff
build-ups or costly subscriptions to external providers of supplier
risk data. Dramatic change is coming to the supplier risk space
similar to the entrance of Amazon, Uber or DoorDash in their
respective industries. Interestingly, one of the largest and fastest-
growing supplier risk management companies neither advertises
nor participates in technology solution reviews™. At no cost to a
corporate customer, this provider performs the following types of
risk management services for every supplier:

e verification of supplier taxpayer registration;

e predictive financial stability tracking (active

monitoring and notification);

e digital validation of supplier insurance policy coverage(s);

o checking of supplier against 1,500 governmental watchlists
(terrorism, rare earth minerals, environmental, restricted
country/provinces, labor law violations, child labor
practices, slave labor, human trafficking, etc.);

e cybersecurity review of supplier website exposure;

e monitoring of legal judgements and liens against
each supplier; and

® monitoring of 30,000 global media sources for negative
news accounts about the supplier (often force majeure
related).
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Technique #5: Proactively manage key supplier
relationships. Once you have a foundation that provides
insight and monitoring of every supplier’s risk exposure, a
proven method of risk avoidance is to Pareto all supplier
portfolio companies into categories based on financial spend
or assigned risk using techniques. For example:
e Class A suppliers (the 15% of suppliers representing
75% of total spend);
e Class B suppliers (the 25% of suppliers representing
15% of total spend); and
e Class C suppliers (the 60% of suppliers representing
10% of total spend).

performance. Class C suppliers are rated and moved up
or out based on their ability to meet objective objectives
regarding risk preparation and performance. Using data from
your supplier risk solution® and ERP or MRP technology
tool, also consider tracking all suppliers’ performance and risk
exposure and notifying the supplier of needed improvement.

By now, it should be clear that it's imperative to proactively
manage supplier risk. This is especially true with regards to
force majeure events. Using these five techniques can prepare
any organization to navigate through force majeure events as
well as disruptive occurrences that seem to be part of the

new normal.

FIGURE 1

Supplier risk management maturity model

FOUNDATIONAL

e Supplier risk
not managed

® Policies do not exist

® Siloed, ad-hoc
processes

* No formal or dedicated
team structure

* Supply managers react
to risks and crises as
they arise

® Supplier dependency
and impacts not
assessed

STRUCTURAL

o Effective approaches and
processes developed but
inconsistently applied

¢ Policies exist with
limited governance

e Commodities and
categories selectively
prioritized

* Risk factors identified

e Standard assessment
questions developed

e Tier 1 suppliers
segmented, and
dependency mapped

* Emergence of
dedicated roles and
risk talent strategy

¢ Descriptive analytics

Ay

ALy
s

ACTIONABLE
INTELLIGENCE

® Functioning, proactive
supplier risk program

® Formal assessment and
risk tier methodology
standardized

 Inherent and residual
risks assessed, but
appetite unknown

® Sub-tier supplier
dependency minimized

* Program not integrated
with expertise risk
management

® Increased investment
and executive support
developing strategic
risk management talent

¢ Predictive analytics,
decision trees,
total cost

EMERGING
INFLUENCE

® Formal program
executed globally;
includes risk validation,
audits, and governance

® Business continuity
strategy alignment

* Executive level risk
committee reviews
risks, mitigation plans

* Risk reviews during
new business/product
development

e Tier 1 suppliers actively
monitored; sub-tier
suppliers mapped

® Robust risk talent
development and
training

e Scenario planning and
prescriptive analytics to
quantify effect of future
decisions

STRATEGIC
INTEGRATION

* Holistic management
of suppliers and third
parties at an enterprise
level

® Active risk monitoring
and management of
sub-tiers

 Risk decision-making
owned by business

* Execution level
governance review

® Supply chain resiliency
strategies developed

* Risk identification,
mitigation, at front-end
of new business/
product development

¢ Increased risk appetite;
manage risk-reward
tradeoffs to achieve
goals, competitive
advantage

* Analytics automation
using machine learning
to run experiments and
adjust actions

Source: Supplier Risk Management Maturity Model, CAPS Research & Arizona State University, 2021

Using these types of categorizations, strategy coaching and
feedback can be developed. This should address strategic
preparations to manage through force majeure events but
can also dovetail nicely with overall supplier performance.
Often Class A and some Class B providers are met within
model to identify

a parent/teacher/student coaching

improvement opportunities and corrective actions for deficient
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Astronaut Jim Lovell once said: “There are people who
make things happen, there are people who watch things hap-
pen and there are people who wonder what happened.” The
same is true regarding force majeure supply chain events if
we're not prepared. QXD

PR

*Contact author for identity of supplier risk provider.
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Buy now, pay later:
[s it a supply chain thing?

Buy now/pay later is one of the hottest trends in marketing, creating
new sales for organizations. It’s also creating headaches for supply
chain professionals from procurement to operations.

BY TAN MILLER

et’s say that you're the manager of

logistics for a major retailer. Led by
the sales and marketing groups, your firm
has recently implemented the latest rage in
e-commerce and retail purchasing practices,
“buy now, pay later,” or what we'll call BNPL.
The program allows consumers to make a
purchase and receive the merchandise today
while making payments over time. Of course,

these programs have been around for years.

Backed by finance companies, they've typically

been offered by companies and services
providers with expensive products that
people used to spend years saving up for,
everyone from your local dentist to finance
expensive dental procedures like crowns
and veneers to furniture retailers. Today,
these programs have gone mainstream: Use
your Paypal account to buy a $60 pair of
shoes online, and Paypal is likely to give you
the option of paying for the purchase over

four payments to six payments.

Tan Miller, Ph.D., is a professor and director of the global supply chain management program at

Rider University. He is also a frequent contributor to Supply Chain Management Review. He can be

reached at tmiller@rider.edu.
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Buy now, pay later

It's easy to see why sales, marketing and finance might
love these programs because they potentially open up a new
sales channel and increase revenue. But what about supply
chain? Perhaps it's not as simple as it seems on the surface
and creates a new set of logistics costs and headaches.

Over the years, you, the supply chain manager, have
made the accommodations necessary to facilitate a lay-a-
way purchase. When a customer purchases via lay-a-way,
you put the item aside in your warechouse or the back room
of a store, and then ship the item to the customer, or they
pick it up in the store, after the final payment is made. You
have to create additional storage space and perhaps a carry
cost to hang on to the item. But, if they customer fails to
make the final payment, the item can still be resold as new.

The BNPL is similar, but different. Now, when the
customer clicks the purchase option after agreeing to make
payments, they take immediate possession of the item, either
picking it up in a store, or after you ship it out to them. That
sounds simple enough. But, one of the things you noticed
is that not infrequently, the customer changes their mind,
cancels the BNPL contract, and returns the item to your
distribution network, just like they'd return any other product.
Sometimes, the returns don't come back for weeks, or even
months, after they've been used by the customer for some
period of time in their homes. What's more, as the volume
of e-commerce orders has picked up, so has the volume of
returns, including those purchased using BNPL.

These returns come back in various used states. In some
cases, the products can no longer be sold again, even on a
discounted, used basis. As a logistics manager, you find
yourself wondering whether the BNPL purchase option is
actually helping or hurting your firm’s financial success, if
you take into consideration all of the costs associated with
handling, returning and potentially disposing of the product.

As the use of BNPL escalates rapidly, logistics
professionals may rightly be concerned as to the potential
ramifications of their firm’s adoption of BNPL on logistics
operating costs, and ultimately on their firm’s profitability.
Further, as the pandemic has intensified the attention
paid to the critical impact of the supply chain on the daily
lives of consumers, logistics and supply chain is playing
an elevated role at your firm. You and your supply chain
team leaders now report directly to the COO or CEO. In
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that role, you have to decide whether now is the time
to insert supply chain and logistics considerations into
your firm’s debate over the merits of BNPL, along with
your colleagues from sales, marketing and finance. And
specifically, you intend to influence your firm to adopt
well-known logistics principles such as “total cost of
ownership” into the BNPL decision-making process.

That’s a big step. To make it, you want to be armed
with facts about the true cost associated with the
BNPL option to your firm. In this paper, we present
a small, straightforward model to quantify the benefits
and costs of BNPL. We envision this BNPL model as
a tool that logistics managers can utilize both for their
own analysis of BNPL, and importantly as a vehicle to
facilitate discussions with colleagues in sales, marketing
and other departments in their firm.

Specifically, this model integrates logistics costs into
the overall analysis of how BNPL affects a firm financially.
It provides a straightforward, easy-to-implement tool to
evaluate the impact of BNPL with logistics-related costs
taken into consideration. Finally, we note that while
the model described here is intentionally simple, it can
readily be expanded to incorporate additional logistics
factors, as well as more advanced analytical methods
such as the utilization of probability analysis in sales
forecasts. (Readers interested in using a more advanced

version of this model can contact the author directly.)

What is buy now, pay later?

BNPL plans were pioneered in the early 2000s by start-up
firms such as Klarna, Affirm and Afterpay. Payment period
durations can range from weeks to months to even years,
depending upon the type of product and the terms
offered by the merchant. Additionally, other financial
terms for the consumer such as the interest rates, penalty
fees, missed payment rules and so on can vary widely. For
example, many BNPL purchase options have no interest
fees, while others may impose substantial fees.

Without question, BNPL is big business. As BNPL
has gained an increasingly strong foothold in recent
years among retailers, and in particular their younger
heavyweight financial firms such as

consumers,

American Express, Paypal and others have joined the
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ranks of BNPL providers. This promises to accelerate the
growth of the BNPL market, which CNBC estimates has
already reached about $100 billion in 2021.

The Wall Street Journal puts the number even higher,
which earlier this year reported that investment firms
like Brigade Capital Management made double-digit
returns in 2021 funding “more than $500 million of ‘buy
now, pay later’ consumer loans.” According to the WS]J,
such direct-to-consumer loans amount to more than $1
trillion loaned each year by private capital. Whichever
number is correct, it's obviously large, and growing
quickly as the investment community looks for higher
returns in an otherwise low interest environment.

