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INTHISIiSSUE

Lessons From Leaders, For Leaders

t's September, which means the kids are going
back to school, and soon, you'll spend the eve-
nings helping them with their lessons. September
is also the month that we publish Gartner’s annu-
al look at the Top 25 supply chains. While the Top 25
is a celebration of great supply chains, the leaders also
offer lessons for the rest of us who aspire to the top.

Gartner’s 11th annual list is titled The Art and
Science of Supply Chain. It reflects that supply
chains are being asked to innovate in new and cre-
ative ways in order to support the underlying busi-
ness priorities of their organizations (the art), and
that more and more, the best supply chains are
implementing analytics, sensor-based technologies,
control towers, and sophisticated software programs
to drive their performance (the science). Along with
its usual analysis, Gartner introduces a new category
this year—supply chain masters—as a way to honor
perennial leaders like Apple and P&G and make
room on the list for newcomers doing great things.
The list always generates a conversation and I love
to hear from readers. Send your comments to me at
btrebilcock@peerlessmedia.com.

Of course, that’s not all. This issue also includes a
feature on the challenges and opportunities presented
by Big Data, including how to harness the wealth of
information already at your finger tips. Also we look at
Diageo’s ongoing supply chain transformation: The
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world’s largest wine and spirits
company is developing a differ-
entiated supply chain that aims
to out-innovate the competition.

And, you will see how an inde-
pendent supply chain advocate
can bring together all of the com-
peting players in a supply chain

Bob Trebilcock,
Editorial Director
btrebilcock@

peerlessmedia.com

and why non-manufacturing
companies are leaving money on
the table when they take procure-
ment for granted. Lastly, we delve
into four interconnected compass
points to guide supply chain executives through mod-
ern supply chain management in the rapidly evolving
and increasingly global world of e-commerce.

If you haven’t already, I invite you to visit
supplychainoutlook.com, the Website for SCMR’s first
executive conference, which will be held November
2nd and 3rd in Chicago. In one and a half days, we’ll
give attendees an in-depth overview of the economic
outlook for 2016 and beyond, along with the most
important trends affecting supply chain management
in the near future—everything from procurement to
new technologies to the impact of corporate culture.
It's news you can use right now in your planning. And,
we'll have you home for dinner on Tuesday. We hope
you'll join us for this inaugural event.
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B Y LARRY LAPIDE

Competitive Supply Chains:
Strategic Alignment

talk I give is titled “Supply Chain

Excellence = Strategic Alignment.”

I start it saying that because I repre-
sent MIT, it needs equations and the title
is the last one you'll see. It aptly states that
to have an excellent supply chain, which I
define as a competitive supply chain, it must
be strategically aligned to the corporate com-
petitive strategy. This column represents the
second of a three-part series. The first col-
umn, Competitive Supply Chains: Excellence
(SCMR July/August 2015), delved into this in
detail. This article discusses a strategic align-
ment approach to design competitive supply
chains, first introduced in MITs SC2020
Project: The Essence of Excellence, published
in the April 2006 issue of SCMR.

Four major characteristics of a competitive
supply chain are the basis of the approach:

1. Supports, enhances, and is an integral
part of a company’s competitive strategy.

2. Leverages a (not necessarily unique)
supply chain operating model to sustain com-
petitiveness.

3. Executes well against a balanced set of
operational performance objectives/metrics.

4. Focuses on a few “tailored” business
practices that reinforce each other to support
the operating model and best achieve opera-
tional objectives.

I've helped a few companies use this
approach to begin to strategically design their
supply chains. While developed for design, it
can also be used to assess whether a supply
chain is already competitive, needs redesign,
or whether a competitive one is necessary
(such as when competitiveness really needs
to be enhanced by marketing and sales opera-
tions, and not by the supply chain).

The approach involves self-assessment,
because excellence—like beauty—is in the

eye of the beholder. To gauge the role an
organization plays in competing, the beholder
needs to be the company itself, including its
executive team and functional departments,
not the court of public opinion. As described
below, the approach involves three steps:
develop a supply chain strategy; develop an
operating model and operational performance
objectives; and define tailored practices. Let’s
look at each step.

Step 1: Supply Chain Strategy

The first characteristic of a competitive sup-
ply chain is that it supports, enhances, and
is an integral part of corporate competitive
strategy. Thus the supply chain organization
plays a leading role, and not just a supportive
role. The first step in the approach involves
understanding the corporate competitive
strategy. If it is non-existent, then it needs to
be developed in the context of strategic ele-
ments that can be directly influenced by the
supply chain.

The left-hand column of the table in
Exhibit 1 lists potential competitive strategy
elements. They are expressed in terms like
the highest, lowest, and fastest, to be the best
among competitors, and provide market dif-
ferentiation. (Note that revenue and market
share aren't listed because supply chain oper-
ations do not directly influence them.) On the
right-hand side are supply chain characteris-
tics that directly align to enhance elements,
also expressed in terms of highest, lowest,
and most efficient/effective. For example, an
element of Walmart's competitive strategy is
“everyday low pricing.” Thus it targets achiev-
ing the lowest costs in getting products on to
store shelves.

The table is used to align characteris-
tics to corresponding strategy elements. If a

www.scmr.com
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company has done its corporate strategy well, the latter
would be comprised of just a few differentiating ele-
ments that win business. These are then used to iden-
tify corresponding characteristics that need to be the
focus of its supply chain.

Step 2: Operating Model and Performance
Objectives/Metrics
The second and third characteristics of a com-
petitive supply chain are that it leverages a sup-
ply chain operating model to sustain competi-
tiveness, and executes well against a balanced
set of operational performance objectives/met-
rics. Thus, once characteristics are identified,
the second step of the approach develops the
operating model and performance objectives.
The operating model is the general design
of the supply chain in terms of from where
goods will be sourced, made, and delivered, and
includes manufacturing postponement, offshor-
ing, and outsourcing strategies. It needs to enable
the characteristics from step one, yet does not have to be
unique. Walmart for example runs a competitive retail

supply chain with traditional goods flow: suppliers to
regional warehouses to stores. However, many supply
chains uniquely leverage e-commerce. For example,
Dell got started by eliminating brick-and-mortar mer-
chandizing and sold by phone and the Website. Cisco
Systems ran a virtual supply chain in which most manu-
facturing and logistics functions were outsourced, with
Cisco rarely handling physical goods.

The second and third characteristics of a
competitive supply chain are that it leverages
a supply chain operating model to sustain
competitiveness, and executes well against

a balanced set of operational performance
objectives/metrics.

Developing a balanced set of performance objectives/
metrics is contentious. Most demand-side management
objectives will be resourced, asset-intensive, and

EXHIBIT 1

Enhancing Supply Chain Characteristics

Supply Chain Influenced
Competitive Strategy Element

Supply Chain Characteristics
Aligned to Enhance the Element

Lowest Prices
Highest Margin Products

* Lowest Operating Costs

« Highest Availability at Point-of-Sale

* Lowest Operating Costs

Highest Quality * Highest Quality of Suppliers

« Strongest Process Quality Controls

Fastest Customer Response « Shortest Order-to-Delivery Cycle

« Fastest Request-to-Promise Date

* Most Efficient/Effective New
Product Launch

* Highest Plant/DC Utilization

¢ Lowest Inventories

Most Innovative

Highest Return-on-Assets

Broadest Product Line * Most Efficient/Effective Inventory
Management
« Shortest Manufacturing Changeover

and Setups

* Most Effective Customer Service
Segmentation
* Highest Availability at Point of Sale

Highest Customer Service Ratings

Most Effective Post-Sales Support
Most Environmentally Responsible

« Highest Availability of Service Parts

Source: Larry Lapide

Competitive Strategy Elements and Corresponding

* Lowest Waste and Highest Recycling

costly while supply-side objectives will be opposed
to them. Therefore, a balance among objectives
needs to be negotiated, along with any increase
in revenue to cover any needed additional supply
chain costs.

The November 2008 Insights column, The
Operational  Performance Triangles, details a
Triangular Framework used to balance objectives/
metrics. It is predicated on the fact that a supply
chain objective is one of three types: efficiency;
asset utilization; or customer response. The posi-
tion of a point in the triangle represents a balanced
focus among competing objectives. In addition,
focused objectives are targeted to be “best” among
competing companies, while non-focused ones are
just average, “peer” performing. A point close to an
edge or corner is meant to depict that those types
of objectives will be focused on in order to be com-
petitive. So if a supply chain is focused on efficien-
cy to maintain competitiveness, the point is close
to that corner of the triangle; if it is more focused
on customer response, it is close to that corner.

The triangle helps managers visually set perfor-
mance objectives directly aligned with the competitive
strategy. They discuss the tradeoffs among objectives,

Www.scmr.com
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example, if seven key performance objec-
tives are identified, three of them might
be focused/targeted to be best, while the
remaining non-focused ones just require
average performance.

Step 3: Tailored Practices

The fourth characteristic of an excellent
supply chain is that it focuses on a few
tailored business practices that reinforce each other to
support the operating model and best achieve opera-
tional objectives. Thus, once objectives/metrics are
developed, the third step of the approach is to develop
“tailored” practices aimed directly at achieving “best”
operational performance objectives. To provide a sur-
gical focus toward achieving performance objectives,
only a few tailored practices should be developed.
Michael Porter discusses Activity Systems that fos-
ter competitiveness in What is Strategy? an article in
the November-December 1996 issue of the Harvard
Business Review.

Practices should fit, be reinforcing, and be cross-opti-
mized. They are fit and reinforcing if they make sense
together by not competing against each other. For exam-
ple, one should not be aimed at maximizing product
availability while another is aimed at minimizing inven-
tories. They should be cross-optimized to work together
to enhance similar objectives, so that performance maxi-
mization follows a “1+1= 3, not 2” mantra.

Exhibit 2 graphically depicts a strategically aligned
supply chain for an illustrative customer-focused com-
pany (sans an operating model). Note that performance
objectives and tailored practices are aligned to directly
enhance competitive strategy elements. (Six case-study

Three important demand management (i.e.,
supply-demand matching) processes also need

to be implemented: customer segmentation and
service; sales and operations planning (S&O0P); and
order promising and fulfillment processes.

designs were discussed in the April 2006 SCMR article
that I referenced earlier.)

Lessons Learned

[ learned valuable lessons using this approach with compa-
nies. While defined straightforwardly, it is not linear, involv-
ing the frequent revisiting of prior steps. This happened,
for example, when a company didn't have a defined cor-
porate competitive strategy. The strength of the approach
was that it provided a language for discussions during each
step. Another issue was getting agreement on focused
performance objectives, since most managers wanted to
work in “best” performing operations. Lastly, when assess-
ing a company’s current position in the triangle, managers
inflated the customer-response focus. However, companies
like Walmart have minimal focus on customer-response
because customers don't want to pay for frills. So it was
important to recognize that focusing on customer-response
assumes the company is spending lots of money on cus-
tomer-facing versus back office operations. (Think Best
Buy versus Walmart store experiences).

Managers that want to assess whether their supply
chains are or need to be competitive should consider
the approach. However, be pre-warned: Because a com-
petitive supply chain strategy needs to be developed col-

laboratively among supply,

EXHIBIT 2

demand, and financial man-

Customer
Ranked Performance Objectives Response
¢ Highest Supplier Quality Standards
 Shortest Time-to-Market
« Shortest Manufacturing Changeover Times °

Tailored Practices

« Core ‘Strategic’ Supplier Program
 Collaborative Development and Design
¢ Multi-Product Production Lines

with Quick Changeover

Efficiency

Source: Larry Lapide

Aligned Supply Chain Design for an Illustrative Company
with a Customer-Focused Competitive Strategy

Customer-Focused Competitive Strategy
¢ Highest Quality Products

* Broadest Product Line

Asset Utilization

agers, it will likely take many
months to muster buy-in.
After accomplishing this, the
work isn’t done. Three impor-
tant demand management
(i.e., supply-demand match-
ing) processes also need to
be implemented: customer
segmentation and  service;
sales and operations planning
(S&OP); and order promis-
ing and fulfillment processes.
These are the topic of my
next and last column in this
three-part series on competi-

e Most Innovative

tive supply chains. s>
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Deconstruct to Reconstruct:

Using the Past to
Create the Future

By James B. Rice, Jr.
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ig Data, cloud computing, driverless vehi-

cles, drones, 3D printing, The Internet of

Things: It seems that never a day goes by
without the arrival of another paradigm-shifting
innovation.

Market and industry dynamics are constant-
ly changing. The emergence of omni-channel
retailing, wide fluctuations in energy prices that
require supply chain designs to be revisited,
and the impact of mega-size container ships
on global operations are just a few examples of
these changes.

While you likely find this endless stream
of new capabilities and applications excit-
ing, you might also be feeling somewhat over-
whelmed. It's becoming increasingly difficult
to identify how these developments translate
into successful supply chain innovations (SCI)
that can be leveraged to create competitive
advantage.

Don’t get discouraged: By deconstructing
these shiny new objects, you will find that they
are not as revolutionary as is widely assumed.
And having disassembled them, you will have
a clearer idea of how SClIs can be derived from
innovative ideas.

The Simple Truth

SCI’s are often characterized as ground-breaking
ideas that bring about dramatic and disruptive
changes in the supply chain. The truth, however,
is more mundane. The majority of SCls are what
is known as sustaining; they provide incremental
improvement in cost, quality, or service.

Also, rarely does an SCI pop out of a labora-
tory or result from a light bulb idea. More often
than not, this type of innovation evolves out of
a series of many small modifications that in
combination achieve meaningful change in per-
formance (this is what supply chain profession-
als have always been doing, but we've called it

SEPTEMBER/OCTOBER 2015

different things like business process reengineer-
ing, Kaizen/continuous improvement, etc.).

Recognizing this truism will help reori-
ent your efforts toward a productive and disci-
plined approach to innovation. Less thoughtful
approaches often result in companies chasing
technological silver bullets.

Also, practitioners often make the mistake of
conflating process innovation, or SCI, with prod-
uct innovation. Keep in mind that each one has
distinct outcomes that derive from very different
sets of processes.

Usually product innovation involves a stage-
gate process for the assessment, selection, and
development of new product ideas. SCI, on
the other hand, focuses on changing or improv-
ing an existing process with a clear, predefined
outcome, such as the creation of a specific prod-
uct or service. An SCI could serve to create the
same product, but using a different process that
might have different economics and performance
expectations.

Additionally, there is generally a burst of
product innovation at the genesis of a new
product, followed by diminishing and increas-
ingly smaller innovations. The pace of develop-
ment for an SCI takes the opposite direction.
Early in the product lifecycle there is some pro-
cess innovation that increases over time, and
then peaks at the point where there is conver-
gence on a “dominant design” for the product
and process.

Time to Choose

Having clarified the nature of an SCI, firms need
to choose whether to pursue sustaining or dis-
ruptive supply chain innovation.

Why choose? Each one requires very different
approaches and skill sets. Sustaining SC innova-
tions come from process improvements infused
with the inspiration of learning from others and

www.scmr.com
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adapting methods from other environments to your own.
Disruptive supply chain innovation entails changing the
dominant design of your supply chain. Yes, changing the
way things are done.

Disruptive innovations are hard to achieve if you are
part of a big company that has established processes serv-
ing large customers that depend on you for reliable supply.
Dell changed the dominant design when it started pro-
ducing to order and selling direct. The previous dominant
design was to produce to stock and sell through retailers
and distributors. Zara challenged the dominant design
when it designed a vertically integrated, near-market,
fast fashion business that was capital-intensive and relied
on high levels of automation. At the time, the dominant
design for mass merchandise fashion products was a low
capital, high-labor model, based on outsourcing as part of a
long-cycle supply chain.

Disruptive innovations are hard to achieve
if you are part of a big company that has

established processes serving large customers

that depend on you for reliable supply.

Transformations like these are rare, and almost always
the disrupter is not a market leader, as Clay Christensen
explains in his seminal work, The Innovator's Dilemma.

Deconstruct to Reconstruct

Now that you have a clearer idea of what type of SCI
you're chasing, and what it might entail, you may well
have come to realize that nearly all SCIs are combi-
nations or re-combinations of established ideas. The
“new” aspect is the combination that is then applied and
scaled.

To prove this is the case, try deconstructing some
well-known innovations, including the ones mentioned
at the beginning of this article. Such an exercise helps
you to interpret innovations in the context of the supply
chain. It also demystifies innovation, and dispels doubts
you might have that harnessing complex, ground-break-
ing ideas is too much of a challenge for simple opera-
tions folks.

Below are some examples to get you started.

¢ Dell's make-to-order process is a reapplication of
make-to-order manufacturing. More than a century ago,
blacksmiths used the same process to custom-make horse
shoes for each animal. Dell figured out how to do it on a
massive scale.

® Zara’s vertically integrated supply chain actually harks
back to the vertically integrated production model that

Www.scmr.com

was popularized by the Ford River Rouge plant. Also, the

retailer applied automated, large-scale production methods

to the low-tech approach to manufacturing that had been
previously dominant in the apparel industry.

® Amazon’s massive online catalog and direct sales are a
reincarnation of the venerable Sears & Roebuck’s print cat-
alog. Amazon’s version has an electronic interface where
orders are placed electronically instead of via mail.

e Kiva Systems’ robotic warehousing system is genuine-
ly impressive, but its component parts are familiar. These
include pick-to-light packing stations supplied by small,
QR code-guided AGVs (automated guided vehicles) that
use servo motors and ball screws (for mobile shelf pick
up), along with custom software that are combined in a
devilishly clever way. But again, the basic technology has
been around for decades.

Of course, there were many other important factors that
contributed to each of these successes. However,
the above summaries highlight that the kernel of
innovation came from the reconstruction of exist-
ing methods and know-how, and not a laboratory.

Ocecasionally there is a product innovation that
also serves as a SCI. A recent example is iBubble.
Although this is a clever innovation, it is based on
established concepts. Sealed Air used to make pro-

tective packing material by trapping air bubbles between
two sheets of plastic. The bubbles cushion delicate prod-
uct in transit. iBubble, Sealed Air's new innovation, is
very similar, but the packaging is inflated just prior to use,
making it less expensive to ship. Is this a new concept?

Hardly. Shipping product in its component form for self-

assembly by the end user is a well-established technique.

In fact, iBubble is an ingenious application of postpone-

ment—delaying the final assembly of a product until as

late as possible.

Take the Right Road
In the words of Yogi Berra: “If you don’t know where you're
going, you might not get there.”

When developing and applying SCls, practitio-
ners should focus on the process and not the product.
Technologies don’t change supply chains; technical inven-
tion is not SC innovation. Instead, concentrate on how
innovative technologies can be applied and scaled to help
change supply chains. Recognize the difference between
sustaining and disruptive SCI. Choose your objective, stick
to it, and secure the right resources and support to achieve
it (e.g. process improvers for sustaining SCls, process
dreamers for disruptive ones).

This is the disciplined and productive path to success-
ful supply chain innovation, an approach that will reward

adopters given the accelerating pace of innovation. QD
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GLOBAL LIiNKS

BY PATRICK BURNSON

Slavery is Still a Major
Concern in the Supply Chain

A new report highlights the hidden risks that workers may
encounter when seeking employment and the steps that
governments and businesses can take to prevent trafficking—
including a demand for transparency in global supply chains.

his year's U.S. State Department of

2015 Trafficking in Persons Report plac-

es a special emphasis on slavery in the
global marketplace, and raises a great many
issues for today’s multinational supply chain
manager to consider.

When announcing the report’s release,
Secretary of State John Kerry cited a main-
stream media report of a young Cambodian boy
who crossed the border into Thailand. He was
promised a construction job, but found himself
held by armed men and pressed into service on
the sea, shackled by his neck to a boat.

“If that isn't slavery and imprisonment, [
don’t know what is,” Kerry said.

Yet, while the fight against human traffick-
ing intensifies, millions of people continue
to toil in compelled service, exploited for the
enrichment of others in virtually every coun-
try in the world.

As the International Labour Organization
(ILO) estimated in 2014, forced labor in the pri-
vate economy reaps some $150 billion in illicit
profits each year; most instances of what the
Trafficking in Persons Report refers to as human
trafficking are covered by ILO’s definition of
forced labor. These billions flood the formal
marketplace, corrupt the global economy, and
taint purchases made by unwitting consumers.

Losing Track

Long and complex supply chains that cross
multiple borders and rely on an array of sub-
contractors impede traceability and make it
challenging to verify that the goods and ser-
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vices bought and sold every day are untouched
by modern day slaves.

This means consumers of goods and ser-
vices may be connected to human traffick-
ing more closely than they imagine—con-
nected, however indirectly, to the man in the
Amazon compelled to mine for gold and to
the woman forced into prostitution in that
same mining camp; linked to the construc-
tion worker in the Gulf who is unable to leave
an exploitative situation and to the woman in
Indonesia who accepts a job as a caregiver
and is instead made to work in a brothel;
tied to the child in West African cocoa fields
who is compelled to work instead of going to
school; and to the Native American teenager
who runs away from home and ends up a
victim of sex trafficking near the oil fields in
North America.

Governments, the private sector, and
individuals can all make a difference when
it comes to addressing human trafficking in
supply chains. Each has the unique ability to
leverage economic power to influence existing
markets, and create new ones, where work-
ers can enjoy decent work and human dignity,
and are free from coercion and the exploita-
tion associated with human trafficking.

Thailand Takes the Heat

The U.S. Department of State maintained
Thailand’s Tier 3 ranking, the lowest category,
in its TIP report. The ranking accurately reflects
Thailand’s lagging efforts to combat human traf-
ficking and will incentivize the Thai government
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G LO BAL Li N KS (continued)

EXHIBIT 1

Countries in the 2015 TIP Report that are not States Parties to the Protocol to Prevent,
Suppress, and Punish Trafficking In Persons, Especially Women and Children

South Sudan

Republic of Congo

Uganda

Korea (DPRK)
Iran ’
apan
Nepal gy utan

Pakistan Republic of Korea

Yemen Palau

Bangladesh
Sri Lanka

Brunei Marshall Islands

Papua New Guinea

Somalia Singapore

Maldives Solomon Islands

Comoros Fiji

Tonga

Between April 2014 and March 2015, the following governments became parties to the Protocol:
Afghanistan, Angola, Barbados, Czech Republic, Eritrea, Sierra Leone and Sudan.

Source: U.S. Department of State

to make greater strides in the coming year, according to
a global coalition of 25 human rights, environmental and
labor groups, who sent an open letter to Kerry.

“The Thai government seems to be realizing it must
address its significant labor trafficking problem or face
economic consequences,” says Abby McGill, campaigns
director for the International Labor Rights Forum.

“Unfortunately, the changes it has made so far are
largely cosmetic. We hope this decision will underscore
the urgent need to reform immigration and labor laws
so they uphold the human rights of migrant workers,
one of the populations in Thailand most vulnerable to
human trafficking.”

But Thailand’s problem is slightly different in that it
is not a flag of convenience, but is having trouble get-
ting vessels in its fleet to actually register. The Labor
Rights Forum strongly supports regulation and strict
oversight of fishing vessels as a way to avoid the worst
abuses and bring criminals to justice.

There are an estimated 3 million to 4 million migrant
workers in Thailand, many of whom labor in the most
dangerous jobs in that nation’s booming export econo-
my. Several high-profile global media exposés last year
brought significant international attention to the prob-
lem of human trafficking among migrant workers in
Thailand’s fishing industry in particular.

