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         The APICS CPIM Learning System

         
         
         
         
            
            
            Thousands of employers around the world use the APICS Certified in
               Planning and Inventory Management (CPIM) designation to determine if prospective
               employees have the needed knowledge and skills to manage production/service and
               inventory operations effectively and efficiently. Being effective means adding value
               to the organization in part by understanding its inventory and operations strategies
               and then implementing tactics that help those strategies to succeed. CPIMs also add
               value when they find ways to streamline operations and make them more efficient;
               this can directly improve the organization’s profitability.

            
            
            
            You can use this APICS CPIM Learning
                  System to help study for the CPIM exam. Alternately, you could use this
               course for self-improvement or to learn about this part of the business because you
               work in a complementary field.

            
            
            
            This course is largely presented from the perspective of
               manufacturers and suppliers. However, the majority of the concepts discussed are
               also applicable in distribution or service-focused organizations. Every organization
               participates in the supply chain in some capacity, from hospitals to grocery stores,
               shippers to banks. The larger functions of physical supply to organizations and
               physical distribution of completed work are addressed at a lower level of detail.
               If
               organizations want to remain viable in today’s global markets, they need to
               integrate with the broader supply chain. Better collaboration with internal and
               external parties provides more value to the end customer at a lower total cost than
               more conventional adversarial relationships can provide. The course addresses how
               organizations can integrate with the greater supply chain, but the primary focus
               remains on production and/or service planning and inventory management.

            
            
            
            Learners with a strong interest in managing the broader supply
               chain might be interested in the APICS Certified Supply Chain Professional (CSCP)
               designation, while those more interested in specializing in logistics (physical
               supply and physical distribution) might want to pursue the APICS in Certified
               Logistics, Transportation and Distribution (CLTD) designation. Information on these
               designations can be found on the ASCM website, www.ascm.org.

            
            
            
            
               
               Module Overview

               
               
               The course begins with broad, long-term
                  strategic planning and shows how operations managers implement strategies and plans
                  at more detailed levels and make decisions that have real-time effects.

               
               
               
               Module 1, “Supply Chains and Strategy,” begins at the long-term
                  end of the time scale, as organizational and functional leaders set a course that
                  will accomplish their strategic objectives. After an overview of supply chain
                  management, Module 1 discusses the business strategies organizations use to create
                  sustainable competitive advantages and covers key performance indicators for supply
                  chains.

               
               
               
               Module 2, “Sales and Operations Planning,”
                  examines how to translate long-term strategic objectives into tactical operations
                  objectives using the sales and operations planning (S&OP) process, which
                  combines functional plans into an integrated set of objectives for the planning
                  period.

               
               
               
               Module 3, “Demand,” analyzes various sources of
                  demand to understand what customers want, in part by defining customer segments. The
                  module addresses how to align products and services to those needs and how to
                  influence demand to better fit with supply. The module also discusses forecasting,
                  forecast performance, and the bullwhip effect.

               
               
               
               Module 4, “Internal Supply,” starts with
                  translating organizational strategy into functional and operational strategies
                  (including capacity, marketing, and supply chain strategies). It addresses
                  manufacturing environments, types, and layouts. It then shows how operations
                  proceeds to develop a master production schedule and a rough-cut capacity plan. From
                  there the process becomes more detailed as material requirements planning (MRP) is
                  carried out, capacity is checked in detail, and an MRP-based schedule and final
                  assembly schedules are developed and used. The module concludes with discussions of
                  how to manage supply issues both from an internal supply and external supply
                  perspective. Note that in addition to determining materials and machinery/equipment
                  capacity, two other broad components required for supply capability are money
                  (addressed in Module 9) and human resources (addressed in Module 7).

               
               
               
               Module 5, “External Supply and Key Support Functions,” Acquiring capable suppliers
                  and purchasing are addressed. Key support functions discussed include risk
                  management, sustainability, and the waste hierarchy and reverse logistics. 

               
               
               
               Module 6, “Inventory,” starts at the high-level
                  aggregate inventory policies and decisions and then moves down into the specifics
                  of
                  when and how much to order, how to set safety stock levels, how to value and cost
                  inventory, and how to track and control it. There is also a discussion of the basic
                  financial statements, how inventory is accounted for on these statements, and
                  various ways to do product costing. 

               
               
               
               Module 7, “Detailed Schedules,” brings the plans closer to the
                  moment of production or service provision. This module also looks at alternative
                  scheduling methods and production activity control using the theory of constraints
                  or lean. Capacity is assessed and compared to production plans, and the detailed
                  schedules are implemented.

               
               
               
               Module 8, “Distribution,” addresses the supply
                  chain, starting with network configuration and distribution planning and then
                  looking at various forms of replenishment planning. The process of managing customer
                  orders is covered as well as how to design reverse logistics into the distribution
                  network.

               
               
               
               Module 9, “Quality, Business Investments, and
                  Continuous Improvement,” discusses the tools used to schedule, track, and analyze
                  operations performance and to apply quality approaches and tools to ensure
                  continuous improvement of operations activities. The module includes discussions of
                  two types of business investments, capital budgeting for facilities and equipment
                  and how to assess and implement technologies.

               
               
            
            

         
         
   
      
         
         
         
         Module 1: Supply Chains and Strategy

         
         
         
         
            
            
            Module 1 in the APICS CPIM Learning
                  System, “Supply Chains and Strategy,” focuses on setting the context of
               supply chain management and then addresses early direction-setting activities. These
               activities form a key input to planning and inventory management for services or for
               manufacturing planning and control (MPC). During strategy setting, the
               organization’s leaders make decisions that will have long-term effects on
               operational planning, execution, and control. These decisions can affect what
               products or services operations will be capable of creating and how it will create
               them (e.g., the manufacturing or service environment that is developed, though this
               is addressed when internal supply is discussed). They include priorities, such as
               the need for cost-efficient production or environmentally sustainable operations,
               that affect operations policies and processes.

            
            
            
            This module has the following sections:

            
            
            
            
               
               
               	
                  
                  
                  Section A, “Supply
                     Chains, the Environment, and Strategy,” starts with an overview of supply
                     chain management and its environment and then provides an overview of the
                     MPC hierarchy (this hierarchy serves as a guide to the key processes
                     discussed in the course). The section also includes a strategy overview that
                     reviews the overall strategic planning process.

                  
                  

               
               
               
               	
                  
                  
                  Section B,
                     “Environment Analysis and Strategic Scope,” discusses various tools for
                     analyzing the competitive environment. It addresses strategies for changing
                     an organization’s size and scope. This includes tactics such as
                     diversification, globalization, and vertical and horizontal
                     integration.

                  
                  

               
               
               
               	
                  
                  
                  Section C,
                     “Developing and Managing Strategy at Various Levels,” discusses how it is
                     important to determine whether a strategy as executed is resulting in order
                     qualifiers and winners. Then it discusses generic strategies used to create
                     competitive advantage, such as low-cost and differentiation strategies. The
                     section also covers structural and operational decisions such as make-buy
                     analysis, locating and sizing facilities, developing a global facilities
                     strategy and market entry approaches, and using feedback loops and agile
                     network structures to manage and adjust strategy execution over
                     time.

                  
                  

               
               
               
               	
                  
                  
                  Section D,
                     “Performance Monitoring and KPIs,” focuses on tools used to measure and
                     control performance, first at the strategic level and then at the financial
                     and operational levels. Tools such as KPI trees, maturity assessments, SCOR
                     DS performance attributes and metrics, and the balanced scorecard are
                     examined.

                  
                  

               
               

            
            
            
            In this module, you will find case studies that apply the
               information discussed to a variety of businesses. These case studies will make the
               module’s general concepts and techniques more alive and relevant to your own work.
               The case study businesses are used throughout these modules to tie your learning
               experience together.

            
            

         
         
         
         
   
      
         
         
         
         Section A: Supply Chains, the Environment,
            and Strategy

         
         
         
         
            
            
            
               After completing
                  this section, students will be able to
               

            
            
            
            
               
               
               	
                  
                  
                  Describe the supply
                     chain and external influences on it

                  
                  

               
               
               
               	
                  
                  
                  Understand how the
                     manufacturing planning and control (MPC) hierarchy shows the big picture of
                     planning and executing manufacturing or service provision

                  
                  

               
               
               
               	
                  
                  
                  List critical
                     requirements for successful business strategies

                  
                  

               
               
               
               	
                  
                  
                  Outline the process
                     used in strategic planning and management

                  
                  

               
               
               
               	
                  
                  
                  Support the corporate mission, vision, and values

                  
                  

               
               
               
               	
                  
                  
                  Distinguish between
                     levels of strategy, including business strategy and business planning,
                     functional area strategies, and operational strategies

                  
                  

               
               

            
            
            
            This section introduces the supply chain
               management environment, and it shows how manufacturing fits within this highly
               interconnected network. Then we provide a high-level overview of the manufacturing
               planning and control hierarchy, which is a model of how supply and demand influence
               and restrict the production planning and execution processes. This model serves as
               an overview to the course. 

            
            

         
         
         
         
   
      
         
         
         
         Supply Chain and MPC Overviews

         
         
         
         
            
            
            A supply chain is a complex network of organizations that
               rely on upstream and downstream parties to provide overall value to
               customers. Here we provide an overview of the basics of supply chains to
               help you understand the broader context of your activities. The operating
               environment for a supply chain requires that supply processes respond to
               changing customer expectations, government regulations or sanctions,
               political and social environment pressures (including sustainability),
               economic conditions, and global and domestic competitors.

            
            
            
            After introducing supply chains and their
               influences, we then present an overview of the manufacturing planning and
               control (MPC) hierarchy. The MPC hierarchy is the overall process of moving
               from a strategy to actual production and service provision after considering
               both demand and supply requirements at multiple levels. MPC is used in this
               course as an overview to the primary processes that CPIMs need to be able to
               perform. We will refer to it repeatedly so you can place the more-detailed
               discussions into the overall big picture.

            
            

         
         
         
         
         
            
            
            Supply Chain Overview

            
            
            
            
               
               
               Manufacturers form the core of a supply chain that
                  stretches from the most upstream raw materials, through various tiers of
                  suppliers upstream and through a downstream distribution function (which may
                  include retailers), until it reaches the final customer (who could be an
                  individual or an organization). A manufacturer may have multiple supply
                  chains to reflect differences in source materials or production or
                  distribution methods. For example, a vehicle manufacturer may have a supply
                  chain for new vehicles and a different one for after-market parts and
                  accessories.

               
               
               
               The ASCM Supply Chain
                     Dictionary defines a supply chain
                  as:

               
               
               
               
                  
                  
                     The flow of products, information and money through a network of partners from raw
                        material suppliers to end users.
                     

                  

               
               
               
               While the supply chain concept is
                  oriented toward producers of products, even pure service organizations will
                  have suppliers and customers and thus will form a supply chain. The ASCM Supply Chain Dictionary defines a service industry as follows:

               
               
               
               
                  
                  
                     1) In its narrowest sense, an
                        organization that provides an intangible product (e.g., medical or legal advice).
                        2)
                        In its broadest sense, all organizations except farming, mining, and manufacturing.
                        The service industry includes retail trade; wholesale trade; transportation and
                        utilities; finance, insurance, and real estate; construction; professional,
                        personal, and social services; and local, state, and federal
                        governments.
                     

                  

               
               
               
               Professionals who work in the fields of
                  production and inventory management might be called supply chain managers,
                  operations managers, or materials managers, or they might have more focused
                  job titles. Organizations might have supply chain managers who have a
                  broader focus or other job roles that focus on production and inventory
                  control. Regardless of how the organization does it, both the overall supply
                  chain and production and inventory control need management.

               
               
               
               The ASCM
                     Supply Chain Dictionary defines supply chain
                     management as:

               
               
               
               
                  
                  
                     The design, planning, execution,
                        control, and monitoring of supply chain activities with the objective of creating
                        net value, building a competitive infrastructure, leveraging worldwide logistics,
                        synchronizing supply with demand, and measuring performance
                        globally.
                     

                  

               
               
               
               Exhibit 1-1 shows how a supply chain is composed of various entities
                  that each have upstream partners (toward the raw materials end of the chain)
                  and downstream partners (toward the final customer). (Note that B2B refers
                  to business-to-business.)

               
               
               
               
                  Exhibit 1-1: Flows of Information, Cash, Strategic Requirements, and Materials/Services[image: A supply chain flowchart, detailing various processes and entities involved from suppliers to customers. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               The ASCM Supply Chain Dictionary defines upstream and downstream as follows.

               
               
               
               
                  
                  Upstream:
                     Used as a relative reference within a firm or supply chain to indicate moving in the
                        direction of the raw material supplier. Ant.: downstream.

                  
                  Downstream:
                     Used as a relative reference within a firm or supply chain to indicate moving in the
                        direction of the end customer. Ant.: upstream.

                  

               
               
               
               The exhibit shows that a supply chain provides
                  certain distinct functions, such as supply, consolidation, manufacturing,
                  distribution, wholesale, and retail. These are called echelons. An echelon
                  can contain many entities that are serving that particular supply chain
                  function, but it is still just one echelon. A given supply chain may or may
                  not have or need a particular echelon. If an echelon adds more value than it
                  costs, then it is value-added and should be part of the chain. If it
                  consumes more value than it adds, it should be eliminated. A consolidation
                  warehouse may add value, for example, if it reduces transportation costs by
                  more than the cost of the warehouse, including the profit it expects to
                  make. Value can be in terms of improving a material through further
                  processing, or it can be in terms of a service, such as getting the goods
                  closer to the point of demand.

               
               
               
               The next thing to realize is that a
                  supply chain is always centered on the organization. If an organization is a
                  manufacturer that acts as a supplier to an auto plant, for example, a
                  graphic would show the suppliers upstream (and perhaps even their suppliers
                  further upstream), and the auto plant would be a downstream B2B customer. A
                  supply chain can have a large number of supplier-customer relationships
                  within it.

               
               
               
               The bottom of the exhibit shows that
                  direct-to-customer interactions could occur beginning from any echelon
                  point, such as a computer graphics card supplier selling graphics cards
                  directly to end customers through a website. Many supply chains provide more
                  than one path for selling products or services, which is sometimes called
                  omni-channel distribution.

               
               
               
               These flows need to be managed from the
                  perspective of an entire supply chain rather than being individually optimal
                  but ineffective overall:

               
               
               
               
                  
                  
                  	
                     
                     
                     Flow of information in both directions

                     
                     

                  
                  
                  
                  	
                     
                     
                     Flow of strategic requirements upstream from the customer

                     
                     

                  
                  
                  
                  	
                     
                     
                     Flow of cash upstream
                        for payments and flow of cash downstream for returns

                     
                     

                  
                  
                  
                  	
                     
                     
                     Flow of materials and services downstream for primary
                        flows and flow of materials and services upstream for returns,
                        repairs, etc.

                     
                     

                  
                  

               
               
               
               The primary flow of materials and
                  services is from left to right as materials are processed and services are
                  performed to add value, including the important distribution function that
                  adds value by making goods and services available at the point of demand.
                  Similarly, the primary flow of cash is upstream.

               
               
               
               Product returns flow in the opposite direction.
                  Returns of products that end customers don’t want or that are defective are
                  not the only returns in the supply chain. There can also be B2B returns
                  across the supply chain; the graphic shows that returns could be initiated
                  from any downstream point, such as a manufacturer making a freight claim and
                  returning damaged deliveries from one of its suppliers or a distribution
                  center returning unsold inventory as allowed by contract. The supply chain
                  for returns is called reverse logistics; this system often needs some
                  investment in planning and infrastructure to keep it efficient without
                  disrupting the forward supply chain. Reverse logistics has become an
                  increasingly important topic, especially in the context of sustainable
                  supply chains, because it plays a role in the recovery of hazardous or
                  valuable substances at the end of a product’s life. For example, Samsung
                  provides a box for shipping back empty toner cartridges so they can be
                  reused. In the Netherlands, 95 percent of a car is recycled at the end of
                  its life. Cell phones that are traded in are often remanufactured by adding
                  new external cases and sold again.

               
               
               
               As goods flow downstream, payments for
                  the goods generally flow upstream. (Refunds are obviously the exception.) In
                  addition, information flows between partners in both directions. Information
                  on demand and design or other product requirements flows primarily upstream,
                  but this could become more of a collaboration or conversation and go in both
                  directions. Similarly, information on manufacturing capacity or inventory
                  might flow both ways.

               
               

            
            

         
         
         
         
            
            
            External Influences on Supply
               Chains

            
            
            
            
               
               
               Major external forces that impact supply
                  chain strategy include customer expectations, government
                  regulations/sanctions, the political and social environment, the economic
                  environment, and global and domestic competitors.

               
               

            
            
            
            
               
               
               Customer Expectations

               
               
               
               
                  
                  
                  The product or service
                     features available in the market at a given price become a baseline
                     for competitors in that field. Customer expectations can take the form
                     of rapid design, product requirements, prices, specific lead times
                     (the time from order to arrival), quality, delivery frequency,
                     dependability, product and volume flexibility, and aesthetics. These
                     expectations create what are called order qualifiers or, if they
                     result in a purchase, order winners. (These terms are defined
                     later.)

                  
                  
                  
                  Two forces keep
                     order qualifiers or winners from being permanent features. First,
                     different customer groups will have different priorities and thus
                     different ideas of what is best value. Second, new products, features,
                     and services—like a faster processor or rapid delivery—quickly move
                     from the category of order winners and into the category of order
                     qualifiers as competitors also adopt them. This helps explain why
                     product life cycles are shrinking, especially for innovative
                     products.

                  
                  

               
               

            
            
            
            
               
               
               Government Regulations and/or Sanctions

               
               
               
               
                  
                  
                  Each nation has its own regulations related to
                     business operations or buying and selling goods within its borders.
                     Governments can also impose economic sanctions on other countries as a
                     way of applying political pressure. All relevant laws, regulations,
                     and sanctions must be understood, and plans for ensuring and proving
                     compliance must be made.

                  
                  
                  
                  Common areas of regulation include taxation, movement of funds in and
                     out of the country, worker and product safety, worker and job seeker
                     rights, environmental protection, anti-corruption, and legal
                     liability. Understanding and complying with these regulations will
                     help the organization stay in business or possibly be a source of
                     competitive advantage if it can comply at low cost.

                  
                  
                  
                  Sanctions will have consequences
                     for organizations and supply chains with facilities, suppliers, or
                     customers in affected locations if the materials involved are part of
                     the sanctions. Sanctions can have far-reaching effects on economies
                     and supply chains.

                  
                  
                  
                  In some
                     instances, supranational organizations have made navigating regulatory
                     and legal differences between countries easier. Joining a trade bloc
                     or treaty helps to standardize international trade regulations and
                     requirements. To that end, the World Trade Organization, the European
                     Union, and the Organisation for Economic Co-operation and Development
                     all have their own standards and regulations for trade, shipping, and
                     other shared economic concerns.

                  
                  

               
               

            
            
            
            
               
               
               Economic Conditions

               
               
               
               
                  
                  
                  The economy will influence demand—or
                     lack of demand—for an organization’s products and services. Some
                     organizations diversify to include products that sell well in tough
                     economies. The economy will also influence market wages and the
                     availability of qualified workers. Long-term demographic shifts can
                     influence demand for particular products and services or the relative
                     age of the workforce (which impacts worker availability and cost and
                     skill levels).

                  
                  

               
               

            
            
            
            
               
               
               Political and Social Environment (Including
                  Sustainability)

               
               
               
               
                  
                  
                  The
                     political and social environment can shape societal expectations
                     regarding acceptable versus unacceptable supply chain practices. Such
                     cultural trends may then be reflected in individual customer
                     expectations and government regulations. Social pressure can be
                     applied at an organizational level through non-governmental
                     organizations (NGOs), some of which exist to enforce regulations. Some
                     NGOs are formed for the sole purpose of applying social pressure on
                     organizations to pursue a given political or social agenda.
                     Organizations need to research and understand their political and
                     social environment when shaping their strategies. Social pressure can
                     have both positive and negative impacts. Often this pressure can arise
                     rapidly and requires a timely but well-coordinated response to capture
                     an opportunity or mitigate a threat. An article on social pressure can
                     be found in the online resource center.

                  
                  
                  
                  A key example of political/social pressure is the
                     increasing push toward sustainability in supply
                     chains. Customers expect it, and various
                     governments have created laws and regulations
                     related to sustainability, such as for
                     environmental protection, worker rights, and
                     community reinvestment. The environmental impact
                     of a given material, for example, can result in
                     changes in public perception of that material,
                     which in turn can result in the organization
                     selecting an alternate material. An example is
                     asbestos, which, despite being a superior
                     insulator, was eliminated as a material choice due
                     to its health impact. In other cases, the material
                     itself might be modified by the supplier in some
                     way to make it more acceptable or safer to
                     use.

                  
                  

               
               

            
            
            
            
               
               
               Global and Domestic Competitors

               
               
               
               
                  
                  
                  Competition
                     is now global thanks to the internet and the shipping container, among
                     other innovations. The internet makes it easy to find and assess
                     multiple sources for a product or service as well as conduct many
                     business communications at very low cost. The shipping container and
                     oceangoing containerships have reduced the cost of transportation to
                     the point where goods can be sold in most parts of the world at a
                     competitive price. While this can be a blessing because the firm can
                     market its products and services globally, it is also a curse because
                     few industries have only local competition today.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Manufacturing Planning and Control Hierarchy
               Overview

            
            
            
            
               
               
               The ASCM Supply
                     Chain Dictionary defines manufacturing planning and control (MPC) system
                      as follows:

               
               
               
               
                  
                  
                     A closed-loop feedback system that includes the functions of production planning (sales
                        and operations planning), master production scheduling, material requirements planning
                        (MRP), and capacity requirements planning (CRP). Once the plan has been accepted as
                        realistic, execution begins. The execution functions include input/output control
                        (I/O control), detailed scheduling, dispatching, and supplier scheduling. A closed-loop
                        MRP system is one example of a MPC system.
                     

                  

               
               
               
               Exhibit 1-2 shows how the components of MPC discussed in the
                  definition interrelate.

               
               
               
               
                  Exhibit 1-2: Manufacturing Planning and Control[image: This diagram represents the integration of demand-side activities, strategic and business planning, priority planning, supply-side activities, and production activity control in a manufacturing environment. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               Key points about this system are as
                  follows:

               
               
               
               
                  
                  
                  	
                     
                     
                     Planning
                        occurs from the top down, meaning that every planning and
                        control activity links back to the business plan (the exhibit
                        includes this as part of strategic and business planning) and
                        ultimately to strategic goals.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It is a
                        closed-loop system, meaning that capacity constraints are
                        considered when planning and controlling manufacturing. Feedback
                        in form of reports or action alerts enables plans to be adjusted
                        in the long, medium, and short terms. Similarly, execution can
                        be adjusted based on events before or during
                        production.

                     
                     

                  
                  
                  
                  	
                     
                     
                     The
                        supply side is concerned with capacity in terms of feasibility
                        and availability, while the demand side is concerned with
                        prioritizing the timing and order of work, especially to satisfy
                        demand from the most important customers or those with the most
                        acute needs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It is an iterative system,
                        meaning that plans start out in a rough state and are refined by
                        revisiting them multiple times as they become more and more
                        detailed and shorter and shorter in time horizon.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Strategic
                        and business planning is long-range and, of course, strategic.
                        Sales and operations planning (S&OP) is medium-range and
                        tactical, while master scheduling is medium- to short-range in
                        its planning horizon but is still a form of tactical planning.
                        It acts as a bridge to the operational level. Material
                        requirements planning is short-range and operational.

                     
                     

                  
                  

               
               
               
               Next we will review some major subsets of
                  this process.

               
               

            
            
            
            
               
               
               Strategic and Business Planning and Supply/Demand
                  Pressures

               
               
               
               
                  
                  
                  Strategic and business planning
                     is shown at the top and should be viewed as a general category of
                     planning that includes not only strategic planning and business
                     planning, but also setting mission, vision, and values and internal
                     and external information gathering. Strategic planning and business
                     planning are usually considered to be inputs to manufacturing planning
                     and control rather than a part of it. Their outputs, the strategic
                     plan and the business plan, are the ultimate drivers of how supply
                     will be synchronized with demand. The business plan forms a bridge
                     between the strategic and tactical levels. It translates the strategic
                     business objectives into specific business objectives for the next two
                     to three years. The objectives that relate to the first 15 months or
                     so of these plans are used to guide tactical decisions at the S&OP
                     level. These drivers set the direction and goals that manufacturing
                     must meet.

                  
                  
                  
                  The graphic
                     conveys that the organization’s plans face pressure from two
                     directions: the demand-side activities and the supply-side activities.
                     The demand-side pressure is to ensure that all demand is satisfied to
                     maximize revenue; the supply-side pressure is a push back based on
                     capacity or what is feasible to do given available or planned
                     resources. The center is priority planning, where decisions are made
                     on how to meet demand to the extent possible.

                  
                  
                  
                  Keep in mind that information from the higher levels of
                     priority planning continually feeds up to the strategic and business plans,
                     and this feedback on what is and is not working is used to improve and
                     refine such plans over time.

                  
                  

               
               

            
            
            
            
               
               
               Priority Planning

               
               
               
               
                  
                  
                  Priority planning begins with sales and
                     operations planning, then gets more specific with master scheduling, and
                     concludes with material requirements planning. The respective outputs of
                     these processes are the S&OP production plan, the master production
                     schedule, and the material requirements plan.

                  
                  
                  
                  It is during S&OP that the overall supply levels are
                     set. This is an executive-level decision-making process where the supply,
                     demand, and financial sides of the organization agree on a consensus plan
                     for satisfying demand in a feasible and profitable manner. The inventory
                     level for make-to-stock and the projected backlog level for make-to-order
                     are also planned at the product family level within defined supply
                     constraints. Notice the following about S&OP in the manufacturing
                     planning and control hierarchy model:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        It is
                           the highest level of priority planning.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It
                           proceeds directly from strategic planning but is itself a
                           form of tactical planning.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A key
                           input is aggregated (summed-up) demand at the product
                           family level.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Capacity checks at this point involve resource
                           planning.

                        
                        

                     
                     

                  
                  
                  
                  The key output of S&OP is an S&OP production
                     plan. Formally, this output of S&OP is just called the production plan.
                     “S&OP production plan” is used in this course to help clarify that this
                     plan is at the S&OP level. An S&OP production plan is a consensus
                     set of numbers that the supply side of the organization commits to produce
                     and that the demand side (marketing and sales) agrees to set as their sales
                     goals. Therefore, it is not just an unconstrained demand (sales forecast),
                     but it is instead constrained demand, constrained by product availability,
                     on-hand inventory, and new production (constrained by stakeholder
                     requirements and agreements).

                  
                  
                  
                  The next level below S&OP is
                     master scheduling. This is planning over a shorter time horizon, and
                     the demand information provided is now at the detail level for
                     individual units. (These could be raw materials in a make-to-order
                     environment, components in an assemble-to-order environment, or
                     finished goods in a make-to-stock environment.) The key line item
                     output of master scheduling is the master production schedule (MPS),
                     which indicates what units to build in each period.

                  
                  
                  
                  Material requirements planning
                     (MRP) is the most detailed level of priority planning. While the
                     earlier priority planning steps estimate or determine independent
                     demand (i.e., demand based on forecasts and/or actual demand data),
                     MRP involves dependent demand calculations: demand that “depends” on
                     those orders in the MPS. MRP uses the quantities on the bills of
                     material and other data to calculate what raw materials and components
                     to pull from inventory or order from suppliers. MRP also calculates
                     when to purchase or release these items so they will arrive on
                     time.

                  
                  

               
               

            
            
            
            
               
               
               Demand-Side Activities

               
               
               
               
                  
                  
                  The demand-side activities on the left of the
                     exhibit provide key inputs to manufacturing planning and control in
                     the form of quantities required. Quantities required come from
                     forecasting, demand management, and distribution requirements planning
                     (DRP).

                  
                  
                  
                  Consensus opinions of demand from the demand side
                     of the organization are provided to multiple levels of planning. At
                     the strategic planning level, this is in the form of totals such as
                     total projected sales revenues. Using this and other information, the
                     organization sets its strategic sales goals and forms a business plan.
                     Distribution planning is also an input to inventory and logistics
                     planning at both the sales and operations planning and master
                     scheduling levels. The information is aggregated into product families
                     at the S&OP level and at the unit level for master
                     scheduling.

                  
                  
                  
                  Forecasts of
                     demand can be made directly, or forecasts or actual orders can be
                     provided from downstream customers. An example of this would be orders
                     from distribution centers through DRP. Note that these orders are
                     shown being provided at the master schedule level, but any orders
                     already in the system at earlier planning phases will also be
                     accounted for at the higher S&OP level. (The graphic shows this as
                     an arrow pointing up to demand management and an arrow from there to
                     S&OP.) Demand management is used to prioritize this demand when
                     necessary. Demand management also estimates the impact of marketing
                     activities on demand.

                  
                  

               
               

            
            
            
            
               
               
               Supply-Side Activities: Capacity Planning

               
               
               
               
                  
                  
                  Exhibit 1-3 reviews the key information exchanged
                     between priority planning and capacity planning at each planning
                     level.

                  
                  
                  
                  
                     Exhibit 1-3: Priority and Capacity Planning Hierarchy[image: A flowchart illustrating the relationship between priority planning and capacity planning in a manufacturing environment. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  Resource planning is the first of
                     several capacity management activities that grow more detailed and
                     shorter in time horizon from this first long-term, big-picture
                     capacity check.

                  
                  
                  
                  Resource
                     planning can be conducted at several levels based on the time horizon
                     required for the given decision. It can be done at the strategic level
                     for the longest-horizon decisions, at the business plan level for
                     plans that are more specific to a business unit but that still require
                     a long planning horizon, and at the S&OP level for those plans
                     that can be implemented at the S&OP level within the time horizon
                     of the production plan.

                  
                  
                  
                  Resource planning can add value to the strategic plan, such as by
                     validating the need and timing of capacity requirements and by
                     recommending whether to expand capacity in advance of need all at
                     once, to expand capacity incrementally in steps, or to lag behind the
                     need. Resource planning occurs at both the strategic and tactical
                     levels. At the strategic level in the business planning stage,
                     resource planning could include plans for capital expenditures on
                     property, plant, and equipment and divestitures of the same as well as
                     other long-term things like software acquisition, workforce planning,
                     and training. At the tactical level, resource planning serves as the
                     capacity check for the production plan by validating the production
                     plan against existing capacity and can engage in any capacity
                     adjustments that can be done within the production plan horizon. This
                     can include staffing or contracting or equipment
                     acquisition/divestiture in line with the constraints set in the
                     business plan. Top management approval is required for all forms of
                     resource planning because implementing the plans involves capital
                     expenses or changes in operating costs.

                  
                  
                  
                  The output of S&OP after resource planning
                     validation is a production plan by product family.

                  
                  
                  
                  After resource
                     planning, the second level of capacity planning is called rough-cut
                     capacity planning (RCCP), which takes place at the master scheduling
                     level. RCCP is a check to see if bottleneck work centers and other key
                     resources such as critical raw materials or staffing will have
                     sufficient capacity. Once any adjustments are made, the output of
                     master scheduling is a master production schedule for each
                     product.

                  
                  
                  
                  The output of
                     master scheduling after being validated by RCCP is the master
                     production schedule (MPS). The MPS is a priority plan specifying due
                     dates and quantities for end items. In other words, it specifies what
                     will be made in each time period of the planning horizon.

                  
                  
                  
                  After RCCP, the next
                     level of capacity planning is capacity requirements planning (CRP) at
                     the material requirements planning (MRP) level. The preliminary
                     material requirements plan is sent to CRP in the form of planned and
                     open orders. These are translated into load on specific work centers,
                     which is compared to their available capacity. This highly detailed
                     capacity check looks at all resource capacities, not just bottlenecks.
                     Once capacity is validated by resolving any differences, the finalized
                     material requirements plan is sent to the execution
                     stage.

                  
                  

               
               

            
            
            
            
               
               
               Execution

               
               
               
               
                  
                  
                  Purchasing and production activity control
                     (PAC) are execution processes. This is where planning ends and
                     execution takes over. The material requirements plan results in
                     purchasing wherever resources are not sufficient. Purchasing includes
                     sourcing, ordering, and scheduling deliveries. The parts of the
                     material requirements plan that will be produced in-house become
                     inputs to PAC. PAC is used to regulate the flow of work through the
                     production processes, which starts with scheduling. Scheduling can be
                     used to adjust when certain orders are released for production or
                     final assembly. This allows shop floor management to fine-tune
                     production efficiency, accommodate expedited orders, or compensate for
                     delays, material shortages, or quality issues. As implementation of
                     the schedule is proceeding, capacity control is used as the fourth
                     level of capacity management. Feedback from execution is used to
                     control work center capacity.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Strategy Overview

         
         
         
         
            
            
            Here we look at how strategy helps planning and
               inventory control professionals be more effective. Strategy provides direction for
               the service or manufacturing planning and control (MPC) hierarchy. We cover critical
               ingredients of strategy and review the steps in the strategic development process
               plus definitions of strategy and related processes. We review global, network, and
               local design principles and conclude with a review of the various layers in the
               strategy hierarchy.

            
            

         
         
         
         
         
            
            
            Strategy in Context and How You Can Add
               Value

            
            
            
            
               
               
               Even a well-researched and planned strategy will be
                  implemented successfully only when each member of the organization understands how
                  they contribute to and are affected by the organization’s business strategy.
                  Understanding the strategic context of your role will improve your ability to make
                  tactical and operational recommendations or decisions in alignment with the
                  strategy.

               
               
               
               Of the areas discussed in these materials, you may be less
                  familiar with strategic planning than you are with areas related more to operational
                  planning and execution. However, strategic planning is where decisions are made that
                  affect what you do and how you do it. Mastering the content in this module will help
                  you understand your organization’s perspectives, needs, and priorities and their
                  possible effects on the operational tactics in which you are involved. It will help
                  you make planning decisions and execute plans in a way that is aligned with and
                  advances the organization’s strategy.

               
               
               
               It will also help you contribute to strategic planning and
                  management. Strategy is improved through feedback about tactical execution,
                  information about changes in the organization’s environment, and new ideas about
                  more effective approaches. By providing this essential feedback, you become part of
                  the strategic management process. You can improve the organization’s and your own
                  chances for success.

               
               
               
               Throughout the remaining modules, you will see how the
                  organization’s business planning and strategy are applied to high-level and
                  more-detailed operational plans. This includes sales and operations planning
                  (S&OP) to develop specific objectives for sales and marketing and for operations
                  over a defined period. The S&OP process results in an S&OP production plan
                  that supports the organization’s strategic goals. It is important to become familiar
                  with tactics that can be used in production or service provision to implement
                  strategic directives and continuously improve performance.

               
               
               
               To start with, however, it is important to know
                  where strategy fits into the overall process, how you can help craft or implement
                  strategy at global, network, and local levels, and the qualities of effective
                  strategies.

               
               

            
            
            
            
               
               
               How
                  Strategy Directs Manufacturing Planning and Control (MPC)

               
               
               
               
                  
                  
                  How do organizations create effective
                     business strategies that allow them to make the best use of their physical and
                     human resources and to create sustainable advantage over the competition? The
                     answer is through strategic planning and management. This is a systematic and
                     disciplined but flexible process of gathering and analyzing internal and
                     external information, goal setting, and aligning all parts of the organization
                     to the organization’s strategic goals. Exhibit 1-4 shows how strategic and business planning provides direction for
                     the service or MPC hierarchy. Note that this is a high-level diagram, and
                     strategic and business planning have many substeps, such as business and
                     financial planning, market and competitive analysis, and setting business and
                     operational strategy.

                  
                  
                  
                  
                     Exhibit 1-4: Strategic and Business Planning Directs MPC[image: This diagram represents the integration of demand-side activities, strategic and business planning, priority planning, supply-side activities, and production activity control in a manufacturing environment. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  The quality of strategies rests in
                     part on the quality of the research conducted before strategy development. A
                     strategy based on a poor understanding of one’s own organization, industry, and
                     competitors is more wishful thinking than strategy. It demonstrates little
                     understanding of the risks the organization faces and the opportunities that are
                     available. It will not be clear whether the organization has the resources to
                     execute the planned strategy.

                  
                  

               
               

            
            
            
            
               
               
               Global, Network, and Local Strategic Design

               
               
               
               
                  
                  
                  It is also important to
                     understand that your role may help craft or implement strategy at different
                     layers of the business. Strategic design involves layers of decisions that can
                     be categorized as global, network, and local strategic design principles, as
                     seen in Exhibit 1-5.

                  
                  
                  
                  
                     Exhibit 1-5: Global, Network, and Local Strategic Design Principles[image: Three concentric circles labeled “Local,” “Network,” and “Global.” Each circle represents a different level of design principles within an organization. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  Global design principles are the basis of an
                     organization’s relationship to society, the natural environment and its
                     resources, and the workforce and community. These are the relationships that
                     define how a company chooses to deal with matters of public interest.

                  
                  
                  
                  Network design principles are supply chain design
                     principles, or the level of collaboration the organization chooses to use in
                     working with its upstream supplier network and its downstream customer
                     network.

                  
                  
                  
                  Strategic design at the
                     local level—the design of the internal activities of the organization—is how the
                     organization and its components organize themselves to succeed in its
                     environment, create the capabilities to work well with supply chain partners,
                     and make the most of their core competencies.

                  
                  

               
               

            
            
            
            
               
               
               Critical Ingredients for Successful Strategy

               
               
               
               
                  
                  
                  Effective businesses excel at crafting and executing
                     strategy.

                  
                  
                  
                  Well-crafted strategies
                     have three characteristics, according to Crafting
                        and Executing Strategy:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        They fit their
                           internal and external environments and can identify and respond quickly
                           and well to changes in those environments.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They create
                           significant and sustainable competitive advantage. They are not easily
                           imitated by rivals. They do not require actions that, in the long run,
                           will hurt the business—for example, emphasizing such severe cuts in the
                           costs of production that quality is compromised and future success is
                           put at risk or that impose harsh work conditions that will damage the
                           business’s image, make it vulnerable to fines, or brand it as a bad
                           employer.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They result in
                           measurable performance improvements: increases in revenue, market share,
                           share price, returns to investors, customer satisfaction and retention,
                           and capital available for reinvestment.

                        
                        

                     
                     

                  
                  
                  
                  Well-executed strategies also have
                     some common characteristics:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Leaders are
                           disciplined in pursuing the chosen strategy. Strategic plans are
                           converted into actions. Resources are provided to execute the strategy,
                           and initiatives are allowed time to produce results that can be
                           assessed. Leaders do not divert resources to new ideas that are “off
                           strategy.” Each decision is analyzed against the essential question of
                           whether the action will advance the strategy.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The strategy is
                           communicated, at an appropriate level of detail, to all members of the
                           organization. All employees should have a clear “line of sight” between
                           their own performance objectives and the business’s strategic goals and
                           objectives. This is a powerful motivator.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Strategies at
                           all levels of the organization are aligned. At the operational level,
                           managers and employees apply the same criteria to everyday decisions as
                           those that are applied to the business strategy.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Managers are
                           trained to think in terms of results and to measure outcomes against
                           objectives.

                        
                        

                     
                     

                  
                  
                  
                  Business performance measures that are linked to strategic
                     objectives will show how well the business has communicated its
                     strategy through all levels of the business. If done well, the
                     performance measures at the operational level will align with and
                     support the business and supply chain strategies. Functional areas
                     must not develop internal performance measures that conflict with
                     these larger strategies. ASCM’s Supply Chain Operations Reference
                     Digital Standard (SCOR DS) is discussed in this course as a system
                     that can be used to identify performance attributes, key performance
                     indicators, processes, practices, and people skills that will align
                     with the strategy and with each other.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Strategic Process Overview

            
            
            
            
               
               
               The story of strategic planning and management starts with
                  the business strategy, which guides the operations strategy. Without an overarching
                  strategic plan, operations management will be isolated, fragmented, and inefficient.
                  As a result, the desired competitive advantage will not be created. Competitive advantage is defined in the ASCM Supply Chain Dictionary as:

               
               
               
               
                  
                  
                     The advantage a company has over its rivals in attracting customers in relation to
                        its competitors. Sources of the advantage include characteristics that a competitor
                        cannot duplicate without substantial cost and risk, such as a manufacturing technique,
                        brand name, or human skill set. Syn.: competitive edge.
                     