As previously noted, BNPL
differs from traditional layaway TABLE 1
programs because the consumer
acquires the product immediately,
before paying in full for the
product, compared to layaway,
where the consumer receives the
product only after the completion

of all payments. Further, third-

a potential source of additional
costs and risks, including logistics-

TOTAL COSTS

) . . Revenue from cancellation fee = $2
party financial providers typically charge on returns
charge merchants a BNPL s 2
service fee of 5% to 6% rather L 810450
than the typical 2% to 3% fees
o ) Lost revenue from returns $
assessed for traditional credit card s
services. This all adds up to BNPL
p Service fee to 3rd party financial firm 2 I $§3§0 _
representing both a potential With
sales (revenue) enhancement _ Increase or decrease $2 BNPL option _
in inventory carrying costs = Without
opportunity for retailers, but also $11 BNPL option
Logistics handling costs of returns | $5 _

related costs. Thus, it creates the
need to evaluate the potential
impact of BNPL on a firm from all
financial and operational aspects,

including logistics related costs.

Annual revenue or cost component '

Sales revenue * _s

Sales revenue of returns $660
that are salvaged and resold [| $

revenues and costs for a firm before and after it offers the
BNPL purchase option to its customers. A firm that has
already implemented BNPL will have before and after
data, while a firm that has not yet offered BNPL to its
customers must develop forecasts. We will discuss later
why firms in either situation may benefit from employing
alternative forecasts of revenues and costs under BNPL.

A quick review of Table 1 illuminates the simple
premise of this model; namely, we compare sales
revenues and logistics related costs pre and post BNPL.
This facilitates calculating the incremental changes in
revenues and logistics costs, as well as the incremental

change in total profit contribution (CTPC) after logistics

A simple "buy now, pay later" cost-benefit model

Projected total
revenue or cost
$ (000)

Incremental change
from offering BNPL
$ (000)

0

$1,773
1 $705

Change in total profit contribution
after logistics and sales related

costs of offering BNPL

' The costs shown are only those logistics and service fee costs directly associated with BNPL which
may vary depending upon whether BNPL is or is not offered to customers (i.e., these are not "total

BNPL, simplified
Table 1 displays a simple Excel-
based cost-benefit model that

evaluates the changes in both

scmr.com

logistics costs" so costs such as transportation costs are not included)
2 This represents total sales revenue (i.e., it is not just sales purchased with the BNPL financial option)

3 It is assumed the 3rd party firms are BNPL financial providers, or in the case of "without BNPL",
the third party financial providers are credit card firms

Source: Authors
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Buy now, pay later

and related costs from offering BNPL.
CTPC is defined as the

total revenues—total logistics related costs, both

difference between

after and before a firm makes BNPL available to its
customers.! For example, the fictitious illustration in
Table 1 indicates that under the scenario modeled,
the firm’s CTPC would increase by $144,000 annually
by offering BNPL. This gain in CTPC would result
because total revenues with BNPL offered rise by
$1,212,000, while total logistics related costs increase
by $1,068,000. The difference of $144,000 between
the incremental changes in revenue and logistics
related costs represents the annual incremental
change in CTPC that BNPL generates for the firm.
The results of the analysis displayed in Table
1 obviously depend on the actual or assumed data
underlying this model. In many cases, firms will
not have before and after BNPL data, and will
need to make forecast assumptions, such as firms
that either have not yet implemented BNPL or
have just recently begun to offer this financial
option. However, even firms that have actual BNPL
experience and data may benefit from exploring
different what-if future scenarios. Tables 2 and 3
review the data assumptions underlying the analysis
shown in Table 1, and set the stage for the what-if

TABLE 2

simulation we will illustrate in Table 4.

Table 2 reveals the revenue and sales related
variables evaluated by the BNPL model. A glance
at the first column shows that before and after sales
revenue, lost revenue, salvage revenue, cancellation
fees revenue and fees for financial services (costs) are
included in this version of our model.?

Columns 3 and 2 display the before and after
values for each of the variables. Columns 4 and
5 allow the model user to enter either actual data
or alternatively to make assumptions (projections)
on the impact of implementing BNPL on a model
variable. Thus, the data points entered in columns
4 and 5 affect the values shown in column 2.

For example, in the scenario displayed here, the
projected or actual increase in sales resulting from
the implementation of BNPL is 10%. This scenario
also assumes that the firm charges a cancellation fee
to customers who don’t make their BNPL payments
(e.g., $100), and it projects the average number of
cancellation fees enforced per year (e.g., 20).

We can observe all of the variables considered
in this scenario, and can also envision how any
other variables pertinent to a particular firm could
be incorporated into the analysis to customize
this model.

Revenue actuals and forecasts and sales related fees

$ 0

Lost revenue from returns I

Sales revenue from returns | $660
that are salvaged and resold I $450

Projected or actual
Revenue from cancellation $2 with BNPL
1
fee charge on BNPL m Current or
before BNPL
Service fee paid to | $660
3rd party financial provider $200

"For firms that charge a cancellation fee on product purchased via BNPL and which is either returned, and/or the customer does not meet the payment

increase with BNPL (%)

% returned with BNPL

% of full price that returns
are sold at with BNPL

Average cancellation fee
charge on customers who don't (&3 [e]4}
meet BNPL payment schedule

3rd party financial firm

Projected or actual

% returned without BNPL

% of full price that returns

0,
60% are sold at without BNPL

Average number of
cancellation fees assessed
per year to BNPL customers

% paid to BNPL % paid to credit card

3rd party financial firm

schedule and the product is re-possessed by the firm - this row captures the revenue obtained from the cancellation charges
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Source: Authors
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TABLE 3

Logistics costs and variables

Sales forecast and actual

Sales stated at cost
for inventory calculations

$
- st000
$
5000

0

Projected or actual
increase with BNPL (%)

Product's standard cost
as a % of sales price

Increase or decrease in
inventory days of supply
needed with BNPL

Logistics handling costs
expressed as a percent of
a product's selling price

Incremental sales stated
at cost from offering BNPL

Firm's annual inventory
carrying cost interest rate

Lost revenue from projected

returns or actual with BNPL

Incremental increase | ¢o
or decrease in inventory
needed to support BNPL
Projected or actual
Logistics handling costs | $11 with BNPL
of returns | $5 I Current or
before BNPL

Table 3 focuses on the logistics related costs and
variables potentially affected by the implementation
of BNPL. For clarity, sales before and after BNPL are
restated from Table 2, and then are calculated at cost to
facilitate inventory calculations. Next, the model evaluates
the incremental change in inventory required to support
BNPL. To facilitate this calculation, the user must input
the change in inventory days of supply required with BNPL
and the firm’s annual inventory carrying cost interest rate.

Finally, the model considers the logistics costs of
handling returns before and after BNPL. For this
calculation, the user must provide the firm’s handling
costs expressed as a percent of the product’s selling price,

and lost revenue before and after BNPL is also utilized.?

A breakeven modeling illustration

Table 4 posits an illustration of how we envision a
manager employing this model to evaluate and facilitate
a discussion of the potential impact of BNPL on a
firm’s profitability. For a firm either considering a BNPL
implementation, or in the early stages of an actual
implementation, developing the after results (i.e., the
after data) may not be clear or settled yet.

In any of these situations, sensitivity or what-if analysis
represents a powerful tool to provide perspective on an
uncertain, difficult to forecast outcome. Specifically, by
utilizing sensitivity analysis, managers can obtain an order

of magnitude, directional view on the potential impact of
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Lost revenue from returns
before BNPL or current returns
If BNPL Is not yet offered

Source: Authors

BNPL. Table 4 presents a what-if sensitivity analysis that
illustrates the insights this tool generates. Now, let’s briefly
review the example in Table 4 and discuss its analytic value.

Table 4 displays the results of seven illustrative
scenarios where the assumed or forecast increase in
sales resulting from the implementation of BNPL ranges
from 0% to 30%. Column 3 shows that depending upon
the increase in sales generated by offering BNPL, our
fictional firm could lose as much as $753 thousand in
profit (if sales remain unchanged) or gain as much as $1.9
million in profit (if sales increase by 30%). Further, this
table reveals that the breakeven point where incremental
sales from BNPL begin to generate a positive contribution
to profit lies somewhere between 5% and 10%.

The value of this analysis lies not in a specific projection
of where the profit contribution turns positive, it is just
over 8% according to the results in Table 4% but rather
in the general range it suggests. In this case, from Table
4, we observe that if BNPL stimulates sales increases of
about 15% or more, we can be confident that the overall
impact on profits will be positive, while if sales increase
by much below 10%, BNPL may have only a marginally
positive—or even negative—effect on profitability.

This range and perspective enhances a firm's decision-
making process by enabling managers to more confidentially
asses the potential or actual value of BNPL for their
operation. For example, while managers may have great

uncertainty regarding a specific sales forecast increase,
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Buy now, pay later

they may have a much higher degree of confidence that BNPL
will generate increased sales of more than X% or less than Y%.
Sensitivity analysis, as illustrated in Table 4, can often provide
sufficient order of magnitude guidance to allow managers to
reach a conclusion or make a decision confidentially.

The bottom half of Table 4 lists the other assumptions
(forecasts) made to generate this analysis. This offers a concise
view of all the variables and projections underlying the what-if
sensitivity results. This perspective is important as the values
assumed for some of these variables, such as the percent of
purchases returned under the BNPL option, may represent best

TABLE 4

guesses. At the same time, other variables such as logistics
costs expressed as a percent of a product’s selling price may
be known data points. By reviewing all of these variables, along
with the alternative sales increase projections under BNPL, a

manager can more confidently assess the results.

Extensions to Table 4 and the model

The analytic results and model displayed in Table 4 can
easily be expanded and customized for an individual firm.
Briefly, the following highlights a few of the extensions

users can implement.