Www.scmr.com

The European Union issued Thailand a yellow card
for its failure to adequately monitor its fishing industry
in April, which gave the Thai government six months to
improve oversight, or face sanctions.

The letter also condemned Thailand’s use of criminal
defamation to prosecute journalists and human rights
defenders who uncover cases of human trafficking,
claiming such prosecutions inhibit the ability of victims
to speak out and seek justice.

Earlier this past summer, Phuketwan journalists Alan
Morison and Chutima Sidasathian, and migrant rights
defender Andy Hall faced court proceedings in separate
cases related to accusations of human trafficking, the
former in the seafood sector and the latter at a pine-
apple canning facility.

“While there have recently been positive moves for-
ward, Thailand has still not yet demonstrated enough
political will, translated into effective implementation
of actions, to change the systemic nature of its human
trafficking,” says Sein Htay, president of the Migrant
Workers Rights Network.

“It’s important that government, industry and civil
society all work together to push the Thai government
toward greater enforcement against the drivers of human
trafficking, and accountability for the people guilty of
supporting this egregious form of exploitation.” QD
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By Stan Aronow, Mike Burkett, Jim Romano, and Kimberly Nilles

n May of this year, Gartner published its 11th
annual Supply Chain Top 25, a ranking of the
world’s leading supply chains. As always, a primary
goal of the Top 25 is to foster the celebration and
sharing of best practices as a way to raise the bar
of performance for everyone. Another objective of the
Supply Chain Top 25 is to shine a light on the impor-
tance of the function and profession—within our com-
munity certainly, but also for corporate executives out-
side of supply chain and the investment community at
large.
The ranking is focused on identifying supply chain
leadership, which includes operational and innovation

excellence, but also other behaviors such as corporate
social responsibility and a desire to improve the broad-
er practice of supply chain management. While the
list changes from year to year, there are some common
characteristics that separate the best from the rest.
This article discusses the insights and trends we've
seen this year from the leaders.

What is the Definition of Excellence?

Gartner defines excellence as demonstrating leadership
toward a demand-driven ideal. Our Demand Driven
Value Network (DDVN) model has seven dimensions
with interrelated areas of capability in supply, demand,

2015 Supply Chain Top 25:
The Art and Science

Stan Aronow and Mike Burkett are research vice presidents, Jim Romano is a

senior program manager, and Kimberly Nilles is a research analyst at Gartner

Inc. They can be reached at Stan.Aronow@gartner.com, Michael. Burkett@

gartner.com, Jim.Romano@gartner.com, and Kimberly. Nilles@gariner.com.
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This year, Gartner unveiled the 11th annual global
Supply Chain Top 25, identifying global supply chain
leaders and highlighting their best practices for
heads of supply chain and strategy organizations.

of Supply Chain
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and product lifecycle man-
agement, all enabled by
robust strategy and gover-
nance. The maturity model
follows five stages of pro-
gressive  maturity along
each dimension and tracks
corporate supply
through a journey from
reactively operating in silos
to eventually orchestrating
for value across both inter-
nal and partner networks.
Leading companies
have achieved a much
higher degree of visibility,
coordination, and reliable
processes both within and
across the plan, source,
make, deliver, and return
functions—but also in
partnership with sales and
marketing and product management organizations in
lines of business. Their supply chains are designed
starting with what brings value to customers and then
back through the supply network. The ability to sense,

Outside-In

chains Stage 3

Internal Result
Supply

Integrated
Supply Chain

Demand

Mindset

Product

Inside-Out

Cost

Source: Gartner (September 2015)

EXHIBIT 1

The DDVN Maturity Journey

Network Value
Customer Value

Demand Supply
Demand  Supply
Enterprise Outcomes
Product
Product
Stage 2
Stage 1
BU BU BU
BU
Function Function Function BU
Function  Function  Function BU
Function Function Function
Target Service

translate, and shape demand, and pair up appropriate
supply is also improved and both demand and supply
are determined in close collaboration with customers
and upstream suppliers.

Characteristics of Leaders

Each company in the Top 25 develops sup-
ply chain strategies and priorities tailored
to its corporate and market context. While
these are useful for others to learn from, in
our research we also look for shared charac-
teristics. For many companies, these char-
acteristics are easier to talk about than to
actually implement. What differentiates the
leaders is that they have moved beyond the
discussion phase to make the hard changes
that are required throughout the organization.

We’ve talked about many of these in past
articles, and they remain relevant:

¢ QOutside in focus. Most companies think
that they are demand driven and focused on the cus-
tomer, but the two concepts are not identical. You can
be focused on the customer from either an outside-in
or inside-out mentality. Leaders start with the customer
experience of their supply chain and work their way back
through their supply chain designs for an appropriate,
profitable response.
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e Embedded innovation. Indicates a sup-
ply chain’s close integration into product lifecy-
cle management both internally and with up and
downstream partners. There is also the ability to
innovate supply chain practices. This means not
only adopting and adapting others best practices,
but also breaking the rules, defying conventional
wisdom and writing new rules for the supply chain
community, as a whole. These companies are not
afraid to experiment, fail fast in some areas, and
drive competitive advantage in others.

e Extended supply chains. More mature
companies are managing multi-tier networks
with strong visibility and agility to support rapid

changes in demand or disruptions in supply.

¢ Excellence addicts. Leaders are never satisfied,
even if their performance in an area would be consid-
ered world class by objective standards. Most often
there is an underlying culture driving this behavior and
strong governance mechanisms managed through
centers of excellence.
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Our methodology is outlined in it's entirety at the
end of this article (in the sidebar Our Methodology:
How Gartner Selects The Top 25), but at a summary
level it operates as follows. Each year, approximately
300 companies are chosen to be evaluated. Companies
do not apply to be included; rather, we select the com-
panies from publicly available lists using a defined set
of criteria, including size and industry sector. Each
company gets a composite score, and these scores are
force-ranked to come up with the final list. The com-
posite score is made up of a combination of publicly
available financials, as well an opinion component,
providing a balance between objective and subjective
perspectives. In completing their ballots, voters are
asked to identify those companies that they believe

are furthest along the journey toward the demand-
driven ideal, as defined in Gartner research and on the
voting Website.

The Masters

This year we are introducing supply chain masters, a new
category to highlight the accomplishments and capabili-
ties of long-term leaders. At the same time, we want to
create room for growth and visibility of even more new-
comers. We are, therefore, recognizing those companies
that have consistently had top five composite scores for
at least seven of the last 10 years and placing them in
a separate category from the overall Supply Chain Top
25 list. In this inaugural year for supply chain masters,
we want to recognize two companies demonstrating sus-

The Gartner Supply Chain Top 25 for 2015

Peer Opinion’ Gartner 3-yr. Weighted Inventory 3-yr. Weighted
(200 voters, Opinion’ (35 ROA? Turns? Revenue Composite

Rank Company 25%) voters, 25%) (25%) (15%) Growth* (10%) Score’®
1 Amazon 3394 468 0.0% 8.7 21.7% 5.32
2 McDonald'’s 1626 283 14.6% 157.3 -0.2% 5.23
3 Unilever 1996 619 11.3% 6.7 -0.2% 5.15
4 Intel 1064 481 12.1% 5.0 2.4% 4.09
5 Inditex 1003 297 17.0% 3.8 8.8% 4.04
6 Cisco Systems 1147 500 8.4% 12,6 1.5% 4.01
7 H&M 809 89 26.6% 3.7 12.8% 4.01
8 Samsung Electronics 1568 330 10.5% 17.7 0.5% 3.91
9 Colgate-Palmolive 1034 318 17.8% 5.0 0.6% 3.91
10 Nike 1369 214 14.5% 4.1 10.7% 3.78
11 The Coca Cola Co. 1938 287 8.9% 54 -1.0% 3.49
12 Starbucks 1215 174 13.0% 6.8 11.6% 348
13 Walmart 1794 259 8.4% 7.8 2.5% 3.39
14 3M 1161 150 14.9% 4.2 2.7% 3.09
15 PepsiCo 890 330 8.9% 8.3 0.3% 3.04
16 Seagate Technology 176 114 19.9% 10.8 3.9% 2.99
17 Nestlé 1123 244 9.9% 5.1 2.0% 293
18 Lenovo Group 771 218 3.9% 12.8 18.9% 2.89
19 Qualcomm 218 50 15.5% 8.8 17.8% 2.85
20 Kimberly-Clark 819 243 10.5% 5.9 0.8% 2.76
21 Johnson & Johnson 1192 139 11.1% 2.8 4.6% 273
22 L'Oréal 749 118 12.5% 29 2.9% 241
23 Cummins 148 149 11.5% 5.2 4.7% 2.16
24 Toyota Motor 1322 23 3.6% 10.6 13.4% 2.16
25 Home Depot 268 44 14.1% 4.6 5.6% 2.11

Notes:

1 Gartner Opinion and Peer Opinion based on each panel’s forced-rank ordering against the definition of “DDVN Orchestrator”

2 ROA: ((2014 netincome / 2014 total assets)*50%) + ((2013 net income / 2013 total assets)*30%) + ((2012 net income / 2012 total assets)*20%)

3 Inventory Turns: 2014 cost of goods sold / 2014 quarterly average inventory

4 Revenue Growth: ((change in revenue 2014-2013) *50%) + ((change in revenue 2013-2012) *30%) + ((change in revenue 2012-2011) *20%)

5 Composite Score: (Peer Opinion*25%) + (Gartner Research Opinion*25%) + (ROA*25%) + (Inventory Turns*15%) + (Revenue Growth*10%)

2014 data used where available. Where unavailable, latest available full-year data used. All raw data normalized to a 10-point scale prior to composite

calculation. “Ranks” for tied composite scores are determined using next decimal point comparison.
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tained leadership: Apple and P&G.

Apple dominated the top slots of our
ranking since its first appearance at No. 2
in 2007. This was based on both its stellar
financial performance and the high opinion
of the supply chain peer and analyst com-
munity. Skeptics point to the fact that for
the most part, Apple’s products are mainly
“designed in California” and “assembled in
China,” but the reality is that it takes skill
and, in some cases, sheer will to orchestrate
the design, development, and high-volume
launch of highly integrated products across
a network of hardware, software, manufac-
turing, and logistics suppliers. This high
tech leader demonstrates the spirit of the Supply Chain
Top 25 through the integration of innovation and oper-
ations excellence.

P&G, a perennial supply chain and product leader,
has appeared on the top five of our ranking for nine out
of the last 10 years. The consumer products giant has
a long-standing history of innovative supply chain prac-
tices, starting with the Efficient Consumer Response
(ECR) capability it built with Walmart in the early
1990s. That effort evolved into modern day collabora-
tive planning forecasting and replenishment (CPFR)
capability. Today’s P&G is redefining customer-centric-
ity in how it measures service by adopting differenti-
ated performance metrics representative of the top cus-
tomers in the channels it serves. The company has also
blended its supply chain and product R&D organiza-
tions for a seamless approach to new product develop-
ment and launch (NPDL).

We're excited to introduce this new masters catego-
ry to the ranking, and will revisit it each year as compa-
nies enter and exit.

The Top 5

Amazon claims the No. 1 spot on the ranking this
year and makes its fifth appearance in the top five.
The e-commerce giant has demonstrated its ability to
successfully launch new supply chain services, such
as same-day delivery, now available in 54 U.S. metro
areas. In another out-of-the-box move, Amazon ran
pilots with automakers Audi and Volvo to deliver pack-
ages directly to the trunks of customers” automobiles.
Last year, Amazon released a series of instant ordering
devices under the brand Amazon Dash, which enable
consumers to push a button on a small, product-brand-
ed fob when they need to reorder common household
items like laundry detergent, instant coffee cups, and
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Amazon claims the No.1
spot on the ranking this
year and makes its fifth
appearance in the top five.

The e-commerce giant has

also demonstrated its ability to
successfully launch new supply
chain services, such as same-day
delivery, now available in 54
U.S. metro areas.

diapers. Where will Amazon go next? Its competitors
will be watching closely.

McDonald’s, No. 2 on the ranking, is facing sig-
nificant headwinds this year—new competition from
specialty restaurants, innovative products from exist-
ing players, changing consumer tastes, and a tighten-
ing labor market with increasing wages. Internally, it
has had challenges managing a menu that has grown
more diverse over the last few years. With a new CEO
at the helm, it is focused on returning the restaurant
giant to growth. Supply chain, in partnership with out-
source partners, is positioned to help the company
make data-driven decisions. Supply chain operations
have deepened involvement in the product life cycle to
drive profitability and can help the business strike the
delicate balance between reigniting growth and stoking
complexity that detracts from profitability.

CP leader Unilever is No. 3 on the list. As part of
the broader Sustainable Living Plan it launched in
2010 to double revenue and halve its environmental
impact by 2020, the company announced earlier this
year that it had achieved its goal of sending zero waste
from all factories to the landfill, a year ahead of sched-
ule. A big part of the company’s success comes from its
partnership with suppliers and it is now forging multi-
company relationships between suppliers to foster
deeper collaborative innovation on ingredient design
and manufacturing processes. Unilever is also rolling
out regional centers of excellence (COEs) for customer
service and logistics. With collaboration in its corporate
DNA, Unilever’s supply chain team has also embraced
a broader role in spreading best practices across the
entire community.

Intel, at No. 4, is another company whose supply
chain has risen quickly up our ranks over the years.
Its supply chain vision includes delivering on five key
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vectors that drive Intel's competitive advantage in the
marketplace: technology leadership, manufacturing
scale, agility, responsiveness, and social responsibility.
Intel’s supply chain has taken on an expanded partner-
ship role as an enabler of growth in new product mar-
kets. In recent times, that has meant media tablets and
solutions that leverage the “Internet of Things” (IoT).
In 2014, Intel went from selling almost no media tablet
chips to over 40 million of them. Beyond the ability to
successfully supply and ramp new products, this is a
story about building a new ecosystem of hardware and
software suppliers and contract manufacturers to work
with in China.

At No. 5 this year is Spanish clothing retailer
Inditex. It is the owner of eight brands, including
flagship Zara, which continues to grow through new
store openings and expanded e-commerce offerings
in all existing and new markets. Inditex is rolling out
a reusable item-level RFID tracking system for all gar-
ments sold in its Zara stores. This system allows for
more efficient inventory counts; quick, precision stock
replenishment; enhanced security control; and, ulti-
mately, better service for customers looking for specific
products within physical stores and online. Its supply
chain continues to prioritize social responsibility and
was recently recognized by the Dutch Association of
Investors for Sustainable Development.

Movers and Shakers: No. 6 to No. 15
Leading off this group is Cisco at No. 6. The network-
ing leader is well down the path of selling integrated
solutions and supply chain’s role in ensuring integrated
hardware and software quality has evolved in line with
this shift. Cisco’s supply chain has also
invested in improving customer intimacy.
Each director and above is a customer
champion aligned with specific end custom-
ers and sales teams. Cisco is using loT as it
has branded it, to both improve its supply
chain operations and support the company
in bringing these solutions to market.
Swedish retail chain H&M moved up
to No. 7 on the ranking. It continues to
grow and, in 2014, established brick-and-
mortar stores in nine new markets, includ-
ing China. H&M’s supply chain is strong
at managing the product life cycle with
designers and suppliers. Its next challenge
will be reinventing the ability to capture
demand and fulfill across all channels,
given its recent expansion into e-com-
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merce. H&M has received multiple awards for sustain-
ability and social responsibility. The company was rec-
ognized as the 2015 World’s Most Ethical Company by
the Ethisphere Institute, a global leader in defining and
advancing the standards of ethical business practices.

Samsung Electronics was ranked No. 8 this year. This
perennial leader is well respected in the peer commu-
nity and continues to post strong inventory turns at 17.7,
complemented by a three-year weighted-average ROA
above 10 percent. Operational excellence at Samsung
Electronics centers on two key factors driving flexibil-
ity and profitability. The first is visibility in end-to-end
supply chain, which it defines as R&D, procurement,
manufacturing, logistics, marketing, sales, and service.
The second is the capability of its people, organization,
process, and IT infrastructure.

Colgate-Palmolive maintained its No. 9 rank. Its
supply chain team is testing the use and integration
of leading-edge systems, utilizing the latest in-memory
computing technology. This will allow it to gain end-
to-end visibility and to take real-time actions in the
planning and execution horizons. Colgate continues
to fund the company’s growth through close manage-
ment of all investments in capital and capabilities. This
growth has tapered due to slowing emerging markets
and a strong dollar, but Colgate-Palmolive’s three-year
weighted average ROA continues to be a bright spot at
17.8 percent.

Perennial footwear and apparel leader, Nike, is
ranked No. 10. Nike's supply chain has strong foun-
dational capabilities in product life cycle and supply
network management and is expanding the use of Lean
techniques from the manufacturing environment to

other supply chain functions. On the inno-
vation front, it has unveiled products using
a new ColorDry technology that dyes fabric
with recycled CO2 and zero water versus

Nike’s supply chain has
strong foundational
capabilities in product

life cycle and supply network
management and is expanding
the use of Lean techniques
from the manufacturing
environment to other supply
chain functions.
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traditional water-intensive dyeing methods. This tech-
nology also saves energy and eliminates the need for
added chemicals in the fabric dyeing process.

Coca Cola Co.’s supply chain (No. 11) is focused on
a handful of key objectives this year. In the upstream
supply network, it is about quality at the source, with
leading metrics and process controls that support its
safety culture. Within its manufacturing and distribu-
tion environments, it is automating to increase produc-
tivity faster than the top line. Customer-facing initia-
tives are aimed at improving on-time and in-full rates
through improved forecast collaboration, value-based
product and packaging portfolio management, and tai-
loring customer service models.

Starbucks (No. 12), the world’s largest coffee retailer,

runs a broad-spanning supply chain that includes new
product development, customer service, and strategy.
Talent development is a core focus within the organiza-
tion, as reflected by its training and rotational programs.
Starbucks is still the only retailer to offer no-strings-
attached reimbursement for employees pursuing an
online undergraduate degree. Sustainability is another pri-
ority for Starbucks, as evidenced by its recent verification
that 99 percent of the coffee it buys is ethically sourced.
Supply chain pioneer Walmart (No. 13) has con-
tinued its push into e-commerce and has expanded
investment in multichannel drive-thru pick-up cen-
ters and a “click-and-collect” grocery service offered
at some of its stores. Walmart is also leveraging its
expertise in supply network design and optimization

ach year, our analysts research the supply chains of

hundreds of companies. Through this work, we note
the trends: What are the leaders focusing on, where are
they investing time and effort, and what can be applied
broadly? Three key trends stand out this year for leaders
that are accelerating their capabilities and further sepa-
rating them from the rest of the pack.

1.) Bimodal supply chain strategies. Chief supply
chain officers (CSCOs) and their teams face an envi-
ronment where business models must change quickly,
where the expectation is that they will spend as much or
more time growing and innovating as they will streamlin-
ing and promoting efficiency. Gartner has termed this
reality “bimodal.” Traditionally, supply chain executives
have been successful because they were good at driving
down costs. The leaders now realize they will be judged
on cost containment as well as the ability to promote
and support the top line.

In parts of the business with innovative products
and solutions, these leaders help promote organic
growth through timely supplier enablement, co-innova-
tion and active participation in the phase gate release
process to enable smooth new product launches.
When growth comes from selling in new geographic
markets, supply chain is a full partner with marketing,
sales, finance, and R&D, and plans for the required
enablers well in advance. Another pillar of growth
that we’ve seen accelerate across most industries
is the effective integration of mergers and acquisi-
tions (M&As). The more mature supply chain organiza-
tions that we speak with have dedicated teams and
established playbooks for assessing the current and
required capabilities of new businesses and determin-
ing the best transition roadmap.

Three Key Trends

The other mode for these leading supply chain teams
is the continued pursuit of improvement and efficiency
in mature and declining businesses. High-performance
work systems are used to identify and pare out non-
value-added complexity in product portfolios and opera-
tional processes to remove waste and improve profit-
ability. Many of the companies at the top of the Supply
Chain Top 25 are running integrated supply chains that
can drive the appropriate trade-offs across individual
functions for lowest end-to-end supply chain cost.

Some leaders have strategies tailored to different
business units, while others differentiate by major geog-
raphy or individual markets. The common thread across
them is a clear and cascading link between corporate
and supply chain strategies, performance metric targets,
business processes, technology, and talent.

2.) Increased customer intimacy. Another trend is
a focus on customer experience as a measured prior-
ity in supply chain organizations. Some of the leading
companies are tracking customer satisfaction measures,
such as Net Promoter Score (NPS), as a first-tier metric
for their organizations. Independent of the product being
sold, leaders are focused on listening more closely to
their customers and responding with innovative solu-
tions. We see this happening not only in the CP/retail
space, as expected, but also across the industrial manu-
facturing sectors.

This year, we heard from more companies extend-
ing visibility and insight beyond first-line customers and
moving on to the end users of their products. Their sup-
ply chains are not just collecting data concerning the
details of the sale, but also the patterns of usage and
resulting sentiment of the end user. Consider that several
leading PC and mobile device manufacturers are starting
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in a drive to recapture the low-cost crown from its
competition. The company is running multiple social
responsibility programs focused on increasing sustain-
ability at suppliers and in its own network, support for
women-owned businesses, and the broader communi-
ties it serves.

Senior supply chain leadership at diverse industrial
3M (No. 14) recognizes that complexity limits the long-
term growth potential of the company and is on a mis-
sion to optimize operations through Lean extended value
streams. The engineering savvy company actively engag-
es with customers to develop innovative solutions to its
problems and works closely with key suppliers early in the
ideation process for new products with a focus on joint
cost reduction and accelerated cycle times.

Another perennial leader, PepsiCo landed at No.
15 this year. Its new demand signal repository tools
are driving significant results based on the ability to do
real-time promotion display management at the SKU
level. PepsiCo’s supply chain is also making significant
automation investments in manufacturing and its dis-
tribution centers. The PepsiCo team has continued
its focus on social responsibility and sustainability,
with programs aimed at environmental quality, ethical
sourcing, and community improvement, including its

innovative PepsiCorp program.

Rounding Out the List: No. 16 to No. 25
The supply chain team at storage company Seagate
Technology (No. 16) has developed a global network of

to think about product quality from both the perspective
of performance-to-specification and performance-to-
expectations. Mining of online sentiment data allows for
these types of connections to be drawn and fed back to
design teams for future product releases.

Remote equipment monitoring is another popular
mechanism for gathering end-user insights and for
assisting with preventative maintenance. We see appli-
cations of this capability increasing at leading industrial
machinery companies and high tech manufacturers, as
well as in the consumer world of health monitoring prod-
ucts, home office equipment and others.

Ultimately, delighting customers with strong opera-
tional supply chain performance, when combined with
improved solution performance, will lead to measurable
improvements in customer satisfaction and contribu-
tions to the top line. This is yet another way that leading
supply chain organizations are becoming partners in
growth with the business.

3.) Emerging digital business models. While still
a nascent concept, the view on how supply chain can
leverage digital capabilities to support new business
models and improve broader value chain performance
became clearer this year. Manufacturing is the center
of many digital capabilities, including predictive quality,
energy management, and smart automation, all leverag-
ing sensors and advanced analytics. Moreover, leading
companies recognize that “the factory” is not just some-
where inside the four walls of the company or an out-
source partner. Digital synchronization of manufacturing
lines with upstream suppliers and other supply chain
functions is where the business value starts to multiply.
The automotive and chemical industries offer a leading
vision of where digital manufacturing can go next in

terms of these capabilities.