                  

               
               
               
               The risk referred to in the definition is that
                  the investment in strategic initiatives and resources (e.g., increases in capacity,
                  new products) could be wasted if the initiative fails.

               
               
               
               The process shown in Exhibit 1-6 is used to develop and implement strategy. It includes stages that
                  are repeated as necessary (when conditions require a substantially new approach to
                  competition).

               
               
               
               
                  Exhibit 1-6: Strategic Planning and Management Process[image: Circular strategic management cycle with six steps: Define strategic mission, vision, and values; Gather internal and external information; Set strategic objectives; Develop strategy; Execute strategy; and Monitor, evaluate, and correct.]
               
               
               

            
            
            
            
               
               
               Defining Strategy and Related Plans

               
               
               
               
                  
                  
                  At its simplest
                     level, strategy is a plan for using an organization’s resources to achieve
                     sustainable, long-term success. A business strategy defines success in a
                     competitive context—the company is successful when it outperforms its
                     competition.

                  
                  
                  
                  The strategy defines the key success factors, which are
                     defined in the ASCM Supply Chain
                        Dictionary as: “The product attributes,
                        organizational strengths, and accomplishments with the greatest impact on future
                        success in the marketplace.” Key success factors ideally create a sustainable competitive
                     advantage. Strategy plots a course to ensure that those factors are
                     in place.

                  
                  
                  
                  Companies rarely publish their strategies. This would be
                     giving the competition too much information. However, a business
                     strategy can be seen in the actions a company takes or chooses not
                     to take—the decisions that are made about

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        How and where
                           the business will grow

                        
                        

                     
                     
                     
                     	
                        
                        
                        What products
                           or services will be developed and what they will look like

                        
                        

                     
                     
                     
                     	
                        
                        
                        How they will
                           be priced and promoted

                        
                        

                     
                     
                     
                     	
                        
                        
                        How and where
                           they will be produced and sold

                        
                        

                     
                     
                     
                     	
                        
                        
                        How the
                           business’s resources will be selectively invested

                        
                        

                     
                     
                     
                     	
                        
                        
                        What
                           competencies the business will develop and enhance

                        
                        

                     
                     
                     
                     	
                        
                        
                        How
                           relationships with customers and suppliers will be structured

                        
                        

                     
                     
                     
                     	
                        
                        
                        How
                           aggressively the company will compete.

                        
                        

                     
                     

                  
                  
                  
                  The definition of strategy in
                     the ASCM Supply Chain Dictionary
                     follows.

                  
                  
                  
                  
                     
                     
                        For an enterprise, identifies how the company
                           will function in its environment. The strategy specifies how to satisfy customers,
                           how to grow the business, how to compete in its environment, how to manage the
                           organization and develop capabilities within the business, and how to achieve
                           financial objectives. See: strategic plan.
                        

                     

                  
                  
                  
                  Strategy
                     formation includes two major activities:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Strategic
                           planning

                        
                        

                     
                     
                     
                     	
                        
                        
                        Business
                           planning

                        
                        

                     
                     

                  
                  
                  
                  Per the ASCM Supply Chain
                        Dictionary, the strategic
                        plan is defined as: “A plan for how to marshal and determine actions to support the mission, goals, and
                        objectives of an organization. A strategic plan generally includes an organization’s
                        explicit mission, goals, and objectives as well as the specific actions needed to
                        achieve those goals and objectives. See: business plan, strategic planning, strategy,
                        tactical plan(s).” Strategic plans are meant to provide direction to the company’s
                     investment of its resources over a longer time frame, more than the
                     usual annual business planning cycle. The longer time frame for
                     strategic plans allows these investments time to mature and produce
                     results.

                  
                  
                  
                  Business planning provides a bridge from strategic planning to the more
                     tactical planning described in operational strategies. It translates
                     the strategic plan into objectives, both financial and nonfinancial,
                     and allocates organizational resources to support strategic activity
                     in all of the organization’s parts. A business
                        plan is defined in the ASCM Supply Chain Dictionary as:

                  
                  
                  
                  
                     
                     
                        1) A statement of long-range strategy and revenue, cost, and profit objectives usually
                           accompanied by budgets, a projected balance sheet, and a cash flow statement. A business
                           plan is usually stated in terms of dollars and grouped by product family, which is
                           then translated into tactical functional plans through the production planning process
                           or the sales and operations planning (S&OP) process. See: business planning, long-term
                           planning, strategic plan. 2) A document consisting of the business details (organization,
                           strategy, and financing tactics) prepared by an entrepreneur to plan for a new business.
                        

                     

                  
                  
                  
                  Frequent changes of
                     strategy waste the resources invested both in planning and in strategic
                     initiatives (e.g., the building of a new manufacturing line or a research and
                     development facility). They also weaken the confidence of investors, customers,
                     and employees in the wisdom of the business’s leaders. At the same time,
                     strategies do change.

                  
                  
                  
                  What Crafting and Executing
                        Strategy calls deliberate strategy (planned, proactive
                     measures) may need to be adjusted to react to changing competitive
                     and market conditions. It becomes emergent strategy, a continual
                     response to a dynamic environment. Strategies are reexamined
                     periodically to make sure they still fit the business’s competencies
                     and resources, its competition, customer needs, and other external
                     conditions. For example, new government regulations may affect the
                     profitability of certain products or services. Similarly,
                     increasingly complex customer needs may demand greater interaction
                     between the customer and the company. Competitive advantage may
                     disappear as rivals successfully imitate products or introduce their
                     own innovations. Opportunities may appear suddenly, such as a new
                     technology that can decrease production costs or increase product
                     value or quality.

                  
                  
                  
                  Consequently, strategies
                     are revisited and revised. Ineffective elements are scrapped. New ideas are
                     added.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Strategy Hierarchy

            
            
            
            
               
               
               Senior management “owns” strategy in the sense that these
                  leaders have the power to allocate resources to strategic initiatives. However,
                  strategy development requires lateral collaboration among the different parts of an
                  organization and vertical collaboration among organizational and functional leaders
                  and operations managers. Senior management brings the vision of a future several
                  years away; operations management brings knowledge of the present and near-term
                  future—of internal capabilities and gaps and external threats and opportunities.

               
               
               
               Strategy flows in two directions:

               
               
               
               
                  
                  
                  	
                     
                     
                     Strategy flows
                        downward through an organization. The decisions made by senior leaders
                        define a set of goals. These high-level goals are translated into functional
                        area goals, which are then used to develop operations objectives and
                        eventually the operational policies and processes that shape the
                        value-creating work.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Strategy also flows
                        upward, from the organization’s front lines, where operations leaders and
                        managers must decide the best tactics for achieving the objectives that have
                        been set. They have greater familiarity with resources, competencies,
                        competitors, and customers. Practitioners collectively develop an emergent
                        sense of how well a strategy is actually working or what the strategy should
                        be, and listening to this feedback loop can reveal how best to refine the
                        planned strategy.

                     
                     

                  
                  

               
               
               
               Strategy is a hierarchy, as shown in Exhibit 1-7. As we descend the hierarchy,
                  the scope of vision for those involved in making strategy narrows and plans become
                  more specific. However, each level repeats the same activities: gathering internal
                  and external information and developing strategies that are consistent with the
                  organization’s overall strategy and goals, competencies and capabilities, and
                  competitive environment.

               
               
               
               Depending on the complexity of the business,
                  there may be four levels within the hierarchy of strategy: corporate, business,
                  functional area, and operations. All levels must be aligned to achieve strategic
                  goals.

               
               
               
               
                  Exhibit 1-7: Strategy Hierarchy[image: The image illustrates the hierarchical structure of organizational strategies, depicted in a top-down flow from corporate strategy to operations strategies. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               

            
            
            
            
               
               
               Corporate
                  Strategy

               
               
               
               
                  
                  
                  Organizations may have multiple lines of business. For
                     example, the corporate portfolio of a chemical corporation might include
                     agricultural products, prescription medicines, veterinary medicines, consumer
                     products, diagnostic products, informational technology services, and so on. The
                     corporate headquarters will allocate its resources to its portfolio in a way that
                     maximizes long-term return to its shareholders.

                  
                  
                  
                  Corporate strategy provides direction for improving the
                     performance of the organization as a whole. To use a game analogy, the corporate
                     strategy can leverage the individual and combined strengths of all its playing
                     pieces, using some pieces to support a critical piece and sacrificing some to
                     capture a competitor’s piece or improve game position. The corporate strategy
                     addresses key questions about where the organization will compete: in which
                     industries, markets within those industries, and geographical regions.

                  
                  

               
               

            
            
            
            
               
               
               Business
                  Strategies

               
               
               
               
                  
                  
                  Each single line of business develops a business strategy
                     that describes the way in which the business will improve its performance and create
                     competitive advantage. The leaders of a prescription medicines division may analyze
                     their competitors’ current and pipeline products, their patients’ demographic
                     factors, and the regulatory environment and decide to decrease their investment in
                     pain medications and focus resources on becoming a major market force in therapies
                     for autoimmune disorders and cancers.

                  
                  

               
               

            
            
            
            
               
               
               Functional Area
                  Strategies

               
               
               
               
                  
                  
                  The functional area
                     strategies elaborate on the roles each of the
                     business’s functions will play in implementing the
                     business strategy. These functions will interact
                     and support each other in creating value (the
                     business’s products or services). Functions will
                     vary by business type but usually include
                     marketing, sales, finance, information technology,
                     human resources, and operations. The functional
                     strategy will align its own performance objectives
                     with the business’s strategic goals. To return to
                     our example, the decision of the prescription
                     medicines business to increase its market share in
                     new fields of therapy will directly affect the
                     strategy of its functions. Finance may need to
                     find capital. Marketing and sales must develop a
                     deeper understanding of this new market. Human
                     resources will identify new skills required in the
                     workforce and how to develop those competencies.
                     These roles will affect the way in which each
                     function structures itself and deploys its
                     resources.

                  
                  

               
               

            
            
            
            
               
               
               Operations
                  Strategies

               
               
               
               
                  
                  
                  The operations strategy is even more
                     specific than the functional strategy. It outlines what the
                     functional area must do in order to deliver the required
                     performance. This is a collaborative activity. The work of various
                     functions must be aligned to avoid conflicts and ensure support.

                  
                  
                  
                  The operations strategy is the most direct influence on
                     the work that you perform as an operations management professional.
                     Operations strategy must address key decisions about

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Capacity—What
                           level of capacity is required? How many facilities should there be? How
                           large should they be? Should activities within a facility be specialized
                           or mixed? How quickly should capacity be increased?

                        
                        

                     
                     
                     
                     	
                        
                        
                        The supply
                           network—How do we manage our network of suppliers and
                           customers?

                        
                        

                     
                     
                     
                     	
                        
                        
                        The process
                           technology used to convert resources into finished goods or
                           services—What technology is available? How does it suit the nature and
                           demands of our business?

                        
                        

                     
                     
                     
                     	
                        
                        
                        Organizational improvement—How does the organization ensure continued
                           success and growth?

                        
                        

                     
                     

                  
                  
                  
                  Let’s consider the operations strategy for the
                     manufacturing function of the prescription medicines business unit.
                     The function’s leaders confer with product managers about the size
                     of markets and sales forecasts. Regulatory experts provide
                     additional guidance about facility and process requirements.
                     Research and development provide data about the characteristics of
                     products in these fields of therapy that will affect production,
                     packaging, and shipping. The function’s leaders and managers will
                     assess the internal competencies (e.g., production capacity,
                     required technology and skills) and external environments (e.g.,
                     competition for access to required ingredients, cost and
                     availability of required technology, regulatory landscape) and
                     determine their readiness to deliver the desired products at the
                     volume, timing, and quality required. They will then plan a strategy
                     to use existing capabilities efficiently and enhance capabilities if
                     necessary.

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Mission, Vision, and Values

         
         
         
         
            
            
            Here we introduce the concepts of an
               organization’s mission, vision, and values. We also introduce four case study
               organizations and list their missions, visions, and values. These case studies will
               be used throughout the course to show how various organizations apply concepts of
               planning and inventory management in different ways.

            
            

         
         
         
         
         
            
            
            Company Mission, Vision, and Core
               Values

            
            
            
            
               
               
               A business’s mission, vision, and values are usually defined
                  by senior leaders early in the strategic planning and management process. At some
                  organizations, this is a group activity designed to create a sense of buy-in and
                  ownership among all who participate. These core statements create a foundation for
                  the organization’s strategy by unifying leaders and employees behind a shared
                  concept of the organization’s principles and future. Without this foundation,
                  strategies can lack stability over time and fail to gain broad acceptance by
                  executives, managers, and employees.

               
               
               
               To be effective, these elements must be
                  communicated to the entire organization in brief and understandable statements. They
                  can then become a guide for decision making for every manager and employee. The
                  statements are also intended to communicate this foundation externally to all
                  stakeholders, including customers, suppliers, and the general public. The statements
                  help inform people about the organization’s direction, purpose, and beliefs.

               
               
               
               It is important to understand how all three
                  statements interact and contribute to developing a strategic business plan that will
                  provide a competitive advantage for an organization. Taken together, the mission,
                  vision, and values of an organization help guide voluntary decisions made by
                  executive management in an effort to balance the pursuit of profit against the needs
                  and expectations of society. These decisions are often referred to as corporate
                  social responsibility or environmental, social, and governance (ESG).

               
               
               

            
            
            
            
               
               
               Mission

               
               
               
               
                  
                  
                  The ASCM Supply Chain
                        Dictionary defines terms relating to company mission as follows:

                  
                  
                  
                  
                     
                     Mission:
                        The overall goal(s) for an organization set
                           within the parameters of the business scope.

                     
                     Mission statement:
                        The company statement of
                           purpose.

                     

                  
                  
                  
                  The mission statement is grounded in the
                     present and defines the reason a company exists. It gives the company an
                     identity and describes the scope and purpose of its current business.

                  
                  
                  
                  What does this say to an organization’s
                     managers and employees? First, it sets boundaries around the type of work the
                     company will pursue and what is out of scope (i.e., it identifies the
                     organization’s products and services). Second, it sets priorities based around
                     the requirements of targeted customer segments. For example, it could indicate
                     that customer satisfaction will be critical but employee development is how that
                     satisfaction will primarily be achieved. Third, it provides a company identity,
                     which alerts decision makers to what the company believes about quality, value,
                     and pricing. An organization that believes in fair pricing and high quality will
                     not bid low and perform low-profit work.

                  
                  
                  
                  For example, the mission of athletic goods manufacturer Nike
                     is to “bring inspiration and innovation to every athlete* in the world.” The
                     asterisk after “athlete” is explained in an additional statement: “If you have a
                     body, you are an athlete.” Nike’s mission then is to produce products for all
                     types of customers, from elite athletes to those simply trying to exercise
                     regularly. They will apply the latest technology to products that excite people
                     to leave their couches and desks behind.

                  
                  
                  
                  Operations specialists can look to their company’s mission to
                     understand the context for the competitive strategy decisions.

                  
                  

               
               

            
            
            
            
               
               
               Vision

               
               
               
               
                  
                  
                  The ASCM Supply Chain Dictionary defines terms relating to company vision
                     as:

                  
                  
                  
                  
                     
                     Vision:
                        The shared perception of the organization’s
                           future—what the organization will achieve and a supporting philosophy. This shared
                           vision must be supported by strategic objectives, strategies, and action plans to
                           move it in the desired direction. See: vision statement.

                     
                     Vision statement:
                        An organization’s statement of its
                           vision. See: vision.

                     

                  
                  
                  
                  Essentially, a company’s vision statement answers the
                     question “Where are we going?” It is aspirational in nature.

                  
                  
                  
                  A vision should be inspiring, but it should also be
                     feasible and make good business sense. Having a vision is not enough to move a
                     business in a desired direction, but it does serve to communicate to all
                     stakeholders—employees, investors, customers, suppliers—the business’s view of what
                     it will be in the future, what it intends to become. Operational decisions must be
                     evaluated according to their consistency with the vision’s direction.

                  
                  
                  
                  For example, the global
                     engineering firm Bechtel states in its vision statement that it intends
                     to

                  
                  
                  
                  
                     
                     Be the world’s premier engineering, construction, and
                        project management organization by achieving extraordinary results for its
                        customers, building satisfying careers for its people, and earning a fair return
                        on the value it delivers.

                     

                  
                  
                  
                  The vision is
                     brief, focused, and directional: Bechtel has no plans to become an architectural
                     firm; it will continue to invest its resources in project-oriented engineering
                     and construction.

                  
                  

               
               

            
            
            
            
               
               
               Core
                  Values

               
               
               
               
                  
                  
                  The ASCM Supply Chain
                        Dictionary definition of corporate culture
                     describes the role that core values play in a business:

                  
                  
                  
                  
                     
                     
                        The set of important assumptions that
                           members of the company share. It is a system of shared values about what is
                           important and shared beliefs about how the company works. These common assumptions
                           influence the ways the company operates.
                        

                     

                  
                  
                  
                  A core values statement defines principles that support the
                     vision, culture, and beliefs of the organization. It may also be referred to as a
                     code of ethics and often lays out the expectations for the actions and behavior of
                     company personnel, partners, and suppliers.

                  
                  
                  
                  Core values serve as business and
                     ethical principles for all members in the business, but they function only when
                     they are mirrored in the behavior of leaders and managers. Some values may be
                     directly aligned with a company’s mission. For example, Bechtel commits to
                     innovation and quality, values that will directly affect products/services and
                     processes. Other values touch on issues often associated with sustainability: a
                     commitment to ethics and transparency that makes relationships with customers,
                     suppliers, and employees possible; a desire to create a safe workplace for
                     employees in an environment that includes many potential dangers; and a pledge
                     to respect the cultures of the communities in which it works, which will be a
                     critical value for a global business.

                  
                  
                  
                  Part of the challenge for operations managers will be to
                     align their decisions and their organizations’ actions with these
                     values.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Case Studies: Introduction

            
            
            
            
               
               
               Here we introduce case studies that will be
                  used throughout the APICS CPIM Learning System.
                  These case studies illustrate activities that occur during the stages of the service
                  or manufacturing hierarchy. The goal is to help you apply the content introduced in
                  the learning system to your own work environment.

               
               
               
               Because operations professionals work in a
                  variety of industries, we will follow five types of organizations as they perform
                  the activities described in the learning system’s modules. These organizations
                  represent different environments:

               
               
               
               
                  
                  
                  	
                     
                     
                     A retailer of
                        finished goods—a global fast fashion clothing retailer

                     
                     

                  
                  
                  
                  	
                     
                     
                     A service
                        provider—a global hotel group that includes multiple hotel chains

                     
                     

                  
                  
                  
                  	
                     
                     
                     A commercial door manufacturer—a manufacturer who uses
                        batch processes to produce make-to-order and is considering a small line of
                        make-to-stock products for businesses 

                     
                     

                  
                  
                  
                  	
                     
                     
                     A manufacturer
                        that uses a line process to produce products in a make-to-stock
                        environment—a motorcycle manufacturer

                     
                     

                  
                  
                  
                  	
                     
                     
                     A manufacturer
                        that uses project processes to produce a large, discrete product in an
                        engineer-to-order environment—a shipbuilder, a builder of commercial marine
                        vessels and cruise ships

                     
                     

                  
                  

               
               
               
               The cases are fictional but use information
                  from actual organizations. Here is a brief overview of each organization. Each
                  overview includes a table showing the mission, vision, and values.

               
               

            
            
            
            
               
               
               Fast
                  Fashion Retailer

               
               
               
               
                  
                  
                  This 30-year-old fast fashion retailer of men’s and
                     women’s clothing targets a younger demographic with a small clothing budget but a
                     large sense of fashion. Over the past decade, the organization has expanded its
                     presence to include Europe, North and South America, Australia, and Asia. It now has
                     over 2,000 stores. It purchases clothing and accessories from many manufacturers
                     that are manufactured to the organization’s designs and specifications. Although
                     there are holiday promotional seasons, new products are stocked continually to
                     appeal to follow style trends. Sales are tracked carefully, and products must meet
                     aggressive sales goals or they are quickly removed and replaced.

                  
                  
                  
                  The fast fashion retailer is publicly
                     held and has made a profit for the last decade that is somewhat higher than that
                     for the average clothing retailer.

                  
                  
                  
                  Exhibit 1-8 shows
                     the mission, vision, and values for this organization.

                  
                  
                  
                  
                     Exhibit 1-8: Fast Fashion Retailer’s Mission, Vision, and Values
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	 
                                    
                                    
                                    
                                    	 
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Mission

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To excite our customers with quality
                                          products that are reasonably priced and
                                          fashion-forward

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Vision

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To become the dominant fashion retailer in our market
                                          by anticipating future trends and our customers’
                                          desires

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Values

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Customer service, positive and collaborative relations
                                          with suppliers, development of future leaders from
                                          in-house talent

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Hotel
                  Group

               
               
               
               
                  
                  
                  The hotel group was
                     started 80 years ago with a single hotel. It now includes over 2,000 hotels in
                     Europe, North America, and China. The business has grown through opening new
                     hotels and acquiring smaller hotel chains. This has resulted in four hotel
                     brands that cater to specific markets:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Commercial
                           travel—hotels near airports and business centers with business meeting
                           resources

                        
                        

                     
                     
                     
                     	
                        
                        
                        Budget
                           vacation travel—hotels in traditional vacation destinations with pricing
                           and amenities aimed at travelers looking for an inexpensive room and few
                           frills

                        
                        

                     
                     
                     
                     	
                        
                        
                        Luxury vacation travel—hotels targeting guests who want
                           upscale accommodations and personalized services at a premium

                        
                        

                     
                     
                     
                     	
                        
                        
                        Extended stay—hotels for longer stays that include small
                           kitchens

                        
                        

                     
                     

                  
                  
                  
                  The hotel group has been publicly
                     held for some time. Its profit margin is uneven across its business lines. It is
                     also affected by economic conditions.

                  
                  
                  
                  Exhibit 1-9
                     shows the hotel group’s mission, vision, and values.

                  
                  
                  
                  
                     Exhibit 1-9: Hotel Group’s Mission, Vision, and Values
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	 
                                    
                                    
                                    
                                    	 
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Mission

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To provide excellent customer service
                                          in each of our business lines while delivering
                                          competitive returns to our investors

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Vision

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To become a global presence in the travel industry by
                                          building niche-focused hotel chains that are ranked
                                          first in providing unparalleled guest
                                          experiences

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Values

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Diversity, strong relations with our host communities,
                                          sustainable use of resources

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Commercial Door Manufacturer

               
               
               
               
                  
                  
                  The commercial door manufacturer specializes in doors that are primarily made
                     of glass, with aluminum or steel frames. They have high quality and durability and
                     a
                     number of innovative glass features for vandal-proofing, security, and insulation
                     value. They study the market and offer value at a competitive price. The
                     organization has been around for over 30 years and recently expanded from one
                     manufacturing location to two in order to expand its market into a new region of the
                     same country. It is primarily focused on make-to-order doors that can have
                     differences in sizes and material choices, but they are considering going into the
                     make-to-stock market by stocking a small selection of popular models with commercial
                     product wholesalers to be able to offer immediate availability.

                  
                  
                  
                  Exhibit 1-10 shows this
                     organization’s mission, vision, and values.

                  
                  
                  
                  
                     Exhibit 1-10: Commercial Door Manufacturer’s Mission, Vision, and Values
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	 
                                    
                                    
                                    
                                    	 
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Mission

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To provide durable, easy-to-maintain,
                                          and beautiful commercial doors that customers actually
                                          want at industry-leading value in terms of price,
                                          customer service, and fast turnaround of orders

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Vision

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To become the largest provider of commercial doors in
                                          the country by getting our high-quality products to
                                          customers faster than our competitors can

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Values

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Build it right the first time, invest in employees and
                                          empowerment, continually seek out what customers want
                                          and innovate to provide it, produce sustainably, offer
                                          eco-friendly products

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Motorcycle Manufacturer

               
               
               
               
                  
                  
                  The
                     motorcycle company is a family-owned business that manufactures motorcycles,
                     motor scooters, and motorized bicycles. The motorcycle manufacturer operates and
                     sells only in its home country. Last year it had about a billion dollars in
                     sales and controlled almost half of the market in its home country. The
                     organization has grown steadily in its 40-year history, although growth has been
                     leveling off. The motorcycle manufacturer’s products are generally known for
                     fuel economy, dependability, and ease of repair. The organization introduces new
                     models every five years. The organization has three plants, one for each product
                     line.

                  
                  
                  
                  Exhibit 1-11
                     shows this organization’s mission, vision, and values.

                  
                  
                  
                  
                     Exhibit 1-11: Motorcycle Manufacturer’s Mission, Vision, and Values
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	 
                                    
                                    
                                    
                                    	 
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Mission

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To provide quality products that can
                                          be used for work and play

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Vision

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To expand our scope of operations and become the
                                          dominant competitor in the two-wheeled motorized vehicle
                                          sector in our geographical region

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Values

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Employee satisfaction, strong distributor relations,
                                          employee health and safety, decreased environmental
                                          impact

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Shipbuilder

               
               
               
               
                  
                  
                  The shipbuilder case study features a 60-year-old
                     publicly held company that produces a variety of oceangoing vessels, including
                     merchant vessels, naval vessels, ferries, and cruise ships. Its clients include
                     governments, large corporations, and investment groups. An investment group figures
                     prominently in its most recent project, the largest passenger ship yet built. It
                     will be designed using the latest engineering knowledge and tools, plus innovative
                     and fully integrated shipboard information systems.

                  
                  
                  
                  The shipbuilder has a design and engineering center for
                     planning, six shipbuilding yards located near major ports around the world, and two
                     component manufacturing facilities (one located in the organization’s home country
                     and the other in a neighboring country). It subcontracts parts of its projects—for
                     example, interior design and onboard systems such as communications and security—to
                     suppliers in different countries.

                  
                  
                  
                  The shipbuilder has had
                     a very profitable business. It is currently ranked as the third largest
                     shipbuilder in the world based on revenue.

                  
                  
                  
                  The shipbuilder’s mission, vision, and values are shown in
                     Exhibit 1-12.

                  
                  
                  
                  
                     Exhibit 1-12: Shipbuilder’s Mission, Vision, and Values
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	 
                                    
                                    
                                    
                                    	 
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Mission

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To apply state-of-the-art engineering
                                          and technology to create vessels that fulfill our
                                          clients’ goals with minimal risk and with excellent
                                          return to our investors

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Vision

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       To become the leading global shipbuilder in merchant
                                          and passenger ships

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Values

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Innovation, collaborative relations with clients;
                                          safety; environmental preservation

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Section B: Environment Analysis and Strategic Scope

         
         
         
         
            
            
            
               After completing
                  this section, students will be able to
               

            
            
            
            
               
               
               	
                  
                  
                  Analyze industry
                     attractiveness factors

                  
                  

               
               
               
               	
                  
                  
                  List key internal
                     information to be gathered

                  
                  

               
               
               
               	
                  
                  
                  Understand the
                     purpose and techniques used to perform various
                     industry competitive analyses

                  
                  

               
               
               
               	
                  
                  
                  Understand how value chain analysis identifies and
                     supports activities that create customer value

                  
                  

               
               
               
               	
                  
                  
                  Review
                     scope-related strategies: integration, diversification, and expansion
                     (globalization)

                  
                  

               
               
               
               	
                  
                  
                  Provide factors
                     promoting diversification and risks of a diversification strategy

                  
                  

               
               
               
               	
                  
                  
                  Contrast related
                     and unrelated diversification strategies and evaluation tools

                  
                  

               
               
               
               	
                  
                  
                  List reasons why
                     an organization would pursue a globalization strategy

                  
                  

               
               
               
               	
                  
                  
                  Distinguish among
                     multidomestic, global, and transnational strategies

                  
                  

               
               
               
               	
                  
                  
                  Describe and
                     discuss horizontal and vertical integration

                  
                  

               
               
               
               	
                  
                  
                  Describe the
                     different ways an organization can enact an international strategy

                  
                  

               
               
               
               	
                  
                  
                  Define and illustrate the five generic performance
                     objectives, also called competitive priorities

                  
                  

               
               

            
            
            
            Here we introduce you to strategic
               planning and management processes of external and internal
               environment scanning. The tools discussed in this section uncover
               information used to develop business strategies. They can also
               provide those engaged in developing operations strategies with a
               deeper understanding of their external and internal
               environments.

            
            
            
            Next we show how organizations move from the level of
               the strategic plan to the level of the business plan.

            
            
            
            Then we examine strategies for
               growing the scope of operations—entering new markets, diversifying,
               expanding the organization’s global footprint, or integrating
               horizontally or vertically. Each strategy provides a distinctive
               approach to the questions of how additional market and capacity will
               be achieved. Each approach has advantages and disadvantages,
               requirements, and analytical tools that can be used to assess its
               attractiveness.

            
            

         
         
         
         
   
      
         
         
         
         Analyzing the External
            Environment

         
         
         
         
            
            
            We start here with a discussion of how to understand the
               conditions affecting one’s industry using environmental scanning. Benchmarking is
               introduced from a strategic perspective, but we primarily focus here on two key
               tools. A tool used to scan an organization’s external environment, STEEPLE analysis,
               identifies current and emerging conditions in seven categories: sociocultural (or
               social), technological, economic, environmental, political, legal/regulatory, and
               ethical. The other tool is the five forces framework, which helps strategy
               developers to understand the ways in which industry participants—direct and
               potential competitors, their suppliers, and their customers—interact. The nature of
               these interactions can affect an organization’s strategic decisions.

            
            

         
         
         
         
         
            
            
            Environmental Scanning, Benchmarking, and
               Industry Tools

            
            
            
            
               
               
               External information describes the market
                  (e.g., customer wants, demand levels, trends) and the industry (e.g., major rivals,
                  competitive activity). It can also include information about technological factors
                  that will affect strategic options. There may be national and international
                  regulatory factors to take into consideration, for example, World Trade Organization
                  or European Union trade rules. External information includes historical information
                  (e.g., what a competitor has done in the past) and projections about what is likely
                  to happen in the future (e.g., technological advances being discussed by industry
                  associations, demographic shifts being analyzed in government publications).

               
               
               
               The first step in planning how to succeed in
                  one’s industry is to understand the conditions in that industry and the evolving
                  state of industry standards. Industry conditions analysis includes analyzing
                  external information on

               
               
               
               
                  
                  
                  	
                     
                     
                     The macro environment, to identify
                        conditions that may affect the future of the industry and the
                        organization

                     
                     

                  
                  
                  
                  	
                     
                     
                     The industry, in order to better
                        understand its major actors and their characteristics, dynamics that affect
                        competition in the industry, opportunities, and requirements for
                        competition.

                     
                     

                  
                  

               
               
               
               The process of analyzing an industry is called environmental
                  scanning. The ASCM Supply Chain Dictionary defines
                  environmental scanning as:

               
               
               
               
                  
                  A process used to determine an organization’s potential strengths, weaknesses, opportunities,
                        and threats. Many experts emphasize opportunities and threats because the tool is
                        primarily external. See: PESTLE analysis, SWOT analysis.

                  

               
               
               

            
            
            
            
               
               
               Strategic Benchmarking

               
               
               
               
                  
                  
                  One key tool for external environment
                     scanning and comparison is strategic benchmarking. Benchmarking compares the
                     organization against external or internal organizations or functions or against
                     industry standards. Here are a few points about strategic benchmarking in
                     particular:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Learn lessons from other companies,
                           even those outside of one’s industry, because this provides valuable
                           insights: both successes to emulate and failures to avoid.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Benchmark organizations who have won
                           quality or business management awards; seek out the processes they used to
                           achieve and maintain that excellence.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Strategic benchmarking is expensive and
                           time-consuming. It should be part of a larger plan to implement changes so
                           the investment has a chance to create value.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Industry Analysis Tools

               
               
               
               
                  
                  
                  Crafting and Executing Strategy discusses a
                     number of industry analysis tools or frameworks in addition to the ones
                     described more fully in these materials. In general, these frameworks provide a
                     structure for gathering industry knowledge that could affect the organization’s
                     strategic course. This knowledge includes

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Who the major
                           competitors are, how they compete (e.g., on price or quality), where and how
                           aggressively they compete, and how they have responded to prior competitive
                           challenges. This can be learned through a competitive
                              analysis, defined by the ASCM Supply Chain Dictionary as: “An analysis of a competitor that
                              includes its strategies, capabilities, prices, and costs.”

                        

                     
                     
                     
                     	
                        
                        
                        Where do opportunities with other
                           producers, suppliers, or competitors exist? Alliances may be formed with
                           producers of complementary products to create more leverage, for example. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        What trends may be shaping the
                           industry—for example, changes in demographics or technology.

                        
                        

                     
                     
                     
                     	
                        
                        
                        What characterizes successful
                           industry participants—for example, innovation, speed of response to
                           industry changes or competitive actions, access to capital.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Which competitors are the closest rivals and which are more distant?
                           Variations within industries give rise to subsets known as strategic groups.
                           Competitors within the same strategic group tend to share similar market
                           positions and competitive strategies. A process called strategic group
                           mapping can identify close rivals and find gaps that can be exploited to
                           capture new sources of demand.

                        
                        

                     
                     

                  
                  
                  
                  Industry standards can be broadly defined as the generally accepted norms of the
                     industry, which can include legal and regulatory requirements at various levels of
                     government (e.g., minimum wage) as well as standards established by industry
                     associations and international standards, such as from the ISO. Some of these
                     standards are mandatory, and others are based on customer expectations (quality) or
                     because they have proven to be efficient and effective (e.g., pallet-size standards
                     for an industry).

                  
                  
                  
                  Industries with stringent regulatory oversight and high noncompliance risks—such as
                     pharmaceuticals, medical devices, alcoholic beverages, tobacco, firearms, aerospace,
                     or defense—place elevated importance on adherence to industry standards. For
                     example, alcohol producers may be restricted from direct distribution and must rely
                     on wholesalers or government distribution channels. Compliance with health, safety,
                     and environmental regulations, which often vary by country and region, creates
                     significant market entry barriers. These industries are less attractive to new
                     entrants, but organizations that develop cost-effective compliance strategies are
                     better positioned to succeed.

                  
                  
                  
                  Organizations can also change the definition of the industry or invent a new
                     industry, and this may impact what industry standards they need to follow. Blue
                     ocean strategies, addressed elsewhere, describe ways to invent a new industry group.
                     For example, Airbnb departed from the hotel industry in significant ways, and this
                     resulted in them having different industry standards. While traditional hotel
                     competitors needed to adhere to commercial building fire codes and occupation
                     limits, many Airbnb hosts had to adhere to less stringent residential
                     requirements.

                  
                  

               
               

            
            

         
         
         
         
            
            
            STEEPLE Analysis

            
            
            
            
               
               
               The acronym STEEPLE is used to describe the focus of an
                  analysis of an organization’s external, or macro, environment. The term macro
                     environment is defined in the ASCM Supply
                     Chain Dictionary as:

               
               
               
               
                  
                  The environment external to a business
                        including technological, economic, natural, and regulatory forces that marketing
                        efforts cannot control.

                  

               
               
               
               An important part of identifying drivers for change is to scan the market. It is vital
                  for the organization to acquire up-to-date information on what should be driving the
                  transformation and how to set priorities. A scan of the external environment can use
                  tools such as a STEEPLE analysis to ensure various categories of change drivers are
                  explicitly considered, as shown in Exhibit 1-13. STEEPLE stands for sociocultural (or social),
                  technological, economic, environmental, political, legal/regulatory, and ethical.
                  A
                  very similar tool is a PESTLE (or PESTEL) analysis, which has all the same
                  categories except ethical. These tools are often used to help create a SWOT
                  (strengths, weaknesses, opportunities, threats) analysis. For example, a market scan
                  can review specific countries’ exchange rates, volumes of e-commerce, trade lanes,
                  and much more. A scan of the market and industry initiatives can also reveal what
                  is
                  relevant to customer requirements and expectations so that the transformation
                  process can avoid over-engineering low priority areas. After analysis, the
                  organization will consider some of these areas to be internal strengths or
                  weaknesses, and some will be considered external opportunities or threats. This will
                  guide what capabilities need to be improved and how the physical network needs to
                  change to be competitive.

               
               
               
               
                  Exhibit 1-13: STEEPLE Analysis[image: The image depicts a company’s interaction with its macro environment using a circular diagram. The company is at the center, surrounded by a ring labeled “S T E E P L E.” Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               These factors are the assumptions, or “givens,”
                  that a strategy must consider. The organization cannot change this reality, so it
                  must adapt itself to it. However, not every STEEPLE event in the external
                  environment is relevant. The organization focuses on environmental factors that are
                  strategically relevant: elements likely to have a big impact on the organization and
                  its strategy.

               
               
               
               Some environmental forces are danger signs
                  that may redirect strategic planning; some are risks or uncertain conditions that
                  the strategy must plan to address; others represent opportunities that the strategy
                  could capture.

               
               

            
            
            
            
               
               
               Sociocultural Factors

               
               
               
               
                  
                  
                  This dimension includes data about demographics, values,
                     and preferences. Demographic data include information such as age and gender
                     distribution in a population, the geographic distribution of population (e.g., urban
                     versus rural), education level, disease rates, and the birth rate. Values and
                     preferences capture information about a population’s behaviors and priorities—for
                     example, a desire to improve one’s condition through education or a growing interest
                     in certain types of food or recreational activities.

                  
                  
                  
                  This dimension can affect a retailer’s
                     decision about expanding into sales of age-related products such as children’s
                     clothing or interest-related products such as fitness equipment. A health-care
                     business may focus on therapies to benefit an aging population.

                  
                  

               
               

            
            
            
            
               
               
               Technological Factors

               
               
               
               
                  
                  
                  Technological factors include identifying emerging and
                     speculative technologies that can have a significant impact on society and commerce.
                     The internet changed culture in an exponential fashion. What impact will AI have?
                     A
                     technological scan also considers the scope and strength of support for
                     research.

                  
                  
                  
                  Technology can reinvigorate a declining
                     industry (e.g., robotics in automotive manufacturing) or create entirely new ones
                     (e.g., cell phone manufacture and services). Technology can also disrupt some
                     businesses—for example, physical retailers continue to lose sales to online
                     retailers. These businesses will need to adapt, or they will face a sharply smaller
                     future.

                  
                  

               
               

            
            
            
            
               
               
               Economic Factors

               
               
               
               
                  
                  
                  The economic conditions of an area can be
                     read through indicators such as the gross domestic product, employment levels,
                     family or disposable incomes, and interest or currency exchange rates. Economic
                     conditions include trends, such as inflation or deflation.

                  
                  
                  
                  The significance of economic data can
                     vary for different organizations. During an economic slowdown, for example,
                     consumers may not feel confident enough to buy new cars. This may be bad news for
                     car manufacturers. However, rideshare services, used cars, auto parts, and repair
                     service businesses may see growth.

                  
                  

               
               

            
            
            
            
               
               
               Environmental Factors

               
               
               
               
                  
                  
                  The interest in sustainable practices
                     underscores the importance of this dimension. Environmental forces include
                     natural events and trends, such as the depletion of certain resources, changes
                     in weather, severe storms, or droughts. This dimension also includes reactions
                     to these events and trends—increases in insurance rates, changes in agricultural
                     practices or energy production methods, or increased popularity of energy-saving
                     equipment among consumers.

                  
                  
                  
                  Technological forces can demand change in
                     an organization’s operations (e.g., the need to develop alternatives for scarce
                     resources), but may also create strategic opportunities (e.g., sensors to detect
                     water or energy loss in a facility).