Buy now, pay later: What-if sensitivity analysis

Change in total profit contribution

Projected after logistics and sales related
increase in sales costs of offering BNPL: Total logistics and other BNPL
Scenario with BNPL [rev - logistics related costs] Total sales revenue sales related costs and fees
# (%) $ (000) annual $ (000) annual $ (000) annual
5 0 s
0 0% -$753 - . $10,000 L %9745
s o s
9 . e . . $10,000 L %9745
. $11,000 S %9889
e - I $144 . $10,000 L 89,745
s
o 89,745
s S8 6
. $10,000 L 89,745
s o s 5
. $10,000 L 89,745
e <
. $10,000 o %9745

[0 With BNPL option

I Without BNPL option

Other scenario assumptions in addition to the assumed increase in sales resulting from offering BNPL

0,
Percent of purchases returned -5% 10%
. S 80%
Percentoffullprice thatreturms areressoldat T g0%
0,
Percent paid to BNPL 3rd party and to credit card 3rd party provider H, % 6%
[0 With
isti i 's selling price | 1% BNPL option
Logistics handling costs expressed as a percent of a product's selling price 1 1%

N Without

Product's standard cost as a % of sales price o BNPL option

Firm's annual inventory carrying cost interest rate 0%

Cancellation fee on customers who don't meet BNPL payment schedule
Average number of cancellations fees asessed per year to BNPL customers

Increase or decrease in inventory days of supply needed with BNPL
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Source: Authors
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1. A range of what-if scenario values for any variable (e.g.,
percent of purchases returned under BNPL) can be evaluated.
Table 4 only illustrates a what-if on the percent increase in sales
with BNPL, and holds constant all other variables’ assumed values.
However, this what-if can be done for any other variable also.

2. One can define a larger set of scenarios where
alternative values for two or more variables are utilized, such
as the projected increase in sales and the percent of purchases
returned. Obviously, the number of combinations and scenarios
would increase, but one can feasibly do this.

3. User friendly software such as Microsoft Access, Python
or even Excel Macros can be employed to create automated
versions of this model. For example, a program can be
constructed where the user simply inputs before and after BNPL
data for each variable, and then the program automatically runs

each scenario and generates an output report similar to Table 4.

Modeling considerations

The example presented in Table 4 represents just one concise
illustration of the customized BNPL models a firm can create to
evaluate the potential benefits and costs of implementing BNPL,
taking logistics related implementation factors into consideration.

Obviously numerous other business, marketing and sales
considerations weigh heavily in an evaluation of BNPL, and
may even hold a higher priority and influence on any decisions.
Nevertheless, this model can assure that logistics factors
receive appropriate consideration in a firm’s assessment of
BNPL, and that decisions on BNPL are guided by the “true
total costs” of this financial payment option.

To conclude, we offer the following bullet list of factors to
consider when analyzing BNPL. Some apply more specifically
to logistics related modeling factors, while others would more
generally apply to a BNPL implementation strategy.

1. A firm that offers consumers hundreds or thousands
of products may find it neither feasible nor insightful to
explicitly analyze the potential BNPL costs and benefits for
each individual product. Alternatively, a strategy of evaluating
families or groups (e.g., brands) of products represents an
efficient analytic approach.’

2. Further, certain general product categories may represent
good candidates for BNPL, while others may not. For example,
retailers such as Walmart, Target, Home Depot, Lowes and
others offer an extensive variety of products to consumers,
and their prices range from under five dollars to hundreds and
thousands of dollars. Clearly below some dollar threshold, a
BNPL purchase option does not make sense. Similarly, while
BNPL may work for consumer durable products, it generally

does not for consumer perishable items.
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3. Firms such as retailers utilizing an omni-channel sales and
logistics strategy may have to do their analyses by location, or at
least by categories of locations. Large retailers often provide their
customers many different ways to buy products including:

e purchase from a store location and check out;

¢ purchase online from a store location and drive to a

pickup location outside of the four walls of the store
itself (e.g., drive-thru);

e purchase online and receive home delivery from a

store location;

¢ purchase online and receive home delivery from a

distribution facility; and

e purchase online and receive home delivery with

expedited delivery.

The logistics costs of alternative purchase options in an
omni-channel environment can vary significantly. Hence, the
need to develop analyses (and models) by location category

may be necessary to account for these differences.

The growth of BNPL

The use of BNPL purchase options by retailers continues to
grow at a rapid pace both in the United States and elsewhere.
Further, more long-established financial institutions have
begun to enter the BNPL third-party provider landscape,
joining upstart firms that initiated this financial option.

This will enhance the growth of BNPL as a purchase option
that more and more retailers will implement.

As BNPL becomes more entrenched, it is important that
firms understand the logistics implications and total costs for
their operations of offering BNPL. Straightforward analytic
models, such as those presented in this article, facilitate this
needed evaluation of the logistics impacts of BNPL. o>

SRR

1 Note that logistics and related costs include lost revenue from
returns as well as third party fmancial fees.

2 Other variables pertinent to a particular firm can easily be
added to those shown. One simply has to provide “before” and “after”
data for any additional variable to be included.

3 Lost revenue before and after BNPL is originally input into
Table 2 and shown again in Table 3 for clarity.

4 The actual breakeven point in this example where incremental
sales become positive occurs if sales increase by 8.4% or more.

5 Although it is beyond the scope of this article, in general, a
family or selected group approach for actual implementation pur-
poses often represents a fruitful strategy. Similarly, firms may wish to
pilot or prioritize an actual implementation, and a family or small

group initial implementation can facilitate a pilot.
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How is same-day delivery
becoming a viable strategy
for U.S. retailers?

The pandemic has changed the conversation. Now is the time to
rethink long-standing practices for adoption of a same-day delivery
strategy best suited to your operations.

By Thomas O’Connor

ntil recently, when a consumer was purchasing online from a
retailer and evaluating delivery options at checkout, the faster

the service the more the customer had to pay. However, this is

no longer always the case. Some leading retailers have begun to offer a

same-day delivery service that costs less than two-day delivery and is half

the price of next-day shipping for U.S. consumers.

What is changing the paradigm when it comes to same-day delivery?

While some of what we are seeing today is a result of strategies retailers

began investing in pre-pandemic, the majority
of the shift is a result of the growth in online
shopping during the pandemic. Retailers were
forced to rethink many long-standing practices, for
example with online order fulfillment from stores,
which has had a cascading effect on services such
as delivery of goods purchased online.

The shift to decentralized fulfillment

According to a recent Gartner analysis of the
fulfillment offerings of 50 fashion, apparel and
footwear retailers in the United States, only 8%
of retailers offer a same-day delivery service.
This is because most retailers fulfill their online
deliveries through a centralized model where
orders are shipped from either a single fulfillment
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center or a select few fulfillment centers.

In the United States, parcels from retailers
often need to travel many hundreds or
thousands of miles to reach the end consumer.
Further, traditional carrier networks, such as
those operated by FedEx and UPS, are designed
to service such large geographies, but not to
provide same-day delivery. Expedited delivery
services across these large distances are more
costly than their slower, non-expedited services.

Target, the trailblazing mass merchant, was
one of the first retailers to recognize the oppor-
tunity that a more decentralized fulfillment-
from-store model could provide in terms
of last-mile cost efficiency. In 2017, Target
announced a strategic shift toward fulfillment

scmr.com



from store, and within two years had moved from
30% to more than 75% of online orders fulfilled
from its store network.

The benefits of the model were highlighted by
Target CEO Brian Cornell who discussed in a 2019
earnings call with investors: “As we [Target] move
digital fulfillment from upstream DCs to stores,
we see a significant reduction in expense and we
talked about a 40% reduction. When we go from an
upstream DC to some of our same-day fulfillment
offerings, like Order Pickup and Drive Up, we see a
90% reduction in costs.”

The impact of the pandemic

When Cornell made this statement, many retailers
were skeptical of the scale of cost reduction achieved
by Target through its fulfillment from store model.
Specifically, many retailers questioned the cost benefits
of picking and packing items in a store environment
versus a fulfillment center while not seeing clear benefit
in shifting away from their national carrier partners.

However, as with so many other things, the
pandemic has changed the conversation. To ensure
inventory did not sit idle during pandemic-related store
closures, many retailers invested to develop, accelerate
or advance their capability to fulfill online orders from
stores. Most used this capability to support buy online
pickup in store (BOPIS, also known as click and
collect) or curbside pickup with a smaller proportion
enabling ship from store capabilities.

Where online delivery orders are local to a fulfilling
store location—e.g. within 5 miles, 10 miles or
perhaps 20 miles—same-day parcel delivery may be
possible through small, specialized delivery partners
specific to a region or larger, crowdsourced delivery
providers operating across multiple regions. And
these same-day delivery partners typically provide
services that are cheaper than the overnight or two-
day delivery offerings from the national carriers. This
means, at least in terms of transportation, same-day
delivery is cheaper than the next- or two-day delivery
services enabled through national carriers and
shipped out of centralized fulfillment centers.
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Evaluating same-day delivery strategies

If you already have a fulfillment from store operation
in place and offer BOPIS, perhaps now is the time to
consider exploring a same-day delivery offering. While
you won't have your full range of products available
for same-day delivery, it may open an avenue to better
service your shoppers with the products you do have
in market in a more cost-effective way and without
diminishing profitability.

One way to begin is by adopting crowdsourced
last-mile delivery providers as a new component of
your logistics strategy. These providers typically have
four common process flows, or execution steps, that
make them work—from both a service and cost
perspective. They are as follows.

Orders processed in the platform. Online
orders are processed through a virtual crowdsourcing
platform and the data is aggregated and deployed at
point of shipment—your distribution center, store,
3PL—wherever the pickup origin will take place.

Asset and route optimization. Orders are
consolidated  where possible and dynamically
assigned an optimized route and the packages are
dispatched to the optimized asset (i.e., mode of
transport)—a parcel fleet, gig driver, cargo bike,
delivery van—whatever combination of route and
mode meets the delivery speed requirement at the
lowest cost.

SMS/email

Orders are scanned when loaded or picked up,

track-and-trace notifications.
initiating real-time, track-and-trace mobile alerts to
the shipper, delivery driver and the customer.

Completed delivery and POD. The package
arrives at the final delivery destination and the proof of
delivery (POD) is electronically confirmed in real time.

Finally, to assess the success of any new same-
day service (or other delivery service for that matter)
the business should have clearly defined metrics to
evaluate the success of the initiative. Common mea-
sures include: utilization rate of the same-day deliv-
ery service, on-time performance, net promoter score
(NPS) or similar voice of customer (VoC) metric and
cost-to-serve by fulfillment type. Com>
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Marisa Brown

Using governance to
Improve procure-to-pay

Adopting a global process owner can lead to improvements.