The logistics function is not far behind manufactur-
ing in terms of automation using sensors, gateways,
tracking systems, and business rules to predict and
alert when there will be a variance to the current plan
of record. For example, the rapid emergence of online
ordering has forced retailers into the digital world of
multichannel order management and fulfillment that
requires increased visibility. Logistics control tower
capabilities are not new, but when combined with more
affordable sensors and computing power, they portend
the democratization of deeper visibility that can reduce
risk and improve both operating costs and customer-
service levels for many companies.

The use of Big Data and advanced analytics to
improve demand visibility is somewhat commonplace
among the top consumer-facing supply chains, though
some are taking it to a higher level. Some smartphone
manufacturers are replenishing supply and offering addi-
tional services based on device activations. A handful
of consumer goods companies are using hourly SKU-
shelf-level visibility to surgically manage supply during
critical promotional and seasonal events.

3D printing is yet another digital-based technology
having transformative effects on select processes at lead-
ing companies. Many industrial and high tech compa-
nies are leveraging it to manage their equipment spares.
Consumer-facing companies are using 3D printing to
quickly prototype and manufacture high-mix, low-vol-
ume packages and containers for their products. Human
organs, food, building materials—the list of potential
applications is long and, as the variety of “printable”
materials increases, more industries will add this form of
instant agility to their toolkit of supply chain capabilities.
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customer value centers to provide more efficient fulfill-
ment and deliver customer-specific solutions. Seagate
Technology has spent the last few years developing a
cross-functional supply chain transformation office
focused on landing new capabilities, developing talent,
and rolling out metrics for improved visibility.

Nestlé (No. 17) runs one of the largest and most com-
plex consumer foods supply chains in the world and was
recognized by community-based organization, Oxfam, as
a top-ranked company for responsible sourcing. Nestlé's
supply chain culture centers on decentralized, locally-
empowered teams. Major focus areas for these teams are
driving capital efficiency, enabling e-commerce business-
es as a growth driver, and upstream product traceability to
ensure consumer trust.

Chinese technology company Lenovo's (No. 18) sup-
ply chain strategy cascades from its continuing corpo-
rate strategy to protect PC-based businesses and attack
mobile, enterprise, computing ecosystem, and cloud
services businesses. The supply chain team continues to
drive new capabilities such as inventory and order support
visibility, while ensuring the smooth integration of large
mobile and enterprise computing businesses.

Chipmaker Qualcomm (No. 19) is leveraging invest-
ments in supply capacity optimization and inventory
management as competition intensifies in the wireless
telecommunications component market. The company
continues to invest in new applications for its products
including use of smartphone technologies for new con-
sumer robotics applications such as the use of GPS and
machine vision to guide delivery drones. The chipmaker is
also making a push into the connected car market.

Kimberly-Clark (No. 20) continues on a multiyear
journey to improve its supply chain organization and
capabilities. It is extending Lean expertise out in part-
nership with customers to improve collaborative pro-
cesses for joint value. The supply chain, in partnership
with the business, has established a standard product
portfolio governance process aimed at improving over-
all SKU health. This work, along with effective demand
shaping capability, has enabled a relatively high forecast
accuracy for the company.

Healthcare leader Johnson & Johnson (No. 21) has
a legacy of decentralized decision making, but its sup-
ply chain has become more center-led over the years as
a Center Of Excellence (COE) formed to drive cross-
business unit improvements. One of these programs is
focused on complexity management and data-driven
governance of the company’s diverse product portfolios.
The COE team is also working to better understand the
voice of the customer in the pharmaceutical business.
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L'Oréal lands at No. 22 after a long hiatus from
our list. Its supply chain team has a dedicated effort
in partnership with the business to improve demand
forecast accuracy. The cosmetics and beauty products
company is leveraging optimization techniques in sup-
ply planning to improve customer service levels, while
holding less inventory. L'Oréal is also using a collabora-
tive supplier platform with its top strategic upstream
partners to feed them weekly demand forecasts and
pull through consumption requirements.

Engine and power equipment leader Cummins (No.
23) has a strong COE organization. This team has part-
nered with operations to evolve to end-to-end differen-
tiated SCM and, eventually, the orchestration of the
extended supply chain through collaborative governance.
Cummins’ analytics team is starting to move beyond
basic descriptive reporting of operational performance to
more predictive applications such as network, inventory,
transportation, and warehouse optimization modeling.

Toyota rejoins the list at No. 24 after last appearing in
2009. Its eponymous production system as well as its pio-
neered leveraging of Lean principles has been emulated
by the rest of industry and beyond. Its supply chain team
is focused on building logistics control towers and mitiga-
tion plans to avoid the supply disruptions of the recent
past. Toyota is also building a next-generation customer
service platform where vehicle owners, dealers, and ser-
vice agents can exchange information via the cloud.

Closing out this year’s list at No. 25 is Home Depot,
the world’s largest hardware retailer. Home Depot’s
supply chain team is reaping the rewards of a multiyear
improvement journey. It is introducing direct fulfill-
ment centers that will be able to ship to 90 percent of
U.S. households within 48 hours. E-commerce, while
a small portion of its total business, spans a wide vari-
ety of products and one-third of the volume is “click
and collect” at its brick-and-mortar stores. Upstream,
Home Depot has set up a vendor source program tap-
ping into vendor-managed inventory (VMI) stocks.

The Bar Has Risen

In our engagement with supply chain leaders over the
past year, it is evident that the bar of performance has
risen considerably for the top of the group. As Gartner’s
supply chain research organization, we remain commit-
ted to providing a platform for informed and provoca-
tive debate about supply chain leadership. We look for-
ward to leveraging this research to share the lessons,
best practices, and characteristics of leaders to inspire
and challenge the entire supply chain community to
new levels of performance and contribution. QD
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Our Methodology: How Gartner Selects The Top 25

The way we determine the ranking is something we
have been transparent about since the beginning.
We have also sought to keep it both consistent as well
as responsive year after year, taking direct feedback from
the supply chain community of professionals and incor-
porating suggested changes into the methodology where
possible. As a result, the list reflects not only what Gartner
analysts think about supply chain leadership, but what
the community as a whole respects.

The Supply Chain Top 25 ranking comprises two main
components: financial and opinion. Public financial data
provides a view into how companies have performed in
the past, while the opinion component offers an eye to
future potential and reflects future expected leadership,
which is a crucial characteristic. These two components
are combined into a total composite score.

We derive a master list of companies from a combi-
nation of the Fortune Global 500 and the Forbes Global
2000, with a revenue cutoff of $12 billion. We then pare
the combined list down to the manufacturing, retail, and
distribution sectors, eliminating certain industries that do
not have physical supply chains.

Financial component. ROA is weighted at 25 per-
cent; inventory turns at 15 percent, and growth at 10 per-
cent. Inventory offers an indication of cost management,
and ROA provides a general proxy for overall operational
efficiency and productivity. Revenue growth, while clearly
reflecting myriad market and organizational factors, offers
some clues to innovation. Financial data is taken from
each company’s publicly available financial statements.

Since 2009, we've used a three-year weighted aver-
age for the ROA and revenue growth metrics (rather than
the one-year numbers we had previously used), and a
one-year quarterly average for inventory (rather than the
end-of-year number we had previously used). The yearly
weights are as follows: 50 percent for 2014, 30 percent
for 2013, and 20 percent for 2012.

Looking forward, we are evaluating changes to the
way the financial components will be calculated in future
Supply Chain Top 25 evaluation cycles. In particular, we
are exploring comparison of each companies’ financial
metric components to groups of companies with similar
characteristics instead of the broader list of about 300
companies we evaluate, as is done today.

Opinion component. The opinion component of
the ranking is designed to provide a forward-look-
ing view that reflects the progress companies are
making as they move toward the idealized demand-
driven blueprint. It’s made up of two components,
each of which is equally weighted: a Gartner analyst

expert panel and a peer panel.

The goal of the peer panel is to draw on the extensive
knowledge of the professionals that, as customers and/
or suppliers, interact and have direct experience with the
companies being ranked. Any supply chain professional
working for a manufacturer or retailer is eligible to be on
the panel, and only one panelist per company is accept-
ed. Excluded from the panel are consultants, technology
vendors, and people who don’t work in supply chain roles
(such as public relations, marketing, or finance).

We accepted 231 applicants for the peer panel this
year, with 200 completing the voting process. Participants
came from the most senior levels of the supply chain
organization across a broad range of industries. There
were 35 Gartner panelists across industry and functional
specialties, each of whom drew on his or her primary field
research and continuous work with companies.

Organizations must surpass a base threshold of votes
from both panels to be included in the ranking. Therefore,
a company that had a composite score fall within the
Supply Chain Top 25 solely based on the financial metrics
would not be included in the ranking.

Polling procedure. Peer panel polling was conducted
in April 2015 via a Web-based, structured voting process
identical to previous years. Panelists are taken through a
four-page system to get to their final selection of leaders
that come closest to the demand-driven ideal, which is
provided in the instructions on the voting website for the
convenience of the voters. This year, we also asked vot-
ers to factor the degree to which companies are running
ethical and sustainable supply chains into how they rank
their top choices.

Individual votes are tallied across the entire panel, with
25 points earned for a No. 1 ranking, 24 points for a No.
2 ranking and so on. The Gartner analyst panel and the
peer panel use the exact same polling procedure.

By definition, each person’s expertise is deep in some
areas and limited in others. Despite that, panelists aren’t
expected to conduct external research to place their
votes. The polling system is designed to accommodate
differences in knowledge, relying on what author James
Surowiecki calls the “wisdom of crowds” to provide the
mechanism that taps into each person’s core kernel of
knowledge and aggregates it into a larger whole.

Composite score. All of this information—the three
financials and two opinion votes—is normalized onto
a 10-point scale and then aggregated, using the afore-
mentioned weighting, into a total composite score. The
composite scores are then sorted in descending order to
arrive at the final Supply Chain Top 25 ranking.
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Harnessing Big Data:
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By Foster Finley, James Blaeser, and Art Djavairian

¢

ater, water, every where, Nor any
drop to drink,” wrote Samuel
Taylor Coleridge in his 1798
poem The Rime of the Ancient Mariner. In
today’s corporate environment, we might well
exclaim: “Data, data, everywhere, but how in
the world shall [ put it to profitable use?”

With every online survey from shoppers, every
GPS signal from a truck or train, every Tweet
from the head of marketing, and every RFID-
tagged package speeding off to the shrink-wrap
station, companies have more data than they

know what to do with. Supply chain operations
in particular are hotbeds of data—inputs sought,
captured, and reported to improve efficiencies,
accelerate throughput, enhance customer ser-
vice, contain costs, and make it easier to utilize
assets and manage risks.

For many business leaders, the fashionable
response has been to get excited about so-called
“Big Data"—the term du jour that describes the
expanding universe of available data outside
of that traditionally circulating in a company’s

CRM, ERP, or MRP systems and stored in its
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own data centers. A brief scan of newspapers, business
magazines, conference brochures, or a Google search
demonstrates that there is no shortage of articles, books,
speeches, and course content on the topic.

But that enthusiasm is overstated. To start, data per
se is definitely not the centerpiece of the work day for
most executives; their working hours revolve around per-
formance worries such as increasing costs, pressured
profit margins, delivery deadlines, and regulatory hur-
dles, to name a few. Our second point: More data does
not equal better performance. The more data that busi-
nesses can access, the harder it gets to sort the wheat
from the chaff. The soaring volumes of available data are
noise and distraction without the resources, the skills,
the discipline, and the processes to properly synthesize,
interpret, and act on it.

To put it bluntly: Most companies don’t yet extract

value from the data so widely available to them.
Harnessing large volumes of data—internal or external;
analog or digital—requires identifying and prioritizing
the opportunities that have the most promise, develop-
ing analytic skills to convert data into actionable infor-
mation, and forging tight, ongoing links between data
experts and business functions.

That said, it's evident that some farsighted busi-
nesses are quickly mastering those capabilities. (See
sidebar Big Data Brings Savings for Food Manufacturing
Network.) 1t is our belief at AlixPartners that over the
next decade, expertise in data exploitation will likely
divide companies into two groups: those that have
developed the data-centered mindsets and capabili-
ties to benefit from Big Data’s potential and those that
still struggle to do so. This is not a race to amass the
most data, nor an exercise to control data; rather, it is

Big Data Brings Savings for Food

Manufacturing Network

multi-billion dollar global manufacturer of food prod-

ucts was struggling to create sustainable cost com-
petitiveness in a production and distribution footprint
that stretched across North America. Previous efforts
to cut costs had been thwarted by three big structural
challenges.

First, the business was largely led by a manufacturing
function whose plant strategy dictated that certain prod-
uct categories should be produced in one location and
distributed across the country. While this strategy maxi-
mized manufacturing KPlIs, it often caused inefficiencies
elsewhere in the network that were not well quantified or
understood.

Second, customers were permitted to dictate plant
sourcing assignments based on production costs and/
or perceptions of quality. This practice undermined the
manufacturer’s ability to optimize the network by shifting
production.

Third, to accommodate those less than optimal man-
ufacturing and commercial practices, the company used
a push distribution strategy that put inventory closer to
customers—and often pushed up freight and storage
costs as a consequence.

Each decision made sense in a vacuum, but in the
aggregate, in such a large and complex business, the
outcomes were clearly suboptimal. The supply chain
organization was not properly informed and empowered
to manage the North American network. Previous efforts
to establish a network modeling capability that would

allow the supply chain to dictate production and distri-
bution strategies were incomplete and lacked actionable
results.

Recognizing the problem, the food maker and its
third-party experts worked together to create a dynamic
network model that solves for the lowest total delivered
network cost. This holistic view pinpoints the optimal
role for each business function in order to create the
best end result. The model manager evaluates the cor-
rect assignment of thousands of SKUs across scores
of production lines in roughly a dozen plants. Product is
delivered to thousands of customers across the region
from those plants and from 40 or so frozen distribution
centers.

However, that model calls for a huge amount of data
and a team with the skill sets to manage it. At the out-
set of its total network cost initiative, the business had
neither. Although it did have optimization software and a
rudimentary modeling capability used largely for annual
budgeting purposes, these were not fit for the network
optimization work needed to solve a problem of this
scale. The team needed a big boost in expertise to build
and sustain a robust network modeling initiative.

To address this shortfall, the food maker hired a third-
party specialist to define the model structure, set out the
data requirements, and implement the solution. To make
the solution sustainable, the company recruited and on-
boarded an expert supply chain modeler and drafted a
team of functional experts from all facets of the business
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to exploit internal and exogenous data for the benefit
of the business. In short, the companies that create
capabilities for capturing, processing, analyzing, and
distributing data in order to make better decisions in
real time will likely be able to outperform their com-

petitors and respond more quickly to their customers’

needs.

In our experience, there are three challenges that
face supply chain organizations that want to exploit
available data: Capturing data from both internal and
external sources that is timely, accurate, and useful;
developing capabilities that allow this data to be lever-
aged as a differentiator; and creating sustainable data
analytics processes and proficiencies within the sup-
ply chain organization.

This article focuses on how supply chain leaders can
address these three challenges.

Companies have
more data than
they know what
to do with. Supply
chain operations in
particular are hotbeds
of data.

A Clear-eyed Look at Data’s Role

in the Supply Chain

First, let’s put the data discussion in context. Big Data—
all forms, types, and channels of data—should be of great
interest to supply chain leaders. But in all of the fuss about
Big Data, it's easy to forget to ask how effectively the data

to support the modeling process and to drive the even-
tual implementation of results.

With that team in place, the largest task involved col-
lecting the required data. The model scope includes the
production, distribution, and delivery notes, so the costs
of making those connections are important. Key data
elements include: production capabilities; capacity and
costs by SKU by line; handling and storage capacity and
costs at warehouses; multimodal transportation capacity
and rates between plants, DCs, and customer locations;
historical and forecasted demand by customer location
by SKU; location details for all plants, DCs and customer
ship-to destinations; and foreign exchange rates.

That list of data elements may seem straightforward,
but it adds up to a massive amount of data to collect,
cleanse, and manage. What’s more complicated is cre-
ating the data that the model requires so that it’s pos-
sible to consider fresh options such as new production
capabilities, transportation lanes, and distribution center
locations. The company tapped into external data—Big
Data, in effect—so it could assemble those datasets,
and the inputs were scrutinized closely to attain the
accuracy needed to make sound decisions.

Once all of the data requirements had been satis-
fied, the team set about fine-tuning the network model
so that it more closely replicated the constraints the
business must manage in reality. This included unman-
ageable production and distribution fragmentation that
often drove little in the way of savings opportunities.

The team of functional experts reviewed the results in
detail in order to create a staged implementation plan
that attacked the largest actionable opportunities first;
the longer-term plan would address the more complex
initiatives to follow.

The model’s results, and the consequent implemen-
tation plan, generated millions of dollars in savings
opportunities—equivalent to almost 5 percent of total
costs—by moving the business to a regional production
and distribution strategy that capitalized on the network
footprint spanning North America. Cost savings were
mainly generated by reducing intercompany transporta-
tion and exploiting untapped production efficiencies in
multiple plants.

The food maker also benefits from a significant
boost in flexibility. Suboptimal decisions made today
are generally less costly than in the past because the
company has many more manufacturing options and
can ship product shorter distances to customers. In
total, the model trimmed millions of road miles from the
company’s network by moving production closer to the
customer.

Perhaps most important: The network modeling ini-
tiative has established the supply chain organization as
the clearinghouse for operational strategies that have
significant impacts across the business. This will help
ensure that the outcomes of tomorrow’s decisions will
be of benefit to the whole enterprise, not just to the busi-
ness functions where those decisions were made.
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is being converted into value. Research firm Gartner
cites a lack of direction in data collection as the first bar-
rier to analytics in many organizations. “Even when peo-
ple know where to find data, they often don’t know what
to do with it once they have it,” says Gartner analyst
Lisa Kart. Their data strategy is not tied to the business
problems they are trying to solve. The frequent outcome:
Many sizeable investments in IT infrastructure—par-
ticularly in sophisticated analytical and reporting soft-
ware—have delivered alarmingly little value.

More data does
not equal better
performance.The
soaring volumes
of available data

are just noise and
distraction without the
resources, the skills,
the discipline, and the
processes to properly
synthesize, interpret,
and act on it.

Any discussion about data must be informed by com-
pelling business criteria—not because Big Data is the
newest “shiny object.” Business leaders must make sure
that the data tail never wags the dog.

These authors contend that any large, complex supply
chain must be able to demonstrate sustainable data analyt-
ics capabilities if it is to yield truly differentiated results
for the company as a whole. Without this competency, it
cannot act as a central clearing house for strategic network
decisions. Companies that have real analytics capabilities,
such as holistic network modeling, can more easily spot
tangible savings opportunities, so theyre more likely to
place the supply chain at the center of the enterprise.

So, when envisioning the development of such capa-
bilities, the first step is to identify the key drivers of the
business. Next, it is necessary to identify which data-sup-
ported insights are central to those priorities. Then—and
only then—can attention start to turn to the data itself,
beginning with an assessment of the relative worth and
prospective application of the data in question, ensuring
that it is geared toward discrete business objectives. This
means thinking through several structured questions:
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What could we do better, faster, or cheaper with the
data? Is the data currently adequate (that is, is it accu-
rate, comprehensive, timely) enough to support our pro-
posed application?

One excellent example is the growing sophistication
and capabilities in last-mile delivery now being employed
by some retailers. Where consumers once paid for an
appliance, a mattress, or furniture and then began figur-
ing out how and when to deliver it to the home, retailers
now take on that responsibility. They access and incor-
porate home addresses, product weight and cube, deliv-
ery time preferences, and when delivery vehicles (inter-
nal fleets or independent contractors) will have capacity
or build route density. Then, most importantly, the retail-
ers communicate expected delivery times by text or
e-mail—proactive moves that not only improve customer
satisfaction but help minimize call center costs. More
and more retailers are using these kinds of capabilities to
drive incremental revenue associated with quicker deliv-
eries or narrow delivery windows.

That'’s not the only approach: The initiative can start
with a focus on current and emerging supply chain chal-
lenges, and then look at how data can be used to address
and ideally resolve them. Of course, there’s no guarantee
that the needed data exists or could be obtained easily.
But at least it has been defined by this exercise. Finding
it then becomes the next obstacle to tackle. Regardless
of the sequence, the following questions must be
addressed before actively initiating next steps:

e Are we completely clear about the business need,
use, and benefit for this insight?

e Are all stakeholders aligned with this effort?

® Do we have the resources we need to execute
effectively and in a timely manner?

o Will we still be able to deploy the solution flexibly?

Based on commonly held perspectives on the above
questions, the effort can be slotted into the appropriate
priority.

Embedding Analytics Capabilities
in the Supply Chain
For most supply chain organizations, the topics of access-
ing, managing, manipulating, and converting data into
actionable decisions fall along three interrelated lines:
data management, data analytics, and organizational sus-
tainment. We've seen that if these three aspects are not
kept in balance with one another, the results will likely
fall short of expectations. Let’s look at each in turn below.
Managing the data. Many business leaders pre-
fer to “own” or be in exclusive control of the data with
which their business is run. This is a natural tendency,
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and can be accommodated to the extent that it is practi-
cal. However, supply chains increasingly depend on data
that originates outside the business and may be relevant
for only a short time. For example, when a transporta-
tion brokerage business is looking for a driver to cover a
load, a driver's proximity to the pick-up location at that
moment in time is an essential but very temporary data
point because it can change in a matter of minutes.

Among the more common external sources of data
are these: location-based fuel prices such as on-highway
retail diesel fuel; point-to-point distances; harmonized
tariff codes; foreign exchange rates; visibility of ships,
trucks, planes, or trains; point-of-sale demand data; and
warehousing space/capacity.

It is impractical to think of managing such external
data in the same ways that the information technology
group has managed the company’s ERP or CRM data, for
example. Indeed, there can be significant op-ex benefits
to not owning and archiving such massive volumes of bits
and bytes (and analog data). For one, it doesn’t require
your organization to invest more and more in server farms
to store it all. In a world in which cloud computing is
increasingly prevalent, data can be acquired on-demand.

Analyzing the data. In many respects, “analytics”
is synonymous with Big Data. What good is a treasure
trove of data if the company can’t convert it into insights?
Many companies are understaffed in terms of the ana-
lytics talent needed to build the right links between
the data and the drivers of business value. That talent
is unlikely to be abundant in the supply chain group;
although more and more supply chain professionals are
computer-facile and increasingly quantitatively oriented,
they typically lack the discrete analytic skills to cope
with the sheer volume of data, the multiple formats in
which the data can exist, its volatility (the rate at which
it is updated or superseded), the multiple source points,
the heterogeneous units of measure, and the organiza-
tional transformations needed to create insight.

To further complicate matters, a technically profi-
cient professional who lacks adequate business insights
may struggle to conceptualize the underlying opportuni-
ties without extensive guidance. This is the critical skills
gap between operational knowledge and analytical exper-
tise that supply chain functions are attempting to bridge.
That's where the training and experience of a company’s
analysts enter the equation.