                  
                  

               
               

            
            
            
            
               
               
               Political Factors

               
               
               
               
                  
                  
                  Political factors refer to an economy’s political,
                     governmental, or institutional environment. “Political” could include attitudes
                     toward certain topics that may present themselves in public policies. It could
                     describe a government’s level of willingness to become involved in an issue—for
                     example, to end a labor strike. The political dimension can also consider the
                     stability of the government and its institutions and the role of influence or
                     corruption on official actions.

                  
                  
                  
                  For example, a nonprofit relief
                     organization must consider the attitude of a government toward the presence of
                     relief organizations in the country, the risks of a sudden change in government
                     or a period of unrest, and the need to cultivate influence with key people in
                     order to operate there.

                  
                  

               
               

            
            
            
            
               
               
               Legal and Regulatory Factors

               
               
               
               
                  
                  
                  This dimension relates to the laws and regulations
                     enacted as a result of political attitudes.

                  
                  
                  
                  
                     Case Study

                     
                        
                        
                        Let’s consider the case of the motorcycle
                           manufacturer. Leaders will be alert to possible changes in regulations that
                           affect engine emissions or engine fuel efficiency. These will directly affect
                           the company’s products. Some products may need to be redesigned, but others may
                           already comply with the new regulations and will offer a competitive advantage.
                           The organization may also need to comply with new environmental regulations,
                           which will require redirecting capital resources from expansion plans.

                        
                        

                  
                  

               
               

            
            
            
            
               
               
               Ethical Factors

               
               
               
               
                  
                  
                  Ethical factors include business ethics, good governance,
                     ethical sourcing, social responsibility, external and internal pressure for socially
                     responsible working conditions, moral standards, accountability, and
                     sustainability.

                  
                  
                  
                  Consider ethical sourcing. It has become
                     increasingly important to consumers and regulators that materials are sourced in an
                     ethical manner. For example, some areas that mine for important and protected
                     materials (diamonds, rare metals used in electronics manufacture) are subject to
                     armed conflict and human rights abuses.

                  
                  

               
               

            
            
            
            
               
               
               STEEPLE Example

               
               
               
               
                  
                  
                  The shipbuilding industry is particularly
                     complex in terms of its external environment. A recent STEEPLE analysis
                     summarized significant observations for the shipbuilding organization’s leaders.
                     These factors are shown in Exhibit 1-14.

                  
                  
                  
                  
                     Exhibit 1-14: Shipbuilder’s STEEPLE Analysis
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Factor

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Comments

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Sociocultural

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Globally
                                                aging population with median income located in
                                                higher age groups.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Consumer
                                                interest in activities with education,
                                                environment, and social benefits.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Technological

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             New
                                                anti-piracy systems.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Green
                                                technology for onboard systems.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Economic

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Anticipated recovery from recession in more
                                                economies. Stability moderately assured for next
                                                five years.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Interest
                                                rates will rise, but slowly. Conditions may be
                                                more favorable in certain economies.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Exchange
                                                rates will become more volatile in key supplier
                                                economies and in markets.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Activity
                                                among international trade unions interested in
                                                recruiting local trade unions.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Environmental

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Access to
                                                potable water at critical level.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Access to
                                                quality construction supplies at critical
                                                level.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Political

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Changing
                                                tax structures that could affect facility and
                                                headquarters locations.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Rumors of
                                                new taxes targeting cruise ships docking at local
                                                ports.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Legal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Potential
                                                aggressive health and safety regulations that
                                                could affect shipyards.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             International laws on cruise ship operation.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Lawsuits
                                                filed against competitors for onboard outbreaks of
                                                infection.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Ethical

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Increased
                                                interest in several countries in marine safety
                                                issues.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Diversity, equity, and inclusion (DEI) programs
                                                are becoming an important job differentiator for
                                                management and administrative labor pools.  

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
         
         
            
            
            Five Forces Framework

            
            
            
            
               
               
               The five forces framework was
                  developed by Michael Porter. In the ASCM Supply Chain
                     Dictionary, the five-forces
                     model of competition is defined as:

               
               
               
               
                  
                  A methodology for
                        analyzing competitive pressures in a market and assessing the strength and
                        importance of each of those pressures.

                  

               
               
               
               The model is based on the assumption that an
                  industry is the composite of competitive pressures or forces operating in five areas
                  of the overall market, as shown in Exhibit 1-15.

               
               
               
               
                  Exhibit 1-15: Five Forces Framework[image: The image illustrates the Five Forces framework. The central box labeled “Level of competitive rivalry” is surrounded by four other boxes, each representing one of the forces: Substitutes, Buyers, New entrants, and Suppliers.]
               
               
               
               
               To use the framework, one must

               
               
               
               
                  
                  
                  	
                     
                     
                     Identify key figures and major
                        sources of competitive pressure per area.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Evaluate the intensity of the
                        pressures.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Determine how the overall picture
                        supports profitability.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Rivalry Among Competitive Sellers

               
               
               
               
                  
                  
                  This area represents the intensity with
                     which rivals compete in this industry to gain market share and competitive
                     advantage. As the rivalry intensifies, the likelihood of making a sustainable
                     profit decreases, since competitive tactics can be costly.

                  
                  
                  
                  Competitive actions include

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Price cutting

                        
                        

                     
                     
                     
                     	
                        
                        
                        Marketing tactics (e.g., heavy
                           advertising, attractive promotions, brand creation)

                        
                        

                     
                     
                     
                     	
                        
                        
                        Providing better customer
                           service

                        
                        

                     
                     
                     
                     	
                        
                        
                        Frequent redesign of products to
                           add new features or options

                        
                        

                     
                     
                     
                     	
                        
                        
                        Attractive financing terms

                        
                        

                     
                     
                     
                     	
                        
                        
                        Customizable products.

                        
                        

                     
                     

                  
                  
                  
                  Exhibit 1-16 lists industry
                     conditions that alternatively intensify or weaken the level of competition.

                  
                  
                  
                  
                     Exhibit 1-16: Conditions Affecting Level of Competition
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Rivalry Is Stronger When:

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Rivalry Is Weaker When:

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Demand is growing slowly or
                                          declining.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Demand is stable or increasing.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Brand switching is not costly.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Customers are locked into brands by
                                          the costs of switching.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Competitors’ products are not very
                                          distinct from each other.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Customers perceive certain brands as
                                          more attractive.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       There is excess supply or unused
                                          capacity (and fixed and/or storage costs are high).

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Supply and demand are balanced most of
                                          the time.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       There are more competitors of
                                          equivalent size and capability.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       A few rivals dominate the market and
                                          can punish competitive actions by weaker rivals.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Rivals have diverse strategies,
                                          including globalization.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Rivals pursue “me too” strategies.
                                          There are no daring strategic innovators.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       It is harder to leave the industry
                                          because there are barriers to exit that may be
                                          legal/contractual or emotional (e.g., pride).

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Assets can be easily sold or converted
                                          to other uses.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Potential New Entrants to the Market

               
               
               
               
                  
                  
                  The entry of a new competitor into a
                     market usually triggers costly competitive actions as the existing competitors
                     struggle to maintain their positions. For example, they may need to increase
                     investment in new product development, spend more on advertising, cut costs and
                     increase efficiencies, or provide additional incentives to the distribution and
                     retail network. By doing this, they are increasing the advantage that new
                     entrants will have to overcome.

                  
                  
                  
                  Exhibit 1-17 describes factors that affect threat of entry.

                  
                  
                  
                  
                     Exhibit 1-17: Factors Affecting Threat of Entry
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Threat of Entry Is Greater When:

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Threat of Entry Is Weaker When:

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       An industry is growing and a new
                                          entrant can recoup investments in the entry process over
                                          time.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Incumbents have resources to respond
                                          aggressively to new entrants.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Regulation is lax. Regulators may set
                                          requirements for new entrants (e.g., licensing, bonding)
                                          or restrict foreign competitors from entering a
                                          market.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Incumbents hold patents for
                                          technologies that give competitive advantage and respond
                                          aggressively when intellectual property rights are
                                          violated.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       New technologies emerge that can
                                          overcome the advantages of incumbents.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Entrants face significant barriers to
                                          entry.

                                       
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Required
                                                capital investment (e.g., new factories,
                                                distribution networks) is high.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Incumbents
                                                have the best locations, distributors, shelf
                                                space, or sources of supply.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Incumbents
                                                have developed scale economies and accumulated
                                                expertise in the market.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Products are not strongly
                                          distinguished from each other. There is little customer
                                          loyalty to specific brands.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Loyalty to incumbents and their brands
                                          is high. This includes the network effect: Customers are
                                          more committed to a brand when peers (friends, users)
                                          are also customers.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Substitute Products from Other Industries

               
               
               
               
                  
                  
                  Identifying this category of competitors requires that
                     you think “outside the box” or, in other words, expand your sense of who your
                     competitors are. Your competitors are not just those organizations that offer
                     similar products or services. Your competitors are every organization that meets the
                     same customer need. In Crafting and Executing
                        Strategy, the authors offer the example of the sugar industry, which must
                     consider competition from the chemicals industry and the manufacturers of sugar
                     substitutes. Eyeglasses, now produced by the precision manufacturing industry, can
                     be replaced by corrective surgery.

                  
                  
                  
                  These products are attractive only if
                     they are easily available and offer comparable or better quality and if there
                     are few barriers to substitution (e.g., unattractive prices, necessary
                     supplementary products). For example, vision-correcting surgery was available
                     for some time before its safety was established and prices dropped. Sugar
                     substitutes gained in popularity when their taste improved relative to
                     sugar.

                  
                  
                  
                  Crafting
                        and Executing Strategy notes three warning signs that indicate possible
                     dangers from substitute products:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Stronger increases in sales
                           compared to the sales in the industry being analyzed

                        
                        

                     
                     
                     
                     	
                        
                        
                        Signs that capacity is being
                           increased by producers of these substitutes

                        
                        

                     
                     
                     
                     	
                        
                        
                        Increased profits among makers of
                           these substitutes

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Bargaining Power of Suppliers and
                  Buyers/Customers

               
               
               
               
                  
                  
                  Suppliers with stronger bargaining power are in a
                     position to drive up a producer’s costs. This can lead to higher consumer prices for
                     finished goods and, possibly, decreased sales. Or manufacturers can absorb the
                     suppliers’ increases, not raise prices, and suffer a smaller profit margin. Each
                     supplier or supplier type must be assessed separately (organizations often source
                     from suppliers in multiple industries).

                  
                  
                  
                  The other end of the supply chain—the
                     buyer or customer—also needs to be considered. When do conditions favor
                     customers?

                  
                  
                  
                  Exhibit 1-18 shows the
                     conditions in which suppliers and buyers/customers each have greater bargaining
                     power.

                  
                  
                  
                  
                     Exhibit 1-18: Conditions Favoring Suppliers and Buyers/Customers
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Suppliers Have Greater Bargaining
                                          Power When:

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Buyers/Customers Have Greater
                                          Bargaining Power When:

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Demand for
                                                suppliers’ products is high and supply is low.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             A supplier
                                                adds value to its products that is attractive to
                                                producers and so makes the product less of a
                                                commodity.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             The costs
                                                of switching to another supplier are high.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             There are
                                                only a few suppliers, and they can dominate their
                                                market.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             The
                                                supplier’s customer cannot make the product
                                                itself.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             The
                                                supplier provides only a small portion of the
                                                producer’s components. Consequently, an increase
                                                in price will have only a small effect. It would
                                                probably cost more to switch suppliers.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             There are
                                                few acceptable substitutes.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             The
                                                customer represents only a small part of the
                                                supplier’s sales. The supplier can afford to lose
                                                the customer.

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Buyers’/customers’ demand is weak but supply is
                                                high.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Goods tend
                                                to be commodities.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             It is easy
                                                and inexpensive for buyers/customers to switch to
                                                other producers.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             There are
                                                few and powerful buyers/customers and many small
                                                producers.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Buyers/customers can create the product
                                                themselves at reasonable time, cost, and
                                                quality.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Buyers/customers have information about
                                                producers’ costs and competitors’ offerings. They
                                                can shop for better deals.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Buyers/customers can delay purchases, while the
                                                producers incur inventory costs.

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Buyers/customers are
                                                price-sensitive (cannot absorb price increases)
                                                and seek alternatives when prices exceed a certain
                                                level—for example, retailers who lose customers if
                                                they raise prices or manufacturers whose profits
                                                will be severely affected by a price increase in
                                                one component.

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Industry
                  Attractiveness

               
               
               
               
                  
                  
                  An
                     industry’s attractiveness is assessed by the number and relative strength of
                     these forces. Although each industry is unique, conditions in general favor an
                     organization’s ability to be profitable when internal rivalry among competitors
                     is weak to moderate, leverage over both suppliers and buyers is high, the
                     barriers to new entrants are high, and the threat from substitutions is
                     low.

                  
                  
                  
                  An organization can succeed when competition is high, but
                     this fact must be considered as the organization crafts its strategy. The strategy
                     can try to create conditions that protect the organization from competition or alter
                     some of the conditions. For example, different product design may make it possible
                     to increase the number of suppliers and diminish their power over the producer. Or
                     an organization can offer a retailer such powerful distribution advantages that it
                     will pay more for the relationship.

                  
                  
                  
                  The relationship between profitability and competitive
                     pressure is illustrated in Exhibit 1-19.

                  
                  
                  
                  
                     Exhibit 1-19: Industry Attractiveness[image: The image represents a graph illustrating the relationship between profitability potential and cumulative competitive pressure within an industry. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Analyzing the Internal
            Environment

         
         
         
         
            
            
            Here we discuss the importance of internal
               analysis and then introduce some analytical tools used to understand the internal
               environment:

            
            
            
            
               
               
               	
                  
                  
                  Resource and capability analysis,
                     which assesses competitive power

                  
                  

               
               
               
               	
                  
                  
                  SWOT analysis, which examines an
                     organization’s strengths, weaknesses, opportunities, and threats

                  
                  

               
               
               
               	
                  
                  
                  Value chain analysis, which maps the
                     alignment of the organization’s activities to the creation of value

                  
                  

               
               
               
               	
                  
                  
                  Product life cycle analysis, which
                     describes the needs and future of the organization’s products

                  
                  

               
               

            
            

         
         
         
         
         
            
            
            Importance of Internal Analysis

            
            
            
            
               
               
               Internal information includes a frank assessment of the
                  organization’s capabilities and resources. Question past assumptions, study past
                  mistakes, and be sensitive to blind spots. For example, an organization may be so
                  proud of its track record in innovation that it is reluctant to admit that many of
                  its most creative minds have left the organization.

               
               
               
               The internal environment is just as important
                  to the creation of strategy as the external environment. The organization’s leaders
                  must understand the organization’s current position. What resources and capacity
                  does the organization possess? What particular strengths can it leverage? What
                  weaknesses must be corrected or considered in determining its ability to create
                  competitive advantage? Is the organization optimizing its activities to create
                  customer value?

               
               
               
               Based on the internal analysis, the
                  organization’s strategists may decide to limit or modify the organization’s
                  initiatives to align them with present capabilities, or they may decide to expand
                  and develop the organization’s capabilities, including products, markets, and
                  production capacity.

               
               

            
            

         
         
         
         
            
            
            Resource and Capability Analysis

            
            
            
            
               
               
               A resource and capability
                  analysis identifies all of an organization’s resources and capabilities and then
                  determines if they offer sustainable competitive advantage.

               
               
               

            
            
            
            
               
               
               Identifying
                  Resources

               
               
               
               
                  
                  
                  A resource is defined in the ASCM Supply Chain Dictionary as: “Anything that adds value to a good or service in
                        its creation, production, or delivery.” A company’s resources include tangible and intangible assets. Tangible assets
                     tend to be physical and can be quantified. For example, equipment used to maintain
                     a
                     constant temperature in a fabrication process is a tangible asset. The abilities to
                     create and use that equipment are intangible assets; they are more difficult to see
                     and value.

                  
                  
                  
                  Exhibit 1-20 lists major categories of tangible and intangible resources.
                     These categories are helpful in making sure that all resources have been
                     identified.

                  
                  
                  
                  
                     Exhibit 1-20: Types of Organizational Resources
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Tangible Resources

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Intangible Resources

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Physical
                                                (e.g., land, structures, equipment, access to
                                                resources such as minerals)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Financial
                                                (e.g., cash and cash equivalents, securities,
                                                borrowing capacity)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Technological (e.g., patents and copyrights,
                                                processes)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Organizational (e.g., IT and communication
                                                systems)

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Human and
                                                intellectual capital (e.g., expertise and
                                                creativity, management expertise, organizational
                                                learning)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Brands and
                                                reputation (e.g., trademarks, customer and
                                                supplier goodwill, public or industry
                                                reputation)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Relationships (e.g.,
                                                alliances, networks of suppliers and
                                                distributors)

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Culture and
                                                the compensation system (e.g., motivated
                                                workforce, independent decision making,
                                                integrity)

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Identifying Capabilities

               
               
               
               
                  
                  
                  Capabilities use resources to create value. Some
                     capabilities are tangible—for example, cryogenic machining that can cut materials
                     at
                     extremely low temperatures or computer systems and personnel capable of data
                     analytics. Other capabilities are intangible—for example, developing and launching
                     a
                     new product, a functional but innovative design, or an efficient distribution
                     network. Capabilities can be more difficult to identify than resources, but they
                     represent important strategic assets.

                  
                  

               
               

            
            
            
            
               
               
               VRIN
                  Test

               
               
               
               
                  
                  
                  The next step in analyzing resources and
                     capabilities is to submit them to a VRIN test for sustainable competitive
                     advantage. The acronym VRIN stands for valuable, rare, inimitable, and
                     nonsubstitutable.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        A valuable resource or capability
                           is directly related to the strategy being considered. It is relevant. It
                           will help create advantage over competitors. An organization looking to
                           expand globally can consider its experience in entering other markets as a
                           valuable resource. An organization with good working relationships with
                           regulatory authorities may not have a valuable resource when political
                           shifts change agency decision makers.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A rare resource or capability is
                           something an organization possesses but competitors lack. Design skills
                           are not rare in the automotive industry; patents and organizational
                           learning related to designing electric cars may be distinctive.

                        
                        

                     
                     
                     
                     	
                        
                        
                        An inimitable resource or
                           capability is difficult for a competitor to copy. This provides an
                           organization with a period of uncontested superiority. For example,
                           direct-to-consumer distribution. It would take considerable time, expertise,
                           and money for competitors to create their own rival networks.

                        
                        

                     
                     
                     
                     	
                        
                        
                        A nonsubstitutable resource or
                           capability cannot be countered by entirely different types of resources and
                           capabilities. An organization is proud of its highly trained and experienced
                           workers. However, the advantage these workers provide may be vulnerable to
                           substitution if a competitor can use robotic or AI systems with proven
                           efficiency, reliability, and quality.

                        
                        

                     
                     

                  
                  
                  
                  While many organizations pride themselves on distinctive
                     resources and capabilities, few can boast that all of their resources and
                     capabilities pass each of the VRIN tests. Leadership needs to point out realities
                     that may conflict with visions. Leaders need to realize the dynamic nature of
                     resources and capabilities. Facilities deteriorate, equipment and software become
                     obsolete, and talent leaves the organization. Also, competitors’ own resources and
                     capabilities are constantly changing. Keep this analysis current. 

                  
                  

               
               

            
            
            
            
               
               
               Resource and Capability Analysis
                  for Services

               
               
               
               
                  
                  
                  This example of a resource and capability analysis for
                     services uses the hotel group case study. The hotel group, which owns several hotel
                     chains, has been through a relatively rapid period of growth. This is reflected in
                     the fact that a large percentage of employees have been with the organization for
                     less than five years. So the hotel group begins its new strategic planning period
                     by
                     defining where it stands right now in terms of resources and capabilities that can
                     be leveraged to support strategic actions.

                  
                  
                  
                  A task force gathers data on resources
                     from regional and divisional vice presidents. They hold focus groups with key
                     managers from each division to identify intangible assets and capabilities. Here are
                     highlights from the summary they submitted to the strategy planning group.

                  
                  

               
               
               
               
                  
                  
                  Resources

                  
                  
                  
                  
                     
                     
                     Key tangible resources include

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Number of rooms by rooms per brand
                              and rooms in key markets (defined as markets with increasing revenue)

                           
                           

                        
                        
                        
                        	
                           
                           
                           Number of restaurants presented by
                              dining type and rating by standard rating services

                           
                           

                        
                        
                        
                        	
                           
                           
                           Meeting space area divided by brand
                              and market

                           
                           

                        
                        
                        
                        	
                           
                           
                           Number of hotels with spas

                           
                           

                        
                        
                        
                        	
                           
                           
                           Reservation and website system

                           
                           

                        
                        
                        
                        	
                           
                           
                           Cash on hand

                           
                           

                        
                        
                        
                        	
                           
                           
                           Credit line and credit rating.

                           
                           

                        
                        

                     
                     
                     
                     Intangible resources include

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Strong brands

                           
                           

                        
                        
                        
                        	
                           
                           
                           Growing guest loyalty program

                           
                           

                        
                        
                        
                        	
                           
                           
                           Hotel design templates

                           
                           

                        
                        
                        
                        	
                           
                           
                           Co-marketing relationships with
                              high-prestige brands of products offered in rooms and hotel areas

                           
                           

                        
                        
                        
                        	
                           
                           
                           Effective management (measured by
                              audits showing compliance with standards, labor relationships, guest
                              surveys)

                           
                           

                        
                        
                        
                        	
                           
                           
                           Well-communicated culture of guest
                              service in all brands

                           
                           

                        
                        
                        
                        	
                           
                           
                           Reputation for sustainable hotel
                              practices.

                           
                           

                        
                        

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Capabilities

                  
                  
                  
                  
                     
                     
                     Key capabilities include

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Marketing abilities—ability to reach
                              different audiences in different channels, to mount effective “flash”
                              promotions, and to promote guest loyalty in each brand

                           
                           

                        
                        
                        
                        	
                           
                           
                           Full meeting services with technology
                              and amenities appropriate for each brand

                           
                           

                        
                        
                        
                        	
                           
                           
                           Acquisition teams skilled in
                              transforming purchased properties to brand images in industry record
                              time

                           
                           

                        
                        
                        
                        	
                           
                           
                           Food and beverage
                              management—effective menu design and rotation, industry standard food and
                              beverage margins

                           
                           

                        
                        
                        
                        	
                           
                           
                           Interior design

                           
                           

                        
                        
                        
                        	
                           
                           
                           Facilities maintenance, including
                              security.

                           
                           

                        
                        

                     
                     

                  
                  

               
               
               
               
                  
                  
                  VRIN Analysis

                  
                  
                  
                  
                     
                     
                     The task force has assessed the hotel group’s
                        resources and capabilities in the following manner:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           
                              
                                 Valuable.
                                 
                              High. By
                                 industry standards and by trends in internal performance, the hotel
                                 group’s properties are viewed as superior in their markets.
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           
                              
                                 Rare.
                                 
                              High. Few
                                 competitors have the market reach and prestige that the hotel group
                                 possesses.
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           
                              
                                 Inimitable.
                                 
                               Moderate. It
                                 is difficult to maintain advantages in this industry. Accomplishments
                                 are rapidly imitated. The hotel group has focused on some features that
                                 require higher investment or more expertise, and this has given them
                                 some advantage.
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           
                              
                                 Nonsubstitutable.
                                 
                              Uneven. While
                                 the hotel group has fairly minor competition for its prestige travel
                                 services (e.g., luxury accommodations, fine dining, large meeting
                                 services), it has competition from peer-to-peer online networks.
                              

                           
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            SWOT Analysis

            
            
            
            
               
               
               The SWOT analysis is
                  used to assess an organization’s ability to implement a strategy and defend itself
                  against competition. The acronym SWOT is explained by its definition in the ASCM Supply Chain Dictionary. A SWOT
                     analysis is: “An analysis of the strengths, weaknesses, opportunities, and threats of and to an
                     organization. SWOT analysis is useful in developing strategy. See: environmental scanning.” Strengths and weaknesses reflect internal conditions that favor or damage
                  competitiveness, while opportunities and threats reflect external conditions that
                  impact the organization. The internal and external aspects of the analysis are
                  related.

               
               
               
               A SWOT analysis for the fast fashion retailer
                  is shown in Exhibit 1-21.

               
               
               
               
                  Exhibit 1-21: Fast Fashion Retailer’s SWOT Analysis
                  
                  
                  
                  
                     
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    SWOT Analysis

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Strengths

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Weaknesses

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Dominant market
                                             share in category

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Speed of
                                             getting new fashions into stores

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Highly trained
                                             and customer-friendly staff and managers

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Relationships
                                             with suppliers

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Fashion
                                             intelligence capabilities

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Aging stores
                                             and dated looks

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Lease
                                             agreements at uncompetitive rates

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Ineffective web
                                             presence

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Online competition continues to grow

                                          
                                          

                                       

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    Opportunities

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Threats

                                    
                                    
                                 

                              
                              
                              
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Growing
                                             customer awareness of social and environmental
                                             consequences of “shopping” culture

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Budget-oriented but stylish children’s clothing

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Business
                                             failure of key suppliers

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Downward trend
                                             of disposable income among key shopping groups

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Labor-organizing campaigns at other retailers in
                                             industry

                                          
                                          

                                       

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               

            
            
            
            
               
               
               Strengths

               
               
               
               
                  
                  
                  Strengths include the resources and capabilities
                     identified in the resource and capability analysis. Some may have scored high on the
                     VRIN test for sustainable competitive advantage, but not all. Strengths that do not
                     have VRIN characteristics may still contribute to strategy in the short term, while
                     more sustainable, long-lived advantages are being developed.

                  
                  
                  
                  Strengths include an organization’s core process
                     and its core competencies, which are defined in the ASCM Supply Chain Dictionary as:

                  
                  
                  
                  
                     
                     Core process:
                        That unique capability that is central to a
                           company’s competitive strategy.

                     

                  
                  
                  
                  
                     
                     Core competencies:
                        Skills or knowledge that enable a firm to provide the greatest level of value to its
                           customers in a way that is difficult for competitors to emulate and that provides
                           for future growth. Core competencies may be in the form of technology, skills of personnel,
                           or knowledge and expertise solely owned by the organization.

                     

                  
                  
                  
                  All competencies have value, but core competencies have
                     more because they directly contribute to an organization’s strategy. Strengths allow
                     an organization to act on opportunities quickly.

                  
                  

               
               

            
            
            
            
               
               
               Weaknesses

               
               
               
               
                  
                  
                  Weaknesses are competitive liabilities. They may be
                     things that an organization does poorly or cannot do at all. Weaknesses may be
                     insufficient resources—tangible resources, such as production capacity, or
                     intangible resources, such as a divisive or unethical organizational culture.
                     Weaknesses may also be missing or deficient capabilities.

                  
                  
                  
                  Uncorrected weaknesses increase an
                     organization’s vulnerability to external threats. For example, a manufacturer
                     knows that its employee relations are poor, primarily because managers and
                     supervisors violate policies and cannot communicate and resolve disputes
                     effectively. If the manufacturer does not improve its managers’ and supervisors’
                     skills, it may find that it is facing unionization campaigns, employment
                     lawsuits, and regulatory fines.

                  
                  

               
               

            
            
            
            
               
               
               Opportunities

               
               
               
               
                  
                  
                  Opportunities are conditions in the external environment
                     that could convey a competitive advantage—if the organization has the resources and
                     capabilities to act on the opportunity. Opportunities could be newly discovered and
                     unmet customer needs in the market that could deliver new revenue with little
                     competition, new technologies that can lower costs and increase competitiveness, or
                     increases in market share because of the exit of a powerful competitor from the
                     market. There could be an opportunity to grow and even to contract. For example,
                     there may be an opportunity for the organization to sell a division that is no
                     longer aligned with its strategy. The proceeds can then be invested in new
                     strategically aligned ventures.

                  
                  
                  
                  Acting on opportunities generally requires building strengths
                     and correcting weaknesses. It may also create the potential for new threats that
                     must be evaluated.

                  
                  

               
               

            
            
            
            
               
               
               Threats

               
               
               
               
                  
                  
                  Threats can be environmental factors that
                     will damage the organization’s current competitiveness or profitability. They
                     may be risks that can limit the success of a planned strategic action. For
                     example, investment in a new production line intended to increase output may be
                     threatened by the unforeseen emergence of a direct competitor who will divert
                     revenue needed to offset the investment.

                  
                  
                  
                  The organization becomes more vulnerable to external threats
                     when it does not build its competencies, correct its weakness, and commit to
                     regular scanning of its internal and external environments.

                  
                  

               
               

            
            
            
            
               
               
               Effect of a SWOT Analysis on Strategy

               
               
               
               
                  
                  
                  The findings of a SWOT analysis can
                     improve the choice, development, and execution of a business strategy:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Potential strategies must be
                           checked for alignment with the organization’s strengths. Does the
                           organization have the required resources, capabilities, and competencies?
                           For example, a strategy to expand vertically to lower costs—perhaps by
                           buying large suppliers—will work only given the required resources (e.g.,
                           cash, credit, committed investors).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Opportunities must be aligned
                           with the organization’s strengths. Does the organization possess the
                           strengths to seize this opportunity? For example, the opportunity to
                           purchase a rival will increase market share and competitive power, but may
                           be more successful if the organization has learned to conduct mergers and
                           manage change.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Once the organization has
                           committed to a strategy, it must address those weaknesses that will
                           decrease the chances for strategic success. It may, for example, invest
                           in technology that will increase productivity or flexibility. It may
                           acquire another business that possesses necessary skills or market
                           access.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The organization must assess the
                           threats to understand their likelihood and their impact. If the organization
                           decides to proceed, it may take actions to protect itself. For example, in
                           the healthcare industry, a threat to a pharmaceutical company that wants to
                           introduce a new medicine is that regulatory authorities will refuse to grant
                           a marketing license. A company can protect itself against this threat by
                           meeting often with regulatory representatives throughout the process.

                        
                        

                     
                     

                  
                  
                  
                  A SWOT analysis can focus organizations
                     on opportunities that take advantage of competitive strengths. It can advise on
                     resources and capabilities that will require further development or steer the
                     organization away from situations where it is at a competitive disadvantage. A SWOT
                     analysis can also point out negative outcomes to withstand, avoid, or prepare
                     for.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Value Chain Analysis

            
            
            
            
               
               
               The value chain is a way of understanding
                  where costs occur in an organization or a supply chain and how one activity in the
                  chain can affect the costs of another. By analyzing these connections, an
                  organization may find ways to lower costs and improve competitive power without
                  damaging quality and long-term profitability.

               
               
               
               A value chain is defined in the ASCM Supply Chain Dictionary as:

               
               
               
               
                  
                  The functions within a company that add value
                        to the goods or services that the organization sells to customers and for which it
                        receives payment.

                  

               
               
               
               The value chain consists of two types of
                  activities: primary and support. Primary activities create value and will vary in
                  different organizations. Support activities make the primary activities possible.
                  For example, the primary activity of operations cannot occur without the help of IT,
                  which supports information systems used in production processes; human resources,
                  which secures workers; and accounting, which makes sure that everyone—employees and
                  suppliers—is paid. The value chain is illustrated in Exhibit 1-22.

               
               
               
               
                  Exhibit 1-22: Internal Value Chain[image: Value chain diagram showing primary activities flowing from purchasing to operations, logistics, and sales and marketing, ending with the customer; support activities below are information technology, human resources, and accounting.]
               
               
               
               
               The organization’s internal cost structure is
                  composed of the costs of all its internal activities. Having internal costs greater
                  than its competitors’ costs can put an organization at a competitive disadvantage,
                  unless it is able to create a different advantage to outweigh this liability—for
                  example, better quality levels or faster innovation.

               
               
               
               The organization’s value chain is usually only one part of a
                  larger value chain system that includes the value chains of each trading
                     partner of the organization, which the ASCM
                     Supply Chain Dictionary defines as:

               
               
               
               
                  
                  Any organization external to the firm
                        that plays an integral role within the supply chain community and whose business
                        fortune depends on the success of the supply chain community.

                  

               
               
               
               The trading partners—suppliers and channel
                  partners (distributors, dealers, retailers)—and the organization work together to
                  provide value to customers. This extended value chain system is illustrated in Exhibit 1-23.

               
               
               
               
                  Exhibit 1-23: Value Chain System[image: Supply chain flow from multiple suppliers to the organization’s internal value chain, then to multiple distributors and retailers, ending with the customer.]
               
               
               
               
               For example, a supplier’s value chain
                  includes its quality assurance activities that make sure that components delivered
                  to the organization meet specifications. At the other end of the supply chain, the
                  training activity in a retailer makes sure that sales representatives are
                  knowledgeable about the organization’s products and can present them effectively to
                  customers. Both of these activities contribute to the cost of the goods delivered
                  to
                  the customer.

               
               
               
               A value chain analysis considers these
                  activities in terms of their effect on costs and profit across the supply chain. The
                  ASCM Supply Chain Dictionary defines value
                     chain analysis as:

               
               
               
               
                  
                  An examination of all links a
                        company uses to produce and deliver its products and services, starting from the
                        origination point and continuing through delivery to the final
                        customer.

                  

               
               
               
               Some supply chain partner activities,
                  however, create costs without adding value. For example, the ordering system a
                  supplier uses actually increases the organization’s inventory costs by increasing
                  labor. If the organization can convince the supplier to simplify this activity, it
                  can decrease purchasing costs. Similarly, imagine that a distributor damages product
                  while handling it. The organization incurs additional costs in retrieving the
                  damaged goods, replacing the order, and rebuilding customer confidence. Working with
                  the distributor to identify and fix the root cause of the problem will cause some
                  initial labor cost but will result in regularly lower costs associated with
                  distribution. It will also increase customer satisfaction.

               
               
               

            
            
            
            
               
               
               Value Chain Example

               
               
               
               
                  
                  
                  Leaders at the motorcycle manufacturer
                     have mapped the organization’s internal value chain and value chain system. The
                     major participants and their relationships are shown in Exhibit 1-24. Keep in mind that the motorcycle manufacturer’s suppliers and
                     dealers have their own value chain systems.

                  
                  
                  
                  
                     Exhibit 1-24: Motorcycle Manufacturer’s Value Chain System[image: Diagram of a motorcycle manufacturing value chain, including inputs, primary activities, support activities, and dealers. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  The motorcycle manufacturer’s leaders
                     hold a strategy session with representatives from all functions. They discuss ways
                     in which the internal value chain and the value chain system operate well and ways
                     in which the organization could leverage its value chain system to become more
                     competitive.

                  
                  
                  
                  For example, production thinks it would
                     help assembly if production were included in the design process. Production
                     could point out proposed specifications that would create production challenges
                     and increase costs and time. It could also prepare staff and work centers for
                     any coming changes.

                  
                  
                  
                  Production also proposes that suppliers be
                     involved earlier. The suppliers need time to prepare their own supply chains. They
                     might be able to advise about components whose supply has been unpredictable or
                     uneven in quality. This would help production avoid downtimes on production lines
                     and rework.

                  
                  
                  
                  Marketing manages the model design
                     process and it is open to this more collaborative approach. They use a similar
                     approach with the dealer network, bringing influential dealers into early
                     discussions about new model features and effective marketing campaigns.

                  
                  
                  
                  Finance takes the opportunity to raise the
                     issue of the charge-backs from dealers for warranty work. The motorcycle
                     manufacturer needs to find some way to lower these costs.

                  
                  
                  
                  HR notes that they could also get started
                     on developing training if they were included as soon as model decisions were
                     finalized.

                  
                  
                  
                  Taking this broader view of its business
                     helps the organization see the internal and supply chain interactions required
                     to create value. The management group is challenged to find ways to enhance this
                     collaborative power.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Product Life Cycle Analysis

            
            
            
            
               
               
               The product life cycle is a way of describing the
                  progression of a product through predictable life stages. The pattern is called the
                  product life cycle, defined in the ASCM Supply Chain Dictionary as follows:

               
               
               
               
                  
                  The stages a new product goes through from beginning to end, from initial research
                        and development, through growth and maturity, to decline and phase-out. See: life
                        cycle analysis.

                  

               
               
               
               Manufacturers that make-to-stock (MTS) for a
                  fast-selling item may be able to profitably bear the cost of inventory while that
                  item is selling well. At some point, however, the item may no longer be strongly in
                  demand, due to, for example, changing consumer tastes. Continuing to build
                  inventories of items only sporadically in demand can quickly become unprofitable.
                  Rather than discontinuing the product, the organization may be able to keep it
                  profitable for a while by switching to an assemble-to-order (ATO) or make-to-order
                  (MTO) environment. Manufacturing needs to understand a product’s life cycle so it
                  can develop appropriate plans. 

               
               
               
               The phases of the product life cycle are illustrated in Exhibit 1-25. The length of the phases and
                  of the cycle itself and the steepness of curves vary among products and industries.
                  Product life cycles also impact organizations’ strategies, as customers will have
                  different things that motivate them to make purchases in different phases.

               
               
               
               
                  Exhibit 1-25: Product Life Cycle[image: Graph illustrating the product life cycle stages with sales and profit curves, and the corresponding use of different production strategies (ETO, MTO, ATO, MTS). Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               

            
            
            
            
               
               
               Introduction
                  Phase

               
               
               
               
                  
                  
                  In the introduction phase, businesses invest a large amount
                     of resources to change customers’ limited awareness of the product—for example,
                     advertising costs, plus costs for establishing supply and distribution networks.
                     They also incur a high degree of risk. Sales are very low during this phase, and the
                     organization generally incurs losses rather than making a profit. The business may
                     also have limited capabilities to produce much supply unless it accepts high risk
                     in
                     building capacity. If a product fails, revenue will not reach expected levels, and
                     the product may even be withdrawn from the market. The success of the introduction
                     often rests on the quality of the research and design that went into the product and
                     the market scanning. Ensuring availability may be a key priority for
                     distribution.

                  
                  
                  
                  The focus is on product positioning—consumer attention
                     for the new product and distinguishing it from competitors. The ASCM Supply Chain Dictionary defines product
                        positioning as: “The marketing effort involved in
                        placing a product in a market to serve a particular niche or function. Syn.: service
                        positioning.”

                  
                  

               
               

            
            
            
            
               
               
               Growth Phase

               
               
               
               
                  
                  
                  Successful products gain market share rapidly, for example, as retailers start
                     carrying the product. This phase puts a lot of stress on manufacturing and
                     distribution to scale upward or downward quickly if demand differs from what was
                     projected during development, and quality or delivery service levels could suffer.
                     If economies of scale can be generated, unit costs drop rapidly and high profits
                     result, at least until competitors enter the market and force prices down. However,
                     other competitors exit the market if their designs are less scalable. Thus product
                     designs tend to stabilize during this phase.

                  
                  
                  
                  In this phase, brand identities are emerging, and the basis
                     for brand loyalty is being built. However, competitors may introduce product
                     imitations, or they may engage in strong competitive behaviors such as price
                     cutting. Over time, this slows revenue growth.

                  
                  
                  
                  Quality or compliance with specifications
                     and ability to meet demand reliably and dependably may also be primary concerns
                     in this phase. Shortcomings in these areas will damage sales and the product’s
                     upward momentum.

                  
                  
                  
                  Depending on the rate of adoption by the
                     market, operations may add ATO or MTS environments.

                  
                  

               
               

            
            
            
            
               
               
               Maturity
                  Phase

               
               
               
               
                  
                  
                  The
                     maturity (saturation) phase marks peak sales. The product is no longer new, and many
                     customers have already bought it. Or the market may be saturated with competitors,
                     reducing profit margins. Since sales can still be steady for a long period, a
                     product in this phase may be a functional product. Functional products are defined in the ASCM Supply Chain Dictionary as: “Mature products that tend to have long product life cycles, low profit margins, and
                        predictable demand. Ant.: innovative product.”

                  
                  
                  
                  Maturity is associated with intensifying competition. As
                     more competitors enter the industry, the number of still available customers levels
                     off. Competitive tactics (e.g., price cutting, promotions) increase.