By Marisa Brown, senior principal research lead, Supply Chain, APQC

he procure-to-pay process is essential to businesses

because it encompasses the processes of purchasing

is senior
principal goods and services, receiving them and then pay-
research lead, ing for them so that an organization can in turn deliver a
supply chain solution to customers. The process is also complex due to
management, its many moving parts and the fact that it spans both the

APQC. procurement and finance functions.

She can be The challenge to many organizations is that these

reached at
mbrown@ functions operate in silos rather than one process that happens to span different

apgc.org. working as one seamless process. This business units.

situation presents an opportunity for
organizations to streamline activities
to ensure increased interaction and
alignment between procurement and
accounts payable.

The solution is to adopt an end-to-
end process for procure-to-pay. This is
a radical shift in thinking for many orga-
nizations, which still focus on function
without considering procure-to-pay as

FIGURE 1

We can see organizations’ current think-
ing about procure-to-pay in how they set up
governance for the business units involved
in the process. As shown in Figure 1, only
30% of organizations have structured their
procurement and accounts payable units
into one team that reports to the same exec-
utive, and 28% of organizations have these
functions as separate teams reporting to
separate executives.

Procure-to-pay process governance

Procurement and accounts payable are separate teams
reporting to separate C-suite executives 28%

Procurement and accounts payable are separate teams
reporting to the same C-suite executive (e.g., CPO or CFO) 42%

Procurement and accounts payable are one integrated team
reporting to the same C-suite executive (e.g., CPO or CFO) 30%

Source: APQC
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APQC'’s research into procure-to-pay has
shown that moving to an end-to-end model
enables a holistic view that helps com-
munication and collaboration between the
procurement and accounts payable groups.
Additionally, it can support organizations in
their supply chain areas of focus, as many
have made procure-to-pay a top area of focus
for 2022. Yet adopting a new model is not an
undertaking that organizations should enter
without first considering how to lead the
change and ensuring that internal communi-
cations are maintained throughout the effort.

Procure-to-pay as a priority
Factors related to procure-to-pay are priorities
for supply chain organizations this year.
Among organizations participating in APQC
research, process standardization was one
of the top five trends anticipated to impact
supply chains over the next three years. This
shows a willingness among organizations to
update processes such as procure-to-pay to
better align and define activities.

When it

improvements to supply chain processes, a

comes to implementing
lack of collaboration across functions and
externally is the primary obstacle hinder-
ing organizations’ improvement (Figure 2).
Limited workforce engagement and com-
munication challenges are also among the
top five obstacles.

FIGURE 2

Internal collaboration is key to ensuring
business units are aligned in their procure-
to-pay activities. Further, collaboration with
external groups, namely strategic suppliers,
is essential to ensuring that an organiza-
tion’s supplier relationship management
efforts are working toward mutual goals.

Communication ensure that
efforts

ness units and that any challenges are

helps
remain aligned across busi-
addressed. Adequate communication is
also key to conveying the importance of
the procure-to-pay process internally so
that purchases are made, and vendors are
paid, in a timely manner.

Collaboration, communication  and
workforce engagement are closely relat-
ed: Collaboration not only supports work
across groups but also increases work-
force engagement and helps organizations
to overcome communication challenges.
Organizations must work on all three fac-
tors to support improvement of the end-to-
end procure-to-pay process.

Overall, supply chain professionals are
focused on improving their procurement
functions in 2022. In its annual survey of
supply chain professionals, APQC found that
supplier relationship management (SRM) is
the top focus area in sourcing and procure-
ment for 2022 (Figure 3). Procure-to-pay is
among the top three focus areas.

Top obstacles to improving supply chain processes

Lack of collaborations across functions and externally [Iae 7
Regulations/requirements make change difficult sl
Limited workforce engagement [[Es7
Communication challenges _
Technology gets in the way [[INIEEEE7
Too much change [IIIIs291
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Source: APQC
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FIGURE 3

Top five 2022 sourcing and procurement focus areas

s

e

VENDOR/SUPPLIER  AUTOMATION PROCURE- ANALYTICS TALENT
RELATIONSHIP AND TO-PAY ACQUISITION
MANAGEMENT DIGITIZATION AND RETENTION

SRM is closely linked to the procure-to-pay
process. How well an organization conducts
SRM can make an impact on its ability to order
and receive materials in a timely manner. This
partly relies on the organization’s collabora-
tion and communication capabilities; without
the ability to develop closer external relation-
ships, the organization’s procure-to-pay activities
will suffer.

Start improvement with governance

Many of the challenges arising within an
organization’s procure-to-pay activities stem from
a lack of clarity about roles and responsibilities.
Especially if the procurement and accounts
payable units have a separate reporting structure,
there may not have been an explicit division of
tasks between units. As a result, staff members
may see the process as too complex and shift
their focus to day-to-day tasks rather than
strategic work.

APQC member organization ScottMadden
has identified and shared three symptoms that
indicate an organizations procure-to-pay process
needs improvement. They are as follows.

1. Unclear roles. Employees in roles intended
to focus on transactional activities are asked to
take on strategic work, or vice versa.

2. Activity without achievement. Business
units or vendors see the organization’s procure-
ment activities as inhibiting what they need
to accomplish.

3. Uncertain service areas. Procurement has
centralized activities and other business units are
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Source: APQC

uncertain of how to access procurement, which
may lead other units to try to work around the
procurement process.

The solution to these problems is an overhaul
of the end-to-end procure-to-pay process to one
that includes the following:

» clear role definitions;

» effective processes and systems; and
access to

» business unit procurement

through multiple channels.

Benefits of a single owner

A key component of improving procure-to-pay,
and an essential way of ensuring a successful
update of the procure-to-pay process, is to give
the end-to-end process a single owner. This helps
to avoid some of the common issues that arise
when business units operate independently of
each other.

One such issue is the inability to consider the
impacts procurement and accounts payable have
on each other and the organization’s external rela-
tionships. For example, a decision to hold off on
paying a particular supplier can affect the rela-
tionship between procurement and the supplier.

The effects can extend to the vendor’s abil-
ity to continue providing goods and services to
the organization. Identifying one process owner
supports a balanced approach to refining an
organization’s procurement and accounts payable
capabilities, ensuring that process improvements
do not negatively affect the activities of either
business unit.

The individual filling the process owner role
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must have skills beyond those related to pro-

curement or finance. Relevant expertise
enables the individual to take a holistic view of
the end-to-end process, but soft skills enable
the process owner to bring units together that
have not necessarily interacted before and to

lead staff who may be hesitant to change.

Build on improvement

Many organizations have prioritized the
improvement of their procurement processes
this year and procure-to-pay is among the top
areas in which organizations plan to dedicate
their efforts. Adopting central governance of
procure-to-pay offers organizations the chance
to streamline efforts that will lead to greater
communication and collaboration both with
internal business units and external vendors.
It also sets the stage for an update of an
organization’s procurement model to optimize
performance. Design and implementation of a
new procurement model involves a deliberate
process of gathering information on current
performance, designing the model and then
implementing the model.

When assessing current procurement per-
formance, an organization may conduct site
visits and interviews to understand the cus-
tomer (and stakeholder) experience; assess
current work activities and performance met-
rics; gauge satisfaction among customers (and
stakeholders); and evaluate leading practices
among peers and competitors. The results
of these assessment efforts then inform the
design of the model.

Implementation of a new model requires
multiple workstreams that include planning
and project management throughout. The
organization will need to consider policies and
procedures, organization and staffing, com-
munication and change management, neces-
sary technology and facilities changes that
can result from a new model. The organiza-
tion should ensure that stakeholders for the
procure-to-pay process are involved early and
often throughout the process.

It is also important that responsibilities
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and accountabilities are made clear early on
so that staff members can understand any
changes to their work.

The effort of revamping procure-to-pay
takes time, but there are indicators that
show whether the efforts are successful.
When done properly, positive results from
the model can be seen soon after launch.
Stakeholders clearly understand the process
and system changes that come with the new
model and procurement and accounts pay-
able staff members are clear on their roles
and responsibilities. Organizations’ report-
ing and analytics provide transparency into
purchasing and payables status and spend.
Additionally, the organization’s suppliers are
aware of the change and begin to see ben-
efits from improved efficiency and reduced
transaction costs.

Organizations are poised to make posi-
tive changes to their procure-to-pay pro-
cess. To streamline efforts and increase the
collaboration and communication between
procurement and accounts payable, orga-
nizations should adopt centralized gover-
nance of the end-to-end process. They can
build on this by revising their procurement
and payables models to ensure the greatest
alignment that leads to results seen soon
after launch. o>

About APQC

APQC helps organizations work smarter,
faster and with greater confidence.
It is the world’s foremost authority in
benchmarking, best practices, process and
performance improvement, and knowledge
management. APQC’s unique structure
as a member-based nonprofit makes it a
differentiator in the marketplace. APQC
partners with more than 500 member
organizations worldwide in all industries.
With more than 40 years of experience,
APQC remains the world’s leader in
transforming organizations. Visit us at
apqc.org and learn how you can make best
practices your practices.
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Leading carrier executives say a key strategy for staying
on top is creating a company culture that “sets the tone
for everything and everybody.” Investing in new equipment,
driver training and salaries doesn’t hurt either.