It's not atypical to hear business leaders asking how
their organizations can develop Big Data competen-
cies internally. But that's not quite the right question.
Practically, most supply chain organizations have a finite
number of alternatives: They can hope that their existing
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Over the next
decade, expertise
in data exploitation
will likely divide
companies into two
groups: those that have
developed the data-
centered mindsets and
capabilities to benefit
from Big Data’s potential
and those that still
struggle to do so.

staff become experts at dealing with Big Data; they can
hire “data jockeys” from the outside; or they can out-
source such activities to a third-party provider.

Experience has shown that the best solution is a blend.
Supply chain experts are indispensable because they know
the dynamics of the business well, they're familiar with the
whole supply chain, and they understand the customer
requirements. They can then be paired with experts in data
management, manipulation, and visualization in order to
jointly develop informed perspectives, whether those tech-
nical types are on payroll or are with an external provider.

That was the approach taken by an aerospace manu-
facturer that had made predictive maintenance a critical
priority. The company saw that there were huge profits to
be made from better identifying parts failure, proactively
addressing the equipment management, and driving the
entire supply chain around these events. The choice was
to bring in third-party expertise to help with all aspects
of the effort and to ensure that internal maintenance
professionals would shadow the outside team.

By correlating activity (relative duty intensity) with
select operating performance parameters (for example,
pressures, temperatures, and currency draw) or off-line
measurements (such as spectro-chemical oil analy-
sis, wear patterns, and clearances), the life-cycle and
replacement schedule of critical componentry can be
predicted based on application, with less risk of cata-
strophic failure. Now the aerospace manufacturer is
reaping the rewards of the predictive maintenance
efforts with fewer in-field failures, longer maintenance
cycles for light-duty applications, greater accuracy in
spares management, and more precise maintenance
scheduling. The company is successfully managing the
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long-term effort internally, and has developed differenti-
ated capabilities that it is now applying to other systems
such as manufacturing equipment, terrestrial vehicles,
and mobile power generation equipment.

A quick word about that last point: There is sound
logic behind using an experienced, sophisticated,
resource-rich third party that may also bring extras such
as data hosting capabilities and pre-existing dashboards
or visualization techniques that could be used to jump-
start a particular initiative. A productive relationship
with such a provider can save time, avoid the cost of
internal development, and reduce the risks of failure.

On the other hand, reliance on external providers, no
matter how capable, comes at a cost and may undermine
plans to develop internal data analytics capabilities. Our
stance is that the more mission-critical the data efforts
are to the performance of the supply chain, the stronger
should be the incentive to develop an in-house capabil-
ity. Under those circumstances, the third-party approach
may be the perfect stopgap solution.

But the bottom line is this: There is no single best
solution or best mix; the right solution for one company
could be entirely wrong for another.

Sustaining a data organization. It’s one thing to set
up and staff a specific data analytics project, but how do
supply chain leaders build a successful, ongoing organiza-
tion that can handle such projects as a matter of course?

The short answer is that they must embed data-savvy
talent in the organization—analytics talent in particular.
To some extent, the talent will emerge organically; the
long-time supply chain pros will develop analytics skills
on the job or through working with colleagues. Also,
there may well be data-smart junior hires already work-
ing within the organization. Alternatively, the talent may
come via lateral moves by professionals from other fields
who are already steeped in the applicable skills because
the supply chain is one of the more promising fields in
which to apply Big Data. Indeed, supply chain leaders
might be surprised by the number and caliber of resourc-
es already on the payroll elsewhere in their companies
such as finance or marketing, and very likely in IT.

The long answer is that the talent need not necessar-
ily reside within the supply chain function; it may be in
adjacent functions such as operations or procurement.
Some businesses have pooled their analytics person-
nel together—sometimes in standalone teams, perhaps
within IT or in a business analytics group. Pooling can
be useful to develop a shared center of data competency.
The downside, though, is that it can inhibit or prevent the
assimilation of data-enabled thinking throughout all busi-
ness functions—perhaps even inadvertently perpetuating
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the skills gap described earlier. AlixPartners has found
that, independent of the supply chain organizational
structure, the best operating results come from embed-
ding data-savvy resources throughout the business rather
than having a shared pool of such talent.

That is certainly not to imply that IT or business
groups should not have their own data analytics resources;
it's simply to caution against concentrating such resources
all in one place. Having data-savvy professionals seeded
throughout the supply chain helps the organization react
much more quickly to developments or opportunities.

But it may still be a challenge to pair those analytic
skills with operational insight and business familiarity in
order to convert data into actionable insights. That raises
the question of who should “own” the organization’s data
and analytics talent. There should indeed be a senior
resource who is tasked with overseeing data competen-
cies. The more heavily the business relies on data for its
competitive differentiation, the more senior the resource
needed to oversee and manage those competencies.

The Big Data Imperative

Put simply: The data challenge for supply chain lead-
ers is in capturing quality data, quickly doing something
useful with it, honing this capability, and sustaining it
over time. Today, businesses are generally ill-prepared to
do this as it relates to (and sometimes clashes with) their
strategies, organizational structures, available resources,
and implementation plans.

What business leaders must do now is define how
Big Data analytics can serve as a strategic differentia-
tor. Then they must identify and assign data-savvy staff
to their analytics initiatives and embed those staff in
key functions such as the supply chain organization. It
means evaluating the role of third-party providers to get
started, accelerate the pace of delivery, or take risk out of
the equation. And then it's about deploying all of those
capabilities in concerted ways and in operational capaci-
ties to extract tangible results from the analytics.

At AlixPartners, we believe that over time, successful
businesses will have to develop greater numeracy if they
are to be able to turn torrents of data into well-informed
decisions. We're not alone in this: Gartner predicts that
by 2020, 50 percent of organizations will actively mea-
sure and assess returns on analytics initiatives, meaning
that it will pay to know exactly what you are measuring.
Indeed, such activities will soon be the way of life—
nowhere more so than in supply chain operations. For
supply chain leaders Big Data is an imperative indeed.
Its complexities and challenges are many, but its rewards
are very real. @D
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COLLABORATION

T'he Rise of the

Paul Newbourne is the Senior Vice President of Operations for
Armada. He can be reached by e-mail at pnewbourne@armada.net.

Loraine Yalch is the Vice President of Business Development for
Armada. She can be reached by e-mail at lyalch@armada.net.

For more information visit www.armada.net.
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In a complex supply chain, every player has its
own agenda. It takes a Supply Chain Advocate
with an independent, holistic view of the supply
chain to find win-win solutions that reduce costs
and improve efficiency.

Supply Chain
Advocate

n an ideal world, every trading partner in a supply
chain pulls together to achieve the best balance
between cost and service. Supply chains synchro-
nized in this way are efficient, agile, and able to
respond quickly to shifts in the market.

In the real world, such a high level of collaboration
is difficult to achieve. Rather than perform together like
a well-tuned orchestra, multiple trading partners often
play their own tunes. They are more likely to pull in dif-
ferent tactical and strategic directions, impairing end-
to-end visibility and coordination. The resulting lack of
alignment and supply chain visibility creates costly inef-
ficiencies and slows responses to the market.

Bringing these entities into line requires changes in
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By Paul Newbourne and Loraine Yalch

behavior that comply with the supply chain’s overarch-
ing performance objectives. To get buy in, these changes
must be orchestrated in a way that benefits each party
in the value chain—otherwise there is little incentive to
participate in the change management exercise.

This orchestration role is best carried out by an
independent, lead player in the supply chain, such as
a logistics service provider or a manufacturer that has
a 360-degree view of the supply chain and is a tireless
advocate of alignment. The entity, which we call the
Supply Chain Advocate, might represent the primary
shipper if it happens to be a 4PL, but delivers benefits
to participants across the supply chain by identifying and
fixing misalignments.
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Supply Chain Advocate

The role of the Supply
Chain Advocate is becom-
ing more important in many
industries as companies
adapt to an increasingly
uncertain  business
ronment. As the consulting
firm McKinsey noted in
an article in the July 2014
issue of SCMR, companies
as varied as Skype, Coca
Cola, Procter & Gamble,
and Apple are increasingly
focused on tightly orches-
“across

Suppliers

envi-

trating  activities
a value chain that spans
functions  from  market

insight and product devel-
opment to delivery and cus-
tomer service and includes many well-managed external
partners and suppliers.”

Nowhere is this more evident than in the foodser-
vice industry, where structural disjoints and new opera-
tional challenges are reshaping supply chains. Our firm,
Pittsburgh-based Armada, provides fourth-party logistics
services in the foodservice industry for the parent com-
panies of restaurant chains (referred to here as restau-
rant brands to distinguish them from physical restau-
rant locations). What follows is a look at how the role of
the Supply Chain Advocate has evolved in our industry.
However, we believe the Supply Chain Advocate expe-
riences detailed below translate to other industries and

Source: Armada

organizations.

Many Ingredients
The demands on foodservice supply chains are steadily
increasing as restaurant brands adapt and modify their
offerings and operations to meet the growing needs of
their customers. Foodservice companies sell food that
is prepared and served in venues outside of the home.
Probably the most familiar venues are restaurants, the
focus of this article. Every restaurant is supported by a
complex, global supply chain (see Exhibit 1).
Manufacturers source the raw materials from suppli-
ers around the world. The finished goods are delivered
to restaurants through a number of domestic and inter-
national channels. Products can move directly from the
manufacturer to the restaurant, or via forward warehous-
es and last-mile distributors. In some cases redistributors
feed low-volume items to last-mile distributors. Carriers,
mainly over-the-road, transport product. Fourth-party
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EXHIBIT 1

Restaurants: Inbound Channels

Restaurants
Direct to Restaurant

Direct to DC

Distribution
Centers

Production Forward
Warehouse

Redistribution

supply chain solution providers, like Armada, offer logis-
tics services in much the same way that these players do
in other industries.

While Cost of Goods (COGs) is approximately 30
percent of restaurant sales, logistics costs typically make
up 10 percent to 12 percent of COGs, making it one of
the top five categories of spend in the foodservice supply
chain. Controlling these costs is imperative.

The foodservice supply chain broadly follows the
familiar plan-source-make-deliver operations model, but
with some notable differences. One of the most impor-
tant is that the make-deliver cycle happens inside the
four walls of a restaurant. For example, a manufacturer
might supply chicken breasts that are converted by a res-
taurant into menu items that are bought by end consum-
ers. In that example, each restaurant is a mini-factory,
which means that the supply chain of a major brand
might include more than 3,000 factories.

Another feature of this supply chain is that restaurant
brands do not usually manage distribution assets; third-
party companies are contracted to provide warehous-
ing and last-mile services. Some third parties, notably
last-mile distributors, also take ownership of the goods
in their possession. Certain links in the supply chain
are less visible than others. For example, the forward
warehouse node is often invisible to both the restaurant
brand and the last-mile distributor.

This fragmented structure, and the foodservice supply
chain’s many product handoffs, often leads to a silo men-
tality that impedes the end-to-end flow of information. In
general, there is less transparency and visibility in foodser-
vice operations than in the broader retail industry.
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Additionally, foodservice companies face uncertain-
ties that increase supply chain risk. Food prices change
in line with commodity price fluctuations. Consumer
demand is sensitive to economic cycles and the influ-
ence of promotional campaigns. Moreover, the level of
volatility has increased over recent years, and is com-
pounded by the impact of social media platforms on
consumer buying decisions.

In response to these challenges, foodservice compa-
nies must find ways to raise the supply chain efficiency
bar, becoming more agile and collaborative—something
that will sound familiar to supply chain managers in
almost any industry with a multitude of trading part-
ners. To achieve these goals, it is necessary to identify
and eliminate supply chain misalignments that hamper
performance. Enter the Supply Chain Advocate.

Solutions by Consensus
As mentioned, the Supply Chain Advocate has a holis-
tic view of the supply chain. From this vantage point the
Advocate can review the entire logistics network, and gain
a deep understanding of the product flows. Armed with
this knowledge, the Advocate is uniquely positioned to
identify changes in behavior that can improve network
efficiency—that includes working with trading partners to
address misalignments such as loading delays that lead to
disruptions and avoidable costs.

This is accomplished by pinpointing the root causes
of these disjoints, and developing
effective solutions that benefit
all of the participants. An impor-
tant part of the Supply Chain
Advocate’s task is to persuade
the parties involved to change
their behavior in such a way that
they willingly lend their support
to the effort.

It's not an easy job. Practices
can become so entrenched that
trading partners find it easier
to ignore conflicts of interest,
or simply build the inefficien-
cies into the cost of doing busi-
ness. Waiting for the other party
to change is another mode of
behavior that supports the sta-
tus quo. Further, when the par-
ties lack a holistic view of the
supply chain—a problem that is
endemic in the foodservice busi-
ness—they do not appreciate the
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The Supply Chain
Advocate has a
holistic view of the
supply chain. From this
vantage point he can review
the entire logistics network.

end-to-end consequences of their laissez-faire approach
to misalignments.

What follows are three examples of situations we
have experienced, and how advocacy played a central
role in facilitating positive change.

Loading Delays. Trucks were experiencing signifi-
cant loading delays at the facility of a manufacturer of
refrigerated food. The last-mile food distributor that
received the product required drop trailers at the facil-
ity and ran the carrier’s reefer units almost dry before
unloading them. The extra cost associated with these
workarounds was embedded in the carrier’s line haul
rate. In other words, the restaurant brand—that ulti-
mately bore the total landed cost expense—was picking
up the tab through inflated transportation costs for inef-
ficiencies created by the manufacturer and distributor.

Armada had just taken over inbound freight manage-
ment and initiated a lane rebidding exercise. As we evalu-
ated the results, we identified a high-volume lane where
the incumbent carrier’s freight rate was significantly high-
er than other peer carriers who had submitted rates on
the lane. As part of our role as the Supply Chain Advocate
we engaged the incumbent to understand why there was
such a difference in rates and learned that the carrier had
been forced to factor into its rates excessive loading time
at the manufacturer and poor refrigerated trailer utiliza-
tion at the destination.

We learned that this situation had persisted largely
through inertia; no one wanted to
deal with the underlying causes

[ of the delays. When Armada
approached both the manufac-
turer and distributor with pos-
sible solutions, they were initially
dismissive of any need to change.

) So we had a fact-based conver-

sation about how our common

customer—a national restaurant

brand—would be less than happy

. with the current situation. As

part of this discussion, we laid

out a case for the cost savings

that could be achieved if the par-

ties changed their behavior. They

agreed to collaborate on fixing
the problem.

The trading partners devel-
oped better ways to schedule
trucks in and out of the manu-
facturer’s facilities. The distribu-
tor agreed to unload within the
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4

free standard time or turn trailers
around in 24 hours. These efforts
achieved a reduction of about 15
percent in the cost of the line haul |
rate on a significant volume of
business (>1500 loads a year).
Hours-of-Service Offsets.

Another opportunity to act as a ‘

Supply Chain Advocate presented
itself when new hours-of-service
rules for truck drivers went into
effect in July 2013. Industry ana-
lysts projected that these would
reduce productivity in the carrier
community by anywhere from 3
percent to 8 percent.

As our clients’ Supply Chain
Advocate, we wanted to evaluate
ways to offset this decline and
minimize the negative impact on
the efficiency of restaurant brands’
supply chains. If action was not taken, carriers would
be forced to either absorb the productivity loss in their
margin, or increase their freight rates. The former was
not deemed as a likely outcome and the latter would cre-
ate additional cost inflation. There was an opportunity
to give back at least a portion of the lost productivity to
help offset any inflationary impact by changing legacy
behavior.

We analyzed the likely loss in productivity and
estimated how such a loss might translate into a cost
impact for the carriers and ultimately how that would
cascade down into freight rates. Our analysis helped to
clarify the counter measures that would be the most
effective. The measure chosen pursued a reduction in
the current free time provision; the time allocated for
loading and unloading trucks without incurring penal-
ties for delays. Our estimate of the net benefit of such
a change was considerable. This might seem like a rela-
tively simple solution, but at the time few other ship-
pers or receivers were willing to take such a step.

Reducing the free time provision incentivized
shippers and receivers to streamline cargo operations.
Under the existing two-hour provision, these parties
tended to take the full two hours or longer to com-
plete loading/unloading. The new, one-hour standard
enabled trucking companies to essentially count on
an additional two hours of operational time per trip.
As a result, driver productivity would be improved,
or the carrier could secure revenue compensation
in the form of detention charges when held beyond

productivity.
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Actively bringing
everyone to the
table helped to
ensure that every trading
partner benefited. Carriers
gained from the improved
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the new free time standard.
Improvements in the utiliza-
tion of capital investments in
tractor/trailers was another
expected benefit.

We developed a business
case for the free time reduction,
and made our recommenda-
tion to our restaurant brand cli-
ents that the adjusted provision
be adopted and incorporated
into their policy documents.
This change was agreed to and
adopted by the brands, and sub-
sequently deployed by Armada.
Next, we used the analysis and
business case to educate ship-
pers and receivers about the
importance of their role in help-
ing to offset the impact of the
new regulations and the benefit
it would bring to the brands. This effort clearly explained
the implications for productivity levels and rate inflation.

After the change was implemented, there was a net
reduction in average loading and unloading times despite
many concerns about detention expenses running ram-
pant. For example, in 2014 dwell times improved by
two minutes on the pick-up side and by one minute on
the delivery side. These gains translated into significant
cost avoidance in a network that moved around 400,000
loads annually.

Actively bringing everyone to the table helped to
ensure that every trading partner benefited. Carriers
gained from the improved productivity. Also, there was
less pressure to increase rates in response to the regu-
latory change. Benchmarking carried out in late 2014
found that the tender acceptance rates were higher
than those of many other shippers. Carriers consistently
reported that this was, in large part, because of our advo-
cacy in driving network productivity. This type of good-
will translates into competitive advantage, greater access
to capacity, and lower freight costs.

The free-time provision change also benefited ship-
pers and receivers. Their facilities were perceived as pre-
ferred by carriers, and tighter operations enabled them
to improve both dock scheduling and labor efficiency.

Product Integrity. Much of the product that
flows through the foodservice supply chain is perish-
able, and vulnerable to rough handling and variations
in temperature.

As part of our ongoing interaction with our clients
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and their stakeholders, we learned that a last-mile dis-
tributor started receiving excessive complaints from res-
taurants that certain deliveries of cheese were exhibiting
mold and other signs of spoilage. The distributor could
not understand why these issues were being reported,
as they had not identified any issues at receipt from the
manufacturer. Temperature readings on outer cases on
the pallets were found to be within specifications.

The distributor figured it was an in-transit issue and
performed a more detailed temperature check on the
next inbound shipment. This revealed that many cases
stacked in the pallet interiors were warmer than allowed

by the specifications. The distributor rejected the load
and notified the manufacturer that they would have no
choice but to reject future shipments if the problem was
not resolved. The manufacturer, in turn, attempted to
file a claim against the carrier for temperature abuse.

As our client’s Supply Chain Advocate, we quickly
engaged in determining the root cause of the issue while
the out-of-spec product sat in the trailer in the distribu-
tor’s yard waiting on disposition. It was counter-intuitive
that cases interior to the pallet would be warmer than
those on the exterior—this could not result from tem-
perature abuse in transit, where the opposite would be

Armada’s role as a Supply Chain Advocate has
established a track record of creating win-win
situations through collaboration and avoiding counter-
productive finger pointing. Here is an example of our
approach in action.

Distributors in a network were accustomed to
changing the delivery date on loads, typically with-
in 24 hours of the original scheduled pick up date.
This usually happened when they were running low on
inventory. The carriers assigned to the loads could not
make the last-minute adjustments in their networks to
pick up the cargo on the revised dates (usually sooner
than originally planned), and would reject the loads.
Alternative carriers had to be found on short notice,
usually from the spot market, which incurred premium
freight expenses.

In another common practice, distributors would fre-
quently order for Friday pick up and Monday delivery,
but the transit times were a day or less. This created a
situation where carriers had to “dwell” their drivers and
equipment over the weekend. As capacity tightened,
more and more carriers opted to decline these loads.
Again, the end result was resorting to the relatively
expensive spot market.

Armada identified these trends and approached the
distributor community about cutting premium freight
costs by reducing both the number of order date
changes (especially short lead time changes) and the
number of loads with extended transits. Using histori-
cal data to show where the issues were arising as well
as opportunities for fixing the problem, we collaborat-
ed with the stakeholders to change the behaviors that
were creating these unnecessary expenditures.

The distributors did two things. First, if they needed

Mutual Benefits

product earlier, they placed an additional order that
allowed the existing pick up schedule to stay intact
at the contracted rate rather than change the delivery
date on short notice. The additional truck could be
ordered upon receipt allowing for a firm commitment
to the carrier at the time of the rate quote, resulting in a
more favorable spot market rate.

Second, distributors evaluated their safety stock and
replenishment protocols, and made appropriate adjust-
ments to allow them to better withstand short-term
volume spikes without having to place short lead time
orders. Both actions succeeded in reducing the num-
ber of order date changes and short lead time orders,
which translated into lower premium freight costs.

In regard to the extended transit situation, two paths
were followed in parallel. First, distributors looked at
their order patterns, and where practical, instituted
changes so that 1) the delivery date was closer to the
pickup date relative to the lane transit time and 2) their
facilities could receive product on the weekend to free
up trucks sooner rather than waiting until Monday.

At the same time, we approached the shippers
involved and asked that where practical, they open
for at least a half shift on Saturday or Sunday so that
orders could be pushed into the weekend, thereby
shortening the weekend dwell time for the carrier.

These actions resulted in a number of savings.
Premium freight costs were reduced, which more than
offset the incremental working capital costs incurred
when the level of safety stock was increased. Similarly,
savings in layover costs more than compensated for
weekend opening expenses. In addition, there was a
reduction in the number of extended transit loads and
an increase in carrier efficiency.
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expected. We obtained equipment readings from the
carrier to validate that the reefer unit had been run-
ning properly while in transit. This information, and the
fact that we were seen as a neutral party working on the
issue, persuaded the manufacturer to take further steps.

A representative from the manufacturer traveled to
the last-mile distributor to inspect the next shipment.
The manufacturer confirmed that the situation was as
reported by the distributor, and agreed that this could
not be occurring in transit. Upon further review of con-
ditions at the plant, they realized that the inner cases
of product were warm at the time of loading. The full
story then emerged: Cheese product coming off of the
production line was immediately palletized prior to stor-
age in the cooler. The tightly packed pallet configura-
tion limited air circulation and prevented the cases from
cooling to within specifications. This excessive heat was
enough to cause the degradation of the product that the
restaurants were reporting.

The pallet configuration was changed to provide better
ventilation while the product was in storage at the manu-
facturer’s site, ensuring proper and complete cooling before
shipment. The cases were then re-stacked for shipment.

Resolving the problem yielded a number of benefits.
The absence of clear proof that the carrier was at fault
would have led to many disputed and unresolved claims.
The cost of unpaid shipments would probably have been
absorbed by the manufacturer
that would have attempted to
recover these expenses directly
or indirectly from the restaurant
brand. And last but not least, the
dispute created ongoing servic-
ing/stocking problems at restau-
rants that went away when the
solution was implemented.

Key Success Factors
As these examples show, a diligent
Supply Chain Advocate can have a
significant impact on supply chain
efficiency by bringing trading part-
ners together to solve problems
and realign the parties involved.
There is no standard template
for the Advocate’s role, but there
are certain elements that in our
experience are critical to success.
A good starting point is an over-
arching policy document on how
the restaurant brand (or the prima-
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A diligent Supply
Chain Advocate can
have a significant impact
on supply chain efficiency
by bringing trading
partners together to solve
problems and realign the
parties involved.
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ry shipper in other industries) wants to operate its supply
chain. The document can be developed by the Advocate,
starting with the brand’s quality requirements—which can
be modified to include supply chain management best
practices. Each stakeholder is expected to comply with
the document’s guidelines and requirements to ensure that
their mutual client realizes the full benefit of an efficient
supply chain.