                  
                  
                  
                  To stay profitable, operations must become more efficient
                     and/or innovative. The organization can lower the costs of production to maintain
                     profit or support lower prices. If sales volumes are sufficient, products might be
                     enhanced to keep them profitable for longer or to allow time for developing
                     replacements. This could be price reductions or services such as faster or more
                     reliable delivery. It may involve reengineering processes/technologies, or
                     relocating production to areas with lower transportation or labor costs.

                  
                  
                  
                  Or the organization can expand by targeting new customer
                     needs or entering new market areas. Plans for new/revised products may be introduced
                     to reset the product life cycle and maintain or increase market share.

                  
                  

               
               

            
            
            
            
               
               
               Decline Phase

               
               
               
               
                  
                  
                  Products in the decline phase include those that are no
                     longer in demand, or demand is falling at a steady or increasing rate. This may be
                     due to new alternatives or changing tastes. Profits might still be made in this
                     phase, but this usually requires changing to a less-expensive production environment
                     such as make-to-order. There may be an ongoing need for spare parts or service.
                     Products must be phased out and replaced with new or improved products, and an exit
                     strategy may be needed. (In some versions of the life cycle, phase-out might be
                     shown as a separate phase.)

                  
                  
                  
                  As revenue declines, businesses decide
                     whether they will leave the market entirely, maintain the product with minimal
                     investment, or introduce a replacement.

                  
                  
                  
                  Rollover strategies from an existing to a
                     replacement product must be carefully planned. There are two basic strategies: a
                     solo product roll and a dual product roll. In a solo product roll, inventories of
                     the existing product are completely used up before the new product introduction.
                     This avoids the problem of having to sell off inventory of the older product at a
                     discount. However, it also exposes the business to risk. For example, manufacturing
                     changes could have issues making volume insufficient for the planned launch. Now
                     customers can buy neither product and may look at competitive products. A dual
                     product roll plans for having both products available for a period of time—sometimes
                     in target markets. This decreases availability risk, but it also risks confusing
                     customers.

                  
                  
                  
                  Since these strategies both have risks,
                     businesses often plan contingency strategies: plans to unload remaining
                     inventory, to change launch dates, or to introduce other products in order to
                     maintain revenue streams.

                  
                  
                  
                  Products with loyal customers or strong
                     brand awareness may be retained to maintain market visibility. Products that are
                     still essential to important customers may be continued. Products may be
                     discontinued, but not always. If production costs can be lowered enough to make even
                     a small profit, this revenue can support other investments. Or product rights may
                     be
                     sold.

                  
                  
                  

               
               

            
            
            
            
               
               
               Product Life Cycle and Manufacturing Environments

               
               
               
               
                  
                  
                  Note the bottom part of
                     Exhibit 1-26, where it suggests potential
                     manufacturing environments for each stage. 

                  
                  
                  
                  
                     Exhibit 1-26: Product Life Cycle[image: Graph illustrating the product life cycle stages with sales and profit curves, and the corresponding use of different production strategies (ETO, MTO, ATO, MTS). Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  For example, a product may be produced as make-to-order (MTO) or
                     engineer-to-order (ETO) during introduction to avoid producing things until they are
                     demanded. However, if the product is to be make-to-stock (MTS) for most of its life
                     cycle, this may be pursued from the very start in the expectation of growth. Since
                     growth may not occur, inventory levels and capacity may start out very low. (The
                     same argument might be made for assemble-to-order (ATO); the exhibit should not be
                     taken as an absolute.)

                  
                  
                  
                  The duration of the cycle or a given phase will also vary
                     between products. Innovative products tend to have short life cycles; staple
                     products can have very long life cycles. Also, broad categories tend to have longer
                     life cycles than specific ones.

                  
                  
                  
                  The recommended environments will work well for some
                     products but not for others. Some items in decline must still be made-to-stock, but
                     inventory levels might be adjusted far downward. Others are best phased out if
                     decline is recognized.

                  
                  
                  
                  Here are a few other points about Exhibit 1-26:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        ETO for the introduction phase
                           refers primarily to prototypes.

                        
                        

                     
                     
                     
                     	
                        
                        
                        MTO may work well in the
                           introduction and growth phases until the volume demanded becomes high enough
                           to switch to a different method. The organization needs a plan to transition
                           to ATO or MTS quickly enough to satisfy demand.

                        
                        

                     
                     
                     
                     	
                        
                        
                        MTS works well in the growth and
                           maturity stages but quickly becomes unprofitable in decline, where ATO or
                           MTO are again recommended when feasible.

                        
                        

                     
                     
                     
                     	
                        
                        
                        If a product is to be phased out,
                           MTO may be the only way to allow this phase-out period to be of
                           sufficient duration while remaining profitable.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Product Life Cycle and Strategy

               
               
               
               
                  
                  
                  The life cycle of an organization’s products can affect
                     operations strategy, including the manner in which products are designed and
                     produced and the volume of inventory that is maintained. Many of the following
                     observations apply to the service industry as well, as services proceed from less
                     defined to more standardized customer experiences.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Products with shorter life cycles
                           must generate revenue early. Product/process design must be completed
                           quickly, be of high quality at release, and have maximum efficiency
                           operations fast. For example, in the pharmaceutical industry, once the
                           patent expires, competitors may release similar products and erode a
                           company’s market share. These businesses therefore focus on getting their
                           products to market quickly and reducing expensive research and development
                           activity while addressing quality issues fully. Operations are fully
                           organized before product release, and launches are highly coordinated.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Life cycle position can affect
                           decisions about investments in operational capacity and inventory and where
                           production occurs and who performs production. Investing in increased
                           capacity is more likely when a product is growing. As revenue begins to
                           decline, production may be outsourced to free up capacity for new products.
                           To achieve cost savings, operations may be offshored (e.g., access to
                           cheaper labor, raw materials, energy).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Operations performance objectives
                           often change as products age. For example, while revenue is high, operations
                           must be dependable and fast. As sales decline, operations cost-effectiveness
                           must increase.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Strategic Scope

         
         
         
         
            
            
            Here we provide a big-picture view of how strategic scope is set.
               We discuss the need for growth and present the Ansoff product-market growth matrix.
               We show how an organization can diversify its operations. We address the case for
               global expansion and types of international strategies. We compare horizontal and
               vertical integration.

            
            

         
         
         
         
         
            
            
            Ansoff Product-Market Growth Matrix

            
            
            
            
               
               
               For most organizations, growth is an
                  essential goal. It provides the resources and conditions needed for sustainable
                  competitive advantage. The challenge is to grow sustainably. Crafting and Executing Strategy terms this
                  activity as defining an organization’s scope,
                  or

               
               
               
               
                  
                  the range of activities that a firm
                     performs internally, the breadth of its product and service offerings, the
                     extent of its geographic market presence, and its mix of businesses.

                  

               
               
               
               Four growth strategies were described by H. Igor
                  Ansoff and are represented in the matrix for growing revenue shown in Exhibit 1-27. The four quadrants represent the
                  different growth strategies.

               
               
               
               
                  Exhibit 1-27: Ansoff Product-Market Growth Matrix[image: Matrix showing four growth strategies: Market penetration, Product development, Market development, and Diversification, based on existing and new products and markets. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               If a business chooses to grow within its current market, it may
                  choose one of these growth strategies.

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Market penetration.
                           
                         The
                           organization pursues a larger market share in the existing market with
                           the same product, perhaps by focusing advertising on a new customer
                           segment, by being aggressive with competitors, or by differentiating its
                           product. For example, a camping goods manufacturer revises its
                           advertising tactics to appeal to an older customer.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Product development.
                           
                        The
                           organization focuses on growing within its existing market by
                           introducing new products. For example, a camping goods manufacturer
                           creates a new model of its popular tent and also decides to add an
                           outdoorsy clothing line, which still maintains its market focus.
                        

                     
                     

                  
                  

               
               
               
               A business may choose to grow outside its
                  current market (e.g., saturated market) to avoid needing to use unsustainable
                  competitive tactics against rivals. Or the business’s leaders see that the current
                  industry has plateaued in terms of growth. In these situations, the business may
                  choose one of these growth strategies:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Market development.
                           
                        The
                           organization decides to sell its existing products in a new
                           market—moving quickly to be the first in the geographical market. The
                           camping goods manufacturer opens a distribution channel overseas.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Diversification.
                           
                        The
                           organization decides to extend its scope, to start performing entirely
                           new activities. The camping goods manufacturer acquires a chain of
                           vacation-oriented motor home parks.
                        

                     
                     

                  
                  

               
               
               

            
            

         
         
         
         
            
            
            Diversification

            
            
            
            
               
               
               The ASCM Supply Chain
                     Dictionary defines a diversification
                     strategy as:

               
               
               
               
                  
                  An expansion of the scope of the
                        product line to exploit new markets. A key objective of a diversification strategy
                        is to spread the company’s risk over several product lines in case there should be
                        a
                        downturn in any one product’s market.

                  

               
               
               
               Organizations diversify to decrease volatility
                  related to a single type of investment or operation in a single area. If management
                  is uncertain about the future of the industry, market, or technology,
                  diversification into multiple industries reduces vulnerability. Diversification for
                  the sole objective of growth is not necessarily wise. Sounder reasons include
                  competitive need and the opportunity for mutual growth. Organizations often pursue
                  diversification strategies when their original markets are saturated or declining
                  or
                  when evolving macro-environment conditions (e.g., new technology, changes in
                  consumer habits) are eroding market size and profitability. Or they may find
                  opportunities to leverage existing assets and capabilities in new ways.

               
               
               
               Diversification represents a significant investment and the
                  exposure of resources to a broader array of risks:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           New industry:
                           
                        It may be
                           difficult for leaders to assess an unfamiliar industry. Seek industry
                           expert opinions and analysis prior to internal investment in
                           capabilities, acquisitions, or formation of strategic alliances. 
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Overly optimistic:
                           
                        It is
                           critical that the opportunity’s potential is assessed accurately. A
                           third-party analysis of the market or a third-party audit of a potential
                           acquisition/partner can help address this risk.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Integration risks:
                           
                        If
                           integration is needed for the strategy’s success, the organization’s
                           ability to fold the acquisition into its structure and culture will
                           affect the success of the integration. Acknowledge differences in
                           cultures.
                        

                     
                     

                  
                  

               
               
               
               Organizations may pursue related or
                  unrelated diversification strategies or a hybrid of the two.

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Related:
                           
                        Focuses on
                           industries with value chain activities similar to the organization’s
                           own, called strategic fit. Similarities can be anywhere along the value
                           chain, from research and development through production to distribution.
                           Shared capabilities enable economies of scale. Strategic fit means that
                           sharing expertise or assets can have synergistic effects, assets can be
                           shared (lawnmowers and snowblowers on the same line for seasonality
                           offset), or brand identity can transfer to the new industry.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Unrelated:
                           
                        Acquiring
                           organizations with different value chain activities and/or different
                           types of resources is a form of corporate investment. Unrelated
                           diversification does not offer an opportunity for synergy.
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Assessing Diversification
                  Opportunities

               
               
               
               
                  
                  
                  Organizations should submit a potential
                     diversification strategy to three tests:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Industry attractiveness.
                              
                           Analysts
                              can use the five forces framework to assess the intensity of
                              competitive forces and market growth trends. The industry’s
                              environment can be scanned to identify potential threats and
                              opportunities.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Cost of entry.
                              
                           Will the
                              potential profit outweigh the investment? Barriers are generally
                              higher in attractive industries; when low, there are more
                              entrants.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Better-off test.
                              
                           The
                              “better-off” test assesses whether diversifying the organization
                              creates synergy. For example, a baby food manufacturer purchasing a
                              children’s apparel business would expect the returns of the new
                              diversified company to exceed those of the original two
                              businesses.
                           

                        
                        

                     
                     

                  
                  
                  
                  Exhibit 1-28 shows an industry attractiveness/competitive strength matrix
                     developed for General Electric by McKinsey and Company.

                  
                  
                  
                  
                     Exhibit 1-28: Industry Attractiveness/Competitive Strength Matrix[image: Matrix showing business unit competitive position versus industry attractiveness. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            Global Expansion

            
            
            
            
               
               
               An organization’s globalization strategy seeks to
                  achieve growth by expanding the geographical market for an organization’s products
                  outside the its current borders without changing its essential business focus. As
                  existing markets mature, organizations must either reinvent themselves and their
                  products/services, such as by lowering costs, or find ways to add customers.
                  Globalization strategies can provide those customers and cost savings.

               
               
               
               A global strategy may be attractive if:

               
               
               
               
                  
                  
                  	
                     
                     
                     It
                           gives access to new customers. For saturated demand in home market
                        (e.g., from imitators).

                     
                     

                  
                  
                  
                  	
                     
                     
                     It can
                           lower costs and improve competitive position. Competitive advantage
                        can come from a variety of sources:

                     
                     
                     
                     
                        
                        	
                           
                           
                           Increasing revenue with the
                              same production costs lowers unit costs and creates economies of
                              scale.

                           
                           

                        
                        
                        	
                           
                           
                           Larger operations have more
                              bargaining power with suppliers.

                           
                           

                        
                        
                        	
                           
                           
                           New locations can lower
                              transportation costs by shortening distances to raw materials or
                              customers.

                           
                           

                        
                        
                        	
                           
                           
                           Certain markets have less
                              expensive labor or access to specialized skills or new
                              technologies.

                           
                           

                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     It
                           mitigates home country negative conditions. Government regulations
                        or trade barriers may arise. Skilled workers may be scarce.

                     
                     

                  
                  

               
               
               
               A profit sanctuary is created when an
                  organization expands into a foreign market and enjoys a strong and protected
                  competitive position, which then supports competitive activities in the
                  organization’s domestic and foreign markets. A global organization with a profit
                  sanctuary can afford to compete more aggressively against its domestic rivals—for
                  example, by cutting prices and margins—because of the profits from outside the
                  domestic market. The domestic rivals are forced to respond but lack the same
                  resources.

               
               
               
               Fair trade agreements aim at protecting
                  markets from extreme competitive practices such as dumping. In dumping, an
                  organization sells its goods into a foreign market at prices well below normal or
                  well below its costs of production.

               
               
               

            
            
            
            
               
               
               International Strategies

               
               
               
               
                  
                  
                  An international strategy (competing in more than one
                     country) determines how the organization structures the relationship between the
                     headquarters or home country and the host countries.

                  
                  
                  
                  Three major types of international strategies are global,
                     transnational, and multidomestic. Exhibit 1-29 maps these orientations against two factors: global integration and
                     local responsiveness. Global integration is the degree to which a multinational
                     organization standardizes and integrates its activities. Local responsiveness is the
                     degree to which a multinational organization allows its foreign divisions to act
                     independently to meet local tastes.

                  
                  
                  
                  
                     Exhibit 1-29: International Strategy Orientations[image: Matrix showing different international business strategies based on the levels of global integration and standardization versus local responsiveness. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  Note that a global strategy is also called a multinational strategy, and a
                     multidomestic strategy is also called a multicountry strategy. The ASCM Supply Chain Dictionary defines these terms
                     as:

                  
                  
                  
                  
                     
                     Multinational strategy: A strategy to out-compete rivals
                           that focuses on opportunities to achieve cross-business and cross-country
                           coordination, thereby enabling economies of scope and an improved competitive
                           position with regard to reducing costs, cross-country subsidization, and so on. See:
                           global strategy.

                     
                     Multicountry strategy: A strategy in which each country
                           market is self-contained. Customers have unique product expectations that are
                           addressed by local production capabilities. Syn.: multidomestic
                           strategy.

                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Global/multinational:
                              
                           “Think
                              global, act global.” The organization is highly standardized, selling
                              the same products (with minor customizations), leveraging strong,
                              globally recognized brands, with centralized decision making, strategy,
                              marketing channels, and messages. Components may be made near raw
                              materials but assembled close to customers (local proximity). Benefits
                              include economies of scale, transferring capabilities across borders,
                              and geographic diversification (less disaster risk plus a capacity
                              cushion). Globally minded leaders, cultural sensitivity, and complex
                              management enable integration. There may be high transportation costs
                              and tariffs. The organization trades local market adaptation for global
                              brand strength.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Transnational:
                              
                           “Think
                              global, act local.” A transnational strategy aims at achieving some
                              degree of both standardization and local responsiveness. It may be
                              appropriate for an organization whose products and services will be more
                              competitive in local markets if they appeal to distinctively local needs
                              and the customization can be accomplished cost-effectively, such as by
                              postponement or assemble-to-order.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Multidomestic/multicountry:
                              
                           “Think
                              local, act local.”  The organization is highly decentralized. Divisions
                              operate independently. Products vary from one market to the next. The
                              organization is responsive to local conditions and needs. The products
                              are marketed using local competitive practices such as focusing on small
                              shops. This approach allows local businesses to act quickly on threats
                              and opportunities. It does not promote local-to-global innovation,
                              organizational learning, or competencies. It can’t use the increased
                              customer base for economies of scale or brand recognition.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Horizontal and Vertical Integration

            
            
            
            
               
               
               There are two basic directions for growth
                  within a market: horizontal and vertical. 

               
               
               
               The ASCM Supply
                     Chain Dictionary defines a horizontally
                     integrated firm as:

               
               
               
               
                  
                  An organization that seeks
                        to produce or sell a type of product in numerous markets. Horizontal integration
                        exists when an organization produces or sells similar products in various
                        geographical locations. Horizontal integration in marketing occurs more frequently
                        than horizontal integration in production. See: vertically integrated
                        firm.

                  

               
               
               
               It can be done by:

               
               
               
               
                  
                  
                  	
                     
                     
                     Developing new capabilities in-house. This involves significant time and
                        resources and creates a risk of being later to market than a competitor. 

                     
                     

                  
                  
                  
                  	
                     
                     
                     Acquiring another organization that aligns well with the business strategy.
                        This enables fast growth or fast new market access, but with integration
                        risk.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Outsourcing the capability. This is a fast, less resource-intensive way, but
                        it adds a supplier to its value chain. 

                     
                     

                  
                  

               
               
               
               This is in contrast to vertical integration. A
                  vertically integrated firm grows in terms of what it makes or what activities it
                  performs. Here are some related terms defined in the ASCM Supply Chain Dictionary: 

               
               
               
               
                  
                  Vertically integrated firm: “An organization with functions
                        that were previously performed by suppliers but are now done internally. See:
                        horizontally integrated firm.

                  
                  Vertical integration:
                     The degree to which a firm has
                        decided to directly produce multiple value-adding stages from raw material to the
                        sale of the product to the ultimate consumer. The more steps in the sequence, 
                        the greater the vertical integration. A manufacturer that decides to begin producing
                        parts,
                        components, and materials that it normally purchases is said to be backward
                        integrated. Likewise, a manufacturer that decides to take over distribution and
                        perhaps sale to the ultimate consumer is said to be forward integrated. See:
                        backward integration, forward integration.

                  

               
               
               
               Exhibit 1-30
                  shows the possibilities for horizontal and vertical integration in the automotive
                  industry. Company A makes luxury cars but wants to expand its products. It acquires
                  company B, which makes electric cars. Company A is now in a position to own a larger
                  share of the automotive market. Company A could decide to grow vertically within its
                  industry’s value chain by acquiring Company 1, which makes battery systems used in
                  electric cars. Or it could do both.

               
               
               
               
                  Exhibit 1-30: Horizontal and Vertical Integration[image: Diagram illustrating the concepts of horizontal and vertical integration. Car maker Company A is shown in the center, connected to car maker Company B (horizontal integration) and Component manufacturing Company 1 (vertical integration).]
               
               
               
               
               Vertical integration can provide more control
                  over the value chain and could lower costs. It has challenges, however:

               
               
               
               
                  
                  
                  	
                     
                     
                     It cannot be assumed that new
                        competencies will come naturally, easily, or quickly. If a baby food
                        producer buys organic farms, it needs entirely different technology, skill
                        sets, and knowledge.

                     
                     

                  
                  
                  
                  	
                     
                     
                     It increases investment in the
                        industry and exposure to changes or negative trends. If technology or
                        customer preferences change, the organization may lose the value of its
                        investment in the added capability.

                     
                     

                  
                  
                  
                  	
                     
                     
                     If the activity is not significant to
                        the organization’s operations, it is better to outsource. Buying a printing
                        company that makes the manufacturer’s labels can be cost-effective only if
                        labels are a significant cost.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Capacities may not match optimally.
                        For example, if the baby food manufacturer acquires its own farms, there is
                        a risk that the farms’ production will not meet or will exceed demand.

                     
                     

                  
                  

               
               
               
               As shown in Exhibit 1-31, organizations may have no
                  vertical integration (i.e., the supply chain partners remain independent businesses)
                  or they may integrate in either direction (forward or backward) in the value
                  chain.

               
               
               
               
                  Exhibit 1-31: Backward and Forward Integration[image: Diagram of supply chain stages—suppliers, processing, shipping, distribution, retail—showing four structures: no integration, backward integration to suppliers, forward integration to customers, and integration in both directions along the chain.]
               
               
               
               
               When an organization can produce raw materials,
                  parts, or services with at least the same efficiency, reliability, and quality as
                  suppliers, backward integration may make sense. It offers more control over the
                  cost, timing, and quality of supplies—a valuable competitive advantage when there
                  are few suppliers and they exert power over their customers. However, it does
                  represent significant investment in an activity that is not one of the
                  organization’s core competencies.

               
               
               
               For some organizations, forward integration
                  provides an opportunity to gain more control over the distribution and sale of their
                  products or services. When an organization depends on the goodwill of its
                  distribution channel partners, it must be careful in its use of forward integration.
                  It can create ill will and drive distributors away.

               
               
               

            
            
            
            
               
               
               Mergers and Acquisitions

               
               
               
               
                  
                  
                  A merger is defined in the ASCM Supply Chain Dictionary as: “The acquisition of the assets and liabilities of
                        one company by another.” In a merger, a new entity is formed; in an acquisition, one entity absorbs
                     another.

                  
                  
                  
                  Analyzing potential mergers and acquisitions
                     is complex. Here are objectives that may be satisfied by a merger or
                     acquisition:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Creating cost efficiencies

                        
                        

                     
                     
                     
                     	
                        
                        
                        Expanding geographical coverage

                        
                        

                     
                     
                     
                     	
                        
                        
                        Extending product offerings

                        
                        

                     
                     
                     
                     	
                        
                        
                        Gaining access to technology,
                           resources, or capabilities

                        
                        

                     
                     
                     
                     	
                        
                        
                        Supporting the organization’s ability
                           to adapt to the evolution of its industry

                        
                        

                     
                     

                  
                  
                  
                  There are major obstacles to a successful
                     merger or acquisition strategy:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        There may be insufficient due diligence into the
                           transaction. An acquired business may, for example, have more dated
                           technology and assets than the purchaser realized. Capabilities may be
                           overstated. It may have legal liabilities.

                        
                        

                     
                     
                     
                     	
                        
                        
                        There may be an organizational culture mismatch from
                           leaders downward. A workforce used to more decision-making authority and
                           fewer rules will not adapt smoothly to a regimented organization.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Outsourcing for Horizontal Integration

               
               
               
               
                  
                  
                  
                     Outsourcing and
                     subcontracting are potential methods of horizontal integration that serve as
                     alternatives to acquisitions. Outsourcing makes sense when activities can be
                     performed better, more cheaply, or more quickly by a supplier. The ASCM Supply Chain Dictionary defines these terms
                     as follows:

                  
                  
                  
                  
                     
                     Outsourcing: 
                        The process of having suppliers provide goods and services that were previously provided
                           internally. Outsourcing involves substitution—the replacement of internal capacity
                           and production by that of the supplier. See: offshore, subcontracting. Ant.: insourcing.

                     
                     Subcontracting: Sending production work outside to another
                           manufacturer. See: outsourcing.

                     

                  
                  
                  
                  Outsourcing adds activities to an
                     organization’s value chain system but with fewer risks than ownership. There may be
                     less dilution to its core competencies or economies of scale. Integration
                     alternatives to owning include various levels of partnerships with organizations,
                     such as strategic alliances, joint ventures, and so on. 

                  
                  
                  
                  For example, the baby foods manufacturer may
                     decide that it makes more sense to hire marketing and product design capabilities
                     from an outside agency. Perhaps its in-house function does not produce the same
                     quality of design and cannot produce marketing materials as efficiently and
                     cost-effectively as an outside agency. It therefore outsources this activity, which
                     becomes an additional link in its supply chain.

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Section C: Developing and Managing Strategy at Various
            Levels

         
         
         
         
            
            
            
               After completing
                  this section, students will be able to
               

            
            
            
            
               
               
               	
                  
                  
                  Understand and utilize the organization’s order qualifiers
                     and order winners

                  
                  

               
               
               
               	
                  
                  
                  Understand product and service differentiation through the
                     five generic business strategies: low-cost provider, differentiation,
                     focused low-cost provider, focused differentiation, and best-cost
                     provider

                  
                  

               
               
               
               	
                  
                  
                  Understand the concept of a blue ocean strategy

                  
                  

               
               
               
               	
                  
                  
                  For each strategy,
                     explain

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        How it
                           affects the organization’s activities

                        
                        

                     
                     
                     
                     	
                        
                        
                        Under what
                           market conditions it may be effective

                        
                        

                     
                     
                     
                     	
                        
                        
                        What risks
                           the organization should be prepared to face

                        
                        

                     
                     

                  
                  

               
               
               
               	
                  
                  
                  Understand make-buy analysis to
                     assess costs, capacity availability, quality, inventory levels, risk, and
                     other considerations

                  
                  

               
               
               
               	
                  
                  
                  Describe the impact of locating
                     resources on capacity planning

                  
                  

               
               
               
               	
                  
                  
                  Characterize the relative advantages
                     and disadvantages of different approaches to planning the number and size of
                     operations sites

                  
                  

               
               
               
               	
                  
                  
                  Describe factors to consider in
                     developing a global facilities strategy

                  
                  

               
               
               
               	
                  
                  
                  Describe how organizations can enter
                     foreign markets.

                  
                  

               
               
               
               	
                  
                  
                  Implement a feedback loop that helps
                     show the degree of success of the strategy and how to correct course as
                     needed

                  
                  

               
               
               
               	
                  
                  
                  Understand the concepts of a framework
                     that develops an agile network structure to identify and quickly implement
                     big opportunities while allowing the existing structure to execute the
                     current strategy.

                  
                  

               
               

            
            
            
            At this point, the organizational strategy is determined. Here we
               examine how the strategy needs to create products and services that are at least
               order qualifiers but are hopefully order winners. Since each organization’s strategy
               will be unique to its environment and its internal capabilities and strengths, the
               best way to describe strategy is by referring to a set of generic organizational
               strategies. Most strategies will fit into one of these categories. A way to create
               a
               new industry niche is also covered, a blue ocean strategy. We also discuss locating
               capacity and expanding facilities globally.

            
            
            
            Once a strategy has been determined, it is of no use unless it is
               enacted in a timely manner. Executing and monitoring strategy is a process of
               marshaling the organization’s resources using policy, process, and resource
               management.

            
            
            
            Last, we provide an overview of the change methodologies of John
               Kotter, who has written many books including Change and Accelerate. These change management concepts are
               presented to address how to generate strategic change in an organization. 

            
            

         
         
         
         
   
      
         
         
         
         Order
            Qualifiers and Winners

         
         
         
         
            
            
            Order qualifiers and
               order winners drive strategy. These and the location of the push/pull
               frontier drive the choice of manufacturing environments. Organizations
               can use product profiling and product life cycle analyses to develop
               a strategy for what products and services to offer to increase the
               chance of having order qualifiers and winners.

            
            
            

         
         
         
         
         
            
            
            Qualifiers
               and Winners

            
            
            
            
               
               
               The organization’s (or business unit’s) business
                     strategy is defined by the ASCM Supply
                     Chain Dictionary as: “A plan for choosing how to compete. Business strategies can be classified into four
                     general categories: (1) least cost, (2) differentiation, (3) focus, and (4) best cost.” Since successful competition should result in high demand for the organization’s
                  products and services, the next logical question is how to create and sustain this
                  demand. Satisfying customer expectations is a logical way to create demand. However,
                  customer expectations seem to be ever-increasing. Two terms from marketing can help
                  explain this phenomenon.

               
               
               
               Minimum
                  customer expectations for lead times or other specifics are called order
                     qualifiers, defined in the ASCM Supply Chain Dictionary as:

               
               
               
               
                  
                  
                     A competitive characteristic that a firm must exhibit to be a viable competitor in
                        the marketplace. For example, a firm may seek to compete on characteristics other
                        than price, but in order to qualify to compete, its costs and the related price must
                        be within a certain range to be considered by its customers. Syn.: qualifiers. See:
                        order loser, order winner.
                     

                  

               
               
               
               A good example of
                  an order qualifier that applies to almost any product is a certain minimum
                  level of quality. Organizations unable to meet minimum requirements
                  such as these will not be considered further. (Failure to meet minimum
                  requirements or unwanted features are sometimes called order disqualifiers.)
                  For example, a manufacturer of heart valves must demonstrate quality
                  first. Without quality, patients’ lives are endangered and the manufacturer
                  and health-care providers are liable to legal penalties. For a food
                  service supplier, dependability may be a qualifier—the ability to
                  deliver products to customers when promised. Without this, the businesses of
                  the supplier’s customers would be damaged.

               
               
               
               Organizations use knowledge
                  of their order qualifiers to develop strategies they hope will provide
                  these minimum requirements in some areas while differentiating them from
                  the competition in other areas to provide a competitive advantage.
                  If the customer’s criteria for selection align better with the qualities
                  offered by a product and its related services than with those offered
                  by the alternatives, then the product becomes an order winner.

               
               
               
               Order winners convey value beyond these basic
                  expectations. An order winner is defined in the ASCM Supply Chain Dictionary as:

               
               
               
               
                  
                  
                     A competitive characteristic that causes a firm’s customers to choose that firm’s
                        goods and services over those of its competitors. Order winners can be considered
                        to be competitive advantages for the firm. Order winners usually focus on one (rarely
                        more than two) of the following strategic initiatives: price or cost, quality, delivery
                        speed, delivery reliability, product design, flexibility, aftermarket service, and
                        image. See: order loser, order qualifier.
                     

                  

               
               
               
               Order winners can be
                  a unique capability or quality no competitor has or a combination
                  of price, product features, quality, and related services that customers will
                  see as a superior value. That is, the perception of value is not
                  just on price but on perceived purchasing power for the given price.

               
               
               
               Over time, as competitors
                  update their offerings and new innovations enter the market, order
                  winners tend to become order qualifiers and new order winners need to
                  be devised, which could be additional or improved services, products,
                  or product features or new marketing strategies such as lower prices.

               
               

            
            
            
            
               
               
               Order Winners and the Push/Pull Frontier

               
               
               
               
                  
                  
                  Order winners and qualifiers plus the
                     location of the push/pull frontier are two of the strongest determinants
                     of the type of manufacturing environment (or service environment)
                     an organization will need to have. Exhibit 1-32 shows
                     an example of where the push/pull frontier could be located. The
                     push-pull frontier is the point in the supply chain where forecasting
                     and planning are taken over by actual customer orders. In the exhibit
                     example, this point is located at the first-tier suppliers, but
                     the point could instead be all the way down to the retailers for
                     a primarily forecast-driven supply chain or even further upstream.
                     If the frontier is at the manufacturer, the point could be fine-tuned
                     to a specific stage of the manufacturing process.

                  
                  
                  
                  
                     Exhibit 1-32: Push-Pull Frontier Location Example[image: Supply chain from suppliers’ suppliers to customers, showing forecast-driven push from upstream to a push–pull frontier between suppliers and manufacturers, and demand-driven pull from customers back to that frontier.]
                  
                  
                  
                  
                  For
                     example, the shipbuilder’s order winners will be related to meeting
                     exact customer specifications, so it will use ETO, and the push/pull
                     frontier will be far back with suppliers. The motorcycle manufacturer’s
                     order winners may include cost and flexibility, so the manufacturer
                     may use ATO to produce motorcycles from a range of modular options
                     while controlling cost in part by not generating excess inventory.
                     The push/pull frontier will be at the modular options level at the
                     manufacturer. (Other ATO products might locate the frontier at the
                     distributor if they can do assembly.)

                  
                  

               
               

            
            

         
         
         
         
            
            
            Product Profiling
               and the Product Life Cycle

            
            
            
            
               
               
               Product profiling can be used to examine the degree of
                  alignment between the needs of a company’s markets and the characteristics of its
                  existing manufacturing process and infrastructure investments. Product
                     profiling is defined in the ASCM Supply
                     Chain Dictionary as:

               
               
               
               
                  
                  
                     1) A graphical device used to ascertain
                        the level of fit between a manufacturing process and the order-winning criteria of
                        its products. It can be used at the process or company level to compare the
                        manufacturing capabilities with the market requirements to determine areas of
                        mismatch and identify steps needed for realignment. 2) Removing material around a
                        predetermined boundary by means of numerically controlled machining. The numerically
                        controlled tool path is automatically generated on the system.
                     

                  

               
               
               
               Recall
                  that the product life cycle has introduction, growth, maturity,
                  and decline phases. Different life cycle phases will impact what
                  types of customers are interested in the organization’s products
                  and services and therefore influence order qualifiers and order
                  winners:

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Introduction.
                           
                        Customers who
                           purchase newly introduced products tend to be innovators. Order
                           qualifier competitive characteristics at this point include quality and
                           flexibility. Quality is required to win loyalty. Flexibility in this
                           case refers to whether the organization can make a flexible range of
                           products so that the customer’s particular product and service
                           specifications are likely to be met. Order winners will be related to
                           the degree to which the customer’s product and service specifications
                           are actually met, so they will likely be related to product/service
                           design or brand image.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Growth.
                           
                        Customers who
                           buy during the early part of the growth phase of a product or service
                           are called early adopters. As growth continues, competitors start to
                           appear and the range of customers will broaden. Order qualifiers include
                           cost (e.g., competitive price) and flexibility. Flexibility here relates
                           both to a flexible range of products (variety or mix) and to an ability
                           to scale upward with the growth curve (volume). Order winners tend to
                           relate to dependability of supply, especially after enough competitors
                           join the market, because the product needs to be available online/at a
                           desired location and/or available within the desired lead time (or speed
                           of delivery). This can be a challenge if the growth rate is steep, so
                           the competitor that can do this best tends to win more orders.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Maturity.
                           
                        Customers who
                           buy during maturity represent the majority of a product’s market, and so
                           other forms of customer segmentation will need to be analyzed. Because a
                           number of competitors likely exist at this point, order qualifiers tend
                           to include quality and flexibility (range of products). Order winners
                           could be based on cost (price and quality relative to competitors),
                           dependability (e.g., a B2B customer needs a dependable supply), or
                           after-market service.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Decline.
                           
                        Customers who
                           buy in decline could be buying replacements as prior purchases wear out,
                           or they could be late adopters. Order qualifiers will be based on
                           dependability. Order winners may be based on cost such as in a
                           discounting situation. (An exception is a product with a small but loyal
                           following willing to pay a premium for the product even if a newer
                           version exists.)
                        

                     
                     

                  
                  

               
               
               
               Given a set of criteria
                  for order qualifiers and winners, the organization then sets its strategy
                  to ensure that it is most capable in the required areas.

               
               

            
            

         
         
   
      
         
         
         
         Generic
            Strategies

         
         
         
         
            
            
            Michael Porter developed four generic strategies. The
               focus strategy can be applied in two different ways, so this results in five generic
               strategies. At the end, the blue ocean strategy developed by Kim and Mauborgne is
               also addressed.

            
            

         
         
         
         
         
            
            
            Five Generic
               Strategies

            
            
            
            
               
               
               In Competitive Strategy, Michael
                  Porter introduced three generic competitive strategies. He later
                  added a hybrid called best-cost provider:

               
               
               
               
                  
                  
                  	
                     
                     
                     Cost leadership or low-cost provider. A
                        low-cost provider strategy proposes competing with rivals by offering
                        equal value but at a lower price.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Differentiation. A
                        differentiation strategy aims at competing by providing more value
                        to customers by offering distinctive features or capabilities.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Focus. An organization narrows
                        its market and focuses on a particular segment. It then applies
                        a low-cost or differentiation focus to competing in that segment.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Best-cost provider. This involves
                        giving customers exactly the value they want. Value is created by
                        delivering the functionality at the lowest possible price.

                     
                     

                  
                  

               
               
               
               Exhibit 1-33 illustrates
                  these generic competitive strategies. Note that there are five of them
                  because of the two different ways focus can be applied.

               
               
               
               
                  Exhibit 1-33: Generic Business Strategies[image: Matrix of competitive advantage showing cost focus vs differentiation focus and broad vs niche focus. Strategies: low-cost provider, differentiation, best-cost provider, focused low cost, and focused differentiation.]
               
               
               
               
               It is possible for
                  separate business units in a corporation to pursue different strategies,
                  especially given horizontal integration (e.g., acquisitions and
                  mergers). For example, a manufacturer selling rugged facility maintenance
                  equipment (e.g., mowers, snowblowers) may have acquired a low-cost
                  provider of similar equipment. This allows the holding company to
                  compete at low cost and differentiation.

               
               
               
               Porter stated, however,
                  that it is very challenging for one business unit to implement multiple
                  strategies simultaneously. The brand identity will be difficult
                  to overcome. Multiple marketing messages will confuse customers;
                  different production and marketing goals will confuse employees.
                  The organization will have also developed a culture and skills that
                  were intended to support a certain identity.

               
               
               
               Selection of a business
                  strategy determines the operations strategy and requires shaping
                  operations’ performance objectives or competitive priorities (speed, dependability,
                  flexibility, quality, and cost) to support the strategy.

               
               
               
               For example:

               
               
               
               
                  
                  
                  	
                     
                     
                     An organization
                        using a low-cost provider strategy will focus intensely on performance
                        objectives having to do with costs.

                     
                     

                  
                  
                  
                  	
                     
                     
                     A
                        provider of high-priced but innovative software (differentiation
                        strategy) may focus on flexibility—ability to translate emerging
                        market needs into new products.

                     
                     

                  
                  
                  
                  	
                     
                     
                     An organization with a quality and customer service
                        differentiation strategy may emphasize the ability to respond quickly to
                        customer requirements by incorporating customer needs in design, many
                        quality steps, plus quality training and tying rewards to quality.

                     
                     

                  
                  

               
               
               
               Choosing a strategy
                  involves tradeoffs. Porter offered the example of a full-service airline
                  that decided it could offer traditional amenities and the low costs
                  of a no-frills competitor. It couldn’t.

               
               
               

            
            

         
         
         
         
            
            
            Case Study
               Strategy Examples

            
            
            
            
               
               
               The case study
                  organizations are revisited here to illustrate how the generic strategies can
                  be applied.

               
               

            
            
            
            
               
               
               Fast Fashion Retailer Strategy

               
               
               
               
                  
                  
                  The
                     fast fashion retailer’s customers have historically skewed toward
                     the young female demographic. These customers have smaller budgets
                     but spend a larger portion of their budgets on clothing. They are
                     keenly aware of fashion trends and rarely wear a piece of clothing
                     for more than one season. To appeal to these customers, the organization
                     aims at keeping prices low and rotating stock almost twice as quickly
                     as more expensive clothing stores.

                  
                  
                  
                  The organization’s senior management is
                     considering two strategic actions. First, they would add in-store
                     fashion consultants. Second, they would add an infant and children’s
                     clothing section in selected stores.