BY JOHN D. SCHULZ, EDITOR AT LARGE

n the mid-1990s, a trucking entrepreneur named ~ management guru Peter Drucker: “Culture eats
Bob Robertson, then ascending to the top ranks strategy for breakfast seven days a week.”
of the industry as chief of Con-way Inc., turned Con-way is long gone—now a part of XPO Lo-
some heads with a statement that rucking gistics—and Robertson has retired to Florida. But

executive should have memorized. When asked the quote still works. When considering what keeps

about his company’s success, Robertson thought the Top 50 carriers atop Logistics Management's

a minute and then recited a line made famous by annual listing during the uneven freight years

58 SuprprLy CHAIN MANAGEMENT REVIEW . MAY/JUNE 2022 scmr.com




since the COVID-19 pandemic upended nearly The secret to a great company’s culture, Orr
everything, betting on a company’s culture is still  explains, “is having the right players with you
relevant today. who are as good or better than you. Having a

“Culture is first and foremost,” says Greg Orr, committed group who know where we need to
president of CFI and executive vice president for improve and are able to tie everything to that.
U.S. truckload for TFI, the 17"-largest TL carrier. Then they have ownership and take accountabili-
“It sets the tone for everything and everybody.” ty to drive you to the results that you need.”
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PEDAL TO
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TOP 25 LESS-THAN-TRUCKLOAD CARRIERS: 2021 REVENUES

(Including fuel surcharges)

2020 Revenue 2021 Revenue YoY % Change
Carrier name ($ million) ($ million) 2020-2021
1 FedEx Freight* $7,115 $8,594 20.8%
2 0ld Dominion Freight Line* $3,961 $5,177 30.7%
3 Yellow Corp* $4,488 $5,078 13.1%
4 XPO Logistics* $3,575 $4,192 17.3%
5 Estes Express Lines $3,068 $3,783 23.3%
6 TFI International (US Only)* $2,898 $3,179 9.7%
7 ABF Freight System* $2,036 $2,518 23.7%
8 R+L Carriers $1,973 $2,427 23.0%
9 Saia Motor Freight Line* $1,822 $2,289 25.6%
10 Southeastern Freight Lines $1,256 $1,476 17.5%
11 Averitt Express $831 $1,093 31.5%
12 Central Transport Int'l $871 $1,046 20.1%
13 Dayton Freight Lines $669 $863 29.0%
14 Forward Air* $626 $831 32.7%
15 Pitt Ohio Transportation Group $653 $780 19.4%
16 AAA Cooper Transportation $592 $653 10.3%
17 A. Duie Pyle $380 $481 26.6%
18 Roadrunner Transportation $430 $430 0.0%
19 Daylight Transport $270 $380 40.7%
20 Oak Harbor Freight Lines $237 $284 19.8%
21 Central Freight Lines $256 $262 2.3%
22 Ward Trucking Corporation $183 $230 25.7%
23 Midwest Motor Express $120 $137 14.2%
24 Magnum LTL §74 $118 59.5%
25 Dependable Highway Express $87 $117 34.5%
TOTAL TOP 25 LTL CARRIERS $38,482 $46,418 20.6%
ALL OTHER CARRIERS $3,623 $4,284 18.2%
TOTAL LTL MARKET $42,105 $50,702 20.4%

*Publicly Traded Company

Note 1: Revenue for U.S. LTL operations primarily, and includes revenue from fuel surcharge and shipments weighing over 10,000 pounds
Note 2: Shipment volume increased by 7.1% and tonnage by 7.7% in 2021 over 2020

Note 3: Fuel surcharge represented 2.9% increase in revenue in 2021 over 2020

Note 4: With 2021 having 1 to 2 fewer operating days than 2020, revenue per day was even higher than listed above.

Source: Companies and SJ Consulting Group estimates

Prepared by SJ Consulting Group, Inc.
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Top 50 Trucking:

A SPECIAL SUPPLEMENT TO SUPPLY CHAIN MANAGEMENT REVIEW

PEDAL TO
THE METAL

TOP 25 TRUCKLOAD CARRIERS: 2021 REVENUES

(Including fuel surcharges)

2020 Revenue 2021 Revenue YoY % Change
Carrier name ($ million) ($ million) 2020-2021
1 Knight-Swift Transportation* $3,786 $4,098 8.2%
2 J.B. Hunt Transport* $2,659 $3,374 26.9%
3 Landstar System* $2,033 $2,932 44.2%
4 Prime $2,088 $2,207 5.7%
5 Schneider National* $2,066 $2,201 6.5%
6 Werner Enterprises* $1,826 $2,023 10.8%
7 Penske Logistics $1,101 $1,851 68.1%
8 CRST International $1,388 $1,586 14.3%
9 U.S. Xpress Enterprises* $1,513 $1,568 3.6%
10 Ryder Dedicated Solutions* $1,229 $1,457 18.6%
11 Crete Carrier Corp. $1,171 $1,304 11.4%
12 Daseke* $1,182 $1,249 5.6%
13 PS Logistics $832 $982 18.1%
14 Western Express $722 $977 35.4%
15 Ruan Transportation $812 $875 7.8%
16 CR England $888 $861 -3.0%
17 TFI International™ $714 $856 19.9%
18 NFI Industries $756 $855 13.1%
19 Marten Transport* $689 $726 5.4%
20 Stevens Transport $638 $702 10.1%
21 Anderson Trucking Service $600 $665 10.9%
22 Cardinal Logistics $620 $658 6.2%
23 Covenant Transportation * $591 $623 5.5%
24 Heartland Express* $645 $607 -5.9%
25 Mercer Transportation $480 $602 25.4%
TOTAL TOP 25 TRUCKLOAD CARRIERS $31,029 $35,839 15.3%

*Publicly Traded Company

Note 1: Revenues primarily for TL operations and may include a small percent of non-truckload services

Note 2: During 2021, revenue gains came on the heels of loads increasing by 5.3 percent and loaded miles decreasing by 3 percent
Source: Company Reports and SJ Consulting Group estimates
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Of course, performing the “nuts and
bolts” of trucking—doing the job safely
and efficiently for all customers at fair
rates—is tantamount to success.

“When [ think of the top carriers,
it's safety and service,” says Darren
Hawkins, CEO of Yellow Corp., which
controls 10% of the less-than-truck-
load (LTL) market as the 3"-largest
LTL carrier. “That was the case when
[ began in this industry 30 years ago,
and it’s still the case today.”

Analysts say that the best, most prof-
itable trucking companies are that way
because they price their services—all
of them, including accessorials such as
inside delivery or specialized handling—
correctly and accurately. Such accesso-
rials used to be about 5% of revenue in
the $46 billion LTL sector. They're now
close to 10%, a sign of overall health of
the LTL sector which collectively posted
an 85 operating ratio (OR) last year.

“They have discipline in charging
for the services they're providing,” says
Satish Jindel, principal of S] Consulting,
which closely tracks the profitability of
the industry. “The best carriers don't let
shippers allow drivers to wait for hours
at their docks. They charge for deten-
tion and special services.”

Let’s take a deeper dive into what'’s
keeping the best carriers in the Logistics
Management Top 50. They're produc-
ing some of their best incomes during
a period when the pandemic ruined
long-term planning, inflation is wreak-
ing havoc with budgets and qualified
drivers are in short supply. Let’s better

understand why this is happening.

Residual COVID effects on costs
The pandemic has upended everyone’s
plans. New truck orders are being

cut by a third or more because of the
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worldwide shortage of microchips. And
if this past year has convinced truck-
ing executives of anything, it’s that
those shortages of certain goods and
gadgets can occur at any time.

Chuck Hammel, president of Pitts-
burgh-based Pitt Ohio, the 15%-largest
LTL carrier, says that buying new
Class 8 trucks is like playing roulette.
Sometimes your number comes up,
sometimes it doesn’t.

Hammel related a quick story of
a big truck manufacturer telling him
that 15 of his new trucks were being
delayed because of lack of sideview
mirrors. He was incredulous. “That’s
a piece of equipment that probably
costs $15,” he says. “But it held up our
order for four months.”

Experts who watch this market
closely say get used to it. Supply chain
disruptions have become our new
normal, and everyone should expect
them in the foreseeable future. Then,
there’s cost. New Class 8 trucks exceed
$150,000 these days, but used truck
valuations have soared as well.

“Availability of equipment is a big
factor,” says Avery Vise, trucking analyst
for research firm FTR. “A three-year-old

MAY/JUNE 2022

used truck costs as much as a new one.”
It’s the same on the truckload side.
“The strategy seems to change daily
nowadays,” says CFI's Orr. “With the
pandemic, supply chain disruptions
and the driver shortage, inflationary

S
pressures are on everything.

The hunt for drivers

It would be great if we could report
trucking companies have solved their
decades-old driver shortage—but that
would be overly optimistic.

In fact, most trucking execs say it's
worse than it’s ever been. The Amer-
ican Trucking Associations estimates
that we're currently short about
80,000 qualified drivers. What's even
harder to believe is the projection that
the industry will need 1 million new
drivers over the next decade.

Yellow Corp. has decided to take
recruiting in-house. It recently added
two new driving academies to its
stable of 14 schools to prepare the
next generation of professional truck
drivers for careers in transportation.
They're tuition-free and designed to
help ease the driver shortage.

“I don’t think that any trucking
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company has all the drivers it needs,”
says Yellow's Hawkins. “But playing
musical chairs is not the answer.” Still,
the best companies have persevered
through internal recruitment and
training of new drivers rather than
“poaching” drivers from rivals.

“It's not easy, but we've added
1,800 drivers in the past year,” says
Kevin “Marty” Freeman, executive vice
president and COO of Old Dominion
Freight Lines. “About 600 have gradu-
ated from our internal driving school. It
hasn't been easy, but we feel we've kept
up with the influx of freight.”

Partially to appease drivers and to
keep its fleet young, CFl is acquiring
770 Kenworth T-680 Next Generation
tractors. Theyre equipped with safety
technologies and driver conveniences
most in demand by today’s drivers. It's
also buying 250 new 53-foot trailers,
including 100 dry-van general freight
trailers and 150 refrigerated trailers sup-
porting the growth of its reefer unit.

However, with that comes higher
costs. CFI's 3,000 drivers recently re-
ceived a two-cents-a-mile pay hike that
Orr says probably won't be the last raise
of 2022. “I've been here four years and
we've had no less than one pay increase
a year,” he says. “There’s probably an-
other one coming this year. We're trying
to boost our pay to stay competitive,
but we also have competitors out there
doing pretty astronomical things.”

Carrier executives count four specific
spikes or changes in the COVID variant
that has disrupted supply chains, and
they've had to find new ways to commu-
nicate with customers, employees and
their original equipment manufacturers.
“A big piece to me is trying to figure
out how to do business in a different

manner since we weren't sitting in
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“It’s a wonderful time to be in
trucking, especially LTL...l don’t
see any end to this for the next
two or three years.”

—Satish Jindel, S Consulting

front of customers and drivers face to
face,” says Orr. “We're used to having
that open culture where everybody is

accessible, and it’s been hard.”