With this framework as a guide, the Advocate uses
its comprehensive knowledge of the end-to-end supply
chain to develop solutions through collaboration and edu-
cation. Misalignment issues are identified, problems are
clarified by analyzing the causes and effects, necessary
changes are implemented, and outcomes are measured.

Providing scorecards is an effective way to highlight
how stakeholder behaviors affect network efficiency.
There should be regular meetings to review the prog-
ress of efficiency-building programs. And, a successful
Advocate takes every opportunity to celebrate wins and
position the stakeholders involved as heroes.

Another approach to ensuring that trading partners
are part of the solution is to create a steering group that
represents all of the stakeholders and is chaired by the
Advocate. This is a powerful mechanism for promoting
collaboration. The group functions as a sounding board
for policy recommendations made by the Advocate,
which oversees the implementation of agreed measures

and reports back on results.

New Emphasis on
Advocacy

To some extent, advocating for
positive change on behalf of its
shipper client has always been
part of the logistics solution pro-
vider's role. However, as supply
chains are exposed to more risk
and unpredictability, we believe
that this type of advocacy must
become more systematic.

q Fulfilling the role of the Supply
Chain Advocate requires certain
skills as well as a collaborative
approach to troubleshooting sup-
ply chain problems. Logistics ser-

| vice providers that take on this
responsibility create value for mul-
tiple trading partners, and help
companies to become more agile
by aligning supply chains along
. common performance goals. QD
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PROCUREMENT

Missed
Opportunities

in SUPPLY
MANAGEMEN

While manufacturing companies have discovered the
value supply management can add to their organizations,
too many service-based companies see procurement

as a back office, support function. The result is missed
opportunities to reduce costs and improve service.

By Jill Bossi and Tobias Schoenherr

Jill Bossi is President and CEO of Thrive GPO, Inc.,
and the former CPO and VP of The American Red
Cross. She can be reached at jill. bossi@thrivegpo.com.
For more information visit thrivegpo.com.
ver the last few decades, manufac-

Tobias Schoenherr, Ph.D., is an Associate Professor turers have caught on to the value
of Supply Chain Management at the Eli Broad proposition that a disciplined sup-
College of Business, Michigan State University. He ply management program brings
can be reached at schoenherr@bus.msu.edu. For more to an organization. The best
information visit supplychain.broad.msu.edu. manufacturers leverage supply management to

deliver benefits such as lower priced goods and
services while gaining early access to innovative
new products and technologies that will improve
their products and increase shareholder value.
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In those companies, supply management—a term we
use interchangeably with the terms sourcing, purchas-
ing, and procurement—is no longer focused just on
getting the right product at the right price at the right
time; instead, these manufacturers nurture their sup-
ply base to become their suppliers’ customer of choice
and an indispensable business

partner, one who can help them

deliver a sustainable competitive

advantage.

The story is quite different

when it comes to non-manufac-
turing and service-based compa-
nies, or NMSBCs. While they do
not produce a product for which
costs can be directly tracked and
correlated, NMSBCs can track
the impact of supply manage-
ment in their operating margins
and net profits if they so choose.
Yet, most NMSBCs have not
yet fully realized the same sup-
ply management potential within
their organizations as their manu-
facturing counterparts.

Of course, there are exceptions: We have seen com-
panies step up to the plate and push for all the savings
and capabilities that they can wring from their suppli-
ers when they are in financial trouble. However, once
the trouble has passed, they often revert back to their
old ways, contributing to the perception that supply
management adds little lasting value.

Across the board, supply managers in NMSBCs are
oftentimes undervalued with little internal support.
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The result, we believe, is that significant amounts of
money are left on the table.

While that may sound like a harsh assessment, that
was the consensus of the supply management profes-
sionals who participated in a forum we moderated on
LinkedIn that created a stimulating debate.

In some industries,
such as commercial
aviation and defense,
key suppliers are
integral to the survival of
manufacturing companies;
in those industries, no one
questions the value of supply
management.

A number of participants were frustrated by
this state of affairs. Those joining in the discussion
expressed a range of sentiments, some of which we
have summarized below and later in the article:

e Many non-manufacturing and service-based
companies do not understand the strategic value of
supply management, leaving significant opportunities
unrealized.

® Supply management can contribute so much
more to a company than only savings, but many within
a company do not realize this, or what supply manage-
ment can do for them.

Still others called on those in the profession to edu-
cate their colleagues and managers on the value of sup-
ply management. “In order to improve the perception
of supply management, we must become marketers
of our strengths and educate others within our firm,”
expressed one participant.

Inputs like those led to the development of this article
(see author’s note at the conclusion of the article: About
Our Research). Relying on insights from supply manage-
ment executives, our objective is to explore the missed
opportunities for supply management in NMSBCs,
identify the reasons why these perceptions persist and,
more importantly, suggest remedies for increasing the
strategic importance of supply management in non-
manufacturing and service-based companies.
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Why is Supply Management
Undervalued?

The role and importance of supply man-
agement has been constantly changing.
Over the past 150 years, the profession
has evolved from a back office support
function to a valuable and contributing
function within companies.

That is certainly the case in manu-
facturing, where sourced raw materials,
parts, components, and technologies
are essential to making existing prod-
uct lines and to the continued develop-
ment of new products. In some indus-

Missed Opportunities

EXHIBIT 1

The Undervaluing of Supply Management in NMSBCs

Importance
of Purchases

Supply .
Management'’s Exgcutlve
Mindset

Own Fault

tries, such as commercial aviation and
defense, key suppliers are integral to the
survival of manufacturing companies;
in those industries, no one questions
the value of supply management. It’s
no surprise then that executive supply
management positions at manufactur-
ing companies, such as chief purchas-
ing officers (CPOs), report directly to
the CEO or president of the company
and have a seat at the executive table.

Source: Jill Bossi and Tobias Schoenherr

Intangibility
of Savings

Similarly, most proactive supply man-

agement approaches—such as supplier relationship
management—have been spearheaded by manufac-
turing companies.

The landscape is very different at most NMSBCs,
where supply management is simply not understood by
the C Suite. At these firms, the profession has to “sell”
its services internally to demonstrate its value unlike
other disciplines, such as finance, human resources, or
marketing. In addition, there are often corresponding
C-Level executive positions in the company that fur-
ther reinforce the importance of those functions. These
disciplines do not have to prove their value in order to
be appreciated.

While purchasing managers at NMSBCs truly know
the value that supply management can produce, they
have been unable to motivate their colleagues or execu-
tive management with the same passion.

Their frustration is exacerbated by the fact that
in most companies, you can't go out and hire some-
one without involving human resources; set a budget
and spend money without involving finance; or launch
a sales campaign without involving marketing. Yet an
individual can often go out and buy something with-
out involving supply management. As one procurement
executive put it: “Supply managers are like bass players

Www.scmr.com

in a rock and roll band—you don’t really notice them
until they're not there.”

We contend that there is a missed opportunity
associated with undervaluing supply management.
It seriously hampers these organizations’ abilities to
reduce costs and realize greater profit, performance,
and levels of productivity. This is illustrated by the
oftentimes staggering data pertaining to efficiencies
not realized through a more focused and strategic
supply management approach; for example, reports
from both the Aberdeen Group and the Government
Accountability Office (GAO) have estimated that bil-
lions of dollars are potentially left on the table by not
embracing supply management.

Based on the responses from participants in the
online forum, we have identified four reasons supply
management is undervalued at NMSBCs (Exhibit 1).
They are:

e the importance of purchases;

® executive mindset;

e intangibility of savings; and

¢ supply management’s inability to make

its case.

Let’s explore each of these in detail and then look

at remedies.
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Importance of Purchases

LinkedIn Forum Sentiment: Purchasing in NMSBCs
is often seen as tactical, and not considered as a growth
leader. The most challenging aspect in indirect procure-
ment is the need to penetrate the functional areas and
prove that your methods can bring success. Unless indi-
rect procurement is irrevocably linked to revenue and
business performance, it will continue to be undervalued.
It is all about culture change driven by results.

One reason why supply management is undervalued
in NMSBCs is that the consequences for making the
wrong purchase have little noticeable impact on the
overall operations of the business. After all, most pur-

Cost avoidance—or,
the money not spent—
Is more difficult o
conceptualize than new
revenue, or money earned.

chases consist of indirect items such as office prod-
ucts, maintenance supplies, or customized software
services that facilitate the delivery of services. They're
tactical; not strategic. Suppliers of indirect items and
services are often viewed as interchangeable—they
aren't critical to the survival of the business, as is the
case for many suppliers to manufacturers. In addition,
because NMSBCs typically work on a net margin/net
profit basis, they may not calculate their cost of goods
sold as is common in manufacturing companies with a
bill-of-materials structure.

Of course, the picture is quite different when
NMSBCs source services that are delivered directly to
their customers under their own brand and may affect
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revenues, such as a call center staffed by a third party,
or utilize critical third-party technology hardware and/
or software in the delivery of their products to their
customer base. In those situations, supply manage-
ment is more critical.

By undervaluing the importance of indirect
spend, however, NMSBCs are missing a significant
untapped opportunity to decrease costs and increase
shareholder value through better fiscal management.

Parallels to this undervaluing were seen in the
manufacturing sector until about two decades ago.
Specifically, as supply management rose in importance
over the last two decades, attention was first paid to
the strategic aspects of supply
management, such as develop-
ing alliances with suppliers and
involving suppliers in new prod-
uct development. Because these
initiatives mostly involved direct
materials, indirect materials were
an afterthought.

Fast forward, and today we
find that many manufacturing
companies are now pursuing
the untapped potential repre-
sented by this indirect spend, especially as organiza-
tions have maxed out the savings opportunities on the
direct side.

Accenture, for example, estimates that savings of 8
percent to 12 percent can be realized through a more
strategic approach to indirect purchases. This should
be a signal to NMSBCs to pay close attention to the
importance of this category.

Executive Mindset

LinkedIn Forum Sentiment: In the past, buyers had little
interest or influence in any other business result other
than price and extracting it, in any way or manner pos-
sible, from the “facing” sales representatives. Thus a deep
rooted, ambivalent opinion of “buying folks” was and
unfortunately still is often firmly implanted in the minds
of rising executive leaders.

The unrecognized value of supply management also
has roots in the mindsets of executive leaders, who may
lack an awareness of the importance of supply manage-
ment: For example, 41 percent of the respondents in a
recent survey by the procurement solutions firm lasta
noted this as one of the biggest obstacles to advancing
their sourcing capabilities.

That procurement is not on the executive team’s
radar is partly explained by the fact that many chief
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executive officers came up through the ranks from
sales, finance, or marketing functions, which drive top
line growth. That may slant their view toward sales
and revenue. On the other hand, very few CPOs make
the move to the chief execu-
tive office. Some exceptions
include Tom Stallkamp, who
was president at Chrysler
in the early 2000s; Willie
Deese, who is president of
Merck’s manufacturing divi-
sion; and Apple CEO Tim
Cook, who had supply man-
agement reporting into his
organization when he was
COO. We note that each of
these individuals heads a
manufacturing company.

For executives who lack
a background in supply man-
agement, making a purchase
may seem like a rather simple task compared to devel-
oping a marketing strategy or spearheading the roll out
of a new product. Because everyone is a CPO in their
personal lives, where we purchase everything from gro-
ceries and clothes to complex products like insurance,
cars, and homes, there is a perception in the office that
“anyone can buy stuff.” In addition, procurement takes
place after the fact: Purchasing decisions often aren’t
made until more strategic activities like design, engi-
neering, and marketing have had their say. That cre-
ates the perception that supply management is a sup-
port function for the departments that increase sales
and generate profits, while adding little intrinsic value
itself. True or not, this mindset is a pivotal factor pre-
venting supply management from becoming more stra-
tegic within the organization.

Intangibility of Savings

LinkedIn Forum Sentiment: The problem is that sav-
ings “get lost” almost immediately, because they are used
for something else without being earmarked as such. You
could also call it “funny money.” We have therefore moved
away from calling the various forms of cost reductions as
savings, and now use the term value creation to describe
the benefits generated by all our efforts.

At NMSBCs, revenue is king. The impact of a great
new service or product on sales is easy to grasp and
easy to communicate. That’s not the case with supply
management, where the savings are often measured in
terms of cost avoidance. That leads to what we call the
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intangibility of savings: Cost avoidance—or, the money
not spent—is more difficult to conceptualize than
new revenue, or money earned. The lack of a consis-
tent and accepted methodology to measure and report

savings from a financial perspective within organiza-
tions is another contributing factor to the intangibility
of savings.

As a result, critics may question the savings claimed

by supply management. Were they really the result of
effective supply managers, or an indication that due
diligence was not applied in the past, and that these
savings could have been realized if someone had their
eyes on the ball? The financial implications of cost sav-
ings related to the supply management function cannot
be understated.

It is important to note that the discipline of
reporting sales revenue, cost of goods sold, and even
payroll expenses are well established cost reports with-
in any organization. It is a more complex leap for the
C-level executive to understand how a dollar not spent
is more valuable than a new dollar in sales. Therefore,
how savings are calculated and communicated is of
utmost importance and should be undertaken as a joint
effort between supply management and finance. We
also suggest that supply managers look for other advo-
cates within the corporate structure to raise awareness
of the fiscal impacts that more effective procurement
can have to an organization’s bottom line.

Supply Management’s Own Fault

LinkedIn Forum Sentiment: Unfortunately too many pro-
curement leaders focus on savings, which many people
don't care about because it doesn't affect them. If that is
the only drum procurement can beat, it is just an obstacle
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to be avoided and irrelevant to the CEQO.

We don’t want to blame the victim, but the question
needs to be asked: Is the perception problem supply
management’s own fault? The short answer is: Perhaps.

Looking at supply management’s evolution in manu-
facturing companies, we see that part of the reorien-
tation from purchasing to strategic procurement was
enabled by the discipline moving beyond beating up
suppliers to save a nickel to employing total cost of
ownership models and leveraging of supplier capabili-
ties, as well as by increasing the focus on risk, sustain-
ability, and social responsibility in the supply chain.
These strategic approaches transformed supply man-
agement in manufacturing from being “folks who buy
stuff” into valuable partners who contribute to the
company’s competitive position.

This transformation has yet
NMSBCs. The challenges are clearly greater because it
is more difficult to illustrate supply management’s value
in the non-manufacturing and services sectors for the
reasons we have already detailed. Moreover, the percep-
tion of supply management has further suffered in the
last two decades as U.S. manufacturers outsourced oper-
ations to offshore partners. As manufacturing moved, so
did much of the transactional activities related to pro-
curement that used to be done internally. What was left
behind was perceived as low-value work.

Finally, efforts are underway in many companies
to transfer more and more purchasing responsibilities
to the end users of the goods within the organization.
This type of center-led activity enhances efficiency
and effectiveness because supply management pro-
vides the infrastructure for internal users to conduct
their own purchases; however, it also contributes to

not occurred in
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the misperception that “anyone can buy stuff,” and
that supply management is not a strategic function. In
fact, supply management may even be perceived as a
nuisance that creates obstacles an internal user has to
overcome in order to buy something. Supply manage-
ment may have contributed to this perception by pre-
senting itself as a clerical function and by failing to
market its services to others within the company at the
right strategic level.

Realizing The Value Of Supply
Management

Given all of those perceptions, we believe that a para-
digm shift is required before NMSBCs can realize the
value of supply management. Below we suggest some
strategies and action steps that can increase the rel-
evance of supply management, and help NMSBCs
accomplish this shift.

Focus on the “Big Picture.” It's important to
demonstrate the impact of supply management on all
aspects of business performance (finance, risk, stake-
holder relations/perceptions). Consider for instance
the recent economic crisis and the role of supply
management to keep strategic suppliers afloat—great
buyer-supplier relationship management helped part-
ners to manage the crisis better together and continue
business.

Make Numbers Your Allies. Supply managers
must demonstrate the importance of supply manage-
ment data for visibility and risk mitigation (also for
indirect items and procured services). One way to do
that is to bring finance into the partnership of reporting
and to validate the numbers.

Become More Proactive and More Involved
With Other Functions. Fifty-five percent of the
respondents to the lasta survey noted that establish-
ing stakeholder engagement is one of the most impor-
tant skills procurement teams need to meet their
objectives. Supply management needs to penetrate
other functional areas and demonstrate that its meth-
ods can bring success; obtain buy-in from other func-
tions; focus on low-hanging fruit to gain momentum;
and emphasize that supply management has the abil-
ity to anticipate and reduce risk for indirect spend and
NMSBCs.

Become Marketers of Your Capabilities. If sup-
ply managers no longer want to be viewed as “back
room” staff, they have to market their contributions and
value propositions to the organization. They can increase
the visibility of supply management by soliciting feed-
back and ideas from other functions and promoting the
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Engage in a dialog
with internal users to
identify how supply
management can
make their jobs easier
by, say, generating savings
that they can transfer to

their pet projects.

value-add that supply management can provide to
those functions.

Get A Seat at the Small Table. At manufactur-
ing companies, supply chain management is gaining
a seat at the big table in the executive suite. While a
seat at the big table is desirable, supply management
should also take small steps to obtain seats at smaller
tables, such as cross-functional teams with operations
and marketing. That kind of involvement provides
an opportunity to demonstrate the true value supply
management can bring to other constituents within
the firm.

Convince Executive Leadership. As with most
change management initiatives, change comes from the
top: Executive leadership has to be convinced of sup-
ply management’s value. This can be achieved by high-
lighting the success of companies where supply man-
agement has been directly endorsed by their CEOs, or
where CEOs rose from the supply management func-
tion, such as at Chrysler, Merck, and Apple.

Change How Savings are Perceived. Don’t sim-
ply disclose how savings are calculated, but consider
obtaining input from other functions on how savings
should be calculated and reported so that an objec-
tive measure can be developed. Then, let the num-
bers speak for themselves by re-labeling savings into
“cost efficiencies” or—even better—“value creation,”
which describes the benefits generated by supply
management.

Expand Your Focus Beyond Savings. Because
savings in an NMSBC may have little impact on other
constituents within the firm, supply management needs
to move the conversation beyond savings by focusing on
the value-added contributions and direct benefits it can
provide to internal users. These might include respon-
siveness, better quality, or the faster delivery of products
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and services. While you're at it,
engage in a dialog with internal
users to identify how supply man-
agement can make their jobs eas-
ier by, say, generating savings that
they can transfer to their pet proj-
ects. Last, but not least, establish
supply management as a center of
expertise for others in the compa-
ny. Then: Advertise your wins.

Seizing Opportunity

Supply management has only
recently obtained true strategic
importance in
companies. It may very well take more time to make
the same gains in NMSBCs. This article is meant to
help supply management functions speed up that pro-
cess, and to motivate supply managers in NMSBCs to

manufacturing

be more proactive to elevate the status of their function
within their firms.

Change will most likely be difficult to accom-
plish because the status quo is often ingrained. But
we encourage supply management professionals in
NMSBCs to embark on this journey. The suggested
strategies above can help pave the way. In doing so, we
stress the importance of persistence and celebrating
small wins, but not resting on your laurels.

Ultimately the value of the supply management
discipline is part of the overall value your organization
provides to the final customer. The more supply man-
agement can tie its value proposition to the ultimate
customer or the ultimate stakeholder, the more success
you will achieve. Gzo

About Our Research

Last year, Jill Bossi posted a comment in a LinkedIn group
for purchasing and supply management executives that
called attention to the fact that supply management still
remains an undervalued function in many non-manufac-
turing companies. Bossi asked group members to share their
thoughts and insights on the topic. Specifically, she asked
participants to provide reasons for why this may be the case,
as well as for remedies on how to overcome the undervalued
status of supply management in non-manufacturing and
service-based companies. The forum discussion received tre-
mendous interest within a very short period of time, generat-
ing a multitude of insightful comments by the participants.
The passion exhibited in the posts inspired us to share the
major insights derived in this article.
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LEADERS TECHNOLOGY COLLABORATION PROCUREMENT INNOVATION GLOBAL

By Bob Trebilcock n November of 2014, Diageo North America intro-
duced Regal Apple, a new flavored Canadian whisky
with the premium taste of Crown Royal that is infused
Bob Trebilcock is Editorial Director of with natural apple flavors. While any new product is
Supply Chain Management Review a roll of the dice, this one hit the jackpot. By the end
of June 2015, it was the top selling innovation in the US for

the year, driving a 12 percent growth in Crown Royal sales.
More importantly, it was one of more than 250 prod-

uct innovations—Diageo NA’s term for new products,
brand changes, and renovations of existing products—
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Over the last six years, a global leader in beverage alcohol has transformed

its supply chain to be more agile, responsive, and attuned to growth.

The result is a supply chain geared to out-innovate the competition.

Innovation

managed in fiscal 2015. Across all of Diageo’s regions
innovations accounted for over £500 million in sales for
the year. Rolling out new SKUs at an average pace of
approximately three to four per week, Diageo NA's inno-
vations were as varied as Guinness Blonde American
Lager, a single grain scotch called Haig Club developed
with soccer star David Beckham and Simon Fuller of
American Idol fame, and the Orphan Barrel Whiskey
Distilling Co., which locates and bottles forgotten
barrels of premium aged whiskey.

Getting all of these new products onto retail shelves
is made possible by an ongoing supply chain transfor-
mation journey fine-tuned for agility, responsiveness,
and growth. Diageo’s efforts have been recognized by
Gartner, which named it to the consumer products Top
10 list for 2015. Supply chain and the supply base are
involved in the innovation process from the start, not
after the fact. “We want our supply chain to be a com-
petitive advantage,” says Paul Gallagher, president of
North American Supply at Diageo. “By involving Supply

www.scmr.com
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Innovation at Diageo

early in the innovation process, we enable Diageo
to have first mover advantage.”

That's no small feat, when you consider that
delivering 250 new product innovations involves
the planning and sourcing for up to 5,000 com-
ponents. In a promotion-driven industry where
timing is everything, some products have gone
from concept to shelf in as little as 8 weeks. To
that end, Diageo NA has developed a rigorous and
repeatable six step process (see sidebar) that turns
innovation into a best practice. The result is a
company, and supply chain, ready to out-innovate
the competition.

EXHIBIT 1

End-to-end Transformation

Formed Through Decades of Mergers and Acquisitions

Underutilized

Excess
Capacity,

Limited Data,
Visibility and
Benchmarking

Supply Chain Transformation

With fiscal year 2015 net sales of £10.81 billion
and a presence in 180 markets, Diageo is a global
leader in beverage alcohol. Its portfolio includes
Johnnie Walker, Crown Royal, J&B, Windsor and
Buchanan’s whiskies; Smirnoff, Ciroc and Ketel
One vodkas; Baileys, Captain Morgan, Tanqueray,
and Guinness; and Beaulieu Vineyard and Sterling

Assets .