                  
                  
                  
                  Consider how you might answer the following questions before reviewing the
                     sample answer.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What generic
                              business strategy is the fast fashion retailer currently pursuing?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The fast
                              fashion retailer is focusing on a niche including fashion-conscious,
                              budget-minded younger women. This is a focused low-cost provider
                              strategy. A broad low-cost strategy would market to a wider range of
                              ages and clothing interests.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What
                              priorities does this strategy imply for the organization’s
                              operations?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Possible
                              effects on operations include: Greater need for close collaboration with
                              and control over suppliers, inventory control, purchasing and stocking
                              efficiency, and control over costs of operating stores.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Are the
                              actions management is considering consistent with this strategy?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Implementing
                              in-store fashion consultants would increase costs and possibly change
                              the target audience to one that expects more services. It may be hard to
                              attract these new shoppers given the organization’s brand, and
                              management will have to prove that this action is profitable. As for the
                              idea to offer infant and children’s clothing, while some young women
                              will have children, this is a slightly older demographic and may confuse
                              the marketing message.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Hotel Group Strategy

               
               
               
               
                  
                  
                  The hotel group is a portfolio of hotel
                     brands. There is a flagship brand of luxury resorts, a chain of hotels for business
                     travelers, a brand that serves budget vacationers, and so on. Although brands have
                     their own identities, they are all clearly identified as being part of the hotel
                     group family. For each brand, headquarters has created a standards manual. All
                     hotels are visited regularly by headquarters auditors to check on compliance with
                     these high standards.

                  
                  
                  
                  The hotel group has been distinctive for its reliance on
                     owning its own properties. One option for reinvigorating its revenue growth is to
                     franchise hotels in new and existing markets. This would generate revenue without
                     requiring heavy capital investment. Consider how you might answer the following
                     questions before reviewing the sample answer.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What generic
                              business strategy is the hotel group currently pursuing?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The hotel
                              group is pursuing a focused differentiation strategy. All of its
                              businesses are in the same market, but each brand targets a particular
                              type of hotel guest.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What
                              priorities does this strategy imply for the organization’s
                              operations?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Possible
                              effects on operations include: Coordinated purchasing to leverage
                              combined brand power with suppliers, strong need for experienced
                              managers and continuous training, effective communication of
                              expectations to all employees, and need for employee motivation and
                              empowerment leadership and programs.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Are the
                              actions management is considering consistent with this strategy?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Franchising
                              could be implemented in this strategy, but it will require very careful
                              assessment of prospective franchisees, training, and monitoring. A lapse
                              in standards by franchisees could damage the brand.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Commercial Door Manufacturer Strategy

               
               
               
               
                  
                  
                  The commercial door manufacturer has a number
                     of competitors, some low-cost and some who, like our case study organization,
                     provide quality products that are responsive to changing customer requirements. Our
                     door manufacturer also invests regularly in research and development to create
                     innovative features. Competitors are starting to offer some of these features
                     too.

                  
                  
                  
                  The manufacturer’s new strategy is to aggressively reduce lead times quoted to
                     customers. Part of this effort includes building a second manufacturing location so
                     average transportation times and costs can be significantly reduced. In addition,
                     while their primary business is make-to-order, the manufacturer has been working
                     with a wholesaler whose customers are commercial manufacturing contractors to
                     identify a small number of door models that the wholesaler would stock on
                     consignment. These would be make-to-stock items to further increase availability of
                     their products.

                  
                  
                  
                  Consider how you might answer the following questions before
                     reading the sample answers.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What generic
                              business strategy is the commercial door manufacturer currently
                              pursuing?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The
                              commercial door manufacturer appears to be a differentiation provider in
                              its market, but it has had to add a new point of differentiation since
                              some of its order winner qualities have become order qualifiers.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What
                              priorities does this strategy imply for the organization’s
                              operations?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Possible
                              effects on operations include: Effective management of new MTS inventory
                              levels and products stocked, importance of workforce’s acceptance of and
                              involvement in quality so that manufacturing lead times can continually
                              improve, and flexibility of capacity to respond to the need to balance
                              custom order demand with MTS demand.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Are the
                              actions management is considering consistent with this strategy?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The main
                              challenge of differentiation is the rise in assets on the balance sheet.
                              Capital costs will increase with the new facility, and consignment sales
                              raise inventory costs for MTS products. More assets require higher
                              liabilities or owner investment, so sales revenue must increase to meet
                              a higher break-even point. To reduce assets, the organization could sell
                              MTS doors directly to wholesalers instead of consigning. Profit margins
                              could also grow if customers pay more for faster lead times. Total costs
                              may fall from producing in standard batches, bulk shipping, and shorter
                              shipping distances from the new facility, which may offset higher
                              inventory carrying costs.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Motorcycle Manufacturer Strategy

               
               
               
               
                  
                  
                  The motorcycle manufacturer is the leading
                     seller of motorcycles in its country. It has two foreign competitors and a local
                     one. The foreign companies have opened small dealerships in the country’s affluent
                     areas. They are international brands that charge premium prices. The local
                     competitor produces cheap products with a poor reputation for dependability. The
                     organization has succeeded by doing what it does best: keeping costs down,
                     cultivating strong relationships with dealers in good times and bad, and selling
                     long-lasting products at affordable prices.

                  
                  
                  
                  The motorcycle manufacturer
                     is now considering going international. It is analyzing opportunities
                     in a nearby country that has low labor costs. At present, this country has
                     several competitors, all offering products at a lower price than
                     the case study motorcycle manufacturer’s average prices. There are
                     no high-end competitors.

                  
                  
                  
                  Consider how you might answer the following questions before reading the
                     sample answers.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What generic
                              business strategy is the motorcycle manufacturer currently
                              pursuing?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The
                              motorcycle manufacturer appears to be a best-cost provider in its
                              market, balancing cost and performance in its products to provide top
                              value in the price range.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What
                              priorities does this strategy imply for the organization’s
                              operations?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Possible
                              effects on operations include: Effective management of cost of supplies
                              and inventory levels, importance of workforce’s acceptance of and
                              involvement in quality practices, and flexibility of capacity to respond
                              to changes in demand.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Are the
                              actions management is considering consistent with this strategy?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The main
                              challenge with the expansion scheme is that, because there are no
                              high-end motorcycle brands in this market yet, the organization may be
                              entering as a higher-cost competitor in a market that is not used to
                              paying for quality and dependability. It may need to be careful about
                              the products it initially offers in this market, emphasizing lower price
                              for a slightly better product.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Shipbuilder Strategy

               
               
               
               
                  
                  
                  The shipbuilder’s industry is fairly
                     specialized and resource-intensive. There are not many competitors, but, even among
                     this small group, the organization has built a reputation for delivering vessels
                     that perform above client expectations. It specializes in applying the latest
                     technology in designing and operating the ships it builds. It works closely with
                     future vessel owners to assess their needs and design systems that provide high
                     functionality, redundancy and reliability, and relative ease of use. Clients have
                     developed a high degree of confidence in the organization’s design teams. Clients
                     are frequently taken on inspection tours of their vessels during construction. These
                     ships represent enormous investment, and working with a trusted shipbuilder is
                     considered a way of minimizing investment risk.

                  
                  
                  
                  The shipbuilder
                     is trying to find new ventures that will make use of its strong capabilities
                     and deliver additional short-cycle revenue streams but without distracting
                     the organization from its primary business. They are presently in
                     talks to acquire a small but prestigious luxury yacht builder.

                  
                  
                  
                  Consider how you might answer the following questions before reading the
                     sample answers.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What generic
                              business strategy is the shipbuilder currently pursuing?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The
                              shipbuilder’s corporate strategy appears to be one of differentiation
                              based on technology, quality, and customer service. They are attempting
                              to grow in scope horizontally through acquisition. This new division
                              would have a focused differentiation strategy, focusing on a particular
                              niche within the shipbuilding industry.
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           What
                              priorities does this strategy imply for the organization’s
                              operations?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Possible
                              effects on operations include: Continuous investment in technology and
                              workforce knowledge and expertise, flexibility in processes to
                              accommodate stakeholders, and high levels of project management, quality
                              control, and change management (Small changes can have a big impact on a
                              project’s profitability and performance.)
                           

                        
                        

                     
                     

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Are the
                              actions management is considering consistent with this strategy?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The main
                              challenge with an acquisition is to maintain the advantages the
                              organization was seeking. In this case, to be successful in this market
                              niche, the shipbuilder’s management must learn more about this new group
                              of customers, retain key management figures in the acquired company, and
                              educate its new employees about the organization’s values, processes,
                              and technology. It must also monitor the situation closely to ensure
                              that the new business increases utilization of capacity without
                              interfering with the capacity needs of the existing lines of
                              business.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Low-Cost Provider
               Strategy

            
            
            
            
               
               
               Organizations using a
                  low-cost provider strategy offer value based on lower or lowest price
                  compared to competitors’ prices. This works when this market’s customer segments
                  are price-sensitive for this product or service.

               
               
               
               Organizations can use the low-cost provider strategy to
                  create competitive advantage in different ways. They can strive for the largest
                  market share by offering lowest price and focusing on profit gained through volume.
                  Or they can offer a lower price relative to the market and accept a smaller market
                  share but have a larger profit margin than the lowest-price competitors.

               
               
               
               Price advantage can be created through product or service
                  design. For example, an equipment manufacturer may sell low-cost chain saws that
                  will not last long. Or an architectural firm may offer only a certain number of
                  preconfigured designs. However, at a certain point, customers and consumers see the
                  product or service as not providing enough value for even a low price.

               
               
               
               Another ingredient
                  to low-cost advantage is to focus on the cost of production. This involves
                  eliminating unnecessary costs and achieving top efficiencies.

               
               
               
               In a low-cost provider
                  strategy, an organization commits to analyzing cost drivers (things
                  that influence the quantity of work and activity costs) and how
                  costs interact. Can increasing costs in one area (e.g., technology)
                  be more than offset by cost savings in another driver (e.g., labor)?
                  Note that this involves total costs, so low-cost materials with
                  increased scrap and rework costs may not be low-cost at all. Here
                  are other examples:

               
               
               
               
                  
                  
                  	
                     
                     
                     Capture economies
                        of scale.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Omit
                        needless processes.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Focus
                        intensely on continuous improvement and waste elimination.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Fully
                        utilize capacity but avoid producing excess inventory.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Lean the supply chain by outsourcing inefficient parts and
                        eliminating partners that cost more than the value they add.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Negotiate
                        for best prices and automate procurement administration.

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Risks Associated with Being a Low-Cost
                  Provider

               
               
               
               
                  
                  
                  Organizations
                     implementing the low-cost provider strategy must be cautious about protecting
                     their profit margin. It is common for low-cost competitors to become engaged
                     in a price war with rivals that gradually erodes all profit. Another vulnerability
                     of this strategy is that it is easily imitated.

                  
                  
                  
                  Low-cost providers may be surprised by a sudden shift in
                     customer preferences. A competitor may enter the market with a more expensive but
                     attractive product, and customers may not be as price-sensitive as they were before.
                     Or a competitor can learn how to cut costs in a way that is difficult to
                     imitate.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Differentiation
               Strategy

            
            
            
            
               
               
               A differentiation business strategy seeks
                  to create and communicate to customers/consumers distinctive features and benefits
                  that competitors do not offer. This enables the organization to charge a premium and
                  receive a profit margin to sustain future differentiation. It also creates a brand
                  identity that spurs additional sales with less marketing. Unlike a low-cost provider
                  strategy, the basis of the competition is more sustainable, as long as the cost of
                  creating the differential can be included in the price people are willing to
                  pay.

               
               
               
               In the B2B (business-to-business)
                  marketplace, a manufacturer of office communication systems may
                  differentiate itself by understanding what product and service characteristics
                  are most important to its customers. For example, a customer may
                  value staff training options and live support.

               
               
               
               Organizations may
                  differentiate themselves by type of product or service (broad or narrow
                  in focus). A supplier of materials or logistics may distinguish
                  its business by offering the ability to integrate with the customer’s
                  enterprise resource planning system or to perform global shipping.
                  One company selling sound editing software and equipment may focus
                  on professional recording studios, while another may focus on amateur
                  home recording.

               
               
               

            
            
            
            
               
               
               Conditions Favoring Differentiation

               
               
               
               
                  
                  
                  A differentiation
                     strategy is more effective under certain market conditions:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Buyers have diverse needs and preferences. An accounting firm can
                           charge higher fees to clients with larger tax liabilities and complicated
                           assets, while those with simpler needs can be offered an online service at a
                           low price. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        The product or service can be meaningfully differentiated. For
                           example, in the market for car repair, the process of changing oil is a
                           commodity. But car dealership repair centers can get customers at higher
                           prices because the customer knows the job will be done correctly using
                           original parts. If those advantages are meaningful to a large enough
                           segment, the strategy works. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Technology in the industry frequently changes. Innovators will be
                           able to charge premium prices to customers who want or need to stay ahead of
                           the technology curve. For example, call centers may need customer
                           relationship management capabilities. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Few competitors are trying this approach. There is
                           less direct competition.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Creating Differentiation

               
               
               
               
                  
                  
                  Differentiation strategies work by focusing on specific
                     market audience interests or needs, called value drivers. The ASCM Supply Chain Dictionary defines a value-driven enterprise as: “An organization that is designed
                        and managed to add utility from the viewpoint of the customer in the transformation
                        of raw materials into a finished good or service.”

                  
                  
                  
                  The organization must align its internal value chain
                     activities—its competencies and capabilities—with the targeted needs to create
                     competitive edge. An organization could use its superior customer service
                     competencies and culture to create service differentiation by appealing to customers
                     who need extra or prompt support for costly or complex products. Or an organization
                     could invest in developing its marketing competencies to identify consumer
                     preferences and value perceptions.

                  
                  
                  
                  Organizations can also use their supply chains to create
                     differences. For example, retailers might want shipments on certain days or at
                     certain times of day. They may benefit from help moving stock onto shelves or
                     building merchandising displays. A commercial builder may collaborate with interior
                     designers and building systems engineers to deliver projects faster than other
                     firms.

                  
                  

               
               

            
            
            
            
               
               
               Risks of a Differentiation Strategy

               
               
               
               
                  
                  
                  A differentiation strategy works best when it is
                     difficult or expensive to copy. This often means a significant investment in
                     research and development. However, a sudden change in customer needs or desires or
                     technology can negate the value of that investment. For example, inexpensive
                     software drew much of the audience away from walk-in tax preparation offices.

                  
                  
                  
                  A differentiation
                     strategy can fail when the market does not agree that the value
                     of the differentiation merits the premium price. This may be because
                     the organization misread the market’s interest or set too high a
                     price.

                  
                  
                  
                  A gap between customer perceptions of value and the
                     organization’s price often develops when organizations trying to sustain
                     differentiation regularly add refinements and modifications. Some changes add little
                     value but add cost.

                  
                  
                  
                  The differentiating organization must constantly
                     align its activities and offerings with market desires, needs, and
                     reactions. It must also analyze the financial impact of the strategy,
                     or the strategy will not achieve its profit objective.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Focus Strategies

            
            
            
            
               
               
               Focus strategies apply the generic low-cost
                  provider and differentiation strategies in niche areas of the market or industry.
                  Customers have narrowly defined needs. An organization using this strategy is
                  competing only against rivals in that customer segment. The market may be smaller,
                  but the goal is to capture more of it.

               
               
               
               A focused low-cost provider strategy could be illustrated
                  by a gyro chain that focuses on those customers who are more interested in the price
                  of the meal than they are in the quality of the food or the attractiveness of the
                  surroundings. The focus is on customers who want a specialty food and are
                  cost-conscious.

               
               
               
               A focused differentiation
                  strategy could be illustrated by a cruise ship business that offers
                  family-friendly cruises. The ships and their activities are designed
                  to include activities for parents and children.

               
               
               

            
            
            
            
               
               
               Conditions That Favor a Focus Strategy

               
               
               
               
                  
                  
                  Focus strategies are used when a market niche exists that
                     is large enough to generate sufficient sales and profit. A focus strategy is
                     attractive if large competitors have decided not to compete in this segment and if
                     the difficulty or expense of imitating the organization’s advantage discourages
                     future entrants.

                  
                  
                  
                  A focus strategy is a good way to enter a market. It
                     allows the entrant time to acquire a deeper
                     understanding of the customers and their future
                     rivals and to build a brand.

                  
                  

               
               

            
            
            
            
               
               
               Risks of Focus Strategies

               
               
               
               
                  
                  
                  A focus strategy
                     is liable to the same risks as broad strategies. The small market segment
                     may become even smaller. Customers’ tastes may change, or customers
                     may be satisfied with an entirely different solution. Competitors
                     may enter an uncrowded segment.

                  
                  
                  
                  Imitation of the focus strategy is a particularly
                     dangerous risk when the imitator has extensive resources. For example,
                     food processors selling organic products to consumers had little
                     competition at first. These companies may have differentiated their
                     products in such a way that they avoided direct confrontation even
                     within the market niche (e.g., organic soups, organic children’s
                     foods). With growing consumer interest, however, new organic divisions
                     of large companies now exist.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Best-Cost Provider
               Strategy

            
            
            
            
               
               
               The best-cost provider strategy is a value
                  strategy. It aims at providing desirable features at a cost that customers/consumers
                  view as attractive. It is a “relatively” low-cost solution—relative to the cost of
                  less-acceptable solutions of competitors.

               
               
               
               This tends to result
                  in products and services that are seen as “mid-range” in the market:
                  cheap but not poorly made clothing, affordable tools that perform
                  adequately. While Walmart is a low-cost provider, Target is a best-cost
                  provider.

               
               
               
               This strategy requires
                  that an organization have the competencies to create a stronger product
                  or service but more efficiently. In this way, the organization can
                  compete at a lower price and still enjoy an acceptable level of
                  profit.

               
               

            
            
            
            
               
               
               Conditions That Favor a Best-Cost Provider
                  Strategy

               
               
               
               
                  
                  
                  The best-cost provider strategy appeals to value-minded
                     customers and consumers. They are suspicious about the quality of low-cost products
                     and services and about the usefulness of differentiators’ features. Declining
                     quality at lower price tiers and rapidly escalating prices at the high end may
                     create more of these mid-range shoppers. This type of strategy may be more effective
                     during periods of economic recession.

                  
                  

               
               

            
            
            
            
               
               
               Risks of Best-Cost Provider Strategies

               
               
               
               
                  
                  
                  The vulnerability of the best-cost provider strategy is
                     competitive attacks from both directions, from low-cost providers and
                     differentiators. Low-cost providers may add features to diminish the incremental
                     value best-cost providers offer. Differentiators may cut prices or add features
                     without raising prices, which lowers the competitive distance between themselves and
                     the best-cost provider. Pursuing this strategy requires maintaining significant
                     price and feature advantages and a brand reputation for value.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Blue Ocean Strategy

            
            
            
            
               
               
               One
                  way to provide both strong profitability potential and limit cumulative competitive
                  pressure is to pursue a blue ocean strategy. In Blue Ocean Strategy, Kim and
                  Mauborgne argue that rather than competing in an existing market space, which is
                  called a red ocean strategy (i.e., blood in the water due to competition), one
                  should create an uncontested market space, or an open blue ocean. The primary
                  assumption to challenge when seeking uncontested market space is to not take it as
                  a
                  given that market or industry boundaries are fixed. Rather than playing by the
                  competitive rules of the game and seeking incremental improvements, create new rules
                  by creating entirely new areas of demand or even new industries.

               
               
               
               Finding a blue ocean can result in both
                  profitable and rapid growth. For example, Cirque du Soleil entered a declining
                  industry in which the traditional competitors were classic circuses that were facing
                  declining attendance and criticism of animal welfare. Cirque du Soleil reinvented
                  the circus experience by eliminating problematic animals and their maintenance
                  expense. Their value proposition was the desired thrill of the circus but with the
                  artistry of a theater experience. They eliminated everything except the clowns, the
                  tent, and the acrobatic acts. The tent captured the magic of the circus. Adding
                  themes and story lines gave the acts a plot. The result was superior value at lower
                  cost, resulting in rapid growth and irrelevant competition.

               
               
               
               Organizations that have a red ocean culture
                  (which are most established organizations) will need to transform this culture to
                  enable seeking blue oceans. Strategy has roots in military strategy, and its
                  language and themes are competitive. One seeks to confront one’s enemies
                  (competitors) and drive them from the battlefield. But war is expensive. The
                  leadership culture instead needs to shift its mindset from beating the competition
                  to making the competition irrelevant. Rather than seeking to achieve the value/cost
                  tradeoff based on what competitors are achieving, blue ocean cultures seek to break
                  this tradeoff model fundamentally. Instead of seeking to differentiate on either
                  value or low cost, the blue ocean strategy is to pursue both differentiation and low
                  cost at the same time. This will require aligning all activities to this dual goal
                  rather than the traditional choice of one over the other.

               
               
               
               Creating a new source of competition naturally
                  leads to a desire to protect this competitive advantage. Blue ocean strategies tend
                  to result in rapid growth. If the entire organization is aligned around a value and
                  low-cost strategy, it can develop economies of scale quickly that form an entry
                  barrier. Organizations deeply immersed in a red ocean culture will also have trouble
                  changing enough to compete.

               
               
               

            
            

         
         
   
      
         
         
         
         Functional
            and Operational Strategies

         
         
         
         
            
            
            Here we cover functional and operational strategies, starting with how
               functional strategies need to be aligned with the overall strategy and with the
               strategies of other functional areas. Functional and operational strategy details
               include how operational plans are broken down into design, delivery, and development
               categories. Since these strategies are strongly impacted by what the organization
               chooses to do itself versus what it chooses to source from others, make-or-buy
               decisions are addressed here.

            
            

         
         
         
         
         
            
            
            Alignment of All Functional Strategies

            
            
            
            
               
               
               Functional-level
                  strategies should align with the corporate and business strategies presented
                  by the organization in its mission, vision, and core value statements.
                  The alignment should be both vertical and horizontal, spanning the
                  entirety of the organization. Horizontal alignment means that the
                  strategies of each functional area also need to complement each
                  other, but this is difficult to achieve in an organization with
                  strong silo walls between each functional area. To achieve successful
                  horizontal alignment, a company must become cross-functional, which
                  requires increased intercommunication and the ability for each business
                  unit to see and understand the company’s strategic goals. Let’s
                  start by looking at the current state for many organizations.

               
               

            
            
            
            
               
               
               Functionally
                  Oriented Organizations

               
               
               
               
                  
                  
                  Organizations historically have
                     been functionally oriented—organized into departments such as research
                     and development, purchasing, production, distribution, and marketing
                     and sales. These departments have often been compared to grain silos, each
                     operating in its own walled-in world. Not only has communication
                     between such departments been slow and formal, but each department
                     has been given a strong incentive to maximize its own metrics for
                     success regardless of how this impacts other departments. Because
                     the incentives of these departments have often been in opposition,
                     optimizing one has invariably created problems for the others. This results
                     in tradeoffs, and the system overall becomes suboptimal. Exhibit 1-34 shows
                     the objectives of some key functional areas and gives some examples
                     of the less-than-optimal results.

                  
                  
                  
                  
                     Exhibit 1-34: Tradeoffs in Functionally Oriented Organizations
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                  Key
                     tradeoffs from an operations (manufacturing and/or service provision) perspective
                     include interactions with sales/marketing and finance.

                  
                  
                  
                  Sales and marketing’s
                     highest priority will be customer service, which often results in requests
                     for expedited orders or changes in what is being produced with little
                     notice. Honoring these requests by interrupting current production
                     orders will reduce production efficiency; not honoring them may
                     affect customer service. Sales and marketing could also desire high
                     production flexibility, which will increase setup costs and reduce
                     economies of scale. Other ways to provide a high level of customer
                     service include maintaining high inventories and/or a distribution
                     network with facilities near each market for rapid delivery; these
                     choices create significant inventory, infrastructure, and labor
                     costs.

                  
                  
                  
                  Finance’s
                     highest priority is to minimize inventory and physical assets. Assets
                     on the books are money tied up in the system that cannot be used
                     for other purposes. Such assets usually require having raised money
                     through expensive means such as debt financing or owner investment.
                     Reducing inventory or having a less-extensive distribution network
                     will impact customer service unless more creative methods of satisfying
                     customers are part of the organization’s strategy. Another finance
                     priority is to have high production efficiency to minimize costs.
                     This reinforces the goals of operations—except when a focus on short-term
                     cost cutting hinders long-term goals or customer service.

                  
                  

               
               

            
            
            
            
               
               
               Cross-Functional
                  Organizations

               
               
               
               
                  
                  
                  Taking a cross-functional view of the internal
                     organization essentially means applying the concepts of supply chain management to
                     the internal organizational structures, incentives, and metrics. It may also involve
                     strategic-level analyses of what adds value and what does not add value in a supply
                     chain (value chain analysis). Arriving at this level of organizational maturity may
                     be part of a larger digital transformation process.

                  
                  
                  
                  Once the organization
                     decides who it wants to partner with and who it can omit, the next
                     thing is to ensure that it is capable of collaborating effectively.
                     Changing organizational structures to become more cross-functional
                     often takes the form of focusing more on process flows than on functional
                     areas. When processes are considered to be more important than the
                     functions that perform them, organizations gain an overall systems
                     perspective, which helps to ensure that each aspect of the process
                     is value-added and takes the final result and the total of all costs
                     into account.

                  
                  
                  
                  A
                     process of getting a new product to market, for example, would start
                     with research and development and then include procurement management,
                     production, distribution, and marketing and sales (including order
                     management). Clearly, this process, as defined, goes outside of
                     what one department might do. However, due to inefficiencies and
                     the need to optimize the overall process, organizations have found
                     it necessary to develop a method of getting these departments to
                     act as one. This unifying role is logistics management.

                  
                  
                  
                  Supply chain managers
                     take the concept of a unifying role beyond even the boundaries of
                     logistics. The most senior supply chain manager might have some degree
                     of authority over an entire process. For example, this role could
                     ensure that product design accounts for the needs of the later parts
                     of the process, including ease of production and distribution. Similarly,
                     a person in this position could ensure that overall inventory targets
                     are maintained. When appropriate, a unifying role such as this might
                     also work with other support functions, such as finance, information systems,
                     or human resources, to ensure that the needs of the overall process
                     come first. Often, supply chain managers will also be involved in
                     risk management from an organization and/or supply chain perspective,
                     because they have the big-picture perspective that risk management
                     requires.

                  
                  
                  
                  Risk management
                     is needed in supply chains because these are complex systems that are
                     often streamlined to the point where a failure in any part could
                     create a supply disruption. This in turn can lead to dissatisfied
                     or lost customers. Identifying, analyzing, and creating plans for
                     how to address risks can often be less costly than simply reacting
                     to events after they occur. Insurance is a good example of a value-added
                     risk tool. Other examples include geographic diversification to
                     reduce the risk of disruption from severe weather and other regional
                     events, redundancy to allow for operations to be resilient (e.g.,
                     the same part can be made in two different plants), and getting
                     supply from multiple sources rather than just one. Investing in
                     resilience does have a cost tradeoff, however, in part because it
                     can reduce economies of scale. (For example, a supplier who gets
                     all of the business can have a larger, more dedicated plant.)

                  
                  
                  
                  When unifying roles such as that of a supply chain
                     manager are added, it is vital that the organization clearly designate a chain of
                     command for production and inventory control. This way any consensus opinion on
                     tactics or operations can be enforced and planners and other professionals will
                     understand how to direct their concerns or challenge these decisions when needed.
                     Production and inventory control professionals will know their processes and current
                     issues best and need to be able to provide input into any larger discussions. There
                     is also a real risk in this type of organizational structure of having the “two
                     boss” problem, where a given individual is given conflicting commands from different
                     managers. Conversely, if the supply chain management position is given no real
                     authority, it may be unable to accomplish the overall goals of process streamlining
                     and end result effectiveness.

                  
                  
                  
                  Cross-functional
                     organizations also need cross-functional measurements and incentives,
                     such as what is assessed in a person’s performance review. For example, equipment
                     and/or staff utilization could be assessed alongside changes in
                     inventory levels. This would provide a disincentive to building
                     up inventory just to keep production equipment or personnel in use.

                  
                  
                  
                  Becoming a cross-functional
                     organization will not eliminate the tradeoffs discussed earlier,
                     but the players involved will better understand the total impact
                     of their decisions and might therefore agree on a third way that
                     balances all parties’ needs. Some of the methods discussed elsewhere
                     in this text, such as sales and operations planning for medium-term
                     balancing and master scheduling for short-term balancing, help to
                     achieve this consensus path between inventory and other customer
                     service costs and production efficiency. Some organizations will
                     be able to implement systems such as lean manufacturing or apply
                     the theory of constraints to execution to achieve better results
                     for many of these objectives simultaneously.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Functional and Operational Strategies and
               Plans

            
            
            
            
               
               
               The business unit strategic plan is a key input to
                  the functional and operational strategies. This strategic plan sets a direction for
                  the business unit, devising goals and objectives and identifying a range of
                  operational strategies so the organization can achieve its goals. The business unit
                  strategic plan does not dictate the day-to-day tasks and activities involved in
                  running the organization, so functional and operational strategies and plans are
                  necessary.

               
               
               
               The functional and operational strategies and
                  their related plans present highly detailed information that directs people on how
                  to perform their day-to-day tasks.

               
               
               
               Functional strategies determine how the
                  functional area will operate at a high level to achieve the strategy. Related
                  functional area plans will present specific policies and procedures for the
                  department.

               
               
               
               Operations strategy is the pattern of decisions and
                  actions that shape the vision, objectives, and capabilities of an organization’s
                  operations and its contribution to overall business strategy. The objective of the
                  operations strategy is to align the operations (and function) with the business
                  strategy, the market requirements, and the priorities from among the categories of
                  functional performance objectives that drive operations: speed, dependability,
                  flexibility, quality, and cost.

               
               
               
               The ASCM Supply Chain
                     Dictionary defines operational plan as:

               
               
               
               
                  
                  
                     A short-range plan and schedule detailing specific actions. Operational plans are
                        more detailed than strategic and tactical plans and cover a shorter time horizon.
                        See: operational planning, strategic planning, tactical planning.
                     

                  

               
               
               
               The operational plan will translate the strategy
                  into specifics on how to carry out everyday work. It provides

               
               
               
               
                  
                  
                  	
                     
                     
                     What—strategies and
                        tasks that must be undertaken

                     
                     

                  
                  
                  
                  	
                     
                     
                     Who—the people who have
                        responsibility for each of the strategies and/or tasks

                     
                     

                  
                  
                  
                  	
                     
                     
                     When—the time lines in
                        which strategies/tasks must be completed for the organization to be
                        successful

                     
                     

                  
                  
                  
                  	
                     
                     
                     How much—the financial
                        resources provided to complete each strategy/task.

                     
                     

                  
                  

               
               
               
               The purpose of the operational plan is to provide
                  employees with a clear picture of their tasks and responsibilities in line with the
                  goals and objectives contained in the strategic plan. Basically, the operational
                  plan is a plan for the implementation of the strategies contained in the strategic
                  plan. It is a tool that facilitates the coordination of the organization’s resources
                  (human, financial, physical) so that goals and objectives in the strategic plan can
                  be achieved. The operational objectives will drive the choice of key control
                  metrics.

               
               
               
               The implementation of the operational plan requires
                  management to regularly monitor achievement and exert control to reduce any variance
                  from the plan. This control by managers involves

               
               
               
               
                  
                  
                  	
                     
                     
                     Investigating on a
                        regular basis what has been achieved and what has not

                     
                     

                  
                  
                  
                  	
                     
                     
                     Implementing
                        corrective action where tasks are not achieved or are not achieved on
                        time

                     
                     

                  
                  
                  
                  	
                     
                     
                     Checking that
                        resources will be available when needed

                     
                     

                  
                  
                  
                  	
                     
                     
                     Supervising,
                        supporting, and motivating the people of the organization to ensure that
                        tasks are undertaken

                     
                     

                  
                  
                  
                  	
                     
                     
                     Adjusting the
                        operational plan if there is a need

                     
                     

                  
                  
                  
                  	
                     
                     
                     Reporting problems to
                        superiors, e.g., directors, committees, and board members.

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Details of Operational Plans

               
               
               
               
                  
                  
                  Operations plans can be made in the areas of design, delivery, and development.
                     A partial list of decisions in these three areas that may need to be addressed
                     in an operations strategy is shown in Exhibit 1-35.

                  
                  
                  
                  
                     Exhibit 1-35: Strategic Decisions
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                                       Design
                                             decisions: strategic decisions concerned with
                                          design of operations and processes

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation decide
                                                which products or services to develop? How should
                                                the development process be managed?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Should the operation develop
                                                its products or services in-house or outsource the
                                                designs?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation
                                                configure its information technology
                                                resources?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Should the operation expand by
                                                acquiring its suppliers or its customers? If so,
                                                which ones should it acquire?

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Delivery decisions: strategic decisions
                                          concerned with planning and controlling delivery of
                                          products and services

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation
                                                forecast and monitor the demand for its products
                                                and services?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation adjust
                                                its activity levels in response to demand
                                                fluctuations?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation
                                                buy/make and deliver products?

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Development decisions: strategic decisions
                                          concerned with development of operations
                                          performance

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation’s
                                                performance be measured and reported?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             How should the operation ensure
                                                that its performance is reflected in its
                                                improvement priorities?

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             How should quality be
                                                assured?

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  The direct links between
                     strategic planning, tactical planning, and detailed planning and control can be
                     seen in Exhibit 1-36.

                  
                  
                  
                  
                     Exhibit 1-36: Planning Levels
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                                                (month by month)
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                                             Limited ability to adjust
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                  The detailed planning and
                     control level, also called the operational level, is where plans are refined to
                     the most granular level and then executed. At this level, the performance
                     objectives are refined.

                  
                  
                  
                  Management
                     is responsible for ensuring that the organization’s strategy is executed via the
                     operations plan. Execution involves the entire organization. Below are tasks
                     that managers can do to ensure that the strategy can be implemented as
                     required:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Build an
                           organization with the resource strengths to execute strategy
                           successfully.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Gather the
                           money and the people to drive the strategy to execution.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Institute
                           policies and procedures that facilitate strategy execution.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Adopt best
                           practices and continually improve value chain activities.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Acquire information systems to provide required planning,
                           analysis, communication, execution, and service capabilities. 

                        
                        

                     
                     
                     
                     	
                        
                        
                        Link rewards
                           directly to good strategy execution.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Instill a
                           corporate culture that promotes strategy execution.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Exercise strong
                           leadership to drive execution forward.

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Make-or-Buy Decisions

            
            
            
            
               
               
               Organizations usually decide at this point whether it is
                  best to make or to outsource components or products. The ASCM Supply Chain Dictionary defines such a make-or-buy decision as:

               
               
               
               
                  
                  
                     The act of deciding whether to produce an item internally or buy it from an outside
                        supplier. Factors to consider in the decision include costs, capacity availability,
                        proprietary and/or specialized knowledge, quality considerations, skill requirements,
                        volume, and timing. See: make or buy cost analysis.
                     

                  

               
               
               
               The make-or-buy analysis compares the cost of buying
                  products or services to making or performing them in-house. Exhibit 1-37 helps show how some make-or-buy
                  decisions are fairly clear, while for others, the situation must be analyzed for
                  risks and opportunities and perhaps managed to control uncertainty.

               
               
               
               
                  Exhibit 1-37: Make-or-Buy Decisions
                  
                  
                  
                  
                     
                     
                     
                     
                        
                        
                           
                           
                              
                              
                              
                              
                              
                              
                              
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    Make It. Don’t Buy It.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Think About This Carefully.

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    Buy It.

                                    
                                    
                                 

                              
                           
                           
                           
                              
                              
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Activity has
                                             strategic importance to the organization.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Activity
                                             requires specialized knowledge/skills that only
                                             operations possesses.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          Activity could increase
                                             operations’ core competencies.

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          Activity is
                                             not strategically important but creates a high level
                                             of risk to meeting operations objectives.

                                          
                                          

                                       

                                    
                                    
                                 
                                 
                                 	
                                    
                                    
                                    
                                       
                                       	
                                          
                                          
                                          The supplier
                                             has unique expertise, capabilities, or economies of
                                             scale that operations does not possess.

                                          
                                          

                                       
                                       
                                       	
                                          
                                          
                                          The supplier
                                             can support improved operations performance.

                                          
                                          

                                       

                                    
                                    
                                 

                              
                           

                        

                     
                     

                  
               
               
               
               The ASCM
                     Supply Chain Dictionary defines insourcing as: “Using the firm’s internal resources to provide goods and services. See: make-or-buy
                     decision. Ant.: outsourcing.” In general, operations will make and not buy activities related to its core
                  competencies. Core competencies are directly related to the organization’s ability
                  to compete, and outsourcing them creates a risk that the organization will not have
                  this competitive edge. For example, a car manufacturer might compete on the luxury
                  of its models. It is unlikely to outsource the design of its seats, but it may make
                  them or buy their manufacture. In some cases, a forward-looking operations function
                  will realize that it may be easier and less expensive to buy capacity in the short
                  term. But in the long term, operations may benefit from keeping the activity
                  in-house. It will develop a core competency. It might be simpler to buy certain
                  fabrication skills and have an outside firm make a component, but if this skill will
                  become a key competitive ingredient in the future, operations may choose to invest
                  in the capability to make the component. If it is strategically desirable to make
                  a
                  product or component in-house but the costs are too high, it may be possible to
                  design new, more-efficient processes.

               
               
               
               There are other situations in which outsourcing or buying
                  makes perfect sense. An activity may be outsourced because it requires competencies
                  that operations does not possess and will not develop because the activity is
                  considered non-strategic. For example, maintenance of software systems may be
                  outsourced to companies that specialize in cloud-based software products. Economies
                  of scale would discourage an operations function from developing complex skills that
                  would be rarely used. It also makes sense to outsource when a supplier can do a
                  non-strategic activity with better speed, dependability, flexibility, quality,
                  and/or cost—especially when freeing operations from having to perform this activity
                  allows it to improve its own performance, using the freed resources to generate more
                  value.

               
               
               
               The make-or-buy decision considers product quality,
                  transportation (cost, lead times, and reliability), the ongoing cost and time
                  involved in sourcing (e.g., to find and contract with suppliers, communicate
                  expectations, and resolve issues), current or expected capacity availability or
                  inventory levels, and relative risks.

               
               
               
               Any increase in operations’
                  vulnerability associated with outsourcing a specific activity must
                  be considered carefully. In general, activities that substantially
                  increase risk when outsourced will be kept in-house or managed in
                  some way. A critical component or assembly may be made, but a contingency
                  plan can be formed for obtaining the resource from a backup supplier.
                  In another example, activities that give suppliers access to confidential
                  or proprietary information should not be outsourced unless operations
                  is comfortable with legal protections in the given country and the level
                  of trust in the supplier relationship.

               
               
               

            
            

         
         
   
      
         
         
         
         Aligning
            Facility Strategy

         
         
         
         
            
            
            Organizations must know the tradeoffs involved in
               locating capacity at various production facilities. A global facility strategy adds
               another layer of complexity, so this is also addressed. The decision to expand
               globally directly affects the operations strategy, including process technology,
               capacity, and supply. The global organization may grow horizontally—it could create
               or acquire a subsidiary in another country that will produce and/or sell the
               organization’s products. It could also grow vertically by moving or acquiring value
               chain activities in other countries. We discuss where to locate value chain
               activities, how to leverage domestic competencies, and ways to enter global
               markets.

            
            

         
         
         
         
         
            
            
            Locating Capacity

            
            
            
            
               
               
               Capacity
                  can be located at one or more sites, and each site should meet the organization’s
                  selection criteria for the given type of facility. Part of this
                  decision involves considering one’s value chain and how best to
                  provide this value. When expanding into new regions or countries,
                  it is also important to determine how to leverage the strengths
                  of the organization’s home country.

               
               

            
            
            
            
               
               
               Number and Size of Sites

               
               
               
               
                  
                  
                  Capacity can be distributed
                     between sites fairly evenly, or it can be concentrated in some way,
                     such as by area of specialization. The basic choice for operations
                     is to build capacity in larger but fewer sites or in smaller but
                     more numerous sites. There are tradeoffs. Exhibit 1-38 contrasts
                     some of the advantages of the large- and small-scale approaches
                     to capacity planning.