Facing new challenges

Carrier executives agree that there
were several challenges in both global
and U.S. supply chains that theyl all
have to face together this year.

“There are no easy fixes to the
challenges that shippers may experi-
ence in the LTL marketplace or with-
in any other segment of the supply
chain this year,” says Kent Williams,
executive vice president of sale and
marketing for Averitt Express. “Car-
riers are helping shippers navigate
these unique times.”

For instance, Averitt is encouraging
customers to take advantage of cross-
docking at its facilities located near
seaports. This allows them to invest
in staging safety stock within distri-
bution and fulfillment centers and
to consider using inland ports such
as the Appalachian Regional Port or
Inland Port Greer in South Carolina.

These are a few ways carriers
and shippers can work together to
bypass some of the congestion, and
to also avoid potentially expensive
per diem and demurrage fees, carrier
executives said. “Simply put, it’s
going to take a bit of time for LTL
capacity and demand to reach an

equilibrium,” predicts Williams.

MAY/JUNE 2022

The rate situation

Everything in trucking works like a
pendulum. Supply-and-demand equa-
tions swing back and forth. But there’s
no doubt that in 2022, carriers have
the upper hand.

In fact, nothing blares recovery more
than Yellow’s balance sheet for last year.
While its LTL tonnage declined 3.3%,
its revenue per hundredweight rose a
whopping 16.4% year over year. Exclud-
ing the fuel surcharge, it was up 12.5%.

ABF Freight System, the nation’s
7-largest LTL carrier, achieved an 89.9
operating ratio for last year. As a result of
the Teamsters’ profit-sharing plan with
ABEF, that kicked in a 3% bonus for all
covered ABF employees on top of their
yearly earnings, estimated to be at least
$70,000. ABF parent ArcBest Corp. had
a net income last year of $213.5 million,
up from $71.1 million in 2020.

Old Dominion Freight Line reported
net income rising 53.8% to a record
$1.03 billion profit in 2021. As for
rates, Old Dominion’s Freeman says
that “with inflation we're experiencing
rising prices on everything from steel
to aluminum. We feel we have to raise
our prices to keep our value proposition
and maintain profitability. As long as we
keep our service levels where they are,
I think our customers understand.”

The long-beleaguered LTL industry,
once seen as moribund, led all trucking
sectors with a collective 85 OR last
year, outperforming both truckload and
parcel, according to S] Consulting.

“It’'s a wonderful time to be in truck-
ing, especially LTL,” adds S] analyst
Jindel. “T don't see any end to this for
the next two or three years.” Q&

John D. Schulz is an editor at large for

Supply Chain Management Review
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Look back at Modex

Modex 2022 was the largest to date, with registrations reaching 37,047 —a 20%
attendance jump over the pre-Covid Modex 2018. The four-day show (March 28-31)
covered 405,000 net square feet of exhibit space at Atlanta’s Georgia World Congress
Center with 857 exhibiting companies. Here’s a glimpse of what our editors saw at the show.

Dematic showcases fulfilment automation tools’ interactive zones

Dematic’s booth invited attendees to experience inter- fulfillment management software that increases operational
active zones tailored to grocery, apparel, food and beverage,  effectiveness by synchronizing workflows in real time, as
and general merchandising industries. Touchscreen moni- well as Dematic Micro-Fulfillment, which moves e-com-
tors provided attendees with information about the compa-  merce fulfillment closer to the customer base for the short-
ny’s various fulfillment tools. est possible pickup and delivery times.

Tools include Dematic Smart Task Activation, an order “As a result of our customer focus and a dedication to

innovative problem solving,” said Dematic Americas’ EVP
Mike Larsson, “we've seen tremendous growth and are look-
ing forward to more exciting things to come for Dematic and
our customers this year.”

Modex 2022 attendees also experienced Dematic Mixed
Case Fulfillment, which delivers efficiency in the entire
distribution center to retail and grocery replenishment supply
chains, plus Dematic Depalletizer/Palletizer, a robotics system
that provides dual functionality by operating as both a pallet-

Dematic’s team in the booth invited attendees to experience izer and depalletizer. Dematic Mobile Automation is a family
interactive zones tailored to different industries. of systems for automated load transport within a facility.

KNAPP stresses its extensive software capabilities

KNAPP emphasized its extensive software capabilities as a means of supporting
flexible distribution that spans omni-channel, e-commerce and retail fulfillment.
Heimo Robosch, executive VP of sales for KNAPP AG, commented that while KNAPP
historically was known for the quality of its automation systems like shuttles, it is the com-
pany’s expanding software capabilities that are the root of much of the value its solutions
provide today, and allow its solutions to address multiple needs, including omni-channel,
e-commerce and retail fulfillment. Robosch added that the North American market now
accounts for about 40% of KNAPP’s business, with strong global growth overall.
KNAPP’s KiSoft software suite offers multiple functions, including predictive analytics
and maintenance. KNAPP also discussed its robotic order picking solution, which lever-
ages artificial intelligence (Al) based technology from its partner Covariant. At the press
conference, KNAPP discussed a new software tool called KiSoft Genomics that acceler-
ates and simplifies gathering of master data for its robotics picking solution.
Josef Mentzer, CEO for KNAPP in North America, added that the company is rapidly Heimo Robosch, executive VP of
expanding its US-based workforce and has added a software controls training center at its  gales, KNAPP AG, at the company’s
Kennesaw, Ga., U.S. headquarters to support customer needs and build software expertise. press conference.

68 SuppLy CHAIN MANAGEMENT REVIEW « MAY/JUNE 2022 scmr.com



Special Report:

SHOW WRAP UP

A SPECIAL SUPPLEMENT TO SUPPLY CHAIN MANAGEMENT REVIEW

GEORGIA WORLD CONGRESS CENTER

ATLANTA | MARCH 28-3I
MODEXSHOW.COM
Ppowered by {}MH’

@ MODEX:

Kardex showcases AS/RS technologies
using Augmented Reality

Well known for its vertical lift modules, vertical carousel modules and vertical
buffer modules, Kardex has added a new product offering—AutoStore, a cube-based
robotic picking technology.

“The addition of a cube-based robotic picking technology complements our existing prod-
uct offering to better solve the intralogistics challenges of our customers,” said Christina
Dube, Kardex’s director of marketing in North America. “Using augmented reality, you can
see your warehouse come to life using Kardex automated solutions throughout your facility.”

From order picking to kitting and buffering, Kardex solutions support a variety of
industries and applications. Implementing scalable automation and intuitive inventory
management software enables increased space utilization, higher picking throughput and
improved labor efficiencies.

In addition to AS/RS and software solutions, Kardex offers various lifecycle ser-
vices to support your systems—both in-person and remotely—to keep your business
running smoothly.

Kardex highlighted its digital
solutions.

Big Joe debuts BUD collaborative robot

Big Joe Forklifts previewed several new products, including the company’s vision for a new breed of semi-autono-
mous machines known as “co-bots,” or collaborative robots, that keep humans in the loop within materials handling workflows
to deliver maximum value.

Nicknamed “BUD,” Big Joe’s User Directed Pallet Mover showcases the company’s User Directed Automation concept. It
features a simple onboard tablet and Cloud connection to drive autonomously on custom missions once an operator manu-
ally loads a pallet and tells it where to go. “Automation as we know it in material handling is about to be turned upside down
by products like BUD,” said Bill Pedriana, CMO.

BUD was available for demonstration at Modex and also later this year through a subscription service costing less than $50
a day in partnership with Vecna Robotics, whose technology powers the system. The Big Joe team also showcased a host of lith-
ium powered lift trucks including the new RPL44 low profile rider pallet truck and PTT60 powered pedestrian tugger.

OPEX unveils next generation goods-to-person technology

OPEX Corporation showcased the Infinity automated Alex Stephens,
storage and retrieval system. Engineered for maximum VP of warehouse
automation,

flexibility and scalability in both throughput and storage,
the solution is ideal for multiple applications, including
omni-channel distribution, store replenishment, micro-ful-
fillment and e-commerce.

“The Infinity system offers unparalleled storage density,
configurability and flexibility to power business today and
in the future,” said Alex Stevens, president of warehouse
automation. “This is the next generation of automation.”

introduced the
Infinity system.

The configurable rack design allows for maximum ware-
house space utilization around obstructions or other equip-
ment, accommodating various workflows and site layouts.

A single Infinity iBOT wireless robotic vehicle travels under
the storage structure and passes through the aisles, mini-

scmr.com
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mizing distance and saving time. Carrying up to 70 pounds,
Infinity iBOTs have access to the entire storage array and
deliver totes to decoupled presentation ports outside of the
system. The system is easily scalable by adding more iBOTs,
presentation ports and grids.
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Locus Robotics displays fleet of autonomous robots

Locus Robotics took warehouse fulfillment and supply chain man-

Jason Walker,

agement to the next level with the introduction of its new, fully integrated, VP of market
. . . development
intelligent fleet of autonomous mobile robots (AMRs). with Loous
The new Locus fleet of purpose-built AMRs, consisting of Locus Origin, Robotics, and
Locus Vector and Locus Max, are designed to double and triple productivity Rick Faulk,
in all types of dynamic fulfillment and distribution environments. CEO of Locus

“The Locus solution enables organizations to easily adapt and scale to
changing volumes and demands quickly and cost effectively, with an ROI in

Robotics, with
a Locus Vector

Y ! bot that can

months rather than years,” said Rick Faulk, CEO. handle up to

Powered by LocusOne, the industry's smartest warehouse orchestration a 600-pound
platform, Locus ensures optimal productivity, ease of use and efficiency, payload.

assigning the right bot for the mission.

Tompkins Robotics introduces tSort3D

At a press conference on Monday, Tompkins Robotics revealed its tSort3D,
among other products.

Expanding upon the capabilities of the previously released tSort product lineup, the
tSort3D provides users a powerful unit sortation system that will enhance their desti-
nation density and volume considerably.