Every Disparate
Site/Line for Cultures/Ways
Everything of Working

Lack of Commercial
Fundamentals/ Overly Complex, Partnership
Standards Lack of Focus Limited
Lagging Multi
Z ple
Metrlcs,.Not Planning
Enter_prlse- Systems
Wide Siloed Narrow
Approach View on
to Delivery Production
Assets

Source: Diageo

Vineyards wines. Diageo NA, its largest and most
profitable region, delivered 32 percent of Diageo’s
total sales and around 45 percent of its global operat-
ing profit for the year ending June 30, 2015. The North
American business produces approximately 50 million
cases annually while managing over 4,000 SKUs.
Diageo NA’s operating environment will sound
familiar to any CPG manufacturer or distributor. SKUs
are proliferating; there is more segmentation of prod-
ucts to target ever more specific consumer groups; per-
sonalization, such as the ability to custom-engrave a
consumer’s name onto a bottle of Johnnie Walker Blue,
is a competitive advantage; speed to market and the
pressure to claim first mover advantage are essential to
success; and finding the right balance between inven-
tory and working capital is a constant struggle. All of
this happens in an industry that is highly regulated at

the state and federal level.

And then there is the constant drumbeat to inno-
vate. Consumers, especially consumers of high-end
wines and spirits, are looking for more than a bev-
erage; they're looking for the experience that comes
from the discovery of something new. “Some consum-
ers are looking for good quality but accessible spirits,”
says Gallagher. “For others, the value is in the exclu-
sivity of a product.” For that reason, the Diageo NA
supply chain has to deliver on high-volume products
that can run for days on the same bottling line. At the
same time, it must also be able to produce unique,
exclusive products like the Ciroc Ten ultra-premium
brand extension of Ciroc vodka, which was present-
ed to award nominees at the Grammys last March as
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part of Diageo’s awards
partnership. “Our sup-
ply chain needs the
competencies to deliv-
er effectively on all of
them,” Gallagher says.

To that end, sup-
ply chain at Diageo
NA has been evolving
into a demand driven
value network that propels top and bottom line growth.
Technology updates, internal process and operations
improvements, and cost containments have come
together with a culture shift that is enabling Diageo
NA to deliver an aggressive innovation agenda, espe-
cially in the whiskey category.

It hasn't always been so. Roll back the calendar to
2009, and the organization looked very different (see
Exhibit 1). Brands acquired over the years brought
with them their own supply chains and networks of
facilities. Seven siloed planning and ordering systems
led to a lack of visibility. Manufacturing and logistics
assets were under-utilized. More importantly, there
was a one-size-fits-all mentality in production: Every
line was geared to do everything, from a lengthy run
of Smirnoff to a small batch run of a new product.
Changeovers were frequent, disruptive, and inef-
ficient. Something had to change if Diageo NA was
going to grow in the innovation space. “There was
an inflection point where we realized that running
Captain Morgan for three days on end wasn’t going to
suffice,” says Rob Moore, senior vice president of sup-
ply for Diageo North America. “Innovation was a way
of life, and we needed to become flexible and agile to
deal with the complexity that innovation brings.”

The goal of the transformation project launched in
response was to create a world-class supply chain that
was not just the best in the beverage alcohol industry,

but in the CPG industry. While Gallagher, Moore,

Technology updates, internal process
and operations improvements, and cost
containments have come together with a culture
shift that is enabling Diageo NA to deliver an
aggressive innovation agenda, especially in the
whiskey category.

and their teams undertook a number of initiatives,
several speak directly to innovation. These include a
change in the cultural mindset around supply chain
management; a Design to Value approach to innova-
tion; differentiated supply chains to manage existing
products with predictable demand and to deliver on
new products with volatile demand; and a differenti-

ated approach to S&OP.

Change the Culture

Most supply chain professionals are tacticians. They
focus on how to take costs out of the supply chain as
they get their product from Point A to Point B—and
then cut some more. Diageo NA turned that idea on its
head: Sometimes, they realized, the push for the lowest
possible cost can slow the innovation process and cre-
ate bottlenecks to getting a new product on the shelf as
expeditiously as possible.

In this new model, members of the supply chain
team are business leaders first, supply chain experts sec-
ond. More importantly, supply chain, marketing, sales,
R&D, and other functional areas no longer work inde-
pendently of one another. They work together, aligned
with the company’s goals. Gallagher describes these as
the 3 Es:

1. Enhance margins rather than merely reduce costs.

2. Enable growth through speed to market or
speed to decision making that makes things happen in
a cohesive manner.
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3. Engage people so that they are aligned and
realize the difference they make to the organization.

“There is no longer a supply chain silo, a market-
ing silo, and a sales silo,” he says. “We work as one
business with one objective, which is to enhance
margin and enable growth.” Monthly S&OP meet-
ings are the bridge between functional areas and the
key tool to keeping everyone on the same page (more
on that later in the article).

Of course, cost ultimately matters, especially for
existing products. But if it’s a choice between driving
growth and saving a nickel during the innovation pro-
cess, Diageo NA will go with margin and growth.

EXHIBIT 2

Transformed Network: Fit For Today
Total Network Strategy
Optimized Footprint: Improved Utilization and Return on Assets
Dedicated Lines for Efficient, Responsive and Flexible/Agile
Faster Route to Market
Metrics Collectively Owned-Improved Performance on All
Closer Supply/Demand Alignment

Source: Diageo

Design to Value

Diageo NAs Design to Value approach to innovation
illustrates this cultural shift. In a traditional new product
design, R&D creates the specifications for a new prod-
uct and then turns those over to supply chain to make it
happen. Procurement tries to get the lowest price for the
materials and components in the spec.

In Design to Value, Diageo NA brings its suppliers
and commercial development team around the table
to take a concept developed in the innovation cen-
ter through manufacturing and logistics and onto the
retail shelf as expeditiously as possible. “No one has a
monopoly on good ideas and not all ideas need to come
from within our organization,” Gallagher says.

Six Steps To Innovation:

H son, Crown Royal Regal Apple was one of Diage
NA’s most successful new product launches. In
fact, demand for the apple-flavored Canadian
whisky caught the company by surprise. “We
knew we wanted a fall launch and we got
that,” says Rob Moore, senior vice president
of supply chain for North America. “What we
got wrong was the forecast. We thought
we would do 190,000 cases in the
first 90 days and we ended up
doing 315,000 cases.”

The launch was the culmi-
nation of a six-step innovation
process Diageo deploys for new
products or extensions of existing
brands. What follows is a look at
how the six steps are put into prac-
tice, compiled with Steve Harris,
senior vice president for technical
operations and one of the execu-
tives on the team that brought Crown
Royal Regal Apple to store shelves.

itting the shelves in time for the 2014 holiday sea-

How Diageo’s Supply

Chain Brings New Products to Market

Step 1: The Opportunity. The first step for any
innovation is to identify a new opportunity. Most new
concepts originate in the marketing department,

where the innovation team is tasked with cre-
ating a new product pipeline with a three-year
horizon. During this step, the innovation team
will conduct research, including consumer sur-
veys, to come up with ideas such as an apple-
flavored whisky. The team then creates a
proposal describing why the concept
is in line with Diageo’s strategy for
that base brand. Once the con-
cept is approved, it moves into the
innovation center for development.
Although early in the process, sup-

ply chain is brought into the loop.
Step 2: Developing the Concept.
In the case of whisky, the development
team works with Diageo’s skilled distill-
ers and blenders to set about creating
a new liquid. Once a concept is ready
for further development, the branding
team begins to work on a name, a bottle,

o
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At this stage, busi-
ness growth and speed to
market trump cost. “If we
looked solely at costs dur-
ing innovation, we would
be searching for the low-
est cost bottle or pack-
aging,”  Gallagher says.
“But if we have to wait
for delivery from China
rather than pay a little more to get it quickly from a
local supplier, we will go with speed.” For that reason,
Diageo NA is not just asking its suppliers for unique
ideas; it is also asking them to look at their contribu-
tion through a lens of agility and speed.

What's more, Diageo NA works to get people with
decision-making authority at the Design to Value
table. That way, everyone from the supply base to
marketing knows their part. “The mindset has to be:
How do we make this happen, rather than list all the
reasons it can’t be done,” Gallagher says.

Of course, cost ultimately matters,
especially for existing products. But if
it's a choice between driving growth and saving
a nickel during the innovation process, Diageo
NA will go with margin and growth.

Create a Differentiated Supply Chain
A shift in culture was accompanied by a shift in
the approach to production. “Our production lines
were becoming all things to all SKUs,” says Moore.
“We were running 750 milliliter bottles of Captain
Morgan on the same line as we were running a vari-
ant of Godiva Chocolate liquor that sells 3,000 cases
on Valentine’s Day. We had a lot of changeovers that
didn’t make sense.”

What was needed? A differentiated supply chain.
Diageo NA invested an estimated $250 million in its

packaging, and a label. Meanwhile, the North American
whisky blenders are engaged to begin creating different
blends—in this case, different blends of Crown Royal—
for the innovation center to experiment with flavor. At
this stage, the cost of the ingredients takes a back seat
to coming up with “a gold standard liquid” ready for
commercial development.

Step 3: Commercial Development. Commercial
development is all about scaling up a new product
for production. During this step, supply chain rolls up
its sleeves and begins the Design to Value process.
Suppliers are invited to join the design table, along
with representatives from other functional teams, to
develop a commercially viable product that delivers
the best margin at the price point targeted for the
market. During this step, all of the processes and
materials that go into production are put under the
microscope: That’s because it’s easier to design value
into a product up front than to take cost out later. The
commercialization leader coordinates that activity and
passes along project plans, timelines, and regular
updates to the supply chain planning and procure-
ment team.

Simultaneously, the Innovation S&OP gets underway.
This team runs different what-if scenarios to tweak the
forecast volumes.

Step 4: Test Market. The test market step is typi-
cally reserved for products that are brand new to the
market. Sometimes, as in this instance, the consumer
research and testing done during the first three steps
is sufficient.

Step 5: Product Launch. Once an innovation has
passed through the first four steps, it is ready to launch.
The supply chain team brings in the materials needed
to get the lines rolling—in this case, to get the product
bottled, packaged, and on the shelves for the holiday
season. After a quality hold, trucks begin to roll and
product is shipped.

Step 6: Post Launch Review. The final step in the
innovation process is a post launch review. This is done
for select products —not every new product warrants a
post launch review —and can happen at any time up to
six months after the product launch. “Some products
are straight forward,” says Harris. “With others, there’s
an opportunity to learn something that might help us
improve the next launch.”

Www.scmr.com

SuppLy CHAIN MANAGEMENT REVIEW .

SEPTEMBER/OCTOBER 2015 51




Innovation at Diageo

plants and IT infrastructure to create a network of
assets that could support innovation. These include
a new $115 million distillery in Kentucky that will
be operational in late 2016 and standardizing on
SAP’s APO for production planning and SmartOps
for inventory planning by SKU.

The result, Moore says, is a North American
footprint realigned to meet the needs of the busi-
ness, or “a supply chain that is fit for a purpose.”
(See Exhibit 2.) In this model, highly-automated
lines are devoted to high volume brands with pre-
dictable forecasts, like Smirnoff, that can run the
same product for days. Innovation lines, mean-
while, are designed to make a few thousand cases

EXHIBIT 3

Source: Diageo

Transformed Network: Fit the Future

I LGl in Future

G

of one product before changing over to make
something else.

At the George Dickel distillery in Tullahoma, Tenn.
for instance, associates hand-bottle small batches of
aged whiskies on a semi-automated line for the Orphan
Barrel program. “Many of these are one-time bottlings,”
says Gallagher. “The people working in the distillery will
stop what they're doing to bottle as orders come in.” The
same facility also fills orders for the George Dickel bar-
rel program, which ships a limited number of cases from
a hand-selected barrel along with the actual numbered
barrel on a pallet to retailers. “Tullahoma is designed to
react quickly because we don’t make to stock and we
don't have a lot of forecast accuracy,” Gallagher says.

In Diageo NA’s new supply chain,
S&O0P acts as “the key instrument to
drive the business forward and keep us

aligned to the goals we want to achieve,”

according to Gallagher.
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Innovation S&OP

In Diageo NA's new supply chain, S&OP acts as “the
key instrument to drive the business forward and keep
us aligned to the goals we want to achieve,” according to
Gallagher. Just as it differentiated its supply chain, about
18 months ago, it launched a differentiated approach to
S&OP.

Products with a long history, like Smirnoff or Crown
Royal, are handled in a conventional monthly S&OP
meeting. “The forecast accuracy is in the high 90s, the
interaction with suppliers is primarily through EDI, and
most shipments are full truckloads,” Gallagher says.
“That’s a pretty lean supply chain.”

Innovation is a different animal. Demand is volatile—
a new product can take
the market by surprise,
requiring everyone to step
up their game in a hurry,
or disappoint to the down-
side, leading to a quick
change in production plans.
The Innovation S&OP is
designed to respond to that
volatility.

A typical meeting is
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divided into  thirds,
according to Moore.

One part is devoted
to SKUs that are about
to launch: Any changes
in assumptions are com-
municated across the
supply chain to make
sure that suppliers and
Diageo have the right
amount of capacity for
the upcoming launch.

A second part deals with products in the first 90
days of a launch. The S&OP teams stays close to sales,
depletion rates, and consumption trends to determine
whether to increase or decrease procurement and pro-
duction or distribution plans. The third part of the meet-
ing reviews innovations that have been in the market for
up to one year to determine whether they can move from
the innovation to the regular supply chain.

Pulling it All Together

How then do the pieces fit together? Roughly six years
into the supply chain transformation, Diageo NA
believes its transformed network is fit for the future. (See
Exhibit 3.) So does Gartner, which placed Diageo at No.
9 on the Top 10 consumer products supply chains, and
No. 27 overall. The analyst firm noted that Diageo’s seg-
mented approach to supply chain management “delivers
cost savings and supports innovation and growth.”

The approach delivered on a number of key metrics
across its supply chain operations: Overall equipment
effectiveness has improved by 48 percent, lost time to
accidents improved by 98 percent, and quality, as mea-
sured by parts per million defects, improved by 99.7
percent. And—to prove that cost still matters—the
cost per case improved by up to 50 percent in some
manufacturing locations. As Gallagher and Moore
point out, supply chain is driving innovation, satisfying
the need for mass scale to custom made, and prepared

The approach delivered on a number
of key metrics across its supply
chain operations: Overall equipment
effectiveness has improved by 48 percent, lost
time to accidents improved by 98 percent,

and quality, as measured by parts per million
defects, improved by 99.7 percent.

for future growth and continued expansion.

The innovation numbers are even more striking:
Fiscal 2015 was the biggest innovation year yet for
Diageo NA, which leads all other suppliers in dol-
lar share of innovation with 70 percent of the top
100 new products that have been in the market one
year or less, according to Nielsen. It similarly leads
its competitors in the North American market. “We
believe the differentiated process model we're putting
in place is the future of supply chain,” says Gallagher.
“In the future, getting insights from our consumer
base and bringing them to the table as quickly as pos-
sible will no longer be managing change. It will be the
norm.” QO

Diageo at a Glance
e Global leader in beverage alcohol
* Presence in some 180 markets worldwide

¢ Diageo North America produces approximately 50
million cases each year

¢ | aid end-to-end, those bottles would circle the
globe 4 times

¢ 1,500 people employed in Diageo NA supply
organization—encompassing distilling, maturing,
bottling, procurement planning, logistics, customer
service, and distribution

www.scmr.com

SuppLy CHAIN MANAGEMENT REVIEW . SEPTEMBER/OCTOBER 2015 §3



LEADERS TECHNOLOGY COLLABORATION

PROCUREMENT INNOVATION GLOBAL

Four Compass
forGlobal Supply

The rapidly evolving and increasingly global world of

e-commerce poses challenges for business survival. Navigate

the unprecedented challenges—and find opportunities for

innovation within them—using these four interconnected

compass points of a modern global supply chain.

By Nick Vyas

he points on a compass have kept travelers

headed in the right direction for hundreds, if

not thousands of years, even as they sailed off
into uncharted waters or ventured into new territories.
Managers of global supply chains are in a similar boat
as their ancient counterparts. Their world’s are changing
rapidly as their companies enter new, emerging markets
and they confront a host of new cultures and broader
trends.

For example, technological advancement has raised
consumer expectations for the rapid and convenient
delivery of products, while a rising generation of middle
class consumers has increased the demand that those
products be ethically and sustainably sourced. Supply
chain executives can work to maneuver through these

challenges when they consider the following trends:

® emerging markets;

® mega cities;

® millennial consumers; and

® c-commerce.

Think of them as four interconnected points on the
supply chain compass—modern global supply chain
managers who take them into consideration when
designing their processes and networks will stay headed
in the right direction. Let’s take a look at each in turn.

Emerging Markets

Emerging markets are defined as countries that have start-
ed to grow, but have yet to reach a mature stage of devel-
opment and demonstrate significant potential economic

Nick Vyas is the Director of the USC Marshall Center for Global Supply Chain Management, where he is also an
Assistant Professor of Clinical Data Sciences and Operations. He can be reached at Nikhilvy@marshall.usc.edu. For

more information, visit marshall.usc.edu.
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Compass

or political instability. Emerging economies are becom-
ing larger participants in the global commodities mar-
kets, with rising levels of production, consumption, and
investment. These economies have significantly raised
their share of both import and export commodity flows
over the past decade.

The distribution of the consuming and below-consum-
ing classes reveals a marked change from 1820 to 2025
(see Exhibit 1). In the history of supply chain manage-
ment, markets in the United States and Europe were
dominant. However, in the past decade this was drasti-
cally altered and a new set of emerging markets in a range
of developing countries are not only rivaling but also dis-
placing the U.S. and Europe as leaders in commerce.

The emerging world’s share of the global value of
metals, minerals, and oil and gas exports increased from
49 percent in 2002 to 62 percent in 2012. These coun-
tries now produce more than two-thirds of oil and gas
exports (more than half of which come from the Middle
East), and nearly 60 percent of mining exports (half of
which originate in Latin America). Exploration and pro-
duction is also moving to emerging regions. Almost half
of the world’s known reserves of minerals and oil and gas
are in countries that are not members of either OPEC or
the OECD. This fact undoubtedly understates the true
potential for resource production in the emerging world,
where relatively little exploration has taken place so far.

Most exploration has historically taken place in regions
like the U.S., South Africa, and Australia where there is
a strong mining heritage, and because of a lack of suffi-
ciently sophisticated exploration techniques to explore
more hostile regions. A boom in demand, coupled with
deteriorating grades and escalating costs, forced mining
companies to look at other regions. As mining technology
improved, it became easier to explore in frontier economies

EXHIBIT 2
Nominal GDP
(US$ Billion)
2014 2050
1. US 17,419 1. China
2. China 10,335 2.US
3. Japan 4,606 3. India
4. Germany 3,865 4. Indonesia 15,432
5. UK 2,951 5. Japan 11,367
6. France 2,835 6. Germany 11,334
7. Brazil 2,346 7. Brazil 10,334
8. Italy 2,149 8. Mexico 9,826
9. India 2,055 9. UK 9,812
10. Russia 1,861 10. France 9,671

Source: The Economist Intelligence Unit
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EXHIBIT 1

World Population

Billion Peoplel

79
Below C.onsumeZCIass 6.8 37
Consuming Class 44
5.3
37 4.0
2.5 2.8
1.6
1.0 1.3 2.2
1.2 15
<0.1 0.1 0.1 0.3
1820 1870 1900 1950 1970 1990 2010 2025

Share of Population in Consuming Class

1 Historical values for 1820 through 1990 estimated by Homi Kharas;
2010 and 2025 estimates by McKinsey Global Institute.

2 Defined as people with daily disposable income above $10 at PPP.
Population below consuming class defined as individuals with disposable
income below $10 at PPP.

* Numbers may not sum due to rounding.

Source: Homi Kharas; Angus Maddison; McKinsey Global Institute Cityscope 2.0

and discover more high-quality reserves.

The changing resource landscape has a number of
significant implications for the network of global com-
modity flows. First, the growth of consumption in emerg-
ing markets—especially in India and China—is likely to
have an impact across all the major commodity sectors.
China and India together are expected to account for 60
percent of the total increase in primary energy growth
worldwide, and China alone was responsible for 30
percent of the growth of emerging-market commodity
imports between 2002 and 2011. China and India will
continue rapidly growing as the U.S. likely slides down
rankings heading toward
2050 (see Exhibit 2).

Resource prices are likely
to remain high, at least in the
medium term, due to surging
demand at a time of con-
strained supply. We are also
likely to observe continued
volatility in commodity pric-

105,916

63,842

es observed since roughly
the turn of the century, but
we expect even more fluc-
tuation ahead. Over the past
13 years, the average annual

Economy Moves Up Rankings
Economy Moves Down Rankings
Economy Remains at Rankings

volatility of resource prices
has been almost three times
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as high as in the 1990s. As production shifts to riskier
geographies, it is likely that volatility will continue and
even become exacerbated. In fact, resource-driven coun-
tries accounted for 19 of the 35 “fragile country situa-
tions” identified by the World Bank Group in 2013. The
trend toward greater integration of the global economy,
especially in terms of goods traded through global sup-
ply chains, has left individual countries more exposed
to fluctuations in production in distant regions of the
world.

Finally, the shift in energy production to new—and
many emerging—regions could reshape the flows of
other energy-intensive goods and associated services. For
example, industries such as petrochemicals and fertiliz-
ers are receiving investment in the United States to take
advantage of low-cost natural gas enabled by the shale
gas revolution. The growth of such industries could have
a profound effect on the global economy.

As the traditional leading markets begin to decline,
new markets gain traction even beyond traditional
energy and mineral commodity sectors, leading toward
technological advancement in supply chain and retail.
Again, this is particularly true in Asian nations such as
China, India, and Singapore. The emerging markets
have boomed as a result of innovations that have pro-
vided quick and direct access to a global population of
consumers. Take, for example, China’s Alibaba, the
world’s largest e-commerce company that now handles
more orders, products, and consumers than U.S.-based
Amazon. Forbes recently noted that the products and ser-
vices linked to Alibaba “lie at the core of an extraordinary
transformation of China today from a low-cost, export-
driven economy to one that is driven by consumers” and,
added that “Alibaba has succeeded in making China—a
country with countless internal barriers to trade—seem
like one market where goods can be purchased, deliv-
ered, and paid for with a confidence unimaginable little
more than a decade ago.” India, too, is making powerful

strides in creating
its own consumer
culture, as its ris-
ing middle class
draws major brands

EXHIBIT 3

In How Many of the Future Megacities are
You Doing Business?

Tokyo Houston Seoul Hangzhou
New York Dallas Boston Taipei
Shanghai Nagoya Atlanta Bangkok

Los Angeles Shenzhen Milan Dongguan

Beijing Istanbul Buenos Aires Frankfurt

London Amsterdam Foshan Madrid

Paris Mexico City Miami Shenyang

Osaka Chongging Brussels San Diego
Sao Paolo Singapore Rio de Janeiro Doha
Moscow Hong Kong Nanjing Munich
Chicago Philadelphia Melbourne Kuwait City

Rhein-Ruhr Wuhan Riyadh Minneapolis

Tianjin San Francisco Phoenix Suzhou

Washington DC Sydney Seattle Xi'an
Guangzhou Toronto Chengdu

Source: Nick Vyas

such as Gap and Starbucks into its supply chain.
Simultaneously, domestic retail companies, such as
Snapdeal, are embracing the same disruptive technolo-
gies that are shaping omni-channel retail and provid-
ing consumers with quick and convenient methods of
purchase.