                  
                  
                  
                  
                     Exhibit 1-38: Advantages of Large- and Small-Scale Operations
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                                       Small-Scale

                                       
                                       
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Less
                                                costly to operate due to economies of scale

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Less
                                                costly to supply materials to a centralized location

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Decreased
                                                risks due to geographic diversification (e.g., tornado taking out
                                                most of capacity)

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Decreased
                                                costs of transportation to customers by locating smaller facilities
                                                near customer markets

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Increased
                                                customer responsiveness by shortening time from order to delivery

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  A
                     general tradeoff with the number and size of sites is the degree
                     of diversification a plan entails versus the economies of scale
                     that can be realized. Geographically diversified operations are
                     subject to fewer disruption risks, but they may have lower economies
                     of scale since each site will need its own equipment and inventory,
                     though some services, such as administrative services, could still
                     be shared.

                  
                  
                  
                  Despite
                     the advantages each approach offers, the costs and internal disruptions related
                     to changing the number and size of sites may discourage operations
                     from making modifications to an existing set of facilities unless
                     the benefits far outweigh the costs.

                  
                  

               
               

            
            
            
            
               
               
               Location Selection Criteria

               
               
               
               
                  
                  
                  The question of
                     where to locate capacity arises when demand increases and operations
                     must either expand its existing site or build additional capacity
                     in an entirely new site. It may also occur when demand decreases
                     and operations must decide on closing or combining sites.

                  
                  
                  
                  Locating capacity
                     may factor in relative proximity to customers and/or suppliers, which
                     can impact transportation cost and lead time. These decisions will
                     be affected by:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Market factors.
                              
                           Customer
                              service may require location near a fast growing market segment. For
                              example, our hotel organization may decide to open a new resort in an
                              emerging economy where tourism is growing. It may decide to reduce its
                              business travel capacity in markets that have lost large
                              headquarters.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Operational factors.
                              
                           These
                              may include the costs of operating in a particular location, such as
                              the price of land, labor costs, or the costs of transporting
                              supplies to the operations site. The shipbuilder may choose to
                              establish a new research facility in an area where it is easier to
                              recruit and retain highly skilled engineers.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Locating Value Chain Activities

               
               
               
               
                  
                  
                  The organization’s value chain activities can be performed
                     outside the home country if a location offers particular benefits greater than the
                     investment cost (i.e., a positive return on investment) and the risks seem
                     acceptable.

                  
                  
                  
                  A benefit-cost analysis is an essential analysis tool for
                     determining where to locate value chain activities. The costs and benefits of
                     the status quo (remaining local) should also be analyzed to provide a base case.
                     STEEPLE and SWOT analysis tools are useful in understanding globalization
                     opportunities and related risks. Global organizations frequently hire local
                     experts to help them gather the necessary information.

                  
                  
                  
                  Value chain activities
                     can be widespread or focused.

                  
                  

               
               
               
               
                  
                  
                  Widespread Dispersal of Value Chain Activities

                  
                  
                  
                  
                     
                     
                     Widespread dispersal of the value chain may
                        be advantageous for organizations that distribute goods in multiple foreign
                        countries. Locating warehouses and service centers near customers speeds order
                        fulfillment.

                     
                     
                     
                     Maintaining multiple production centers in
                        different countries can also reduce lead times and transportation costs (e.g., final
                        assembly near customer), and also provides protection against interruptions and
                        reduces currency rate volatility.

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Focused Location of Value Chain Activities

                  
                  
                  
                  
                     
                     
                     Organizations may locate activities in a
                        limited or focused manner. Factors driving this decision could include:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           
                              
                                 Production advantages:
                                 
                              The lower
                                 production costs from cheaper labor, cheaper land, and/or lower energy
                                 costs may outweigh the increased costs of transporting goods further.
                                 Another country may offer a larger skilled labor pool. 
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           
                              
                                 Economies of scale:
                                 
                              A few very
                                 large production centers will provide greater economies of scale than
                                 many smaller facilities.
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           
                              
                                 Learning curves:
                                 
                               It may be
                                 best to focus sales or activities in one or a few locations, gain
                                 experience, and then disperse.
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           
                              
                                 External coordination:
                                 
                              Some
                                 processes benefit from proximity to suppliers for a more rapid response
                                 and greater supplier involvement. Other value chain activities—customer
                                 service or product research—may be best in areas with growing customer
                                 bases.
                              

                           
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Using Domestic Competencies in New
                  Markets

               
               
               
               
                  
                  
                  If the decision is made
                     to expand operations globally, the first factor to consider is how
                     to best leverage one’s domestic competencies. Organizations can
                     leverage their distinctive home-country competencies (e.g., brands
                     or cost-effective processes) to enter new markets as a strong competitor.

                  
                  
                  
                  If the organization is an early entrant into the industry
                     in these new markets, its experience and competencies will be a great help in
                     gaining market share, which can provide protection as new rivals enter the market.
                     For example, a successful law firm may realize that it is growing more expert in
                     areas of the law that would be of interest to clients in other countries. This early
                     success can eventually lead to building full-service foreign offices.

                  
                  
                  
                  The success
                     of this strategy may depend on the organization’s understanding
                     of the dynamics of the new market and the laws and culture of its
                     people. Knowing the industry’s competitive dynamics will support
                     marketing and production efforts. Familiarity with culture can support
                     product/service design, hiring and management of workers, and negotiations
                     with suppliers and customers.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Options for Entering Global Markets

            
            
            
            
               
               
               Once the decision has
                  been made to expand globally, the organization must decide how to
                  invest its resources to enter the new market. Factors involve available investment
                  resources, industry type, and desired speed of entry. The first
                  competitor to enter a market will need speed to quickly establish
                  a large market share.

               
               
               
               Basic options for
                  entering a foreign market include

               
               
               
               
                  
                  
                  	
                     
                     
                     Export

                     
                     

                  
                  
                  
                  	
                     
                     
                     Licensing

                     
                     

                  
                  
                  
                  	
                     
                     
                     Franchising

                     
                     

                  
                  
                  
                  	
                     
                     
                     Creation
                        of subsidiaries

                     
                     

                  
                  
                  
                  	
                     
                     
                     Creation
                        of local strategic alliances or joint ventures.

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Export

               
               
               
               
                  
                  
                  Export is a common and
                     relatively inexpensive way to enter a market while maintaining full
                     control. One of the major attractions of the export option is that
                     it requires relatively little investment and internal change to
                     the organization. If the current production facilities can produce
                     for both the domestic and foreign markets, the organization achieves
                     economy of scale. If the organization has the expertise to distribute
                     and sell into the foreign market, it can use or build its own capabilities
                     (e.g., establish new sales divisions and distribution centers).
                     Or it can work with consultants to establish distribution networks.

                  
                  
                  
                  A risk with this option is the organization’s ability to
                     be competitive with foreign rivals. Competitive power will be weakened if

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Manufacturing costs plus transportation costs are higher
                           than those of rivals.

                        
                        

                     
                     
                     
                     	
                        
                        
                        There
                           are adverse currency shifts.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Host
                           countries impose tariffs/trade barriers.

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Licensing

               
               
               
               
                  
                  
                  Licensing is defined in the ASCM Supply Chain Dictionary as: “Paying a fee for permission to manufacture and
                        sell a product created by another.” Licensing is appealing when an organization has intellectual property (e.g., a
                     patented or trademarked product or process) but does not have the resources to
                     develop the foreign market. The organization receives royalties from the licensee,
                     and the licensee assumes the expenses of using or producing the property and all the
                     market risks.

                  
                  
                  
                  An example might be a manufacturer that
                     has a process for making large pieces of glass used in commercial
                     buildings. Shipping product into a foreign market would be difficult,
                     but the manufacturer could license its process to a host-country
                     glass manufacturer.

                  
                  
                  
                  However,
                     a licensee may steal the intellectual property. Organizations must
                     commit to monitoring and defending their legal rights of ownership,
                     but some countries have weak enforcement.

                  
                  

               
               

            
            
            
            
               
               
               Franchising

               
               
               
               
                  
                  
                  Franchising is similar to licensing but is more
                     appropriate for service and retail businesses. A franchiser sells a brand or a
                     service concept to a foreign business entity. Consultation, training, and designs
                     may be included. The franchisee assumes the costs of building and operating the
                     business. Common examples of organizations using franchises to enter a foreign
                     market are express delivery services, employment and staffing agencies, restaurant
                     chains, hotels, mass merchandising retailers, and clothing stores.

                  
                  
                  
                  As in licensing,
                     the franchiser gives up some control over its brand. Franchisees
                     can weaken the brand by delivering poor quality or service. They
                     may also alter the brand when it conflicts with local culture and
                     customer preferences. This has the effect of diluting the power
                     of the brand.

                  
                  

               
               

            
            
            
            
               
               
               Subsidiaries

               
               
               
               
                  
                  
                  A subsidiary is a company
                     that is at least majority-owned by a parent company. This option
                     allows the organization to maintain full control over its investment,
                     but that investment will be larger.

                  
                  
                  
                  Subsidiaries may be created by acquiring
                     an existing business in the foreign country or by developing an
                     entirely new business—a greenfield venture.

                  
                  
                  
                  Acquisitions can be a quick way to enter
                     a market if the acquisition is ready to compete strongly. A poorly
                     performing company will take time and money to build up.

                  
                  
                  
                  Greenfield ventures
                     take time to develop, which can lessen the “first in market” competitive
                     advantage. Greenfield ventures can be an attractive option when

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Building a start-up
                           is cheaper than buying.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The
                           new business does not add excess capacity to the market.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The
                           subsidiary will benefit from the parent company’s reputation or
                           capabilities.

                        
                        

                     
                     
                     
                     	
                        
                        
                        The
                           parent company has sufficient resources to be competitive.

                        
                        

                     
                     

                  
                  
                  
                  Investment risk
                     and potential for reward are higher for subsidiaries than for licensing or
                     franchising. Profits have to be shared only with minority stakeholders
                     (if any).

                  
                  

               
               

            
            
            
            
               
               
               Strategic
                  Alliances and Joint Ventures

               
               
               
               
                  
                  
                  An organization may enter a foreign market with a strategic
                     alliance or a joint venture with an organization operating in the host country. The
                     organizations each share some of the risk (including investment) and some of the
                     reward.

                  
                  
                  
                  Collaborations
                     allow the new entrant into the foreign market to benefit from local expertise.
                     By sharing markets, the organizations achieve economies of scale
                     and gain additional access to distribution channels. They also learn
                     from each other. Together, they can present a formidable challenge
                     to rivals.

                  
                  
                  
                  For
                     example, a Taiwanese solar panel manufacturer creates an alliance
                     with an Indian solar panel distributor to enter the Indian market
                     and quickly gain market share. The Taiwanese company may contribute
                     a broader range of products; the Indian company contributes its
                     dealer network.

                  
                  
                  
                  Alliances require the ability to communicate and work
                     with each other, to trust, and to make decisions that benefit both entities. There
                     may be concerns about sharing proprietary technology, for example. A risk of
                     alliances and joint ventures is that the organization may become overly dependent
                     on
                     its foreign partners.

                  
                  
                  
                  Exhibit 1-39 summarizes
                     the advantages and disadvantages of the entry options for foreign
                     markets.

                  
                  
                  
                  
                     Exhibit 1-39: Advantages and Disadvantages of Entry Options for Foreign Markets
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                                             Minimal initial investment

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Economies of scale

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Control over business and profits
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                                             No expenses other than legal and monitoring
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                                          Franchising
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Less cost and fewer assets than owning

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Revenue from franchise agreement

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Possible damage to brand value and identity

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          Subsidiary
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Control over business and profits

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Organizational competencies

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Investment and risk increase

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Possible conflicts with new culture

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          Strategic alliance/joint venture
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Competitive edge from strengths and expertise
                                                of partner

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             New competencies

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Less control over business and profits

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             More potential for conflicts

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Risk of losing proprietary information

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Executing, Monitoring, and
            Changing Strategy

         
         
         
         
            
            
            A strategy needs to be brought into reality for it to have a
               chance to be effective. Monitoring, evaluating, and correcting course as
               needed are necessary elements of sustaining a strategy.

            
            
            
            After discussing executing and monitoring
               strategy, we next explore how the four case study organizations adapt to
               changing market and environmental conditions.

            
            
            
            Last, to show one way organizations could
               change strategy, we introduce some change concepts championed by John P.
               Kotter.

            
            

         
         
         
         
         
            
            
            Executing Strategy

            
            
            
            
               
               
               Executing strategy requires leadership
                  plus the alignment of an organization’s structure, its policies, its
                  processes, and its management of physical and human assets.

               
               
               
               Structure includes both horizontal and
                  vertical elements:

               
               
               
               
                  
                  
                  	
                     
                     
                     Horizontal structure—How will the organization structure its
                        internal value chain (the way its components produce
                        products/services) and the upstream and downstream parts of its
                        supply chain?

                     
                     

                  
                  
                  
                  	
                     
                     
                     Vertical
                        structure—How will the organization structure its decision
                        making and control? Will it centralize decision making or
                        empower its business units and its employees to make
                        decisions?

                     
                     

                  
                  

               
               
               
               Policies help motivate an
                  organization’s members to behave in a certain way. Policies often reflect an
                  organization’s values, rules, or culture. They can include codes of conduct
                  and sustainability policies. They can describe approaches to quality,
                  supplier selection, employee development and promotion, conflict resolution,
                  and disciplinary action.

               
               
               
               Processes show how an organization
                  intends to accomplish certain tasks in a manner consistent with structure
                  and policies. For example, the Supply Chain Operations Reference Digital
                  Standard (SCOR DS) model identifies orchestrate, plan, source, order,
                  transform, fulfill, and return as key supply chain processes. Orchestrate
                  involves providing support to the other processes such as helping with
                  communication across the organization, documenting actions, reviewing the
                  performance of processes, minimizing waste, ensuring employee health and
                  safety, and managing career development. SCOR DS also contains a set of
                  practices, which are guides to help organizations configure their processes
                  and to evaluate which processes need to be improved or updated to
                  incorporate emerging practices.

               
               
               
               Managing assets requires information
                  systems that accurately identify resources in real time. This allows the
                  organization to know, for example, what equipment or what employee skills
                  are available at specific work sites. It requires maintenance and
                  development of those assets. For physical assets, this may mean tracking
                  maintenance and scheduling replacement. For employees, this requires
                  communication, direction, and motivation as well as opportunities to develop
                  skills that will benefit both the organization and the employee.

               
               

            
            
            
            
               
               
               Monitoring, Evaluating, and Correcting Course

               
               
               
               
                  
                  
                  Strategies and tactics must be monitored to make
                     sure that

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        They are producing the intended results.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Conditions still support the chosen strategy or tactic.
                           For example, the emergence of new competitors or
                           technology may require reviewing and amending
                           plans.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Unexpected negative results have not been introduced. For
                           example, changes designed to speed delivery to customers
                           may increase the amount of defects in production.

                        
                        

                     
                     

                  
                  
                  
                  Periodically, objectives are
                     measured and leaders or managers take corrective action as needed.
                     Overall strategic objectives (e.g., to increase profit by a certain
                     percentage) are generally measured over longer intervals. Operating
                     strategic objectives (e.g., to decrease production time) may be
                     monitored quarterly. Specific tactical objectives (e.g., to reduce
                     time lost due to unavailability of parts by using information tools)
                     may be continuously reviewed.

                  
                  
                  
                  The goal of this phase is to increase
                     organizational learning by analyzing what has worked and what has not.
                     That knowledge can then be used to improve the strategy and enhance
                     the organization’s competitive abilities.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Case Study Strategy Execution
               Examples

            
            
            
            
               
               
               Here we present some issues that the case study
                  organizations have faced as they execute their chosen strategies.

               
               

            
            
            
            
               
               
               Fast Fashion Retailer’s Supplier Problem

               
               
               
               
                  
                  
                  The fast fashion retailer purchases a significant amount
                     of inventory from one supplier. This supplier can meet the retailer’s cost
                     specifications and delivery schedules. There are advantages to working with them.
                     Their fabric buyers find new and interesting materials, and quality control has been
                     very good. Their designers work well with the organization’s fashion experts.

                  
                  
                  
                  Recently, however, the supplier’s performance began to
                     erode. The fast fashion retailer’s managers could have simply looked to other
                     suppliers, but the relationship was so successful that the managers decided to look
                     into the situation.

                  
                  
                  
                  Through casual discussions with various contacts at the
                     supplier, they discovered that the supplier had been experiencing financial problems
                     that were making relationships with its own suppliers tense.

                  
                  
                  
                  The fast fashion retailer’s
                     leaders have discussed options at a recent meeting. The retailer has
                     more cash on hand due to several years’ growth in revenue. There are
                     other options for supply, but they will take some time to
                     develop.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Knowing what
                              you do about the fast fashion retailer and possible strategic moves,
                              what would you recommend and why?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           A good option
                              would be to strengthen the fast fashion retailer’s relationship with its
                              key supplier. It could acquire the supplier, invest for significant
                              influence, or form a strategic alliance that provides expertise and
                              possibly loans. This avoids the cost of finding and developing a new
                              partner, though the retailer should still have an exit plan.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Hotel Group’s Growth Options

               
               
               
               
                  
                  
                  The hotel group has been a
                     successful hotel conglomerate for decades. With each new brand (some
                     acquired and some internally developed), the group has grown its
                     revenue and increased its share of the entire hotel industry. If not
                     the leader, it is in the top five brands in each industry
                     category.

                  
                  
                  
                  It has also
                     become very good at opening new hotels and buildings and then
                     maintaining the level of visits to new properties. Through its
                     multiple brands, the group competes in many countries.

                  
                  
                  
                  The hotel group has canceled
                     projects in two major cities recently. In Mecca, the hotel group was
                     beaten to first entrant status in luxury accommodations by another
                     international conglomerate. The hotel group decided to cancel its
                     plans and look for another venture that was less competitive. In
                     Paris, it pulled back from a boutique hotel plan because leaders
                     decided that they were still not prepared to compete against the
                     business model of peer-to-peer accommodations services such as
                     Airbnb.

                  
                  
                  
                  Investors are
                     restless. They are used to regular increases in share value based on
                     steady revenue increases.

                  
                  
                  
                  What follows is one possible response.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Knowing what
                              you do about the hotel group, its industry, its
                              strengths, and its needs, what would you recommend
                              and why?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The hotel
                              group needs growth, but industry opportunities are
                              limited due to strong competition. Diversifying
                              into related industries, such as credit cards,
                              could provide a strategic fit. This would reduce
                              third-party fees, strengthen customer relationship
                              management, and link credit cards with the loyalty
                              program, allowing customers to earn hotel rebates
                              and stay credits from both hotel and non-hotel
                              purchases.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Commercial Door Manufacturer Competing With Itself

               
               
               
               
                  
                  
                  The commercial door manufacturer has had
                     success in its new make-to-stock (MTS) line of business. The
                     wholesaler agreed to buy the stock rather than holding it on
                     consignment, and after a slow start in sales, the wholesaler has been
                     steadily increasing the frequency and size of its resupply orders.
                     While this is good news, the new line of business has cut into the
                     manufacturer’s make-to-order (MTO) business somewhat, which is an
                     issue called product or service cannibalization. The MTO business has
                     higher profit margins, and many sales managers are second-guessing the
                     wisdom of the MTS line. They fear that many regular customers have
                     learned about these in-stock models and are adjusting their
                     architectural designs to use these standard models. They are also
                     concerned that the manufacturing lead time required for custom doors
                     could suffer if the plants are running too many batches of standard
                     doors.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Knowing what
                              you do about this commercial door manufacturer and its competitive
                              strategy, what would you recommend and why?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           A common view
                              on cannibalization is “better to eat your own lunch than let someone
                              else eat it.” If demand exists, the organization should not abandon its
                              new line but further differentiate its custom products through
                              customer-focused R&D. Concerns about balancing supply may be
                              overstated, given recent capacity increases. Custom orders should be
                              prioritized, with MTS items produced during off times, in whichever
                              plant has capacity, or supported by holding inventory for predictable
                              replenishment. Another option is adding a second MTS shift with
                              less-experienced staff, leaving skilled workers for MTO. Centralizing
                              production scheduling could also improve coordination.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Motorcycle Manufacturer’s Plateauing Sales

               
               
               
               
                  
                  
                  The motorcycle manufacturer has been lucky in its
                     history. Since it was founded, its sales have grown steadily in its home market. The
                     motorcycle manufacturer used its superior knowledge of the market to establish a
                     network of small dealers and to bring out products that appealed to domestic
                     consumers’ preferences. A foreign competitor tried to enter the market by stealing
                     away some powerful dealers, but the organization was able to counter this attack
                     with the strength of its brand.

                  
                  
                  
                  The problem now is that the motorcycle manufacturer’s sales have
                     plateaued. The market is close to saturation. The organization’s
                     products are rugged, and they last, which means that the replacement
                     cycle is fairly long for the industry. The country’s population growth
                     rate has slowed. Costs of production have increased, especially
                     labor.

                  
                  
                  
                  The
                     organization’s owners are worried about the company’s ability to
                     defend its market share in the future. A globally known brand could
                     invest in a small domestic operation that could challenge the
                     organization, and it has limited resources to cut prices or develop
                     new models.

                  
                  
                  
                  What follows are some possible responses.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           Knowing what
                              you do about the motorcycle manufacturer and its business model, what
                              would you recommend and why?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           Diversification into another industry would require significant
                              capital, but expanding geographically is more feasible. With a strong
                              brand and dealer network expertise, the manufacturer could enter foreign
                              markets, build dealerships, and lower costs by producing in nearby
                              countries. Savings could fund new models, technology, or dealership
                              growth, strengthening its domestic position. Domestically, it could
                              adopt a circular model by leasing motorcycles with maintenance plans,
                              then remanufacturing or refurbishing them for resale. Dealer networks
                              could support maintenance, and this approach would enhance its
                              reputation for sustainability.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            
            
            
               
               
               Shipbuilder’s Asset Utilization

               
               
               
               
                  
                  
                  The shipbuilder has a very
                     profitable international business, but its sales are driven by
                     contracts or joint ventures to build cruise ships and containerships.
                     It has had to create capacity to meet peak production. Capacity
                     includes large facilities that must be maintained even when they are
                     not in use. Payments must be made on sophisticated equipment even when
                     it is idle.

                  
                  
                  
                  The
                     shipbuilder is still highly competitive—primarily because few
                     competitors have the organization’s assets, unique competencies, and
                     high-quality resources. However, the current rate of asset utilization
                     has drawn the attention of investment analysts. The company’s leaders
                     worry about a possible effect on share price.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Question:
                              
                           It may be surprising to hear that the organization’s
                              leaders are looking for a way to grow out of their present
                              dilemma. What options would you recommend and why?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Sample answer:
                              
                           The shipbuilder has excess capacity it cannot easily
                              shed, and future opportunities may require it. Backward
                              integration would worsen utilization, and diversifying
                              into industries like airplane manufacturing would be slow,
                              costly, and met with strong competition. A better option
                              is horizontal expansion within shipbuilding, such as
                              high-profit luxury yachts. This leverages its cruise ship
                              expertise and supplier relationships, while offering
                              shorter sales cycles, flexible schedules, and better use
                              of existing resources.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Accelerating Changes to
               Strategy

            
            
            
            
               
               
               Why is change vital for an organization’s
                  strategy? In Change: How Organizations Achieve
                     Hard-to-Imagine Results in Uncertain and Volatile Times (a book on
                  the official list of resources for the CPIM exam), Kotter quotes consultant
                  Walter Kiechel, who said, “strategy is change.” In this book and in a
                  previous work, Accelerate, John P. Kotter spells out a methodology
                  for helping strategic change occur far faster than simply relying on
                  incremental improvements, which he argues are less effective given the
                  increasing pace of change in all aspects of society. 

               
               
               
               Change must occur in a rapid and agile fashion, or it will
                  not be fast enough. Kotter argues that in today’s global
                  environment—characterized by exponentially increasing rates of
                  change—organizations that fail to respond quickly to threats or
                  opportunities will be outpaced by those that do. 

               
               
               
               Internal change in organizations is struggling to keep up
                  with the speed and volatility of external change. Major stabilizing forces
                  contribute to this inertia. First, human nature is inherently resistant to
                  change and has remained largely unchanged for thousands of years. Second,
                  traditional organizational models are built for stability and management
                  rather than for adaptive leadership.

               
               
               
               Kotter argues that human nature results in two basic operating modes he calls
                  survive and thrive, and that whole organizations can also fall into these
                  modes:

               
               
               
               
                  
                  
                  	
                     
                     
                     Survive. This reflects the fight-or-flight instinct, which
                        is a focused response to perceived threats. When changes are
                        complex or multiple stressors occur, this mode can persist,
                        leading to burnout and reduced capacity to seize opportunities.
                        Organizationally, events such as major layoffs may trigger the
                        survive mode, leading to morale and productivity losses that
                        offset cost savings. While metrics and analysis can aid decision
                        making, they may also prolong stress responses. The survive mode
                        remains useful for threat detection, but it must be managed to
                        avoid dominating people’s behavior and hindering an
                        organization’s strategic progress.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Thrive. This is the instinct to pursue opportunities and is
                        driven by excitement and purpose rather than the survive mode’s
                        anger, fear, or anxiety. It flourishes when people are inspired
                        and empowered to act. Inspiration is provided by leadership
                        rather than management skills (i.e., not through policy and
                        procedure). Leadership is used to make an emotionally compelling
                        vision of the future, to make inspiring opportunities visible,
                        and to trust in and empower people to pursue the opportunities.
                        Leadership also helps ensure opportunities align with the
                        strategy.

                     
                     

                  
                  

               
               
               
               What are some less effective ways to change? Kotter outlines flaws in other
                  change methodologies: 

               
               
               
               
                  
                  
                  	
                     
                     
                     
                        
                           Continuous improvement:
                           
                        People tend to buy in to the idea that this is all that
                           is needed to keep up.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Risk management:
                           
                        Risk management has a bias toward caution, missing
                           opportunities.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Digital transformation:
                           
                        Digital transformations (embracing the information age’s
                           integration and automation) that fail tend to lack clarity
                           on the “why” the transformation is needed or what is
                           really meant by it. Best Buy expressly integrated their
                           business strategy with their digital transformation. Faced
                           with the threat of online retail plus showrooming (viewing
                           a product in the store, buying online), they transformed
                           their view of their merchandise suppliers into
                           organizations that needed their “showroom” space and
                           started charging product manufacturers “rent” for their
                           revamped showroom experience. Their digital presence was
                           transformed to enable this strategy, such as by offering
                           in-store free pickup to drive sales to them.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Agile:
                           
                        Agile methodologies are inconsistent with hierarchical
                           organizational structures, so the agile principles such as
                           welcoming changing requirements even late in development
                           are diluted by rigid managerial methods that make
                           embracing late changes very difficult to do efficiently
                           (rework is inherently inefficient). Organizations also
                           tend to fall back into more structured ways of doing
                           things as leadership turns over.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Restructuring:
                           
                        Layoffs trigger the survive mode and make new innovation
                           or new product introductions much less likely to occur
                           during the restructuring, greatly risking loss of market
                           share to other organizations. Restructuring success can be
                           enhanced by helping people focus not just on survive, but
                           using analytics plus leadership and emotional appeal to
                           counter the uncertainty about the present with enthusiasm
                           about the future.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Mergers and acquisitions:
                           
                        The expected value from most mergers and acquisitions is
                           much higher than their actual realized value because of
                           inability to capture the promised synergies and intangible
                           benefits from the combination. Normal integration
                           processes activate the survive mode, leading to poor
                           decisions that are made slowly. Cultural integration is
                           typically poor and results in a lot of turnover and missed
                           opportunities.
                        

                     
                     

                  
                  
                  
                  	
                     
                     
                     
                        
                           Strategic planning:
                           
                        This is commonly more dominated by management than
                           leadership, resulting in too slow change and poor ability
                           to incorporate feedback. It is not inclusive. Management
                           directs from the top down for little buy-in. Also, the few
                           decision makers involved become a bottleneck to speed. It
                           is mostly analytic and can trigger survive more than
                           thrive.
                        

                     
                     

                  
                  

               
               
               
               Kotter describes how the various traditional organizational
                  structures are necessary and very useful for keeping medium and larger
                  organizations functioning and executing, but these structures tend to have
                  lost the entrepreneurship and agile innovation ability that make start-ups
                  so great. Rather than attempting to do away with these established and very
                  effective and efficient organizational structures, Kotter argues for the
                  development of what he calls a dual system, a sort of left-brain logical
                  side, right-brain creative side system.

               
               

            
            
            
            
               
               
               Dual System

               
               
               
               
                  
                  
                  A dual system is one that retains the current
                     organizational structure (which can take many forms, such as a traditional
                     functional hierarchy, a matrix organization, or a project-driven
                     organization) but deliberately adds a second organizational structure that
                     operates in concert with the existing one. This is a network organizational
                     structure.

                  
                  
                  
                  A network structure mimics the characteristics of
                     the entrepreneurial start-up: Network relationships form spontaneously
                     as a need arises, but these relationships shift and change quickly and
                     dynamically as different needs arise. Network members come from a
                     cross section of the hierarchical layers of the organization depending
                     on the skill set needed, but the network itself has no hierarchical
                     layers. Top management needs to champion, launch, support, and sustain
                     this network to give it legitimacy, which is vital because the network
                     is not part of the hierarchical structure.

                  
                  
                  
                  Exhibit 1-40 shows how
                     there is a division of responsibilities between the hierarchical
                     organizational structure and the network structure.

                  
                  
                  
                  
                     Exhibit 1-40: Hierarchical Organizational Structure Roles versus Network Roles
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Hierarchical Structure
                                          Roles

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Network Roles

                                       
                                       
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Running the day-to-day affairs
                                                of the organization

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Executing strategic changes
                                                that are extensions of current strategy

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Enabling continuous improvement
                                                such as for efficiency improvement

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Focusing more on
                                                management

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Focusing more on logic (e.g.,
                                                metrics, procedure)

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Innovating, brainstorming, and
                                                championing big opportunities

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Developing and executing
                                                strategic changes that require speed and
                                                agility

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Creating breakthrough
                                                improvement such as for difficult or large-scale
                                                change

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Focusing more on
                                                leadership

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Focusing more on creativity
                                                (e.g., new ideas)

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Kotter sets out the following principles of a dual system, paraphrased
                     here:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Broad internal team base. People from all
                           organizational levels are recruited to drive big changes rather
                           than relying on just the traditional personnel choices for
                           strategic planning. Only internal staff are used; consultants
                           are omitted. The select few (leaders at all levels) and the
                           diverse many (the power of the masses) are both needed.

                        
                        

                     
                     
                     
                     	
                        
                        
                        “Get to” rather than “have to” volunteering.
                           People who feel included in an opportunity that is compelling
                           (they see the change itself as a “have to”) and have an
                           emotionally positive experience will mobilize. Existing staff
                           are given the opportunity to volunteer, with the main rewards
                           being experience (which can help with promotions) and the
                           privilege of involvement as a change agent. People are not
                           “volunteered.”

                        
                        

                     
                     
                     
                     	
                        
                        
                        Heart plus head. Members are recruited and
                           change ideas are sold by appealing to emotional motivations,
                           like being part of a bigger cause, rather than relying solely on
                           logical persuasion. Rational and analytic business cases are
                           insufficient to create buy-in on their own.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Leadership is the key. While management and
                           leadership are necessary, leadership is the key to capitalizing
                           on big opportunities. Leadership needs to be from many, not just
                           one executive. Leadership should include vision, execution,
                           innovation, and acknowledgement.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Inseparable left and
                              right brains. The hierarchical and network
                           systems are not separated since they share individuals.
                           This also means that the new system does not increase
                           payroll. There is a two-way, continuous flow of ideas and
                           information between the existing and network
                           organizational structures, greatly enabled by the persons
                           who are part of both systems.

                        
                        

                     
                     

                  
                  
                  
                  A dual system, like any novel change, requires change
                     management to succeed, including training, creating small successes that can
                     be highlighted, and eventually becoming part of the organization’s
                     culture.

                  
                  

               
               

            
            
            
            
               
               
               Big Opportunity and Eight Accelerators

               
               
               
               
                  
                  
                  Kotter’s eight accelerators are a set of principles that relate to a
                     change driver he calls “the big opportunity.” A big opportunity is a
                     new idea. It could be an agile reaction to an emerging threat, a way
                     to capitalize on a market opportunity, a new line of business to
                     pursue, a new business model or methodology, a new product, and so on.
                     What distinguishes a big opportunity from other potential changes or
                     improvements is that

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        It is
                           a solution or opportunity that will create lasting
                           benefits into the future rather than just addressing
                           present problems.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It
                           would be difficult to achieve the change without a
                           sustained impetus.

                        
                        

                     
                     
                     
                     	
                        
                        
                        It is
                           something that people can get excited about.

                        
                        

                     
                     

                  
                  
                  
                  It still has to be an idea that top management
                     agrees makes great sense. The big opportunity still needs to be
                     aligned with the organization’s mission, vision, and core values, but
                     it is not just a reiteration of those ideals. It may be aligned with
                     the current strategy or may be the impetus to change the
                     strategy.

                  
                  
                  
                  Kotter’s eight
                     accelerators are designed to turn the big opportunity into action more
                     rapidly than an established hierarchical system can. The eight
                     accelerators are paraphrased here:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Big opportunity and urgency.
                              
                           Determine a
                              big opportunity and create a sense of urgency around
                              it, getting buy-in and enthusiasm from as many
                              people as possible. People who feel this urgency
                              will be thinking continually about how to advance
                              the goal and how to sustain its urgency.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Guiding coalition as change agents.
                              
                           The first big
                              opportunity helps form the core of the network, as a
                              guiding coalition forms to help win this
                              opportunity. These core members will be change
                              agents who want to lead, feel passionately about the
                              big opportunity, and have something to contribute.
                              As the team forms, it will need guidance to
                              understand how a network needs to differ from a
                              hierarchy so that they keep that entrepreneurial
                              spirit rather than starting to build a hierarchy
                              within the network (e.g., a focus on budgets,
                              project management, roles, etc.).
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Vision and inspiration.
                              
                           The network
                              forms a vision for the big opportunity and develops
                              related strategic initiatives. The initiatives
                              worked on first are those that most inspire the
                              guiding coalition.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Legion of volunteers.
                              
                           The network grows by creating an army of volunteers who
                              can devote a portion of their time either on an ongoing
                              basis or just for a temporary period. They help create
                              buy-in and get things done. Kotter’s research indicates
                              that a network made up of five to ten percent of the total
                              workforce is sufficient to make a well-functioning
                              network. Volunteers need to be vetted for both the
                              necessary level of commitment and the ability to help.
                              Ability could take the form of relevant knowledge or
                              expertise, strong relationship-building skills and a
                              strong network of relationships, or influence and
                              credibility.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Obstacle and duplication avoidance.
                              
                           The network’s members focus on removing obstacles to
                              ensure rapid progress on the big opportunity. They also
                              pay close attention to initiatives on the hierarchical
                              side to avoid duplication of effort.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Credibility through wins.
                              
                           The network
                              proves its worth by creating quick wins as well as
                              bigger wins that have strategic relevance. These
                              wins are highlighted and celebrated to help the
                              network gain credibility, even starting to win over
                              managers who either did not support the dual network
                              concept or did not volunteer to help.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Self-sustaining network.
                              
                           The network
                              sustains itself by recognizing and supporting
                              numerous sub-initiatives, which provide the quick
                              wins described in the prior principle. It also
                              continues to look for the next big opportunity and
                              continues to recruit new members based on the
                              needs.
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Institutionalize.
                              
                           Successful
                              initiatives are incorporated into the organization’s
                              hierarchical organizational structure so they can be
                              sustained and institutionalized. This includes
                              integration into the organization’s policies and
                              procedures, metrics and enforcement, and eventually
                              the culture, as the culture becomes one that
                              supports change as a necessary element of thriving
                              in a rapidly changing world.
                           

                        
                        

                     
                     

                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Section D: Performance Monitoring and KPIs

         
         
         
         
            
            
            
               After completing
                  this section, students will be able to
               

            
            
            
            
               
               
               	
                  
                  
                  Describe the
                     principles of effective performance measurement

                  
                  

               
               
               
               	
                  
                  
                  Understand the integrated measurement
                     model’s features and uses

                  
                  

               
               
               
               	
                  
                  
                  Show how performance objectives help
                     create executable plans at all levels by setting SMART goals.

                  
                  

               
               
               
               	
                  
                  
                  Leverage key performance indicator (KPI) tools to drive
                     improvement initiatives 

                  
                  

               
               
               
               	
                  
                  
                  Describe and
                     provide examples of each of the five groups of financial ratios (liquidity,
                     activity, leverage, profitability, market value)

                  
                  

               
               
               
               	
                  
                  
                  Monitor and utilize financial performance metrics to
                     inform decision-making 

                  
                  

               
               
               
               	
                  
                  
                  Monitor and utilize operational performance metrics to
                     inform decision-making 

                  
                  

               
               

            
            
            
            In this section, we introduce fundamental qualities of performance
               measurement systems, which are used to set objectives, measure financial
               performance, and make decisions about strategy and operations. We also provide an
               overview of the Supply Chain Operations Reference Model Digital Standard (SCOR DS),
               a standard set of processes, metrics, practices, and people skills for assessing and
               then improving supply chains by getting everyone moving in the same direction.

            
            

         
         
         
         
   
      
         
         
         
         Performance Monitoring
            Systems

         
         
         
         
            
            
            Here we look at the principles by which performance
               monitoring systems should be governed to ensure that the systems will be
               effective. KPIs and KPI trees are addressed, as is the SCOR DS model. The
               SCOR DS model provides a set of supply chain processes along with related
               metrics, practices, and technologies to help organizations envision and then
               execute their chosen supply chain strategies. This model has been adopted by
               numerous organizations since its introduction in 1996 to help them use data
               to drive their supply chain reengineering and continual improvement
               efforts.

            
            

         
         
         
         
         
            
            
            Performance Measurement Principles and
               Measurement Levels

            
            
            
            
               
               
               A performance measurement system is defined
                  in the ASCM Supply Chain Dictionary
                  as:

               
               
               
               
                  
                  
                     A system for collecting, measuring, and comparing a measure to a standard for a specific
                        criterion for an operation, item, good, service, business, etc. Syn.: metric. See:
                        performance criterion, performance measure, performance standard.
                     

                  

               
               
               
               The criterion is the metric such as a ratio. The
                  measure is the actual measurement that is made. Standards are the
                  performance targets that are set. The ASCM
                     Supply Chain Dictionary defines a standard as:

               
               
               
               
                  
                  
                     1) An established norm against which
                        measurements are compared. 2) An established norm of productivity defined in terms
                        of units of output per set time (e.g., units per hour) or in standard time (e.g.,
                        minutes per unit). 3) The time allowed to perform a specific job including quantity
                        of work to be produced. See: standard time.
                     

                  

               
               
               
               The measurement result is then compared
                  to the standard to determine relative performance, but the process is not
                  finished at that point. The performance measurement system as a whole needs
                  to become a tool for monitoring, assessing, and improving performance. That
                  is, once negative or positive results become known, management needs to work
                  to correct course or to reinforce good results.

               
               
               
               The primary focus of a performance
                  measurement system should be to motivate participants not only to meet a
                  performance goal but to motivate constructive participation in improvement
                  efforts. Promoting this type of proactive motivation requires leadership to
                  help team members understand how and why a given metric is important to the
                  organization’s success. For example, it should be made clear how achieving a
                  given operational goal will help achieve tactical and strategic goals.

               
               
               
               To help motivate teams and individuals to
                  have a continuous improvement mindset, metrics also need to be well designed
                  and their targets need to be challenging but realistic. It is important to
                  design metrics that avoid the common mistake of motivating individuals and
                  teams to optimize their own goals at the expense of the goals of other areas
                  or other parts of the supply chain. Another risk is that a goal that is not
                  being measured will be ignored, such as a mandate for sustainability that is
                  not measured, implemented, and/or enforced.