Offering users manual and robotic induction, among other induction stations, the
unit sortation system can also be combined with goods-to-person (G2P) systems.
Able to hold 24 to 48 destinations at a time, the system allows users to remove their

Mike Futch, CEO and president orders individually or, if they prefer, one entire bank of orders—from 12 to 24—can be
of Tompkins Robotics, and Chen
Hongming, SVP and special

assistant to the chairman’s office
at GLP China, discussed the tSort3D provides four to 25 times the amount of order sort destinations that they're

company’s tSort3D. able to,” said Mike Futch, CEO and president of Tompkins Robotics.

removed all at once.
“Just as importantly, when compared to traditional automated sortation solutions,

Orbis exhibits Odyssey plastic pallet

ORBIS Corporation showcased the 40 x 48-inch Odyssey pallet, which
provides stability and unmatched durability with approximately 36 times the
lifespan of a whitewood stringer pallet. “In testing from the Virginia Tech Center
for Packaging and Unit Load Design, the Odyssey plastic pallet completed 400
cycles without failure,” said Alison Zitzke, senior product manager at ORBIS,
“while the wood pallet’'s average failure was 11 cycles.”

In addition to its cost-saving and sustainable advantages, the pallet’s
unique design features—including optional steel reinforcements and mold-
ed-in frictional elements—help minimize load shifting and prevent slippage
off fork equipment.

While designed to support loads of 2,800+ pounds, the Odyssey pallet is built

to be easily moved, as well as interface seamlessly with automation. The Od- The ORBIS team showcased the

company’s latest reusable, sustainable
ucts from damage caused by nails or loose boards associated with wood pallets. pallet solution.

yssey is also easily cleanable, keeps plants free of wood chips, and protects prod-
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Honeywell & Clearpath deliver autonomous
mobile robots to warehouses

Honeywell announced a strategic collaboration with Clearpath Robotics, giving warehouses and distribution centers the
ability to easily automate operations and increase supply chain productivity through autonomous mobile robots (AMRs).

This partnership gives Honeywell an additional solution to ensure customers can meet and exceed operational de-
mands. “AMR capability will enable customized workflows and provide an interface to our existing robotic and storage
systems—expanding our integrated solution offerings,” said Thomas Evans, CTO of Honeywell Robotics.

The Clearpath partnership gives Honeywell Intelligrated customers a complete suite of fixed and mobile robotics solu-
tions, backed by expert systems integration, solutions development and reliable 24/7 technical support.

Honeywell offered demos of Clearpath’s AMRs working with Honeywell's Smart Flexible Depalletizer solution at their
booth, illustrating the benefits of integrating AMRs into the warehouse to help achieve optimum results in current opera-
tions or build the foundation for future fulfillment requirements.

Gorbel showcases warehouse and overhead solutions product lines

Gorbel Inc. showcased its full range of customer solutions. This was the first
trade show where Gorbel's booth featured both the overhead and warehouse sides
of its business since acquiring Engineered Lifting Systems, and its Destuff-it and
Restuff-it product lines.

Gorbel’s traditional overhead solutions include a workstation crane, G-Force
and Easy Arm ergonomic lifting devices, a GS Series Hoist and Tether Track fall
protection anchors. The Destuff-IT ergonomic conveyor systems help DC work-
ers unload containers faster and with fewer injuries.

“Our products take the stress off of the worker while also helping to increase
productivity,” said Rob Beightol, marketing director. The company’s new tractor
drive for motorized movement of its cranes delivers industry leading power and
performance, but at a fraction of the size of other mass-produced tractor drives on  Rob Beightol, Gorbel’s marketing director.
the market.

MHS teams with partners on automated
order fulfillment solution

MHS, a provider of materials handling automation and software solutions,
unveiled an integrated, robotic order fulfillment solution developed in tandem with Mujin
and HAI Robotics.

The goods-to-robot solution, which is managed by MHS'’s Helix warehouse execution
system (WES), boasts operational efficiency gains of up to 400%. A zero-pressure accumu-
lation conveyor from MHS feeds totes to and from the order fill station. HAl's autonomous
case handling robots (ACRs) transport totes between storage and a Mujin piece picking ro-

Christopher VanDeWiele, a
product manager for MHS,
pointed out how HAI's ACR
robots bring goods to a Mujin
robotic piece picking system,
as part of MHS’s new goods-
to-robot solution.

72 SuppLY CHAIN MANAGEMENT REVIEW « MAY/JUNE 2022

bot. The Mujin robot picks each item for the order from a source tote, packs it and signals
to Helix that the conveyor can move the completed order to the outbound location.

“By bringing together these different automation technologies to work together as a co-
hesive system, we can help customers not only address labor challenges in workflows like
order picking, but improve overall efficiency and consistency too,” said Rob Schmit, senior
VP, distribution and fulfillment, MHS.
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Jungheinrich showcases AGVs

Jungheinrich held a media event with a variety of product demonstrations. Compa-
ny leaders focused on two automatic guided vehicles (AGVs): the EZS 350a NA (based on
Jungheinrich’s standard series tow tractor) and the EKS 215a (based on its stacker).

Combining mechanical engineering with precision navigation technology, ensuring high-
ly effective, reliable production, the EZS 350a NA can be used in mixed operations mode
with manual trucks and pedestrians. With laser navigation, and capable of towing up to
11,000 pounds, the electric tow tractor decreases delivery times to assembly and produc-
tion lines, and it enables the automated handling of repeatable transport processes to each.

The EKS 215a, a stacker capable of handling loads up to 3,300 pounds, is ideal for
mixed operations with manual trucks and pedestrians in warchouses and production ar-
eas. Featuring a 24V lithium-ion battery, the stacker has an automatic charging function,
along with a user-friendly HMI touch display.

“These systems are offering attendees a look at the possibilities where AGVs can
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Kai Beckhaus, president of MCJ
Supply Chain Solutions; John
Sneddon, executive VP, sales and

marketing for Mitsubishi Logisnext
Americas; and Timothy Harrison,
director of AGV sales, North America
for Jungheinrich, showcased the
company’s AGV solutions.

be solutions to automate redundant, mundane tasks,” said Kai Beckhaus, president of
Jungheinrich AG’s and Mitsubishi Logisnext Americas” automation joint venture, MC]
Supply Chain Solutions. “Additionally, they'll streamline processes for higher productiv-
ity and reallocate employee resources to higher-value jobs.”

Vanderlande exhibits portfolio of systems

Vanderlande Industries demonstrated a portfolio of its systems. ADAPTO, a roaming
shuttle-based automated storage and retrieval system (AS/RS), was a primary focus, as its ability to
sequence and prioritize orders—while also roaming warehouse levels and aisles without lift plat-
forms—was discussed. The AS/RS enables warehouses to use one-to-one and direct connect pick
stations, which enhances fulfillment operations accuracy and efficiency.

The company also showed its modular goods-to-picker (GtP) workstations, which can be
integrated with ADAPTO. Enabling one-to-one picking, along with sequencing for batch

Sean Wallingford, . . . . y
9 and discreet approaches, the ergonomic workstations help users enhance pick performances

Vanderlande’s president,
Warehouse Solutions,
North America, explained
the scope of innovations
from the company.

with minimal training.“The materials handling industry is experiencing immense pressure,
but, in that, lies a multitude of unexplored opportunities,” said Sean Wallingford, president
of warehouse solutions, North America at Vanderlande. “Due to dynamic consumer de-
mands, companies must operate their DCs efficiently and scale quickly in peak periods.”

Alongside ADAPTO and the GtP workstations, the company also presented its Pallet AVs
(autonomous vehicles) and next-gen software stack (intelligent software).

EnerSys displays Li-ion and TPPL batteries

EnerSys showcased its NexSys iON Lithium-ion (Li-ion) batteries and NexSys PURE
Thin Plate Pure Lead (TPPL) batteries. Designed to enhance user productivity, while reduc-
ing operational costs, the batteries are environmentally friendly. In particular, they decrease
carbon dioxide emissions and water consumption. When used together, the batteries can
eliminate 13 gallons of distilled water usage on a weekly basis.

Developed with heavy-duty applications in mind, the NexSys iON batteries deliver high
energy capacity, as they've also been manufactured with high performance cells.

The NexSys PURE batteries, which have been enhanced for fast- and opportuni- o

Harold Vanasse, senior director of

marketing, motive power global,
EnerSys, exhibited the company’s
NexSys battery lineup.

ty-charging, are especially ideal for light- to medium-duty applications. “In comparison
to flooded lead acid batteries, both batteries are more energy efficient per charge—up to
28%,” said Harold Vanasse, senior director of marketing, motive power global at EnerSys.
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Berkshire Grey offers robotic system for
autonomous e-commerce autobagging

Berkshire Grey, a provider of artificial intelligence (Al)-enabled robotic solutions,
introduced its new Robotic Pick and Pack with Identification (BG RPPi) system, which now
includes auto-identification and item manipulation technology for touchless e-commerce
autobagging.
The solution uses Al to discern how to optimally grasp items, holds them up for an auto-1D . .

. . . . . Peter Blair, VP of marketing
scan, uses Al to orientate items of various shapes and sizes for correct placement into an for Berkshire Grey, with the
autobagger, then drops or places the item into the autobagger. BG RPPi solution.

“This system helps retailers increase their fulfillment throughput capacity while using
sustainable autobagging approaches,” said Kishore Boyalakuntla, VP of product at Berkshire Grey. “With BG RPPi for
eCommerce Autobagging, we can now help retailers enable a touchless pick-to-ship fulfillment operation that is fully
autonomous, thereby reducing labor dependency and increasing overall productivity.”

Rite-Hite features various smart controls and sensors

Rite-Hite displayed a variety of smart controls and sensors that connect the
company’s loading dock and in-plant equipment with its Opti-Vu smart data and analytics
platform. Dok-Lok vehicle restraints can track restraint engagement time to help identify
downtime between loading activities, alert dock attendants if docks are at risk to incur
costly detention and demurrage charges, and monitor if the restraints are in fault mode
due to misuse or faulty/missing rear-impact guards.

The OptiVu-enabled FasTrax industrial door, can track energy usage, along with
operational trends, including unnecessary openings and false activations. Consequently,
it helps facilities address employee behaviors and equipment issues, identifying ways to
improve productivity and energy loss.