In these emerging markets, ultimately commerce
has the power to cause greater growth and change in
the countries’ global economic positioning than even
government institutions and policies. Growth of con-
sumption in these emerging markets is also likely to
have an impact across all the major commodity sec-
tors. Resource prices are likely to remain high; and the
shift in energy production to new and emerging regions
could reshape the flows of other energy-intensive goods
and associated services in the long term.

Mega Cities
Mega cities are defined as having very large populations
with residence rates of over 10 million people. The U.S.
has 15 emerging mega cities, but most are spread through-
out the world and can help us better understand where
and why emerging markets are cropping up.

Over the next three years, there will be a significant

In these emerging markets, ultimately
commerce has the power to cause greater growth

and change in the countries’ global economic positioning

than even government institutions and policies.
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rise in the number of mega
cities worldwide. There are
currently 28 urban areas glob-
ally with at least 10 million

Cities with a Proje

2030 Population

EXHIBIT 4

cted 2030 Population of More Than 10 Million
Change in Population from 2014 to 2030

people; by 2030, the 12 cities 402'_\5/“,{,I|'ﬁ|r;on +0-15%  16-30%  31-45%
listed below are expected to 10 Million Chengdu
enter the ranks of the planet’s Dhaka Chongaing
mega cities. Moscow Kolkata Beijing

® Bogota oo Hyue?;ﬁ? Tisahnjinh _

® [ ahore Paris anghai

® [ima New York eta K;:'C‘I‘:i"e Guangzho%k o

¢ Luanda Los Angeles Cairo Osakg

¢ Johannesburg o Bangkok Shenzhen

* Ahmadabad ety Bogata oo Ahmmi:‘)g:i Ho ChiM .ﬁ?&'ﬁ‘ Cit

e Hyderabad Lima Rio de Janeiro Kinshasa  Bangalore ) !

® Bangalore Luanda, Angola Chennai Jakarta

e Chennai Sao Paulo Johanneshurg

. Bangkok Buenos Aires N . N

° Chengdu Bolded Cities: Projected to surpass 10 million people between 2014 and 2030

e Ho Chi Minh City

Notably, these cities are not in the declining markets
of the U.S. and Europe, but are spread throughout Asian
and South American emerging markets. Exhibit 4 shows
a map of the distribution of these 12 important future
mega cities.

Mega cities have begun to dominate local and glob-
al markets, as residents in emerging economies move
toward a centralized location that allows retailers faster
access to consumers—a phenomenon that cuts down
on travel time between supply chain components and
allows retailers to beat previous records in delivery of
product. It is of note that the rising middle class is cru-
cial to the appearance and growth of mega cities, espe-
cially in emerging markets.

The middle class is the engine of consumer spend-
ing in emerging markets. The proportion of middle class
houses (defined as those with a disposable income over
U.S. $10,000) ranges from a high of 99.5 percent in the
United Arab Emirates to a low of 4.8 percent in Kenya.
In terms of income, the middle class in those same 20
countries earns from around U.S. $3,000-$6,000 per
household in Nigeria to U.S. $74,000-$150,000 in the
United Arab Emirates.

The middle class households in emerging markets are
twice as likely to report that spending on education for
household members is one of their top five financial priori-
ties (30 percent vs. 16 percent). Emerging middle classes
in Indonesia, Mexico, and Colombia are especially likely to
prioritize education (38 percent to 44 percent.

The increased education and wealth of residents in
mega cities is also an influential factor in retail. Greater
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wealth leads to a greater desire to build a centralized
culture not based in Western values, but rather celebrat-
ing an emerging nation’s own traditions and future. The
development of a vibrant and active culture in a central-
ized location draws the younger generation toward cities
that offer a vast array of quickly accessible products and
experiences.

India’s mega cities of Delhi and Mumbai are strong
examples of this. Despite the fact that 70 percent of the
country’s population still lives in rural locales, India’s
mega cities are encountering massive population expan-
sion, with current populations at approximately 21-25
million inhabitants. Exhibit 5 shows how Indian mega
cities’ current and projected populations compare to
those of other nations. The population of these cities

EXHIBIT 5

Soaring Skylines

India’s megacities have grown into the world’s largest and will continue

40 1990 2014 2030

n W
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=
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Population (Millions)

Tokyo Delhi Shanghai Mexico City Sao Paulo Mumbai

Source: United Nations
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is increasingly young, and the millennial generation is a
powerful force in shaping Delhi and Mumbai’s econom-
ics and culture.

This is an emerging global middle class with con-
siderable spending power. For instance, some estimates
expect to see 240 million middle class households
arise in India and urban China over next the 15 years.
Consider the position of the middle class in the mega
cities of the following emerging markets.

ASEAN. The middle class income group in the
Association of Southeast Asian Nations (ASEAN)
region will exceed 100 million people by 2020, accord-
ing to an estimate from The Boston Consulting Group
and McKinsey & Company. They further predict that
the political and economic organization of 10 Southeast
Asian countries—Indonesia, Malaysia, the Philippines,
Singapore, Thailand, Brunei, Myanmar, Cambodia,
Laos, and Vietnam—have a combined population of
more than 600 million people.

Africa. McKinsey & Company forecasts that 128
million African households will earn U.S. $5,000 a year
or more by 2020, enabling them to spend half their
income on non-food items. Furthermore, Africa’s middle
class families—those earning U.S. $20,000 or more—
outnumber India’s. Findings such as these echo ICEF
Monitor’s analysis of the situation in Nigeria, an emerg-
ing market where the combination of a rapidly growing
population and burgeoning middle class has given rise to
a huge demand for quality education.

Greater China. A bigger proportion of young and
mid-level population dominates China’s age distribution.
Although the standard deviation at China’s end is high-
er, the median income in China is projected to be U.S.
$8,366.75.

Millennial Consumers

The “millennial generation” is a demographic cohort that
emerged into young adulthood at the start of the new
millennium. Compared to their predecessors, they are
more likely to live within these emerging market mega
cities and belong to an expanding middle class with
access to global markets through technology, more dis-
posable income, and greater levels of education.

As a result of their educations and technological pro-
ficiency, millennial consumers are much more likely to
witness their economic or social situations in a global
context—not only local or national. Thus they are driven
toward a desire for quick, convenient, and accessible
retail experiences as well as a preference for retailers
who participate in sustainable supply chains and cor-
porate social responsibility. They are even willing to pay

Www.scmr.com

EXHIBIT 6
World’s Middle Class Growth

Percent Change per Region

Europe Asia
North
America
Billiiin Middle East/
Africa
Latin America
2009 2030

Source: OECD

more to retailers that meet the latter criterion.

The millennial middle class has become the engine
of consumer spending in emerging markets. Exhibit 6
shows a Forecast of the World’'s Middle Class growth is
from 1.8 billion to 4.9 billion from 2009 to 2030.

If we break down the millennial middle class by
geography, it becomes clear that most of this genera-
tion will be concentrated in the emerging markets. The
middle class income group in the ASEAN region will
exceed 100 million people by 2020. In Africa, mean-
while, forecasters predict the average middle class
family will earn U.S. $20,000 or more by 2020. Across
greater China and India, over 240 million middle class
households will arise over next 15 years. The effects on
consumption and supply chain will be felt locally and
globally, through this population’s use of expendable
income as well as its cultural philosophies surround-
ing consumption. (Exhibit 7 is a prediction of shares

EXHIBIT 7

Shares of Global Middle Class Consumption, 2000-2050
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Source: Titan (2014)
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of global middle class consumptions from 2000-2050.)

Beyond millennials’ personal goals of travel and retail
consumption, there continues to be a widespread belief
that businesses and retailers should positively affect a
range of societal issues, such as resource scarcity, cli-
mate change, and income inequality. This heavily affects
how retailers—and the emerging e-commerce market—
will function in the future.

E-Commerce

Disruptive technologies change how retail works by
allowing 24-hour access to retailers, a wider range of
retail stock options, and the convenience of swift pur-
chasing and delivery. This technology has severely
decreased consumers’ tendency toward brick-and-mortar
retail and drastically increased rates of e-commerce and
omni-channel shopping. For example, Amazon surpassed
BestBuy in sales consistently over the past 5 years as
consumers took to ordering hardware and software as
well as entertainment products from their comput-
ers for home delivery. As the majority of the population
becomes comfortable with smart phone technology in
their daily lives, and stores begin taking advantage of
smart phone purchasing apps and omni-channel plat-
forms, mobile e-commerce is quickly becoming another
impactful trend to follow. (See Exhibit 8.)

E-commerce and omni-channel retail meet the
consumer demands of millennials across the globe,
and they are rapidly evolving to increase convenience.
Technologies such as drone delivery (currently in devel-
opment at such mega e-retailers as Amazon and Google)
will ultimately increase speed of delivery, especially
in mega cities with proximity to ports and warehouses
where goods are stored. E-retailers and omni-channel
retail sites not only provide this type of extreme con-
venience but also the transparency linked to millennial
consumers’ demands. After all, the Websites and apps
can provide extensive consumer reports or information
on CSR programs that cannot be delivered as easily at
brick-and-mortar stores.

EXHIBIT 8

Total Retail Sales: Amazon vs.Top Retailers
(Global)
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Source: Company Filings, Internet Retailers, BI Intelligence Estimates

Navigating Through Supply Chain
Evolutions

What then should a supply chain manager make of these
trends? And, how do they use them as compass points
for navigation? We believe the layering of each of these
factors can assist organizations in traveling the rapidly
shifting waters of the supply chain. None of the four
compass points of modern supply chain management are
fully distinct; rather, they point to an increasingly global
world that demands an increasingly technology-driven
global supply chain.

Yet, worldwide demands for sustainability and ethi-
cal sourcing come with the accompanying demand that
organizations not sacrifice the globe or the well being of
its inhabitants in favor of convenience. Organizations
will need to balance these demands in order to stay rel-
evant with their stakeholders. Gzo

Editor’s note: This is the first of two articles by Nick Vyas
that will look at trends affecting global supply chain man-
agement. In the second article, Vyas will examine how these
trends will affect supply chain networks and processes.

E-commerce and omni-channel retail

meet the consumer demands of millennials across

the globe, and they are rapidly evolving to increase

convenience.
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8 The Supply Chain Top 25;
Leadership in Action

The 2011 rankings of the Top 25 supply
chains from Gartner Inc. are in. They include
repeat winners and some new entrants.
Perhaps even more important than the actual
rankings, says Gartner Research Director
Debra Hofman, are the lessons that can be
learned from analyzing the leaders. This year,
six specific qualities stand out.

16 The Greening of Walmart’s
Supply Chain...Revisited

In 2007, SCMR ran an article on Walmart's
sustainability program, focusing on eight
specific initiatives being pursued. Four years
later, the author of that original article, Erica
Plambeck of Stanford, and colleague [yn
Denend revisit those initiatives to assess just
how Walmart is doing on the sustainability
front.

24 Achieving Flexibility in a
Volatile World

A new global survey from PRTM confirms the
importance of operational flexibility in supply
chain success and identifies five levers that
leaders employ to make it happen. The con-
sultants report that the financial and perfor-
mance advantages of improved flexibility can
be profound. They outline five basic steps that
companies can take to start realizing those
benefits.

32 What’s Your Mobility Index?
Mobile devices are everywhere these days. But
what’s the real potential of mobility in the key
supply chain processes. And what’s the best
way to identify and tap into that potential?
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40 The Case for Infrastructure
Investment: Lessons from
Medco and Staples

Smart investment in supply chain infrastruc-
ture—and in particular automated materials
handling and distribution systems—can pay
big dividends. Medco and Staples have proven
that convincingly, as these case studies dem-
onstrate. Their stories point to seven key take-
aways that supply chaing professionals in any
business sector can learn from.
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TheEyolution of

Collaboration

Software

Are you on the same page, in real-time, with your trading partners?

That'’s the promise of today’s supply chain collaboration software.

By Bridget McCrea, Contributing Editor

fly on the wall of virtually every business meet-
Aing and in any corner of the corporate world right

now would be hard pressed not to hear the word
“collaboration” mentioned at least once. Defined as the
action of working with someone to produce or create
something, collaboration has floated to the top of sup-
ply chain managers’ minds in recent years thanks to an
increased focus on how “working together” produces
better results than trying to get tasks accomplished with
fragmented, siloed systems.
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Across the supply chain, collaborative software helps
bring formerly disparate and disconnected entities onto
the same page. With the emergence of cloud computing
making this goal even easier, vendors are developing solu-
tions that help optimize logistics and procurement, enable
the exchange of data, and encourage collaboration among
business partners. With the economy becoming more and
more global every day, these innovations support a world
where manufacturers, distributors, suppliers, and retailers
can all literally be on the same page, in real-time, and at
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any moment in time. @ @

Ellen Malfliet, market-
ing and communications ﬁ
manager at PearlChain in

£l

Antwerp, Belgium, says
new innovations within
the collaborative supply

chain space, and ship-

pers” willingness to test out and adopt these systems, is
driven in part by changing customer demands. “Everyone
within the value chain is focused on the customer right
now,” says Malfliet. Take automobile manufacturing, for
example, where raw materials suppliers, manufacturers,
distributors, and dealers must all work together in a col-
laborative environment in order to turn out a viable end
product.

“Across the automobile supply chain, everyone wants
to ensure that they are taking the correct steps to fulfill
their customers’ needs, and that they are doing this in
such an order/sequence that they can achieve operational
excellence internally,” Malfliet explains. “In the end, the
successful customer experience translates into success for
all parties across the supply chain—not just those that are
actually facing the customer. Everyone wins.”

But what happens when companies don't communi-
cate well with all of the other players within the value
chain? Those firms are left to rely on forecasts and
historical views that don’t always paint a forward-look-
ing picture. “When you use forecasts, you're forced to
determine upcoming demand based on prior demand,
or maybe even the weather—depending on the prod-
uct or service that you're creating,” says Malfliet. “The
good news is that when you have the necessary data
from other factions further up the chain—who already
know the real demand, and who share it with you—that’s
where collaboration comes into play.”

In this article, we explore the evolution of supply
chain collaboration software, show how it's being used
in the corporate world, and discuss the inroads that ven-
dors are making in their mission to come up with stream-
lined, collaborative platforms that help companies inter-
act effectively across their end-to-end supply chains.

15 Years in the Making

David Miller, chief security officer at Detroit-based
Covisint, remembers the exact point when GM, Ford, and
Daimler Chrysler decided that they'd had enough of try-
ing to manage three very similar supply chains. The year
was 2000, and the three large auto manufacturers were
duplicating their efforts across their supplier networks,
but lacked any ability to collaborate among OEMs for
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Good supply chain
collaboration is about
building communication links
and connections among the trading
network’s various parties.

functions like inventory management. Miller, who worked
for GM at the time, recalls that the Big Three were using
anywhere from three to five different inventory manage-
ment systems, RFP systems, bidding systems, and pur-
chasing processes.

“Every one of those systems was being duplicated
numerous times,” says Miller. Fifteen years ago, the
three automakers came together to create Covisint—a
platform that formed a single place in the cloud where
suppliers would interact with their customers regard-
less of whether they were working with GM, Ford, or
Daimler Chrysler. “We gave them a single portal to work
from, even though all of the applications were separate,”
recalls Miller. Concurrently, the auto makers built out
a standard EDI messaging platform that enabled easy
information exchange.

Fast forward to 2015 and Miller is seeing more and
more applications moving into the cloud and enabling
solid supply chain collaboration and other activities.
He points to consumer-focused financial applications
like Mint, which allow users to aggregate account
information from various entities on a single platform,
as potential models for even more robust supply chain
collaboration.

“I may have three credit cards from three different
companies, and while they aren’t sharing information
among each other, Mint aggregates the data for me,” says
Miller. “The same approach can be used to track critical
information like inventory quality, failure rates, and parts
per million (PPM) defect rates on a single dashboard.
This will help companies more quickly pick up on and
address problems, make engineering changes, and take
other measures.”

Data is the New Oil

Calling data “the oil of the 21st Century,” Malfliet says
supply chain collaboration works optimally when it's man-
aged in real-time and when all interested parties are on
the same page. At the heart of each of those relationships
is a data-sharing process made easier by technology, soft-
ware, the cloud, and even the Internet of Things (IoT).
“These tools allow every individual part to be tracked
online, including materials that are in transit, those stored
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in the warehouse, and those that the customer is using,”
says Malfliet. “At the same time, every product or ser-
vice is becoming more and more defined, all with an eye
towards creating the right customer experience.” As this
trend continues to evolve, she says it just “makes more
sense to create flexible networks that can support the
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trend, and that can scale and grow accordingly.”

Gary Barraco, senior director of supply chain solu-
tions with Amber Road in East Rutherford, N.J., says
good supply chain collaboration is about building com-
munication links and connections among the trading
network’s various parties. Retailers who rely heavily on

Top 20 Supply Chain Management Software Suppliers

No. | Supplier 2014 Revenue Web site SCP wms | VESS 1 Twms

1 SAP $2,563 billion sap.com X e X X

2 Oracle $1,451 billion oracle.com X X X X

3 | JDA Software $438 million jda.com X X X X

4 | Manhattan Associates $188 million manh.com X X X

5 | Epicor $163 million epicor.com X X X

6 |IBM $148 million ibm.com X

7 | Descartes Systems Group $140 million descartes.com X

8 | Infor $104 million infor.com X x X X

9 | HighJump Software $92 million highjump.com X X
10 | GT Nexus $90 million gtnexus.com X X
11 | Kewill Systems $81 million kewill.com X
12 | PTC $72 million ptc.com X

13 | E2open $66 million e2open.com X X X
14 | Unit4 $65 million unit4.com X X

15 | Quintiq $53 million quintig.com X X x
16 | IBS $52 million ibsus.com X X X X
16 | IFS $52 million ifsworld.com/en X X X X
17 | Inspur Genersoft $51 million en.inspur.com X

18 | Kinaxis $50 million kinaxis.com X X

18 | TOTVS $50 million totvs.com X X X
Source: Gartner
The market for supply chain management software, maintenance and services continued its growth in 2014, generating $9.924 billion
in 2014, including applications for procurement software. That represented a nearly 10% increase over 2013 revenues, according to
Chad Eschinger, vice president, supply chain, with Gartner. Looking forward, Gartner is predicting a compound annual growth rate
(CAGR) for SCM software including procurement of 10% for the next 5 years, reaching $16.3 billion in 2019. What attributes to that
growth? “The industry is in a replacement cycle, but we’re also seeing supply chain capabilities spreading into places like retail stores,”
says Eschinger. “The goal is improved collaboration across a broader platform, which can drive much higher levels of efficiency.”

—Josh Bond, contributing editor
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a network of suppliers
to provide the goods
and services that their
end users want and
need tend to reap the
biggest rewards from
solid  collaboration.
“Retailers require that
collaborative and open @
conversation and vis-

ibility into their sup-

pliers” activities,” says Barraco, “in order to achieve goals
like shorter cycle times, perfect orders, and minimal
inventory stockouts.”

Suppliers also gain from the collaboration, says
Barraco, particularly when their retailer-customers use
their online portals to provide earlier-than-normal vis-
ibility into upcoming plans and forecasts. Pointing to one
large shoe manufacturer as an example, Barraco says nine
years ago the company was e-mailing and faxing purchase
orders on a one-by-one basis before implementing its col-
laborative platform. The process took three staff members
and about three weeks (including order acknowledgement
and confirmation) in advance of the firm’s busy season.
“Now it takes one person three days to issue and confirm
all of the POs,” says Barraco. “That’s a pretty significant
savings of time and human resources, all due to the com-
pany’s use of collaborative supply chain software.”

"

Creating a Free-flow System

“One of the biggest problems that exists in the supply
chain today is the fact that most tools and processes are
built up around optimizing rigid hierarchies,” states Rob
Cheng, head of growth at Elementum in Mountainview,
Calif. “They are pre-defined, pre-planned taxonomies of
how the world works.” Such rigidity just doesn’t work
very well in today's fast-paced business world, says
Cheng, where everything is moving too quickly for those
hierarchies to keep up.

“When we look at the problems that our custom-
ers are having in this area,” says Cheng, “a lot of them
revolve around these issues and the fact that no one in
the world—no matter how smart he or she is—can pre-
dict in advance what'’s to come.”

The good news is that through solid information
sharing and participation from the various players within
the supply chain, foresight can begin to come into focus.

“The key is to create a system where information can
flow more freely to the people who need it, and then
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To companies looking to get
the most out of their supply
chain platforms, Malfliet
cautions that the only way to
effectively manage collaboration
across the supply chain is by
employing an end-to-end strategy.

allow everyone on the front lines to essentially ‘self-
subscribe’ to the information stream,” says Cheng. “Only
then will they be able to follow the relevant information
(routes, ports, transportation options, carriers, ship-
ments, supplies, and so forth), and enable teams to be
more self-organizing and act more real-time on informa-
tion that’s relevant to their jobs.”

What'’s to Come?

All of the experts interviewed for this article expect
technology-based supply chain collaboration to continue
to evolve and grow over the coming years. At the same
time, automation will continue to gain in popularity, says
Malfliet, as the use of drones in the warehouse for pick-
ing is projected to increase, and as the need to reduce
the amount of physical labor and free people up to do
more important tasks continues. Using software, for
example, companies can now more easily match up the
best supplier for every customer and/or order, based on
overarching agreements established with both parties.
“That frees up time for planners and operational employ-
ees,” says Malfliet, “and allows companies to more close-
ly examine the strategic value of these workers.”

To companies looking to get the most out of their
supply chain platforms, Malfliet cautions that the only
way to effectively manage collaboration across the sup-
ply chain is by employing an end-to-end strategy. All
of the players in the value chain need to be connected
to one another, she says, and with no exceptions. And
remember that the bigger the supply chain is, the more
benefit you will get out of solid collaboration enabled by
today’s advanced software programs.

Finally, everyone has to have access to the same data
and it has to be in real time. “Sure everyone has their
own little piece or ‘corner’ of the overall scenario to man-
age,” Malfliet says, “but in the end each has to have a
global overview to be able to contribute and collaborate
effectively. co
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Supply Chain Management
Software Suppliers

The market for conventional solutions continues to rise, even as

innovative variations help the industry chart a new course.

By Josh Bond, Editor at Large

he market for supply chain man-
I agement (SCM) software, main-
tenance and services continued
its growth in 2014, generating $9.924
billion in 2014, a nearly 10 percent
increase over 2013 revenues, according to
the research firm Gartner (gartner.com).
That total includes applications for sup-
ply chain execution (SCE), supply chain
planning (SCP) and, for the second year
in a row, procurement software. Since
2009’s 2 percent decline, the market has
posted double-digit growth in three of the
past four years, according to Gartner.
SCM applications outpaced most
software markets, “because supply chain
remains a key source of competitive
advantage in driving business growth
objectives,” according to Chad Eschinger,
Gartner's vice president of supply chain.
Looking forward, Gartner is predicting
a compound annual growth rate (CAGR)
for supply chain management (SCM)
software of 10 percent for the next five
years, reaching $16.3 billion in 2019.
“The industry is in a replacement
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cycle, but we're also seeing supply chain
capabilities spreading into places like
retail stores,” Eschinger says. “The goal is
improved collaboration across a broader
platform, which can drive much higher
levels of efficiency.”

Despite supply chain software’s rapid
growth across a variety of applications,
Eschinger says plentiful opportunities
still exist. “Many existing systems have
high levels of customization or are out-
dated legacy systems,” he says. “For many
organizations, swapping and reconcil-
ing information internally is a challenge.
There are few single systems of record,
and if you don't have your own house in
order you're really at a disadvantage.”