               
               

            
            
            
            
               
               
               Performance Measurement Principles

               
               
               
               
                  
                  
                  The organization must determine what to measure, why, and by
                     when. According to Juran’s Quality Handbook, these
                     principles are used to determine how to develop effective measurements. These principles
                     are
                     listed in Exhibit 1-41.

                  
                  
                  
                  
                     Exhibit 1-41: Principles of Effective Measurement
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Principle

                                       
                                       
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       1

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Define the
                                          purpose and use of the measurement.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       2

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Call
                                          attention to customer-related measurements (for
                                          both external and internal customers).

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       3

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Focus on
                                          what is useful, not just the easiest items to
                                          gather.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       4

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Get
                                          participation from all levels of the organization.
                                          If the measurement is not useful, it will be
                                          ignored.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       5

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Provide
                                          measurements in as close to real time as possible.
                                          Timing impacts diagnosis and
                                          implementation.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       6

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Include
                                          concurrent leading and lagging
                                          indicators.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       7

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Provide a
                                          plan for data collection and storage, analysis,
                                          and presentation. Without the intended use, the
                                          data collection could be incomplete.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       8

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Make data
                                          recording, analysis, and presentation simple.
                                          Graphical representation of data can be
                                          effective.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       9

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Periodically
                                          evaluate for accuracy, integrity, and usefulness
                                          of measurements.

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       10

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Recognize
                                          that measurement alone cannot improve products and
                                          processes.

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            
            
            
               
               
               Levels of Performance Metrics

               
               
               
               
                  
                  
                  Performance metrics provide
                     managers with the information needed to control activities or steer
                     them back on course. Performance measurement occurs at various
                     organizational levels. Having different levels of performance metrics
                     can help motivate individuals at each level to engage in the
                     improvement process.

                  
                  
                  
                  These measurements need to be interrelated. The lower-level measures
                     might be summed to the higher levels, such as aggregating costs, or
                     two or more metrics might be combined in some way to form a composite
                     metric. In this way the metrics help form the links between the three
                     levels of management—strategic, tactical, and operational.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Strategic. Strategy
                           sets the long-term direction of the organization. In order
                           to successfully conduct strategic planning, measurements
                           must provide information on how well the actions taken by
                           the organization work toward its strategic goals.
                           Performance measurements at this level relate to long-term
                           goals such as profitability, productivity, learning and
                           growth, and market share.

                        
                        
                        
                        Strategic metrics are used to monitor
                           progress or trends as they relate to the overall company
                           strategy and objectives instead of day-to-day activity.
                           Strategic metrics will have value only if the same ones
                           are used over the long term so that the business can get
                           an accurate picture of its progress.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Tactical. Tactics turn strategy into discrete
                           medium-term plans. The ASCM Supply
                              Chain Dictionary defines tactical
                              plan(s) as:

                        
                        
                        
                        
                           
                           
                              The set of functional plans (e.g., production plan, sales plan, marketing plan) synchronizing
                                 activities across functions that specify production levels, capacity levels, staffing
                                 levels, funding levels, and so on for achieving the intermediate goals and objectives
                                 to support the organization’s strategic plan. See: aggregate planning, production
                                 planning, sales and operations planning (S&OP), strategic plan, tactical planning.
                              

                           

                        
                        
                        
                        Performance
                           measurements at the tactical level show progress toward
                           medium-term goals needed to realize the strategy. These
                           might include budgets, production plans, and manufacturing
                           metrics like inventory turnover or perfect orders.
                           Inventory turnover in particular gives an aggregate
                           picture of how well materials flow through the
                           organization and/or supply chain. Engineering this flow of
                           materials is a primary task of supply chain managers, and
                           inventory turnover is a key indicator for success in this
                           area.

                        
                        
                        
                        Tactical
                           metrics also show the progress of the operational
                           effectiveness of the operational metrics and the actions
                           taken to improve those metrics. Tactical metrics are the
                           link between the day-to-day operations and the executive
                           level to ensure that the organization is aligned in
                           accomplishing the desired goals and objectives.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Operational.
                           Operations are the daily activities of the organization.
                           Performance measurements at this level relate to daily
                           work progress. Manufacturing metrics might include
                           utilization, efficiency, and work center cycle
                           times.

                        
                        
                        
                        Operational metrics
                           measure the immediate short term on an hourly or daily
                           basis. These metrics should be monitored in real time
                           whenever possible, so that day-to-day activities can be
                           assessed to determine the operational issues that are
                           having the most impact on the business. Root cause
                           analysis can be conducted, and continuous improvement
                           solutions can be identified and implemented.

                        
                        

                     
                     

                  
                  
                  
                  Metrics can determine the
                     extent to which strategy is being realized. A strategy can fail
                     because it was not put in place properly. If this is the case, metrics
                     related to efficiency will show that certain targets were missed. If,
                     instead, the metrics show that efficiency goals were met but overall
                     revenue goals are off nonetheless, this would point to either a poor
                     strategy or poor marketing.

                  
                  
                  
                  One way to design metrics to ensure that they
                     support the overall strategy and the most optimal result for the
                     system overall is to use key performance indicators.

                  
                  

               
               

            
            

         
         
         
         
            
            
            Key Performance Indicators and KPI
               Trees

            
            
            
            
               
               
               The ASCM Supply
                     Chain Dictionary defines a key
                     performance indicator (KPI) as:

               
               
               
               
                  
                  
                     1) A financial or
                        nonfinancial measure that is used to define and assess progress toward specific
                        organizational goals and that typically is tied to an organization’s strategy and
                        business stakeholders. A KPI should not be contradictory to other departmental or
                        strategic business unit performance measures. 2) A metric used to measure the
                        overall performance or state of affairs. Supply Chain Operations Reference (SCOR)
                        level 1 metrics are considered KPIs.
                     

                  

               
               
               
               An organization can measure many
                  things. Measuring too few things can result in some goals not being tracked
                  or managed, and this usually means that the goal will not be met. The adage
                  is “If you can’t measure it, you can’t manage it.” However, measuring too
                  many things complicates and slows decision making. KPIs help focus
                  organizational efforts and provide critical links to strategy. KPIs should
                  be set at strategic, tactical, and operational levels. Metrics selected as
                  KPIs should relate directly to the priorities set in the strategy, such as
                  helping the organization to become the low-cost leader.

               
               

            
            
            
            
               
               
               KPI Trees

               
               
               
               
                  
                  
                  A focus on significant and strategically
                     aligned performance indicators, from the global to the local level,
                     characterizes an effective performance monitoring system.

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        The ASCM Supply Chain Dictionary defines these as global measurements: 
                           “A set of related measurements used across an entire organization, rather than a specific
                              resource, operation, process, or item. See: local measurements.” These are also called strategic performance
                              measurements: 
                           “Measurements that relate to the long-term goals of a business. Examples include profitability,
                              market share, growth, and productivity. See: global measurements, operational performance
                              measurement, performance objective.”

                        
                        

                     
                     
                     
                     	
                        
                        
                        Local measurements are
                           defined in the ASCM Supply Chain
                              Dictionary as:

                        
                        
                        
                        
                           
                           
                              A set of measurements related to a specific resource, operation, process, or item,
                                 that may or may not correlate to global organization measurements. Examples include
                                 departmental efficiency, process yield, and days of supply (DOS). See: global measurements.
                              

                           

                        
                        

                     
                     

                  
                  
                  
                  Finding a way to create a cohesive system
                     that aligns local measures to global measures and global measures to
                     strategy is vital for strategy realization. The strategy and global measures
                     dictate the types of local measures that will be needed. The local measures
                     need to aggregate up to or otherwise be inputs to the global measures. 

                  
                  
                  
                  One tool that can be used to get into the details of how to
                     create such an integrated measurement model is a KPI tree. A KPI tree is
                     basically a chart that shows performance metrics in a hierarchy. A given
                     performance objective is at the top of the tree, and in the next level down
                     are categories of enabling objectives. For each enabling objective, various
                     global KPIs are listed, and below these, local performance measures and
                     their standards or targets are also listed. A KPI tree would break down each
                     KPI into as many levels as management decides to use. 

                  
                  
                  
                  The number of
                     measures developed can vary. In Keeping
                        Score, Mark Graham Brown recommends focusing on the critical
                     few metrics and ignoring the trivial many possible measurements.
                     Measurement consumes resources, so it should produce value.
                     Performance should not be tracked simply because it can be or is easy
                     with today’s technology.

                  
                  

               
               

            
            
            
            
               
               
               Integrated Measurement Model

               
               
               
               
                  
                  
                  The integrated measurement model is a tool that can
                     help ensure that strategic goals are carried down into the strategies and tactics
                     of
                     the organization. The integrated measurement model is an example of a KPI tree, or
                     a
                     series of key performance indicators (KPIs) that are linked and become more specific
                     at lower levels but can be aggregated to provide summary information at higher
                     levels.  Exhibit 1-42 shows an example of
                     an integrated measurement model. Note how it starts with the goals of organizational
                     strategy. Strategy directs all of the remaining priorities for each part of the
                     organization. These priorities are used to determine what is important to measure
                     and what targets are important to achieve if the overall strategy is to succeed.
                     Objectives and metrics are set at each level of management, from strategic
                     objectives all the way down to measurement of operations at specific
                     workstations.

                  
                  
                  
                  
                     Exhibit 1-42: Integrated Measurement Model[image: A diamond-shaped diagram showing the alignment of strategic goals at different organizational levels. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  The model illustrates the way in
                     which the organization’s performance at all levels—from strategic (the
                     conference room) to operational (the work environment)—is aligned through
                     performance objectives. Each part of the organization needs to link back to the
                     organization’s strategy, or that strategy will fail to be realized.

                  
                  
                  
                  Let’s walk
                     through how performance objectives cascade down, from the organizational to the
                     divisional, functional, and individual levels.

                  
                  
                  
                  The process of setting strategic goals or objectives (at the
                     top of the model) is the step that moves the planning process down from the level
                     of
                     the strategic plan and into the level of the business plan. In other words, now we
                     get to the specifics of financial, market share, and growth goals that make a
                     strategy’s relative level of success measurable and accountable.

                  
                  
                  
                  The ASCM Supply
                        Chain Dictionary defines performance
                        objectives as:

                  
                  
                  
                  
                     
                     A measurement that enables the firm to monitor whether or not the firm’s strategy
                           is being accomplished. Thus, the measurement should be aligned to strategy. Performance
                           objectives may differ based on the hierarchical level of the firm (e.g., department,
                           business unit, or corporation) and should be aligned with the corresponding strategy
                           for that level. See: operational performance measurement, strategic performance measurements.

                     

                  
                  
                  
                  Objectives translate the business’s mission
                     and vision into actionable goals that further focus strategic planning. These
                     objectives serve three primary purposes:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        They help align actions across the
                           business’s parts and down its organizational layers. They support
                           consistency in decision making. They remind decision makers continually of
                           the business’s commitment to its future.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They provide a basis for measuring
                           the effectiveness of a strategy, whether it is a business or operations
                           strategy.

                        
                        

                     
                     
                     
                     	
                        
                        
                        They motivate all members of the
                           organization to achieve and surpass these goals.

                        
                        

                     
                     

                  
                  
                  
                  Organizational performance objectives might be, for example,
                     a revenue target (in the aggregate and for individual product/service families),
                     a percentage share of the market, or a successful entry into a new line of
                     business or a geographical region.

                  
                  
                  
                  Note how the overall strategy is then broken down
                     into divisional strategic objectives. A division, business unit, or segment is a
                     major line of business that tracks its own profits and losses separately, for
                     example, a mining division or a manufacturing division. Objectives at this level
                     need to balance various priorities, so four perspectives akin to those of Kaplan and
                     Norton’s balanced scorecard are shown here. This is one way to ensure that goals and
                     the metrics used to measure them relate to both the short- and long-term objectives
                     set in the strategy. Financial objectives are sometimes more short-term, such as
                     meeting near-term cost reduction goals, while customer, business process, and
                     learning and growth objectives tend to help the division get where it needs to be
                     to
                     enable the long-term strategy to succeed. Organizations might instead develop their
                     own customized set of balanced performance objectives.

                  
                  
                  
                  These strategic and divisional objectives drive the creation
                     of functional objectives. What can the function (e.g., operations, marketing,
                     R&D, IT) do to help the organization as a whole meet its strategic
                     objectives? This helps prevent a key negative effect of functional silos, with
                     each function working toward its own distinct and separate goals. By aligning
                     their performance objectives with the overall objectives, the organization’s
                     functions can perform as a team.

                  
                  
                  
                  The functional area
                     strategies include the operations strategy (e.g., manufacturing strategy or
                     service organization operations strategy) and related high-level performance
                     objectives. Speed, dependability, flexibility, quality, and cost are often basic
                     ways to categorize priorities. Organizations might work to be order qualifiers
                     in all of these categories, but, due to inherent tradeoffs, they generally
                     cannot be order winners for more than one or possibly two of these, meaning that
                     they need to specialize in the areas that the strategy dictates will produce a
                     competitive advantage. The other areas then are provided to the degree possible
                     that allows them to support the area of specialization. Exhibit 1-43 shows some ways to describe each of these functional area
                     performance objectives as a set of generic performance objectives from the
                     perspective of manufacturing. The exhibit also provides examples of how they
                     might create tradeoffs.

                  
                  
                  
                  
                     Exhibit 1-43: Generic Performance Objectives at the Functional Strategy Level
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Category

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Description

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Tradeoff

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Speed

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Time to market (e.g., fast research
                                          and development), short lead times, high output per time
                                          period, and/or fast delivery

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Faster equipment may be less flexible.
                                          Emphasizing speed increases cost.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Dependability (resilience)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Promise fulfillment, on-time delivery
                                          (neither early nor late), and/or products that can take
                                          a certain level of wear and tear

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       May require unused capacity or
                                          plant/equipment redundancy to provide resilience from
                                          service disruptions (e.g., natural disasters) or other
                                          investment in continuous improvement. These add
                                          cost.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Flexibility (agility)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Ability to ramp up or down in volume
                                          quickly or change what is being produced without
                                          significant disruption

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       More-flexible organizations may be
                                          less able to maximize economies of scale than
                                          competitors who focus on making lots of the same thing.
                                          For example, cross-training employees means that they
                                          are less specialized.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Quality

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Fitness for use
                                          (Note that there are many ways to define quality.)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       For example, equipment that can
                                          operate within tight specification limits might limit
                                          speed or flexibility. Quality investments increase
                                          short-term costs but tend to reduce long-term costs.

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cost

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Ability to provide goods at lowest
                                          price versus the competition

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Organizations need to have a
                                          competitive price but often cannot lead in this and
                                          other areas simultaneously.

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Manufacturing will settle on a mix
                     of priorities that promote the overall strategy, and these will in turn guide
                     selection of detailed goals and performance measures at lower and lower levels.
                     One way to ensure that metrics link back to higher-level goals is to select just
                     a few critical metrics that can be proven to directly link back to strategy.
                     These will become the organization’s KPIs.

                  
                  
                  
                  At the individual level, each person will need their own set
                     of metrics to which they will be held accountable and that align with the higher
                     levels of the integrated measurement model. The objectives and their metrics
                     should be SMART, as is discussed next.

                  
                  

               
               

            
            
            
            
               
               
               SMART
                  Objectives

               
               
               
               
                  
                  
                  Tying objectives to metrics is
                     an important part of making sure that objectives are SMART: specific in terms of
                     desired outcomes, measurable, attainable, relevant, and time-bound in that they
                     set a specific time frame for when the goals should be achieved.

                  
                  
                  
                  The idea is that goals are useful only if they can translate
                     strategy into actual results, and this is possible only if the objectives have
                     all of the SMART qualities. Specific and measurable goals are vital qualities;
                     there is no way of objectively identifying whether vague or unmeasurable goals
                     are successful or unsuccessful. What is called a success might also be changed
                     arbitrarily. Attainable goals are important, because unrealistic goals tend to
                     demoralize people and thus have unintended negative side effects. Goals must be
                     relevant; irrelevant goals distract users from working toward the actual
                     strategic priorities (thus the need for a limited set of KPIs). Time-bound goals
                     are not open-ended but need to be achieved during the indicated time horizon,
                     such as during the three- to five-year strategic plan or before the end of a
                     shorter planning period.

                  
                  
                  
                  One way to ensure that strategies and objectives are SMART
                     is to perform a what-if analysis or other type of simulation to determine whether
                     the strategy will be profitable. The ASCM Supply Chain
                        Dictionary defines a what-if analysis as:

                  
                  
                  
                  
                     
                     The process of evaluating alternate
                           strategies by answering the consequences of changes to forecasts, manufacturing
                           plans, inventory levels, and so forth. See: simulation.

                     

                  
                  
                  
                  These types of simulations can also be
                     used to evaluate tactical and operational
                     decisions.

                  
                  
                  

               
               

            
            

         
         
         
         
            
            
            SCOR DS Overview

            
            
            
            
               
               
               The Supply Chain Operations Reference Model
                  (SCOR) has been used by a wide range of organizations since its introduction
                  in 1996. The Supply Chain Council created it, and in 2014 this council
                  merged with ASCM (formerly APICS). In 2022, SCOR received a major
                  consensus-driven update to represent a wider range of organizations becoming
                  the SCOR Digital Standard (SCOR DS). The ultimate purpose of SCOR DS is to
                  design supply chains that focus on satisfying customer demand. Anyone who
                  has registered on www.ascm.org can access this model for free.

               
               
               
               The ASCM
                     Supply Chain Dictionary defines the Supply Chain Operations Reference (SCOR)
                     model as:

               
               
               
               
                  
                  A process
                        reference model developed by the Supply Chain Council and endorsed by the
                        Association for Supply Chain Management (ASCM) as the standard cross-industry
                        diagnostic tool for supply chain management. The SCOR model describes the business
                        activities associated with satisfying a customer’s demand, which include
                        Orchestrate, Plan, Source, Order, Transform, Fulfill, and Return. Use of the model
                        includes analyzing the current state of a company’s processes and goals, quantifying
                        operational performance, and comparing company performance to benchmark data. SCOR
                        has developed a set of metrics for supply chain performance, and ASCM members have
                        formed industry groups to collect best practices information that companies can use
                        to evaluate their supply chain performance.

                  

               
               
               
               A model such as SCOR DS and its
                  integrated metric trees are essential for making sense out of a complex
                  supply chain.

               
               
               
               Exhibit 1-44 shows how SCOR DS uses a symbol of two infinity loops for
                  the processes that make up a supply chain.

               
               
               
               
                  
                  
                  	
                     
                     
                     Orchestrate—enabling a supply
                        chain strategy by internally and externally integrating
                        processes as well as through business rules, continuous
                        improvement, data and technology, people skills, network design,
                        compliance, and sustainability

                     
                     

                  
                  
                  
                  	
                     
                     
                     Plan—creating plans for
                        order, source, transform, fulfill, and return to operate the
                        supply chain; balancing requirements and resources; determining
                        capability gaps; and identifying actions to correct gaps

                     
                     

                  
                  
                  
                  	
                     
                     
                     Source—procuring, ordering,
                        and scheduling the ordering, delivery, receipt, and transfer of
                        products/services in a way that meets market demand and quality
                        expectations

                     
                     

                  
                  
                  
                  	
                     
                     
                     Transform—creating products
                        (including production, assembly, disassembly, or MRO) and
                        services to meet customer demand

                     
                     

                  
                  
                  
                  	
                     
                     
                     Order—managing customer
                        purchase attributes including locations, payment methods,
                        fulfillment status, or visibility

                     
                     

                  
                  
                  
                  	
                     
                     
                     Fulfill—fulfilling customer
                        orders by scheduling order delivery, picking, packing, shipping,
                        installing, commissioning, and invoicing processes

                     
                     

                  
                  
                  
                  	
                     
                     
                     Return—diagnosing, evaluating
                        entitlement of, and determining disposition of approved returned
                        goods from suppliers, distributors, or customers

                     
                     

                  
                  

               
               
               
               
                  Exhibit 1-44: SCOR DS Processes[image: This diagram represents a supply chain orchestration model. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               Note that these are processes rather than
                  functions, meaning that the functional areas or persons performing the
                  activity are kept generic.

               
               
               
               The concept of a linear supply chain is
                  useful in showing how there are various tiers of suppliers, manufacturers,
                  service providers, distribution centers, retailers, etc., that may be part
                  of a given supply chain. However, a linear supply chain is a limiting
                  concept. Even the term supply chain implies a linear flow, and many experts
                  prefer the term supply network. The infinity loops shown in the SCOR DS
                  process graphic instead imply that a supply chain is actually a never-ending
                  flow of processes that have no artificial beginnings or endings.

               
               
               
               The SCOR DS model creates a structure for supply chain
                  communications within your organization: upstream to your suppliers and
                  their suppliers and downstream to your customers and their customers. Every
                  party in the supply chain will have its own set of these processes. A
                  buyer’s “source” will be seen as “order” by the supplier. Exhibit 1-45 shows how SCOR DS helps
                  create end-to-end visibility and reinforces the concept of a network of
                  never-ending processes.

               
               
               
               
                  Exhibit 1-45: SCOR DS: A Series of Never-ending Processes[image: SCOR DS infinity-loop diagram showing continuous processes linking customer’s customer, customer, your organization, supplier, and supplier’s supplier above an arrow labeled market drivers, end-to-end visibility, and collaboration.]
               
               
               
               
               SCOR DS can help transform a supply chain
                  from a linear supply chain into an orchestrated supply chain. Orchestration
                  helps the various tiers of supply chain partners create an effective supply
                  chain by helping to align related process improvements so the organizations
                  can develop compatible processes, metrics, practices, people skills, and
                  technologies. Note how the model is always centered on “your organization”
                  so that you focus on at least two levels out from yourself in each direction
                  (e.g., one of your upstream suppliers will have its own tiers of suppliers
                  and customers and so will place itself in the center of the graphic since it
                  is also a manufacturer in its own right).

               
               
               
               This process framework can be used for
                  business process improvement (to capture the as-is and to-be states),
                  performance benchmarking, best practice analysis (practices and technologies
                  that result in significantly better performance and help organizations start
                  out at least even with competitors), and organizational design (assessing
                  skills and staffing needs and aligning this information to internal
                  targets).

               
               
               
               Exhibit 1-46 shows how SCOR DS has levels
                  0 through 4 in its process model. Level 0 is orchestrate. The six major
                  processes are at level 1 of the hierarchy. Levels 2 and 3 are defined in the
                  model, but level 4 is not. Organizations define this level, and possibly
                  even lower levels, using industry-, organization-, and location-specific
                  processes.

               
               
               
               
                  Exhibit 1-46: SCOR DS Hierarchical Process Model with Levels 0–4[image: A hierarchical breakdown of supply chain processes using the SCOR DS model. Go to long description for more details.]
               
                  Go to long description.
                  

               
               
               
               
               SCOR DS has four major sections that are
                  all interrelated to help define the overall processes in a way that aligns
                  with key business functions and goals. These are:

               
               
               
               
                  
                  
                  	
                     
                     
                     Performance. Performance attributes are
                        characteristics, such as reliability or responsiveness, that
                        describe a supply chain strategy. Relative to competitors or
                        other benchmark organizations, organizations select attributes
                        to be at superior or advantage performance in priority areas and
                        set lower-priority attributes at equivalent (i.e., parity)
                        performance.

                     
                     
                     
                     Performance metrics help
                        translate business strategy into supply chain strategy,
                        benchmark against similar supply chains or internal targets, and
                        identify and monitor processes that are the likely cause of
                        performance gaps. Each performance attribute has one or more
                        defined performance metrics at levels 1 through 3 in a key
                        performance indicator (KPI) tree. Strategic-level KPIs are often
                        aggregated from more specific tactical- or operational-level
                        related metrics so that tactics and operations tie back to
                        strategic priorities in a measurable way. The metric set as a
                        whole can measure the ability of processes to achieve the
                        strategic objectives of the prioritized performance attributes.
                        Organizations adapt SCOR DS metrics as needed to allow them to
                        be calculated using data that are actually in their databases
                        (or will be after improvements).

                     
                     

                  
                  
                  
                  	
                     
                     
                     Processes. Processes are standard descriptions of
                        management processes and relationships (see Exhibit 1-46). Processes help capture the consensus view of
                        the as-is (i.e., what we do and how we do it), the what-if
                        (i.e., scenarios), and the to-be (i.e., what will we do, where
                        and how will we do it) states of processes. Each level of
                        additional hierarchy helps show how individual processes are
                        configured. Mapping a process helps focus on its inputs and
                        outputs and its requirements related to skills, performance,
                        capabilities, and best practices. SCOR DS features sample
                        process maps that can be modified. For example, the workflow for
                        the process P1.1 Capture External Market Signals is shown in
                        Exhibit 1-47. Note how the process has one or more
                        input processes (OE1.3 here) and one or more output processes
                        (P1.2 here). Also shown are workflow elements such as market
                        data or market insights.

                     
                     
                     
                     
                        Exhibit 1-47: SCOR DS Features Sample Workflow Processes[image: A workflow for capturing external market signals in the supply chain. Go to long description for more details.]
                     Go to long description.

                     
                     
                     
                     
                     Levels 1, 2, and 3 are
                        industry-neutral (i.e., applicable to any industry) but level 4
                        are industry-specific processes organizations develop
                        themselves. The process of linking level 4 to the SCOR DS
                        process hierarchy enables organizations to make their alignment
                        to strategy explicit and measurable.

                     
                     

                  
                  
                  
                  	
                     
                     
                     Practices. Practices are a unique way to configure a
                        process or set of processes based on special skills, automation,
                        software, process sequence, or process integration. Practices
                        that the organization believes will result in significantly
                        better process performance can be considered when conducting
                        analysis of alternatives. Other practices might be blacklisted.
                        Given just the viable alternatives (applies to industry and
                        business), the organization may select some low effort/high
                        return practices because they are quick wins but also some high
                        effort/high return elements to enable their strategy.
                        Organizations can also benchmark practices. Practices have three
                        categories:

                     
                     
                     
                     
                        
                        	
                           
                           
                           Analytics and
                              technology (e.g., BP.049 Lean Planning)

                           
                           

                        
                        
                        	
                           
                           
                           Process (e.g.,
                              BP.009 Kanban)

                           
                           

                        
                        
                        	
                           
                           
                           Organization
                              (e.g., BP.160 Lean)

                           
                           

                        

                     
                     
                     
                     Note that SCOR DS is designed
                        to enable a supply chain digital transformation. SCOR DS
                        includes many practices that might be described as emerging,
                        including blockchain, internet of things, augmented reality,
                        robotic process automation, artificial intelligence, big data
                        analytics, should-cost modeling, predictive analytics, digital
                        twin, smart contracts, visualization and visibility, real-time
                        location systems, autonomous delivery, stock taking via drones,
                        dynamic inventory management, mobile distribution centers,
                        machine learning, and dynamic routing. These practices are
                        linked to specific supply chain processes. For example, for
                        planning the fulfill process, there are practices such as
                        cross-docking, vendor-managed inventory, or machine learning.
                        Practices help show where to leverage each technology.

                     
                     
                     
                     One way that SCOR DS helps
                        create an intelligent supply chain is by linking to the Digital
                        Capabilities Model for Supply Networks (discussed
                        elsewhere).

                     
                     

                  
                  
                  
                  	
                     
                     
                     People. This area helps align staff and staffing
                        needs to internal targets by providing standard skill
                        definitions, experiences, and training as well as standardized
                        skill maturity levels to assess skills and performance needs.
                        Organizations define the needed skill level of a role as they
                        see fit. Competency levels are defined as follows:

                     
                     
                     
                     
                        
                        	
                           
                           
                           Novice—new to the
                              field or activity, task-oriented, and needs
                              standard/written procedures.

                           
                           

                        
                        
                        	
                           
                           
                           Beginner—has not
                              mastered work skills, is task-oriented, and has
                              limited “situational perception.”

                           
                           

                        
                        
                        	
                           
                           
                           Competent—goal-oriented and has enough skill to do
                              tasks and set priorities but is still task-oriented;
                              needs an analytical system for decision making.

                           
                           

                        
                        
                        	
                           
                           
                           Proficient—sees
                              the holistic situation to set priorities and act
                              from personal knowledge and conviction; decision
                              making is now intuitive, but problem recognition
                              still requires measuring rather than intuition.

                           
                           

                        
                        
                        	
                           
                           
                           Expert—intuitive
                              understanding of the situation and what is possible,
                              able to highlight key points or extend experience to
                              master new situations; decision making and problem
                              recognition are intuitive.

                           
                           

                        

                     
                     

                  
                  

               
               
               
               SCOR DS has a scope of all customer
                  interactions from order entry to paid invoice, from the supplier’s supplier
                  to the customer’s customer. Sales, marketing, product development, and
                  research and development are out of scope.

               
               
               
               SCOR DS continues to be improved using a
                  consensus-based process that brings together diverse manufacturers,
                  distributors, and retailers as well as academic and government
                  contributors.

               
               
               
               To learn more about SCOR DS in general,
                  start with the SCOR DS website (www.scor.ascm.org). Take the “Free SCOR
                  Course” online tutorial and read the “Introduction to SCOR” document. Then,
                  become even more familiar by navigating through the site, starting with the
                  Performance area.

               
               

            
            

         
         
         
         
            
            
            Supply Chain Performance and the SCOR DS Model

            
            
            
            
               
               
               A performance measurement model can be extended to
                  the entire supply chain. Strategies can be set by mutual agreement of all supply chain
                  partners, who then set their individual strategies and tactics to work toward this
                  shared
                  goal. How do we measure performance when supply chain performance depends on many
                  partners
                  throughout the process? 

               
               
               
               SCOR
                  DS is one way to enable the extension of performance measurement outside the organization.
                  SCOR DS helps by developing a common language and metrics to help all parties agree
                  on the
                  KPIs that should be measured across the supply chain. KPIs can be rolled up to show
                  total
                  supply chain costs, total inventory in the network, total lead time, and so on. These
                  metrics become available only if each supply chain partner agrees to share its summary
                  costs
                  and other metrics. It can result in a faster, cheaper, more-efficient network that
                  benefits
                  all participants and the ultimate customer.

               
               
               
               SCOR DS has been used by manufacturers around the
                  world to identify—and adhere to—mission-critical supply chain metrics. Once an
                  organization’s metrics have been calculated, they are compared against internal standards
                  and possibly industry or best-in-class benchmark data. An organization uses the results
                  to
                  drive performance improvements. Let’s take a look at how SCOR DS can be used to set
                  a supply
                  chain strategy and select a complementary, balanced, and integrated set of metrics
                  to enact
                  that strategy.

               
               

            
            
            
            
               
               
               SCOR DS
                  Performance Attributes and Supply Chain Strategy

               
               
               
               
                  
                  
                  The SCOR DS performance section features a set of performance attributes and
                     metrics in addition to its other sections on processes, practices, and people maturity.
                     SCOR
                     DS performance attributes are “strategic characteristics of supply chain performance
                     used to
                     prioritize and align the supply chain’s performance with the business strategy.” 

                  
                  
                  
                  Performance attributes are grouped into three categories—resilience,
                     economic, and sustainability—as shown in Exhibit 1-48.
                     Note that performance attributes are not metrics themselves but that one or more top-level
                     metrics are tied to each attribute. Definitions are quoted from SCOR DS.

                  
                  
                  
                  
                     Exhibit 1-48: SCOR DS Performance Attributes for Building a Supply Chain Strategy
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Category

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Performance
                                          Attribute

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Definition

                                       
                                       
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Resilience

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Reliability
                                          (RL)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The ability to
                                          perform tasks as expected. Reliability focuses on the predictability of the
                                          outcome of a process. Typical metrics for the Reliability attribute include
                                          delivering a product on time, in the right quantity, and at the right quality
                                          level.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Responsiveness
                                          (RS)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The speed at
                                          which tasks are performed and the speed at which a supply chain provides
                                          products to the customer. Examples include cycle-time metrics.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Agility
                                          (AG)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The ability to
                                          respond to external influences and marketplace changes to gain or maintain a
                                          competitive advantage.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Economic

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Costs
                                          (CO)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The cost of
                                          operating the supply chain processes. This includes labor costs, material
                                          costs, and management and transportation costs.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Profit
                                          (PR)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The Profit
                                          attribute describes the financial benefit realized when the revenue generated
                                          from a business activity exceeds the expenses, costs, and taxes involved in
                                          sustaining the activity.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Assets
                                          (AM)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The ability to
                                          efficiently utilize assets. Assets’ strategies in a supply chain include
                                          inventory reduction and insourcing rather than outsourcing.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Sustainability

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Environmental
                                          (EV)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The Environmental
                                          attribute describes the ability to operate the supply chain with minimal
                                          environmental impact, including materials, water, and energy.”

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Social
                                          (SC)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       “The Social
                                          attribute describes the ability to operate the supply chain aligned with the
                                          organization’s social values, including diversity and inclusion, wage, and
                                          training metrics.”

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        
                        
                        
                           Source: SCOR
                              DS. Used with permission.
                           

                        
                        

                     
                  
                  
                  
                  An
                     organization can use these performance attributes to set a strategy for a specific
                     supply
                     chain. Typically, a supply chain strategy can only work to be superior (often defined
                     as
                     performing better than 90 percent of competitors) in one attribute, work toward advantage
                     (better than 70 percent of competitors) in two or possibly three attributes, and the
                     remaining attributes need to be set at parity (better than 50 percent of
                     competitors).

                  
                  
                  
                  For example, for a supply chain
                     that focuses on reliable repackaging and delivery of low-margin products to retail
                     stores,
                     market analysis could show that customer and internal profitability requirements point
                     to
                     making the assets attribute be set at superior due to the low margins. The same supply
                     chain might set reliability, cost, and social at advantage (for various reasons) and
                     set
                     the other attributes at parity (lower priority, but not ignored). Then it can select
                     related metrics for each attribute as will be discussed shortly. Because SCOR DS is
                     a
                     standard developed by wide industry participation, benchmark metrics are readily
                     available. Given the supply chain’s set of priorities and metrics, organizations can
                     then
                     use benchmarking to determine the size of the gaps from these supply chain priorities,
                     as
                     is shown in Exhibit 1-49.

                  
                  
                  
                  
                     Exhibit 1-49: SCORmark Gap Analysis Example (Mockup)[image: SCORmark gap analysis mockup table showing performance of your organization versus target levels (parity, advantage, superior) for reliability, responsiveness, agility, cost, profitability, assets, environmental, and social metrics.]
                  
                  
                  
                  
                  Note that this is a mockup of a SCORmark
                     benchmarking tool. SCORmark is a PriceWaterhouseCoopers (PwC) tool offered through
                     ASCM
                     Corporate Development that uses SCOR DS metrics based on PwC’s data set of over 1,000
                     organizations and 2,000 supply chains.

                  
                  

               
               

            
            
            
            
               
               
               SCOR DS
                  Metrics

               
               
               
               
                  
                  
                  The ASCM Supply Chain Dictionary defines
                     SCOR
                        metrics as:

                  
                  
                  
                  
                     
                     
                        In Supply Chain Operations Reference (SCOR),
                           metrics measure the ability of processes to achieve the strategic objectives
                           associated with performance attributes. SCOR recognizes three levels of predefined
                           metrics: Level 1 metrics are diagnostics for the overall health of the supply chain.
                           Level 2 metrics serve as diagnostics for the level 1 metrics. Level 3 metrics serve
                           as diagnostics for level 2 metrics.
                        

                     

                  
                  
                  
                  While the performance
                     attributes themselves are not metrics, each has one or more level 1 metrics. Exhibit 1-50
                     shows the SCOR DS metrics at level 1 plus the codes for level 2 metrics with shorthand
                     references to these metrics (see the SCOR DS website for full names.) Note how each
                     metric
                     starts with a two-letter code followed by a level and unique identifier. For example,
                     RL.2.4 is a level 2 reliability metric.

                  
                  
                  
                  
                     Exhibit 1-50: Full Set of SCOR DS Level 1 and Level 2 Metrics
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Category

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Performance
                                          Attributes

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       SCOR DS Level 1
                                          and Level 2 Metrics

                                       
                                       
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          Resilience
                                          

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Reliability
                                          (RL)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Perfect Customer Order Fulfillment (RL.1.1):
                                          RL.2.1 to 2.4 (in full, commit date, documentation, and condition)

                                       
                                       
                                       
                                       Perfect
                                             Supplier Order Fulfillment (RL.1.2): RL.2.5 to 2.8 (in full, commit
                                          date, documentation, and condition)

                                       
                                       
                                       
                                       Perfect Return Order
                                             Fulfillment (RL.1.3): RL.2.9 to 2.12 (on time, in full, documentation,
                                          and condition)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Responsiveness
                                          (RS)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Customer Order Fulfillment Cycle Time
                                             (RS.1.1): RS.2.1 to 2.5 (cycle times for order, source, transform,
                                          fulfill, and return)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Agility
                                          (AG)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Supply Chain Agility (AG.1.1): AG.2.1 to 2.5
                                          (agility for order, source, transform, fulfill, and return)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          Economic
                                          

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Costs
                                          (CO)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Total Supply Chain Management Cost (CO.1.1):
                                          CO.2.1 to 2.5 (costs for ordering, acquisition, inventory carrying, supply
                                          chain finance/planning, and IT)

                                       
                                       
                                       
                                       Cost of Goods Sold (COGS) (CO.1.2): CO.2.6 to
                                          2.8 (costs for direct material, direct labor, and indirect)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Profit
                                          (PR)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Earnings Before Interest and Taxes (EBIT) as a
                                             Percent of Revenue (PR.1.1): (no level 2 metrics)

                                       
                                       
                                       
                                       Effective Tax Rate
                                             (PR.1.2): (no level 2 metrics)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Assets
                                          (AM)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Cash-to-Cash Cycle Time (AM.1.1): AM.2.1 to
                                          2.3 (days sales outstanding, inventory days of supply, and days payables
                                          outstanding)

                                       
                                       
                                       
                                       Return on Fixed Assets (AM.1.2): AM.2.4 to
                                          2.5 (revenue and fixed assets)

                                       
                                       
                                       
                                       Return on Working Capital (AM.1.3): AM.2.6 to
                                          2.8 (accounts payable, accounts receivable, and inventory)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       
                                          Sustainability
                                          

                                       
                                       
                                       
                                       

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Environmental
                                          (EV)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Materials Used (EV.1.1): EV.2.1 to 2.2
                                          (renewable and nonrenewable)

                                       
                                       
                                       
                                       Energy Consumed (EV.1.2): EV.2.3 to 2.4
                                          (renewable and nonrenewable)

                                       
                                       
                                       
                                       Water Consumed (EV.1.3): EV.2.5 to 2.6
                                          (withdrawal and discharged)

                                       
                                       
                                       
                                       GHG Emissions (EV.1.4): EV.2.7 to 2.9
                                          (direct, energy indirect, and other indirect)

                                       
                                       
                                       
                                       Waste Generated (EV.1.5):
                                          EV.2.10 to 2.11 (diverted from disposal and directed to disposal)

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Social
                                          (SC)

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Diversity and Inclusion (SC.1.1): (no level 2
                                          metrics)

                                       
                                       
                                       
                                       Wage Level (SC.1.2): (no level 2
                                          metrics)

                                       
                                       
                                       
                                       Training
                                             (SC.1.3): (no level 2 metrics)

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        
                        
                        
                           Source: SCOR
                              DS. Used with permission.
                           

                        
                        

                     
                  
                  
                  
                  Exhibit 1-51
                     illustrates how the SCOR DS metrics for perfect customer order fulfillment cascade
                     from
                     one level to the next.

                  
                  
                  
                  
                     Exhibit 1-51: SCOR DS Metrics for Perfect Customer Order Fulfillment[image: A hierarchical chart showing the breakdown of “Perfect Customer Order Fulfillment” into subcategories. Go to long description for more details.]
                  
                     Go to long description.
                     

                  
                  
                  
                  
                  SCOR DS also provides standard definitions of
                     each metric, which is critical to the process because it forces everyone to adopt
                     a shared
                     understanding of the metric’s inputs, process, and output.