The Safe-T-Signal intersection warning system tracks traffic patterns and intersections
activity, while identifying potentially dangerous areas—data that can help managers im-
plement changes that reduce accidents.

Smart dock controls help by
visualizing cycle times and
providing data for continuous

improvement, explained Moiz “It’s crucial for logistics managers to have—and use—captured data to acquire opera-
Neemuchwala, Rite-Hite VP of tional insights, leading to enhanced efficiency and safety,” said Moiz Neemuchwala, VP
digital solutions. of digital solutions at Rite-Hite. “That’s why our products and controls have smart tech-

nology, using sensors to capture data relevant to productivity, safety and energy.”

AutoStore reveals R5+ Robot

AutoStore showcased its R5+ Robot, the company’s latest addition to its Robot fleet. Due
to its ability to handle bins up to roughly 16.7 inches tall—the tallest bins that are currently
available in the AutoStore system—the R5+ will allow warehouses to manage larger items.
“The beauty of innovation is that it often can be found in the simplest solutions,” said
Carlos Ferndndez, CPO of AutoStore. “The landscape of e-commerce has fundamentally
changed over the past two years, and every improvement we make to the AutoStore system

is to benefit retailers in their pursuits of the best customer experiences possible.” AutoStore’s booth featured
While using the R5+ with 16.7-inch tall bins, customers’ maximum grid height will be the fifth-generation
higher than a grid with a R5 Robot that uses 12.9-inch tall bins. As a result, a grid, com- AutoStore Red Line Robot.

prised of 14 layers of bins and nearly 19.8 feet tall, can be created.

“The R5+ enables companies to expand their market footprint to include a wider variety of products, all while providing
fast and reliable service,” Ferndndez added. “With the ability to incorporate larger bins, retailers can seamlessly adapt to
changes in order demand, allowing them to maintain a competitive edge in their markets.”
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GLOBAL TRADE MANAGEMENT
SOFTWARE UPDATE

Using technology
to manage global
trade complexities

With world trade volumes climbing and the dynamics
of buying and selling overseas changing, companies
need GTM software more than ever.

BY BRIDGET McCREA, CONTRIBUTING EDITOR

fter experiencing a slight dip in 2020 due to the global pan-

demic, world trade made a strong comeback in 2021. Driven

by a strong recovery in demand due to subsiding pandemic
restrictions, economic stimulus packages and increases in com-
modity prices, world trade jumped up 23% to $28 trillion in 2021,
exceeding the 2019 pre-pandemic total by nearly $3 trillion, accord-
ing to the UN Conference on Trade and Development (UNCTAD).

During the third quarter of 2021 alone, global goods trade set

a new all-time record when it reached $5.6 trillion, UNCTAD
reports. And while the global semiconductor shortage, supply chain
disruptions and various geopolitical factors may create a more
uncertain environment in 2022, consumer demand for products

doesn’t appear to be waning.
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This is music to the ears of
shippers that continue to think
outside of their domestic borders
when sourcing and selling goods.
Whether they're exporting, import-
ing, or some of both, these com-
panies need systems that can help
them comply with complex trade
regulations, navigate the changing
tariff environment and facilitate
the flow of information, goods and
money across expansive, interna-
tional supply chains.

Companies also need solutions
that support any reshoring or near-
shoring activities they may have
planned or have already in prog-
ress. A company that relied heavily
on Chinese sources of supply
pre-pandemic, for example, may
be diversifying that sourcing strat-
egy to include more U.S.-based
partners (reshoring) or those based
in countries like Mexico and
Brazil (nearshoring).

“It’s not business as usual right
now. Companies’ operations have
been disrupted and as a result
they've had to change the way
they've been doing things for the
last 10 years or more,” says Bill
Brooks, vice president, North
American transportation portfolio
at Capgemini. “As they work to
become more nimble, flexible and
ultimately more profitable, these
companies are increasingly turning

to software for help.”

Streamlining and automating
key processes

Global trade management (GTM)
platforms have long been seen as

the solution of choice for companies

A SPECIAL SUPPLEMENT TO SUPPLY CHAIN MANAGEMENT REVIEW

doing business overseas. Over the
last two years, these platform makers
hunkered down and strengthened
their positions as the global trade
environment became increasingly
complex and confusing.

By streamlining and automating
processes associated with customs
and regulatory compliance, global
logistics and trade financing, their
GTM platforms facilitate the flow of
information, money and goods across
buyers, sellers and intermediaries
(including customs agencies), banks
and freight forwarders.

Of course, with every new problem
comes a new opportunity. In that regard,
Brooks says he’s seeing more GTM ven-
dors step in to help companies manage
the complexities of global trade.

By embedding artificial intelli-
gence (Al), machine learning (ML)
and other advanced technologies into
their GTM platforms, for example,

software developers are helping

78 SuppLy CHAIN MANAGEMENT REVIEW « MAY/JUNE 2022

companies be more predictive about
their global trade activities, better
understand the evolving environment
and move away from using spread-
sheets, e-mails and phone calls to
orchestrate transactions and agree-
ments across their commercial

trade partners.

“Companies need tools to help
them analyze free trade opportuni-
ties, tariffs, new treaties and other
variables in the global trade environ-
ment,” says Brooks. “In response,
GTM providers are realizing that if
they made this tweak or change to
their software, they can help custom-
ers eliminate manual sequences from
the process, analyze different
scenarios and get answers faster.”

These and other GTM function-
alities are helping companies tackle
global trade requirements in a faster,
more confident and compliant man-
ner than they'd ever be able to

manage using manual approaches.
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Optimizing key processes

By supporting the complex and unique logis-
tical, regulatory and financial aspects of the
import and export processes associated with
international trade, GTM helps companies
orchestrate transactions across many differ-
ent involved parties.

Those parties include, but are not limited
to, freight forwarders, custom brokers,
government agencies, lawyers, banks, insur-
ance Companies, consultants, customers
and suppliers.

Looking around at the global trade man-
agement space right now, Oscar Sanchez
Duran, senior principal research analyst
for Gartner Supply Chain, says the two key
focuses are optimizing processes and using
more automation. By 2023, he expects at
least 50% of large, global companies to be
using ML-enabled GTM platforms.

“The inclusion of technologies like Al
and ML in GTM solutions provides better
insights in analytics and further improves the
automation capabilities of these solutions,”
Sanchez Duran adds.

According to Sanchez Duran, Al and ML
in GTM can help in many different areas.
For example, he says ML is commonly used
to more accurately calculate a shipment’s
estimated time of arrival (ETA). The plat-
forms continually receive data from multiple
sources (carriers, ports, satellite, weather,
etc.). Once cleansed, reviewed and com-
pared to historical data, that data helps com-
panies build out better prediction models.

Artificial intelligence and machine
learning are also being used in global trade
management to reduce false positives and

compliance risks during restricted party
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screening activities. The software manages
this by filling in missing data in the files or
by reducing time spent on the product clas-
sification process.

To fill in these and other gaps, the
software uses natural language processing
(NLP) to guide the end user to match
product definitions to a specific harmonized
system (HS) code. Commonly used through-
out the export process for goods, these codes
use a numerical method of classifying traded
products and are used by customs authorities
worldwide.

Sanchez Duran says he’s also seeing
increased emphasis placed on business
networks in the global trade environment,
where software vendors like Bamboo Rose,
E2open, Descartes, Infor and others are
coming up with new ways to involve as many
stakeholders in the process.

This is a broader trend that’s taking place
across both software sectors right now,
where trends like remote work are forcing
companies to bring together more people,
processes and technology onto shared or
integrated networks.

“[GTM] providers are offering to connect
all of the different stakeholders,” Sanchez
Duran says, “and streamline the commu-
nication as well as improve collaboration

between the different parties.”

Breaking down silos

With the pace of change and disruptive
events in global trade highlighting the need
for technology that helps shippers increase
resiliency, agility and compliance in supply
chain operations, companies are turning to

their software providers for help.
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On the GTM front, Sanchez Duran says
the biggest requests are for all-in-one solu-
tions that allow organizations to digitize
their operations, easily share information
among both internal and external stakehold-
ers and automate highly-manual processes
that could be prone to human error.

Shippers also need help tackling global
trade complexities that require a high
level and/or attention or analysis, such
as product classifications, simulation of
landed costs, evaluation of free trade
agreements (FTAs), documentation and
requirements management.

Sanchez Duran says vendors are respond-
ing to these requests by offering products in
a platform format, which allows companies
to select the modules that they need while
also maintaining integration between the
components. In other words, companies can
choose some or all of the offered modules
while still being able to leverage good con-
nectivity across the chosen components.

To help shippers better manage
their global trade activities, vendors are
incorporating expanded configuration
options in their solutions, Sanchez
Duran explains, plus capabilities like
rule engines—and the already-mentioned
Al and ML—to help improve their solu-
tions” automation capabilities.

GTM providers are also partnering
up with or acquiring other vendors with
the goal of offering complementary and
extended capabilities to their own cus-
tomers. Despite these actions, Sanchez
Duran said in a 2021 report that the GTM
software market remains fragmented—a

point of frustration for some software users.

“Integration of disjointed applications that
support siloed processes,” he points out, “is
often one of the biggest complaints of GTM

end users.”

Shopping around?

Looking ahead, Sanchez Duran sees block-
chain technology playing an increasing role
in global trade in the near future. While
not currently a trend or even something
companies are requesting, he does say that
blockchain “should bring further capabili-
ties to digitize processes related to the use
of international documents.”

To companies that are shopping for a new
GTM in 2022, Sanchez Duran says know-
ing your scope, requirements and priorities
before exploring the option is very import-
ant. With this information in hand, you can
ensure a better vendor evaluation process
and more easily discern the top candidates
from those with solutions that may not ful-
fill your organization’s needs.

Sanchez Duran also cautions that there
may not be a “one-size-fits-all” answer to
your company’s requirements.

“There are many different types of solu-
tions in the GTM market with different
focuses, so it’s likely that one single solution
might not be enough to cover all of those
requirements,” he continues. “Additionally,
it's important to use a proper request for
proposal process to evaluate vendors and
understand their capabilities versus default-
ing to one vendor because of its name or an

[existing] relationship.” Com

—Bridget McCrea is a contributing editor
for Supply Chain Management Review
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