The View From the Top

Overall, the market for SCM solutions
like warehouse management systems
(WMS) and transportation management
systems (TMS)—excluding procurement
revenues—is at $6.74 billion, a 9.5 per-
cent increase from 2013 and a 47 percent
increase since 2010. Under the SCM
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umbrella, the market for supply chain planning systems
rose 8.7 percent to $3.66 billion. The supply chain execu-
tion market topped $3.08 billion, a 10.5 percent increase.

The top five market leaders (see page S66) are the same
for the third year in a row, but they have collectively added
$905 million in SCM revenues over that period, for 23 per-
cent growth. SAP ($2.563 billion) alone grew 20 percent—
the third highest rate of the list—and continues to pull
away from the comfortable second-place finisher, Oracle
($1.451 billion). JDA is also likely to enjoy third place for
the foreseeable future, but things start to get interesting
from there. Less than $100 million separates fourth and
11th places, a cohort that grew by 9 percent in the last year.

Notable Trends
Procurement continues to become more integrated
with the broader supply chain process, Eschinger says.
Increasingly, end users are bringing automation to
their procurement practices to make that link. “In my
view, there’s an emerging concept of ‘the procurement
network,” he says. “Think about integrated business
planning, not only to share sales and operations plans
(S&OP) internally, but also, in collaborative commerce,
to share that plan upstream and downstream in the sup-
ply chain so everyone is on the same chapter.”

Ultimately, the industry is working toward enhanced
visibility into each item’s total landed cost from supplier
to consumer. “These capabilities are in their early stag-
es,” Eschinger says, “but that view into total cost to serve
will be incredibly valuable to an organization. Right now,
they might know at the organizational level whether a
division made money, but few can say whether a specific
SKU or order was profitable.”

Continued interest in inventory optimization soft-
ware was evident, growing 10 percent in 2014. Similarly,
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S&OP solutions posted the third-straight year of gains
above 20 percent. Eschinger says the software markets
for transportation grew 12 percent, while order manage-
ment (18 percent) and global trade (16 percent) also
posted double-digit gains.

Meanwhile, cloud-based software grew more than 17
percent over the past year, with strong interest in cloud solu-
tions in the WMS space. “What's notable is that it confirms
the recognition that the WMS market is not one homoge-
neous marketplace,” says Dwight Klappich, research vice
president with Gartner. “A lot of the focus on the dialog, to
be frank, has been at the high end of the marketplace, but
the vast potential market is made up of less sophisticated
organizations that need basic and easy-to-use controls.”

Klappich highlighted several trends in the WMS and
TMS space.

Cloud gains ground. In the supply chain execu-
tion space, including transportation and global trade,
warehousing has traditionally lagged other applications.
Solutions inside the four walls were considered mature
and primarily on-premise, with no compelling reason
to upgrade. “We're past that now, and we're seeing a lot
more interest in cloud-based solutions,” Klappich says.

The two fundamental styles of cloud solutions are
public, or multi-tenant, and a dedicated cloud. “Multi-
tenant options are gaining some traction, but it's gen-
erally not the preference,” he says. “Customers want
the flexibility and scalability of cloud infrastructure
along with the performance guarantees of a dedicated
instance, especially at the higher end of marketplace.”

The omni-channel imperative. Growth at the top
end of the WMS market—the Tier 1 level—has largely
centered on omni-channel commerce capabilities. “One
retail CIO told me WMS systems were once seen as bot-
tom up projects, where you need to make the case to

Eschinger says the industry can expect a new wave
of acquisitions to continue to drive market dis-
ruption in 2015. A few notable developments in 2014
included:

e Accellos and Highdump Software merged, each a
leading global provider of supply chain management
software and trading partner network technology.

e Dassault Systemes, a product lifecycle manage-
ment supplier, acquired Quintiq, a leading provider of
on-premise and cloud-based supply chain and opera-
tions planning, and optimization software.

e Descartes Systems Group, a leader in on-demand,
software-as-a-service solutions, acquired Customs Info,
a leading U.S.-based provider of trade data content for

Acquisitions Continue to Drive the Market

global trade management systems and automation.

e Kewill, a leading provider of supply chain execution
software, acquired the IBM Sterling TMS, a SaaS-based
multimodal transportation management system.

e Manhattan Associates, a supply chain commerce
solutions provider, acquired the assets of Global Bay
Technologies, adding in-store sales and client capa-
bilities to its omni-channel inventory and order manage-
ment solutions.

e Netsuite, a leading provider of enterprise-class
cloud ERP suites, acquired the WMS product side of
eBizNET.

e Siemens acquired MES specialist Camstar
Systems.
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senior management,” Klappich says.
“They would run it up the flagpole
every year until things got so bad that
they finally approved the project. But
omni-channel is so fundamental to
business today that it now comes from
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the top down. Theyre not going to
argue or postpone these strategic deci-
sions anymore, because you can't be a
retailer if you don't do omni-channel.”

Retailers are not alone. The con-
cept of omni-channel is bleeding into
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other industries, including manufac-
turing and the distribution of high-
end designer products. “A manu-
facturer might have commercial
products that move in traditional full
truckloads,” Klappich says, “but they
have 60,000 other SKUs that move
in much lower volumes.”

In the past, a bath design shop
in California that needed a spe-
cific $5,000 bathtub would place an
order that would trigger the manu-
facturer to produce and ship another
unit. Meanwhile, a distributor in
Massachusetts may have that same
tub in stock and is wondering what to
do with it. Manufacturers are looking
for functionality that will allow them
to combine omni-channel commerce
with a wholesale distribution model.

Distributed order manage-
ment. Distributed order manage-
ment (DOM) is an emerging capa-
bility coming from WMS providers.
For the past several years, brick-
and-mortar retailers have focused on
establishing themselves as players
in the e-commerce space. Now, the
focus is on how to most profitably
fill an order from a network of DCs,
retail store locations or drop ship-
ments from a manufacturing partner
or supplier. DOM solutions, which
sit in between an order management
system at the enterprise level and
the WMS, fill that need. A DOM
solution figures out the most prof-
itable way to fill and ship an order
based on customer expectations or
some other parameter.

“Companies realize that they can
no longer ship an order for more
than it's worth,” Klappich says. “The
more they virtualize inventory across
their network, whether it’s in one or
more warehouses, at stores or at a
supplier, the more they need strong
analytic capabilities to manage that
process. That has created a brand
new environment that is driving a lot
of investment.” CGiz>

www.scmr.com






The

Raj Kumaris a
partner with A.T.
Kearney. He is based
in New York and can
be reached at
raj.kumar@
atkearney.com.

OPERaTIONS ADvVANTAGE

[s Your Supply Chain Ready for

the Omni-channel Revolution?

Omni-channel retail sales are expected to grow exponentially
between now and 2025. Winning in this arena will require a
supply chain that increases product availability with flexible
delivery options at a lower cost.

By Raj Kumar and Michael Hu
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Omni-channel retail
sales are expected
to become a $1.8
trillion dollar mar-
ket by 2016, and
then quickly grow
to $7
2025.
in this arena will

trillion by
Winning

require a seamless delivery of goods that meets
increasing consumer expectations for assortment,
convenience and price, and a supply chain that
increases product availability with flexible deliv-
ery options at a lower cost. As developed regions
scramble to integrate in-store and online channels
and developing regions work through financial
and logistical infrastructure, supply chain innova-
tion will be critical to omni-channel growth. A.T.
Kearney has identified six global trends that will
shape a successful supply chain in the new omni-
channel revolution.

1. Blurring of Value Chains

The traditional value chain is starting to blur under
omni-channel as companies attempt to get closer
to consumers. Retailers are taking on traditional
manufacturer roles such as product design, devel-
opment, and product sourcing. Manufacturers, on
the other hand, are shifting downstream and tak-
ing on retailer roles, such as managing the shopping
experience (either in stores or on the Web), offering
“merchantainment” and product informational ser-
vices, and even brokering actual order fulfillment.
As value chains continue to blur, manufacturers
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and retailers will need to manage channel conflict
over the segmentation of products and SKUs and
collaborate on shared assets and inbound logistics
optimization. For manufacturers it may mean direct
to consumer fulfillment or network integration
with retail stores or even pop-up store operations.
For retailers it may mean adopting a manufacturer
mindset and capabilities in private label, develop-
ing a segmented supply chain for private label, and
more sophisticated inventory deployment.

2. Rise of the Marketplace

While the concept of the marketplace has been
around for decades in vehicles like the “classified
ads” in the Sunday newspaper, only recently has
their digital counterpart become a critical retail-
ing channel. Amazon's marketplace saw 25 per-
cent CAGR while eBay and FlipKart are becoming
endless aisle options for consumers in emerging
markets. There is an explosion of emerging market-
places from new players and global retailers offering
logical places for retailers to expand internationally.
Going forward, every omni-channel retailer must
have a coherent marketplace strategy and corre-
sponding supply chain capabilities—in particular,
that includes decisions about where and when to
hold inventory versus cross-dock orders versus ship-
ping vendor direct to balance assortment, lead time
service, and cost. Marketplaces can be a significant
compliment to standard e-commerce sales used
by many U.S. and European retailers to expand in
emerging markets; however, marketplaces can be
risky if they negatively affect the quality of product,
customer presentation, accuracy, and service.
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EXHIBIT 1

Activating a Nimble, Multi-echelon Network with Dynamic Flows
Will be Key for Competitive Performance

Nimble Connected Network
Suppliers Store DCs Store
X-Dock

Inter-Store
Inbound

Consolidate

Store-to-DC Recirculate

Slow Mover Replenish

Combo DCs

High Velocity DC

Inbound

DSV (Direct Ship Vendor)

Right Mix of Flows Needed for Differentiated Performance
¢/ Enable Best Possible

Non-Traditional
Supply Chain Flows

Supply Chain Cost

4
4 v

Inventory Cost

v

Source: AT Kearney

3. Strategic Bet in Same Day

Scalable, affordable same day delivery continues to be the
nirvana aspiration for retailers. While demand for same
day is still emerging in the U.S. with less than 2 percent
of orders, the UK shows a penetration of 8 percent to 10
percent of deliveries. According to BI Intelligence from
A.T. Kearney, U.S. same day delivery forecast is expected
to grow 154 percent by 2018 and retailers in China are
starting pilot programs that should accelerate same day
growth. We see four emerging same day models — (i) retail-
er managed (e.g. ]D.com or Amazon); (i) 3PL owned and
managed (e.g. SF Express, DHL, Cainiao); (iii) 3PL crowd
sourced (e.g. shutl, deliv) and (iv) marketplace crowd
sourced (e.g. Google Express). As retailers pursue same
day delivery strategies, they must consider the pros and
cons of each of the above models and assess the underly-
ing should-cost economics. Strong candidates for same day
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Store Fulfillment
(Deliver or Collect)

“Hot Run” Replenish Store

Th
OPERATIONS ADVANTAGE et

delivery are grocery, mobile
devices, specialty products,
and high margin products.
Retailers should pilot and
experiment with same day
models as they determine
the best approach: whether
Customer  he service is intended to
drive sales; is a competitive
requirement; or is part of a
marketing play.

4. Flexible Network
Assets and Flows

In the future, retailers will
their
channel specific, inflexible

need to transform

2/Next Day
supply chain into flexible

Same/Next Day omni-channel flows to push
the performance frontier in
terms of cost, turns, and ser-
vice tradeoffs. As shown in
Exhbit 1, DCs will need the
capability to pick, pack, and
ship any order (eaches and

Servi Variet;
eyce aney cases), regardless of their
destination (home, stores,
v v other DCs). The entire net-
v work will be multi-tiered.
v These reconfigured fulfill-

ment assets will be powered
by one-view inventory and
smart replenishment and
channel decision systems to enable flexible, dynamic flows.
Trucks making milk runs from DCs to stores will be able to
reroute their order drop-off points. Slow moving SKUs will
be picked up from stores and returned to the regional DCs
and other stores for improved turns. Demand shaping logic
will allow shoppers to choose between higher-priced fast

delivery or free-shipping slower delivery options.

5. Ambidextrous Role of Stores

Stores are still preferred across all stages of the shopping
cycle. Two thirds of consumers who purchase online use
a store right before or after the transaction. The 2014 A.T.
Kearney Ommni-channel Shopping Preferences Study found
that 53 percent use both stores and online in their shopping
journey. Even e-commerce pureplays see the need for stores.
However, stores roles will change in the future as they oper-
ate both as nodes for customer engagement and as nodes
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for close-to-demand fulfillment.

From a customer engagement perspective, stores will
evolve from their traditional point-of-purchase role to pro-
viding a digitally enhanced shopping experience. Imagine
a physical shelf complemented with digital displays that
enable endless aisle show-rooming with mobile technolo-
gies to provide frictionless payments and checkout. Orders
can be subsequently delivered next day from a nearby
regional DC. From a fulfillment perspective, stores will
have the necessary picking technologies, channel agnos-
tic inventory, and order management capabilities to fulfill
same day and next day online orders. Getting the right bal-
ance between consumer engagement and fulfillment will
be critical if retailers are to turn stores into a source of stra-
tegic differentiation instead of an underutilized asset.

6. Digital Disruption Tipping Point

Digital technologies such as Artificial Intelligence, 3D
printing, robotics, crowdsourcing, and the Internet of
Things (IoT) are advancing at an exponential rate. Each
has the potential to disrupt supply chain paradigms. The
convergence of these disruptors creates an even more
unpredictable myriad of scenarios. Consider the following

__ OPERaTIONS ADVANTAGE coimess

scenario where a consumer’s smart sensor enabled refrig-
erator informs her iWatch to place a fresh grocery replen-
ishment order, at which time a Watson like app commu-
nicates with the Google Shopping marketplace and builds
a basket by picking from store shelf inventory across two
local stores. The orders are then crowdsourced by Google
for same day delivery. Under this scenario, the traditional
retailer has a very minor role in the shopping and engage-
ment eco-system, effectively relegated to holding inven-
tory. Supply chains need to recognize that these rapidly
evolving digital platforms could dramatically change their
role in the future.

Peter Drucker once warned: “The greatest danger in
times of turbulence is not the turbulence itself, but to
act with yesterday’s logic.” As companies consider these
six omni-channel trends, they need to assess the risks of
using yesterday’s logic and the opportunities afforded from
using tomorrow’s logic. Supply chains can start their future
proofing today by leveraging their external partners for
innovation and collaboration; developing and piloting more
flexible, adaptable supply chain approaches; and embed-
ding a mindset of continuous improvement within their
organization. Coo>
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The Benetits of Modernizing
Procure-to-pay

Organizations recognize the role technology can play
in improving the entire procure-to-pay process.

By Becky Partida,
Research Specialist—
Supply Chain
Management, APQC

Www.scmr.com

In any organization, procurement
and accounts payable activities
are closely linked through the pro-
cure-to-pay process. Efficiency in
both types of activities can result
in clear benefits to the entire
process, from the procurement
function to the accounts pay-
able area. Organizations with a
high-performing  procure-to-pay
process have examined this inter-
action and determined ways to
improve it.

One way that organizations are driving
improvement is through modernization, namely
the adoption of technology that can improve the
efficiency of these activities. From a procure-
ment standpoint, APQC'’s research indicates that
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organizations that do not take steps to automate
transactional activities simply cannot match the
efficiency and effectiveness of those that do.
Recent research on how organizations manage
the procure-to-pay process for indirect purchases
reveals that many desire to modernize the pro-
cess but are slowly making progress on adopting
technology to support that modernization.

Automation in Procurement

In the procurement function, one way in which
organizations modernize activities is through the
adoption of automated tasks such as e-procure-
ment or e-sourcing. APQC’s Open Standards
Benchmarking in procurement indicates that
automation has been adopted by a majority of
responding organizations: 82 percent use e-pro-
curement; 6 percent plan to adopt it within the
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EXHIBIT 1

Use of e-Procurement/e-Sourcing

and Procurement Performance
(Median)

Cycle Time in Hours to 8.0 Hours

Number of Purchase Orders 1,302.1 Purchase Orders

Processed Per Procurement FTE 615.7

Average Supplier Lead Time 12.0 Days

Have Invested in e-Procurement/e-Sourcing

I Have Not Invested in e-Procurement/e-Sourcing

Source: APQC

next two years; and 12 percent have no plans to engage in
e-procurement.

The primary influence of automation is the efficiency of
procurement  staff. Automated purchase order processing
allows procurement staff to accomplish more in a shorter
amount of time. This in turn can reduce staffing costs associ-
ated with purchase order processing and submitting inquiries
to suppliers. It can also allow the organization to shift pro-
curement employees from more basic tasks to more value-
added activities within the procurement function.

In Exhibit 1, APQC’s benchmarking data shows how
organizations that automate the procure-to-pay process
achieve faster cycle times and more efficient order pro-
cessing. At the median, organizations that have invested
in e-procurement systems have a much shorter purchase
order processing time—eight hours versus 24 hours for
organizations that have not adopted e-procurement. The
systems adopted by these organizations can quickly route
information to the correct individuals, which reduces the
amount of time needed to place a purchase order by mul-
tiple business days.

In addition, the number of purchase orders processed
per procurement full-time equivalent employee (FTE) is
significantly higher among organizations using e-procure-
ment systems. As shown in Exhibit 1, organizations invest-
ing in e-procurement process more than twice as many
purchase orders at the median as organizations that have
not invested in these systems.

Along with shorter purchase order cycle times and more
purchase orders processed per FTE, organizations with an
automated procure-to-pay process have shorter supplier
lead times. As also shown in Exhibit 1, there is a nine day
difference between the two groups of organizations at the
median in the average supplier lead time for purchased
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materials. The increased data visibility created by e-pro-
curement systems between organizations and their suppli-
ers is a key contributor to this difference.

Another interesting result from APQC’s data involves
how organizations using e-procurement or e-sourcing dis-
tribute the FTEs within their procurement functions. As
shown in Exhibit 2, these organizations allocate fewer FTEs
to the more tactical process of ordering materials or ser-
vices than their counterparts that have not adopted e-pro-
curement. Conversely, this group allocates about twice the
number of FTEs to developing sourcing strategies than their
counterparts. They also allocate a larger number of their
FTEs to selecting suppliers and contracting.

These results indicate that organizations that have ini-
tiated e-procurement or e-sourcing are more focused on
strategic tasks within the procurement function than orga-
nizations without this technology. It may be that the effi-
ciency created by the technology has enabled these organi-
zations to focus employee efforts on strategic activities. It
is also possible that these organizations’ focus on strategy
was a driver behind their adoption of technology to mod-
ernize the procure-to-pay process.

Modernization of Indirect Purchasing

Procurement is not the only function within the enterprise
interested in the strategic benefits associated with mod-
ernizing the procure-to-pay process. APQC recently con-
ducted a survey of procurement and finance profession-
als to learn about organizations’ plans for modernizing the
purchasing and accounts payable aspects of the procure-
to-pay process for indirect purchases. The results indicate
that nearly 85 percent of the survey respondents (both in

EXHIBIT 2

Use of e-Procurement/e-Sourcing
and Allocation of Procurement FTEs

61.4%
Order Materials/Services

45.5%

17.4%
26.1%

Select Suppliers and
Develop/Maintain Contracts

14.5%
13.8%

Appraise and Develop Suppliers

6.8%
14.6%

Develop Sourcing Strategies

Have Invested in e-Procurement/e-Sourcing
I Have Not Invested in e-Procurement/e-Sourcing

Source: APQC
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the procurement and accounts payable functions) believe
their procure-to-pay process would benefit from modern-
ization efforts.

As part of this research, APQC interviewed select
organizations to get a more detailed picture of what mod-
ernization efforts look like. One of the organizations was
Woodward Inc., which integrates technologies into fuel,
combustion, fluid, actuation, and electronic control sys-
tems for aerospace and energy markets. Woodward was
recently motivated to make improvements to its procure-
to-pay process following a benchmarking effort to identify
efficiency gaps. It is planning a shift from paper-based
invoice management to automated invoice processing.
With this new approach, Woodward will send paper
invoices to a third party for scanning or to a dedicated
e-mail address so that the organization can extract digital
data. Purchase order items will be sent to the organiza-
tion's ERP system for automated three-way matching.
For all other items there will be an automated approv-
al workflow. Moreover, if a purchase order item fails to
match automatically via the ERP system, several e-mail
workflows will facilitate communications to reconcile
the issue. At the back end, Woodward will have a single
archive that will be highly searchable.

Woodward is also working to implement an e-procure-
ment system using a software-as-a-service (SaaS) solution.
The goal is to have its 22 sites worldwide using standard-
ized processes and systems, with the ultimate aim being
stronger control and compliance and a better audit trail. It
also wants to improve the experience for its internal cus-
tomers. For example, it will have a hosted catalog that will
provide the capability to move toward negotiated pricing. If
a vendor resists the notion of the e-catalog, then that sup-
plier can join a supplier network set up by the Saa$S vendor,
which has Woodward's chart of accounts so it can manage
direct communications with the company’s ERP system.

Modernization Across Areas
APQC’s research indicates that many organizations
recognize the need to modernize and streamline their
procure-to-pay process. In many organizations this has
taken the form of adopting e-procurement or e-sourcing
technology. However, technology adoption has not been
consistent across all areas involved in procure-to-pay.
According to APQC’s Open Standards Benchmarking in
accounts payable, organizations manually key a median
of 60 percent of their invoices into their financial system.
Top-performing organizations have pushed that percent-
age down to 43 percent, but this still leaves quite a bit of
room for improvement.

To reap the most benefits from modernizing and
streamlining the procure-to-pay process, organizations
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Many organizations recognize the need to
modernize and streamline their procure-
to-pay process. In many organizations
this has taken the form of adopting
e-procurement or e-sourcing technology.

should evaluate how activities are performed both within
the procurement function and the accounts payable group.
By identifying areas in which modernization can help to
streamline activities, organizations take a step toward the
following goals:

¢ enhancing service to internal customers, reducing cost;

e enhancing staff productivity;

e bolstering policy enforcement and controls;

e increasing their ability to identify and reduce maver-
ick spending; and

® enhancing collaboration with vendors.

The technologies that support a modernized procure-
to-pay process can lead to multiple benefits. For example,
e-catalogs accessible via online portals make it easy for
employees to order supplies from approved vendors and at
pre-negotiated prices. Analytics software can help organi-
zations easily analyze patterns of spending, which in turn
can inform pricing negotiations. Cloud-based technol-
ogy—such as the e-procurement system being adopted by
Woodward, with its embedded collaboration, workflows,
and analytics—can reduce the processing burden on both
procurement and accounts payable employees.

As with any technology, organizations may have con-
cerns that adoption will not result in promised cost sav-
ings or that there will be change management issues.
For cloud technology in particular, organizations may
be concerned about the potential for 1T security risk.
Organizations can address these concerns by using a pilot
approach to roll out the new technology. By testing the
technology’s use for a specific task or area, organizations
can lay out mitigation plans for their concerns and then
expand adoption over time.

About APQC

APQC is a member-based nonprofit and one of the lead-
ing proponents of benchmarking and best practice business
research. Working with more than 500 organizations world-
wide in all industries, APQC focuses on providing organiza-
tions with the information they need to work smarter, faster,
and with confidence. Every day we uncover the processes
and practices that push organizations from good to great.
Visit www.apqc.org to learn how you can make best prac-
tices your practices.
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