                  
                  
                  
                  The selection of metrics depends upon the supply chain strategy; there
                     is no requirement, for example, that all the metrics for a particular SCOR DS level
                     have
                     to be applied simultaneously. In fact, the opposite is more likely to be true. Achieving
                     greater overall velocity might require that one link in the chain actually underperform
                     in
                     the interest of boosting performance elsewhere. Shipping might have to rely on more
                     expensive transportation, for example. These tradeoffs have to be carefully negotiated
                     with those involved, and rewards may have to be shared in such a way that the interest
                     of
                     each stakeholder is brought into alignment with that of the overall enterprise. Strong
                     leadership from above is paramount. A pilot project is helpful if it starts at the
                     most
                     manageable level and has a good chance of quick success. Applying one metric across
                     two or
                     three supply chain partners is not too modest a project.

                  
                  
                  
                  Despite the large list of potential metrics and measurements
                     available, each organization needs to understand its own standards and strategic goals
                     and
                     select the performance metrics that most closely align with them. Here are some general
                     principles for selecting metrics from this or another list:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Select at least one level
                           1 or equivalent top-level metric from each category of attributes, such as one KPI
                           for
                           reliability, one for responsiveness, and so on.

                        
                        

                     
                     
                     
                     	
                        
                        
                        For each chosen metric,
                           select some or all supporting metrics one level down (level 2 in SCOR DS).

                        
                        

                     
                     
                     
                     	
                        
                        
                        Verify that the set of
                           metrics reflects the organization’s strategic imperatives and critical performance
                           gaps, which could involve selecting more than one metric in the same attribute
                           category as needed.

                        
                        

                     
                     
                     
                     	
                        
                        
                        Adapt these metrics to
                           the data that are available in the ERP system. Note, however, that many ERP systems
                           have adopted the SCOR DS methodology as part of their process framework.

                        
                        

                     
                     

                  
                  
                  
                  SCOR DS metrics are comprehensive and can
                     be used to measure success against competitive priorities. SCOR DS metrics help trace
                     metrics between strategic, tactical, and operational levels of detail. The operational
                     level is where plans are refined and executed at the most granular level. Metrics
                     must
                     also flow from the overall organizational measures to specific detailed process and
                     functional area measures. At the operational level, the performance objectives are
                     refined. The SCOR DS model metrics were developed with the objective of being able
                     to
                     “drill down” from organizational-level performance to the process and sub-process
                     metrics
                     that contribute to that performance.

                  
                  

               
               

            
            
            
            
               
               
               Generic
                  Performance Objectives Versus SCOR DS Performance Attributes

               
               
               
               
                  
                  
                  Exhibit 1-52
                     shows some typical metrics that relate to the generic performance metrics of speed,
                     dependability, flexibility, quality, and cost. While there isn’t a direct match-up
                     between
                     the generic performance objectives and the SCOR DS metrics, the following observations
                     can
                     be made:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Speed and SCOR DS’s
                           responsiveness are closely aligned

                        
                        

                     
                     
                     
                     	
                        
                        
                        Dependability and quality
                           both relate to SCOR DS’s reliability

                        
                        

                     
                     
                     
                     	
                        
                        
                        Flexibility relates to
                           SCOR DS’s agility

                        
                        

                     
                     
                     
                     	
                        
                        
                        Cost relates to SCOR DS’s
                           cost as well as assets (i.e., asset management)

                        
                        

                     
                     

                  
                  
                  
                  
                     Exhibit 1-52: Metrics for Performance Objectives
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Performance Objectives

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       Typical Measures

                                       
                                       
                                    
                                    

                                 
                                 
                              
                              
                              
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Speed

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Customer
                                                query time

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Order lead
                                                time

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Actual versus
                                                theoretical lead time

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Cycle
                                                time

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Minimum and
                                                average delivery time

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Dependability

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Percent of
                                                orders delivered late

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Average
                                                lateness of orders

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Proportion of
                                                products in stock

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Mean
                                                deviation from promised arrival

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Schedule
                                                adherence

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Flexibility

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Time needed
                                                to develop new products and services

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Range of
                                                products and services

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Machine
                                                changeover time

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Average batch
                                                size

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Time to
                                                increase activity rate

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Average and
                                                maximum capacity

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Time to
                                                change schedules

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Quality

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Number of
                                                defects per unit

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Level of
                                                customer complaints

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Scrap
                                                level

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Warranty
                                                claims

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Mean time
                                                between failures (MTBF)

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Customer
                                                satisfaction score

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Specification
                                                quality

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                                 
                                 
                                    
                                    
                                    	
                                       
                                       
                                       Cost

                                       
                                       
                                    
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          
                                          	
                                             
                                             
                                             Efficiency

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Variance
                                                against budget

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Value
                                                added

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Labor
                                                productivity

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Cost per
                                                operation hour

                                             
                                             

                                          
                                          
                                          
                                          	
                                             
                                             
                                             Resource
                                                utilization

                                             
                                             

                                          
                                          

                                       
                                       
                                    
                                    

                                 
                                 
                              

                           

                        
                        

                     
                  
                  

               
               

            
            

         
         
   
      
         
         
         
         Strategic, Financial, and
            Operational Metrics

         
         
         
         
            
            
            Here we address strategic, financial, and operational metrics. At
               the strategic level, we look at the balanced scorecard, a key tool for selecting
               just the right metrics, as well as supply chain maturity levels that can be part of
               a supply chain maturity assessment. We cover several categories of financial ratios,
               and we address operations control principles and global and detailed measures.

            
            

         
         
         
         
         
            
            
            Strategic-Level Metrics

            
            
            
            
               
               
               At the strategic level, performance can be
                  measured using a set of aggregate-level metrics that summarize tactical- and/or
                  operational-level metrics. Since not all metrics lend themselves to this type of
                  aggregation, stand-alone metrics can also be created to measure performance against
                  other strategic goals. One way to develop a complete and cohesive set of
                  strategic-level metrics is to use a balanced scorecard.

               
               

            
            
            
            
               
               
               Balanced Scorecard

               
               
               
               
                  
                  
                  Global metrics at the organizational or business unit
                     strategy level should be comprehensive enough to address all important areas of
                     strategy while staying at a high level so that they remain useful for decision
                     making and strategy monitoring and control. It is also vital to ensure that
                     performance measurement links back to strategy. The selection of comprehensive
                     global KPIs along with related tactical and operational measures can be supported
                     by
                     the use of a balanced scorecard, defined in the ASCM Supply Chain
                        Dictionary as:

                  
                  
                  
                  
                     
                     A list of financial and operational
                           measurements used to evaluate organizational or supply chain performance. The
                           dimensions of the balanced scorecard might include customer perspective, business
                           process perspective, financial perspective, and innovation and learning
                           perspectives. It formally connects overall objectives, strategies, and measurements.
                           Each dimension has goals and measurements.

                     

                  
                  
                  
                  Organizations have conventionally measured performance
                     using financial results, but the authors of The
                        Balanced Scorecard, Kaplan and Norton, believed that this led to short-term
                     management at the expense of long-term goals. While the financial perspective
                     remained vital to measure and manage, Kaplan and Norton added three other
                     perspectives to help organizations focus on the long term. While organizations can
                     customize the categories, the traditional balanced scorecard categories are:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        
                           
                              Customer value.
                              
                           The
                              customer perspective helps organizations stay focused on their
                              customers’ changing needs. How does the customer define satisfactory
                              and exceptional service? What actions in operations affect the
                              customer’s satisfaction?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Business process.
                              
                           This
                              perspective helps organizations measure the cost and efficiency of
                              their processes and continually improve them. What do we need to do
                              to be efficient?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Financial performance.
                              
                           These are
                              traditional financial metrics used to measure business results. What
                              do investors expect, and how can operations affect those
                              expectations? What are the financial implications for longer-term
                              initiatives such as those in the other three perspectives?
                           

                        
                        

                     
                     
                     
                     	
                        
                        
                        
                           
                              Innovation and learning (organizational capacity).
                              
                           This
                              perspective helps spur investment in future growth and workforce
                              maturity. How can we be innovative so that we can maintain our
                              competitive advantage? How can we make operations more sustainable?
                              What can we do to improve our culture? What can we do to improve
                              employee satisfaction? What can we do to improve our competencies so
                              that we can be more competitive in the future?
                           

                        
                        

                     
                     

                  
                  
                  
                  The scorecard itself is a simple
                     tool listing the KPIs related to each area. The KPIs are designed to be drilled
                     down into, so that a strategic KPI would have several tactical KPIs linked to it
                     and each tactical KPI would have several operational KPIs. For example, to align
                     a strategic metric related to productivity, the distribution function’s tactical
                     metrics could relate to how fast materials are moved through the network (e.g.,
                     inventory turns, days of supply). An individual distribution node might then use
                     average replenishment time at the operational level to continue this
                     alignment.

                  
                  
                  
                  Management would view the scorecard
                     at the appropriate level of detail. Each KPI has a goal, a metric, a target, and
                     an actual result for a given time period or set of periods. Some organizations
                     set multiple goals, such as a goal and a stretch goal or good, better, and best
                     goals. Scorecards can also be used to monitor and control specific areas such as
                     work centers or supplier performance.

                  
                  
                  
                  Exhibit 1-53,
                     Exhibit 1-54, Exhibit 1-55, and Exhibit 1-56 provide abridged examples of each
                     of the four perspectives of a balanced scorecard. This scorecard was developed to
                     measure the performance of plant XYZ.

                  
                  
                  
                  
                     Exhibit 1-53: Balanced Scorecard Example: Customer Perspective
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Goal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Measure

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Target

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Actual

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Meet customer delivery promises.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Percentage of orders delivered in full
                                          to the customer (SCOR DS metric)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       99%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       98%

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Meet customer quality
                                          expectations.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Number of floor failure events for XYZ
                                          work centers

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       1

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  
                     Exhibit 1-54: Balanced Scorecard Example: Business Process Perspective
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Goal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Measure

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Target

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Actual

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Maximize plant XYZ capacity.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Bottleneck work center 02
                                          utilization

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       90%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       85%

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Minimize need for work-in-process
                                          rework.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Number of units needing rework

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       0

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       2

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  
                     Exhibit 1-55: Balanced Scorecard Example: Financial Perspective
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Goal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Measure

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Target

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Actual

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Maximize plant XYZ efficiency.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Overall plant efficiency

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       100%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       94%

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Minimize finished goods inventory.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       An items’ inventory carrying cost

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       <$50,000

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       $62,000

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  
                     Exhibit 1-56: Balanced Scorecard Example: Innovation and Learning Perspective
                     
                     
                     
                     
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Goal

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Measure

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Target

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Actual

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Plant XYZ can withstand economic
                                          downturns.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Transform agility (SCOR DS metric)

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       25% fewer orders

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       15% fewer orders

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Workforce flexes to relieve
                                          bottlenecks.

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Percent cross-trained in 3+
                                          machines

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       50%

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       28%

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  These multiple perspectives look
                     both inside and outside the organization—considering the needs of external
                     stakeholders, such as customers or shareholders as well as internal stakeholders
                     (employees). They also consider the organization’s present and future needs and
                     the development of skills and capabilities that will help the organization
                     retain its competitive advantages in a changing market and industry.

                  
                  
                  
                  In addition to connecting back to the
                     strategic goals, balanced scorecard KPIs in each category often connect with
                     each other. By accomplishing one objective, the organization, function, or
                     supply chain is in a better position to accomplish another. To use an operations
                     example, empowering employees to suggest ways to improve operations (an
                     innovation and learning objective) can help reduce order-to-shipment time (a
                     business processes objective), which may make customers happier (a customer
                     value objective) and increase inventory turnover (a financial
                     objective).

                  
                  
                  

               
               

            
            
            
            
               
               
               Supply Chain Maturity Assessments

               
               
               
               
                  
                  
                  The advances made over the past decades in supply chain
                     management are generally reflected in each supply chain’s development. There are
                     typically between four and five stages in this development that can go by many
                     names. We’ll use a five-stage model of supply chain management evolution:

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Stage 1—multiple dysfunction

                        
                        

                     
                     
                     
                     	
                        
                        
                        Stage 2—semifunctional enterprise

                        
                        

                     
                     
                     
                     	
                        
                        
                        Stage 3—integrated enterprise

                        
                        

                     
                     
                     
                     	
                        
                        
                        Stage 4—extended enterprise

                        
                        

                     
                     
                     
                     	
                        
                        
                        Stage 5—orchestrated supply chain

                        
                        

                     
                     

                  
                  
                  
                  Many organizations made these leaps over time as
                     computers and cultures progressed. However, an organization in a particular industry
                     or a smaller or midsize organization may have been sheltered from some of these
                     changes or less able to make them and may be less advanced. Also, an organization
                     might believe it is in the highest stage but could actually have slipped down a
                     notch through complacency. Therefore, these stages can be seen as being relative to
                     the capabilities of competing chains. 

                  
                  
                  
                  The model that used to hold true for many
                     industries, especially those that were regional and had only regional competitors,
                     was a stable chain with predictable supply and demand. In a stable supply chain,
                     costs are low due to predictable demand and minimal need for changes. Production
                     runs can be long, and few line changes will be needed. As globalization and
                     technology have connected the world, fewer and fewer industries have this level of
                     stability.

                  
                  

               
               
               
               
                  
                  
                  Stage
                     1: Multiple Dysfunction

                  
                  
                  
                  
                     
                     
                     Exhibit 1-57 shows a supply chain
                        that lacks clear, coordinated information flows or relationships among potential
                        partners, internal definitions or goals, or external links (except
                        transactions).

                     
                     
                     
                     
                        Exhibit 1-57: Multiple Dysfunction[image: This diagram represents the flow of materials, products, services, data, and payments in a supply chain. Go to long description for more details.]
                     
                        Go to long description.
                        

                     
                     
                     
                     
                     This is a reactive supply chain:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Perceived as a cost center.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Needs few connectivity technologies and capital assets.

                           
                           

                        
                        

                     
                     
                     
                     In the dysfunctional
                        organization:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Internal
                              activities tend to be undertaken ad hoc rather than by plan.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Management
                              provides only the most general sense of mission (pep
                              talks/threats).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Forecasting is
                              mostly guesswork, often inflated by marketing optimism.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Products are
                              designed without advice from other functional areas.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Distribution
                              centers are near each market, have excess inventory, and use untrained
                              labor.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Deliveries and
                              shipments have little advance warning.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Enterprise resource planning (ERP) may be a highly customized
                              and hard-to-upgrade older version or different versions per plant, etc.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Purchasing may not consult with logistics, is ad hoc, and
                              transactional. Preferred suppliers are unused or inconsistently used.

                           
                           

                        
                        

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Stage
                     2: Semifunctional Enterprise

                  
                  
                  
                  
                     
                     
                     Exhibit 1-58 shows a semifunctional enterprise.
                        Information flow is improved and functional areas are defined, but they tend to
                        perform their functions sequentially without collaborating to create value. There
                        are no supplier or customer partnerships.

                     
                     
                     
                     
                        Exhibit 1-58: Semifunctional Enterprise[image: This diagram illustrates the supply chain and reverse product flow. Go to long description for more details.]
                     
                        Go to long description.
                        

                     
                     
                     
                     
                     This is a reactive efficient supply chain:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Competitive positioning as an efficient, low-cost, and
                              integrated unit.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Focuses efficiency and cost management on the total delivered
                              cost of finished goods.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Connectivity solutions automate, reduce labor costs, improve
                              capacity, and raise throughput.

                           
                           

                        
                        

                     
                     
                     
                     At this maturity stage, an individual company uses
                        initiatives to improve effectiveness, efficiency, and quality in specific functional
                        areas. Here are examples:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Largely manual DC
                              operations may leverage materials-handling equipment.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Inventory management may find ways to reduce inventory in the
                              organization’s facilities.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Procurement may
                              use purchasing strategies to minimize the cost of
                              supplies/services.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Transportation
                              may lower costs using strategic carrier/route selection.

                           
                           

                        
                        
                        
                        	
                           
                           
                           There may be hard
                              skills training and strategies for making jobs more
                              challenging.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Marketing may
                              develop more reliable research and forecasting techniques.

                           
                           

                        
                        
                        
                        	
                           
                           
                           ERP systems may be somewhat more consistent in systems or
                              versions and may have cross-functional plan integration. Other software may
                              be incompatible with software in other departments.

                           
                           

                        
                        

                     
                     
                     
                     While some or all functions use initiatives to increase
                        efficiency within silos, improvements within separate areas are suboptimal or are
                        not extended to other areas. For example, market researchers may find market
                        opportunities without sharing this information in a structured collaboration with
                        product designers.

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Stage
                     3: Integrated Enterprise

                  
                  
                  
                  
                     
                     
                     In the third stage, the individual
                        company focuses on broad business processes instead of compartmentalized functions.
                        The organization has achieved operational excellence—the basics.

                     
                     
                     
                     Milestones of this phase include better cross-functional
                        integration of ERP software along with cross-functional communication and
                        training, centrally located and easily accessible databases and files, and
                        periodic sales and operations planning meetings as shown in Exhibit 1-59.

                     
                     
                     
                     
                        Exhibit 1-59: Integrated Enterprise[image: This diagram shows the supply chain with ERP integration and reverse product flow. Go to long description for more details.]
                     
                        Go to long description.
                        

                     
                     
                     
                     
                     This is a proactive efficient supply chain:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           New raw materials or product designs to lower complexity and
                              costs.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Changes to product designs for efficiencies.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Integrated information systems for sharing of information
                              across functions.

                           
                           

                        
                        

                     
                     
                     
                     This stage differs from the prior one because of the
                        following:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           The business process focus is facilitated by electronic
                              communications, good databases and master data, and full-fledged ERP
                              systems. Cross-functional cooperation is easier and occurs quickly across
                              functions and time zones.

                           
                           

                        
                        
                        
                        	
                           
                           
                           They shorten order-to-delivery:

                           
                           
                           
                           
                              
                              
                              	
                                 
                                 
                                 Closed-loop material requirements planning (MRP) enables
                                    cross-functional manufacturing and finance communication.

                                 
                                 

                              
                              
                              
                              	
                                 
                                 
                                 ERP
                                    extends to each functional area and ties key supply chain
                                    partners together.

                                 
                                 

                              
                              

                           
                           

                        
                        
                        
                        	
                           
                           
                           Product design may be a team effort (e.g., design for
                              manufacturability, for logistics, the environment). Products reflect
                              customer desires and can be made without costly modifications in processes,
                              equipment, or staff.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Marketing-centric
                              customer segmentation and tailored replenishment policies
                              exist.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Inventory is treated strategically as just-in-time, accurate
                              demand planning, better warehouse equipment and automation, and improved
                              logistics make fulfillment efficient and reliable.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Warehousing and
                              transportation decisions are carried out in tandem to achieve the
                              optimal balance of cost-effectiveness and customer service.

                           
                           

                        
                        

                     
                     
                     
                     At this point, a nucleus company (an influential supply chain
                        party that can drive changes) may start integrating with external parties through
                        a
                        third-party logistics provider.

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Stage
                     4: Extended Enterprise

                  
                  
                  
                  
                     
                     
                     The extended enterprise stage extends
                        at least one business process beyond the corporate boundary. This
                        could be collaborating on planning, design, replenishment,
                        logistics, or another process. The company integrates its internal
                        network with the internal networks of selected supply chain partners
                        to improve efficiency, product/service quality, or both. The
                        starting point is generally one inside/outside partnership that
                        points the way toward the completely networked enterprise.

                     
                     
                     
                     Exhibit 1-60 shows how the supply chain has changed.

                     
                     
                     
                     
                        Exhibit 1-60: Extended Enterprise[image: This diagram shows a networked information flow in a supply chain. Go to long description for more details.]
                     
                        Go to long description.
                        

                     
                     
                     
                     
                     This is a strategic driver supply chain:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           There is more sophisticated management.

                           
                           

                        
                        
                        
                        	
                           
                           
                           The supply chain contributes to the organization’s
                              strategy.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Strategic
                              modeling is used.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Demand generation
                              and fulfillment are fully integrated.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Forecasting,
                              planning, and replenishment are fully integrated and visible.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Technology
                              improvements, knowledge, and real-time information are shared with
                              partners.

                           
                           

                        
                        

                     
                     
                     
                     What is unique to this stage is the
                        following:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           There is an initial exploratory collaboration between, say, a
                              manufacturer or a retailer and a supplier. It may involve only one component
                              or product; collaboration between Procter & Gamble and Walmart began
                              with diapers. Given success, it can lead to more networking—more products,
                              better sharing of information across integrated networks, multicompany
                              formal team building, planning, and collaboration.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Technology enables the extended enterprise to reach farther,
                              add new partners, move faster in response to market
                              changes, and broaden scope. ERP links the entire
                              internal supply chain on one platform.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Digitization becomes common, and partners synchronize their
                              ERP systems across corporate boundaries so they can share data and
                              efficiently collaborate. For example, Dell Computer fills orders without
                              keeping much inventory because customers’ specifications are sent
                              immediately to component suppliers.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Cross-functional approaches are implemented, such as CPFR
                              (collaborative planning, forecasting, and
                              replenishment).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Business-to-business e-commerce features competition among
                              whole supply chains.

                           
                           

                        
                        

                     
                     

                  
                  

               
               
               
               
                  
                  
                  Stage
                     5: Orchestrated Supply Chain

                  
                  
                  
                  
                     
                     
                     The orchestrated supply chain level is often expressed
                        as the supply chain digital transformation. In Europe, it is called Industrie 4.0.
                        The ASCM Supply Chain Dictionary defines digital transformation as:

                     
                     
                     
                     
                        
                        The creation of new business processes or the enhancement of existing business processes
                              through the adoption of digital technologies to improve internal and external coordination
                              of operations and to provide increased customer value.

                        

                     
                     
                     
                     This stage is all about realizing the benefits of all of the
                        individual improvements in the different parts of the supply chain and inventing new
                        business models. More so than any of the prior stages, this stage is relative to the
                        capabilities of competing supply chains. A supply chain is truly in this stage only
                        when it realizes an actual competitive advantage from becoming better orchestrated
                        than its competitors. Orchestration requires more than just seamless technologies;
                        it requires skilled leaders and teams who can leverage these technologies and adapt
                        quickly to change. Therefore, supply chain digital transformation requires maturity
                        in a number of areas for all significant parties in the supply chain.

                     
                     
                     
                     The orchestrated supply chain needs to start with a clear
                        purpose set by leaders to show organizations how to transform. Exhibit 1-61 shows how
                        the core model of the orchestrated supply chain maturity level is mostly the same
                        as
                        the prior level but with more emphasis on security, resilience (i.e., building in
                        risk management), value realization, and orchestrating people and processes.

                     
                     
                     
                     
                        Exhibit 1-61: Orchestrated Supply Chain[image: The image depicts an orchestrated supply chain, focusing on the seamless integration of information, materials, products, services, and payments across various stakeholders. Go to long description for more details.]
                     
                        Go to long description.
                        

                     
                     
                     
                     
                     This is a consistent and systematic supply
                        chain:

                     
                     
                     
                     
                        
                        
                        	
                           
                           
                           Participating
                              partners align their business objectives and related processes.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Customer requirements get an integrated response from
                              participating partners using real-time planning and decision making.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Improvement and change management teams are
                              cross-functional and technically and socially skilled.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Data has
                              integrity, is secure, and is actually used in decision making.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Technology gaps
                              are resolved to realize end-to-end visibility.

                           
                           

                        
                        
                        
                        	
                           
                           
                           Sourcing is
                              right-sized but resilient (quickly adaptable).

                           
                           

                        
                        
                        
                        	
                           
                           
                           Product designs
                              are inclusive, and the number of products is right-sized.

                           
                           

                        
                        
                        
                        	
                           
                           Artificial intelligence may be used, for example, to add
                              external factors demand sensing. 

                           
                           
                           
                           Data on supply chain inventory and assets is truly
                              real-time, and feeds directly into decision-making tools and predictive
                              analytics (e.g., predictive maintenance scheduling). 

                           

                        
                        
                        
                        	
                           
                           
                           Processes are shared, standards and policies are enforced.
                              Things that require little or no human intervention are fully automated.
                              Before automating, the process itself is reviewed to ensure that it is
                              efficient and is intuitive for end users.

                           
                           

                        
                        

                     
                     
                     
                     The digital transformation goes way beyond
                        simple digitization of trade documents or even digitization of control systems such
                        as remote sensors triggering an automated response. The digital transformation takes
                        these advances a step further, such as by ensuring that electronic documentation
                        travels seamlessly among supply partners, trade intermediaries, and customs
                        authorities. Demand data from customers may feed directly into not only finished
                        goods planning but also raw materials and suppliers’ planning systems. Digitalized
                        control systems are moved from being locally controlled to being centrally
                        controlled remotely with a control tower.

                     
                     
                     
                     Teams who will be closing technology or social gaps should
                        be cross-functional among key supply chain partners and have multiple layers of
                        expertise. Strong leadership and the right contributors drive the needed changes.
                        A
                        common area for needed relationship improvement is with IT professionals. IT
                        professionals may have become too reactive (i.e., putting out fires) and need to be
                        given the resources to be more strategic. IT relationship building is especially
                        needed because direct connectivity with partners means IT needs to address cyber
                        attack risks comprehensively.

                     
                     
                     

                  
                  

               
               

            
            

         
         
         
         
            
            
            Financial Ratios

            
            
            
            
               
               
               Financial ratio analysis is the comparison of
                  financial amounts. Financial ratios are used at strategic (e.g., organizational
                  value and supply chain financial results and costs), tactical (e.g., costs of
                  S&OP level alternative plans), and operational levels. While operational metrics
                  are addressed separately, note that some of these metrics are also financial ratios
                  such as cost per unit. Many other operational ratios have a financial impact such
                  as
                  scrap or yield ratios. Ratios at lower levels should tie back to higher levels in
                  a
                  KPI tree as discussed elsewhere.

               
               
               
               What is a ratio and why is it useful? Ratios translate discrete
                  measurements such as monetary costs into a single value that can be compared to the
                  value calculated for other areas despite differences such as the scale of
                  operations. (Discrete values are harder to compare given such differences.) Each
                  ratio measures a different aspect of an organization’s performance. 

               
               
               
               The significance of a ratio is often specific to an industry; in
                  other words, what indicates good performance in one industry may signal mediocre or
                  poor performance in another. Ratios show tradeoffs between risk and return. For
                  example, an organization that is too liquid will not earn as much as an organization
                  that risks more of its assets to create value.

               
               
               
               Financial ratios are usually categorized into five
                  groups:

               
               
               
               
                  
                  
                  	
                     
                     
                     Liquidity

                     
                     

                  
                  
                  
                  	
                     
                     
                     Activity

                     
                     

                  
                  
                  
                  	
                     
                     
                     Leverage

                     
                     

                  
                  
                  
                  	
                     
                     
                     Profitability

                     
                     

                  
                  
                  
                  	
                     
                     
                     Market value

                     
                     

                  
                  

               
               
               

            
            
            
            
               
               
               Liquidity Ratios

               
               
               
               
                  
                  
                  Liquidity ratios measure an organization’s
                     ability to liquidate short-term assets and therefore satisfy its short-term
                     debts and obligations. An organization with good liquidity ratios has the cash
                     resources to survive minor shocks and interruptions, such as an increase in the
                     price of raw materials or a temporary decline in sales or capacity. Poor
                     liquidity ratios are a bad sign to a lender or supply chain partner—a sign that
                     the organization may not be able to meet its debt obligations or pay its
                     bills.

                  
                  
                  
                  Liquidity measures relate strongly to cash flows, specifically
                     to maintaining positive net operating cash flows. The ASCM Supply Chain Dictionary defines net operating cash
                        flow as:

                  
                  
                  
                  
                     
                     The difference between an organization's cash inflows and outflows over a specified
                           time period. Net operating cash flow often is calculated as net operating profit after
                           taxes plus depreciation and amortization, minus net increases in working capital requirements.
                           This represents the organization's ability to generate cash flows from its operations
                           to offset its operating expenses.

                     

                  
                  
                  
                  Note that net working capital is the
                     difference between current assets (e.g., cash, accounts receivable, inventory)
                     and current liabilities (amounts due in the current year). Positive net
                     operating cash flow is critical to the organization’s ability to conduct
                     operating activities—for example, to have sufficient revenue from sales to
                     purchase inventory or meet payroll—and to satisfy payments to creditors, pay its
                     accounts payable to suppliers, issue dividends to investors, and pay taxes.
                     These payments require cash and the availability of cash at specific times,
                     which is where liquidity metrics come in.

                  
                  
                  
                  If an organization’s liquidity metrics indicate that it will
                     have surplus cash, it can exploit that opportunity. This may include investing
                     in short-term financial instruments, paying down debt, or making forward
                     purchases of inventory or longer-term capital investments. Assuming that the
                     organization has access to sufficient financing, having negative net operating
                     cash flow is possible (and sometimes necessary), but it is not a sustainable
                     model over the long term.

                  
                  
                  
                  Two key liquidity ratios are the current ratio and
                     the quick asset (or acid test) ratio. The current ratio is defined in
                     the ASCM Supply Chain Dictionary as: “Current assets divided by current liabilities. See: liquidity ratio.” This paints a picture of the organization’s ability to cover short-term debts
                     out of the most liquid assets. The quick asset ratio is
                     defined in the ASCM Supply Chain Dictionary as:
                     “A measure of a firm’s financial
                        stability. It is calculated by subtracting inventory from current assets and then
                        dividing that amount by current liabilities. A value greater than 1 is desirable.
                        Syns.: quick ratio, acid test, acid test ratio.” This is a more stringent test. It removes inventory from the calculation since
                     it takes longer to convert to cash.

                  
                  

               
               

            
            
            
            
               
               
               Activity Ratios

               
               
               
               
                  
                  
                  Activity ratios show the efficiency with which the
                     organization has used its assets to produce value. The inventory turnover ratio is
                     of particular interest to operations specialists. Inventory turnover reflects the
                     average amount of time an organization holds inventory before the inventory
                     generates income. It is the relationship between the cost of goods sold and the
                     value of inventory. Inventory turnover is defined by the ASCM Supply Chain Dictionary as:

                  
                  
                  
                  
                     
                     The number of times that an inventory cycles, or turns over, during a time period,
                           such as a year. A frequently used method to compute inventory turnover is to divide
                           the annual cost of sales by the average inventory level. For example, an annual cost
                           of sales of $21 million divided by an average inventory of $3 million means that inventory
                           turned over seven times. Syns.: inventory turns, turnover. See: inventory velocity.

                     

                  
                  
                  
                  A higher ratio indicates that
                     inventory is sold and replenished more quickly; the organization is not tying up
                     its cash in excessive amounts of inventory. Temporary effects of sales
                     promotions and advance discounted purchases of supplies should be taken into
                     consideration when using this ratio.

                  
                  

               
               

            
            
            
            
               
               
               Leverage Ratios

               
               
               
               
                  
                  
                  A lever is a force multiplier. In business, two levers
                     that can be used to multiply the effectiveness of owner investments are debt and
                     fixed costs. Debt creates financial leverage because it increases financial
                     resources without diluting owner investment. Fixed costs (e.g., fixed assets
                     such as facilities) can similarly be leveraged to create more output, which is
                     called operating leverage. However, these tools create risk because, in addition
                     to magnifying gains when sales are good, they also magnify losses when sales are
                     not enough to break even. Therefore, use of debt or fixed costs is seen by
                     investors as a good thing, but only up to a point, depending on the
                     industry.

                  
                  
                  
                  Leverage ratios also
                     measure an organization’s solvency: its ability to satisfy its long-term debt.
                     Excessive long-term debt means more risk and greater need for profitability.
                     Rather than incurring more long-term debt, organizations may fund their activity
                     through equity (new investment or retained earnings).

                  
                  
                  
                  An example of a leverage ratio is the debt ratio, which
                     measures the proportion of total liabilities to total assets. A lower debt ratio
                     is more attractive to creditors, since there is a greater amount of unencumbered
                     assets available if they are needed to cover debts.

                  
                  

               
               

            
            
            
            
               
               
               Profitability Ratios

               
               
               
               
                  
                  
                  Favorable profitability ratios are
                     generally seen as a sign of a healthy organization and sound management.

                  
                  
                  
                  The organization’s profit margin measures the
                     proportion of net income to net sales. This reflects the effectiveness of the
                     organization’s pricing, its cost structure, and its production efficiency. A
                     higher number means that more profit is being generated.

                  
                  
                  
                  Return on investment (ROI) ratios indicate
                     the degree to which an investment returns a profit.

                  
                  

               
               

            
            
            
            
               
               
               Market Value Ratios

               
               
               
               
                  
                  
                  Market value ratios are used to analyze the
                     attractiveness of an organization’s stock to actual or potential investors. This
                     aspect of performance is important to organizations that rely on infusions of
                     capital from investors.

                  
                  
                  
                  Earnings per share (EPS) calculates the
                     amount of net income (after preferred dividends) that is distributed to holders
                     of common stock. A higher-than-average EPS indicates a well-performing
                     investment.

                  
                  

               
               

            
            
            
            
               
               
               Ratio
                  Examples

               
               
               
               
                  
                  
                  Exhibit 1-62 provides examples of ratios in each of the categories just
                     discussed.

                  
                  
                  
                  
                     Exhibit 1-62: Common Financial Ratios
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Common Financial
                                          Ratios

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Liquidity ratios (measure ability to pay current
                                             liabilities)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Current ratio

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
[image: ../images/mathml_id241.png]


                                       
                                    
                                    
                                    	
                                       
                                       
                                       Shows ability to pay current
                                          liabilities from assets that can be converted into cash
                                          in near term

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Quick asset (or acid test) ratio
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                                       Shows ability to pay current
                                          liabilities without having to sell inventories

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Activity
                                             ratios (measure efficiency of converting production
                                             into sales or cash)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Inventory turnover
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                                       Note:
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                                       Measures number of times per year
                                          company sells its average inventory

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Leverage
                                             ratios (measure ability to manage long-term debt and
                                             secure financing)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Debt ratio
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                                       Measures ability to pay off loans;
                                          ability is higher if ratio is lower

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Profitability ratios (measure ability to generate
                                             earnings compared to expenses)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Profit margin (or rate of return on
                                          net sales)
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                                       Broadly measures profitability; net
                                          income for shareholders; comparison with similar
                                          companies

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Market
                                             value ratios (measure value of investors’
                                             shares)

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Earnings per share (EPS)
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                                       Shows amount of profit for each share
                                          held

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  The ASCM Supply Chain Dictionary mentions other financial performance metrics.

                  
                  
                  
                  The cash conversion
                        cycle is defined in the ASCM Supply Chain
                        Dictionary as:

                  
                  
                  
                  
                     
                     1) In retailing, the length of time between the sale of products and the cash payments
                           for a company’s resources. 2) In manufacturing, the length of time from the purchase
                           of raw materials to the collection of accounts receivable (AR) from customers for
                           the sale of products or services. See: order-to-cash (O2C) cycle.

                     

                  
                  
                  
                  Cash-to-cash cycle time is a synonym for the cash
                     conversion cycle. It is defined in the ASCM Supply
                        Chain Dictionary as:

                  
                  
                  
                  
                     
                     An indicator of how efficiently a company manages its assets to improve cash flow.
                           This is calculated as inventory days plus accounts receivable (AR) days minus accounts
                           payable (AP) days. See: cash conversion cycle, operating cycle.

                     

                  
                  
                  
                  It is a way of measuring how long cash
                     is tied up in inventory before it is sold and payment is collected from
                     customers. The formula is
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                  Where
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            Operational Metrics

            
            
            
            
               
               
               The definition of operational
                     performance measurement in the ASCM Supply
                     Chain Dictionary reflects a fundamental change in the way operations focuses
                  and measures its performance.

               
               
               
               
                  
                  A performance measurement related to machine, worker, process, or department efficiency;
                        utilization; throughput; and inventory levels. See: performance objective, strategic
                        performance measurement.

                  

               
               

            
            
            
            
               
               
               Operational Performance Measurement and Control Principles

               
               
               
               
                  
                  
                  Operations’ performance objectives flow
                     directly from the organization’s strategic goals. The performance objectives
                     help shape operations’ activities in a way that is aligned with the
                     organization’s goals and strategies. Performance targets based on these
                     objectives will move operations in the desired direction. Performance
                     measurement systems based on the objectives will ensure that operations’
                     processes are under control and will point to opportunities for improving
                     operations’ future performance.

                  
                  
                  
                  Control of operations manages the execution of production plans and schedules
                     and quality plans. Feedback from production is a fundamental requirement of the
                     control process. It supports the achievement of master production schedule
                     objectives such as providing the right product at the right time, within cost
                     standards, and in the right quantities. It enables achievement of operational
                     and quality performance objectives in areas such as

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        Worker, machine, and work center
                           efficiency and utilization

                        
                        

                     
                     
                     
                     	
                        
                        
                        Product variation, throughput,
                           inventory, and operating expenses.

                        
                        

                     
                     

                  
                  
                  
                  It is important to ensure conformance to cost and quality
                     standards and procedures by tracking variances between actual cost and either
                     estimated or standard costs and using quality control measures to ensure no
                     defects and minimum variation. These costs are then assigned to a particular
                     cost center. The ASCM Supply Chain Dictionary defines related
                     key terms as follows.

                  
                  
                  
                  
                     
                     Quality control:
                        The process of measuring quality
                           conformance by comparing the actual with a standard for the characteristic and
                           taking corrective actions on the difference. See: quality
                           assurance/control.

                     
                     Cost center:
                        A segment of an organization, typically a department, for which costs are collected
                           and formally reported. The criteria in defining cost centers are that the cost be
                           significant and that the area of responsibility be clearly defined. A cost center
                           is not necessarily identical to a work center.

                     
                     Labor standard:
                        Under normal conditions, the quantity of worker time required to complete a product,
                           process, or task.

                     

                  
                  
                  
                  The difference between actual and
                     standard cost is a variance. Variances are tracked by cost center. Standard cost
                     is calculated for each input by multiplying the standard quantity by the
                     standard price. The variances that are tracked include price, quantity, labor,
                     and overhead. If a variance persists despite efforts to correct it, it may be
                     that the standard is no longer accurate and needs to be updated.

                  
                  

               
               

            
            
            
            
               
               
               Global Operational Metrics

               
               
               
               
                  
                  
                  One example of a global operational
                     metric is total factor productivity, which uses the weighted productivity ratios of
                     different production inputs to identify a factor that may be contributing to a
                     difference in performance. Total factor
                        productivity is defined in the ASCM Supply
                        Chain Dictionary as:

                  
                  
                  
                  
                     
                     A measure of productivity (of a
                           department, plant, strategic business unit, firm, etc.) that combines the individual
                           productivities of all its resources, including labor, capital, energy, material, and
                           equipment. These individual factor productivities are often combined by weighting
                           each
                           according to its monetary value and then adding them. For example, if material
                           accounts for 40 percent of the total cost of sales, labor 10 percent of the total
                           cost of sales, and other resources 60 percent, total factor productivity = .4 (material
                           productivity) +
                           .1 (labor productivity) + .6 (other resource productivity).

                     

                  
                  
                  
                  For example, a manufacturer with
                     multiple plants may decide on key productivity factors, such as materials,
                     labor, and energy. When each plant reports its total factor productivity,
                     management can see differences that may point to operations approaches that
                     require further investigation and analysis. A higher energy factor may point to
                     older, inefficient equipment in one plant, and the benefits of upgrading the
                     equipment can be further analyzed.

                  
                  
                  
                  This approach can
                     also be used historically. A plant can determine its total productivity factor
                     and then compare it with factors from previous years.

                  
                  

               
               

            
            
            
            
               
               
               Detailed Operational Performance
                  Measures

               
               
               
               
                  
                  
                  Exhibit 1-63 shows examples of
                     metrics for each type of generic performance objective: speed, dependability,
                     flexibility, quality, and cost. These competitive priorities can apply to both
                     service and manufacturing industries—for example, a financial services business
                     and a household appliance manufacturer. Note that these are metrics or actions
                     to be measured. The performance objective will define a SMART target for the
                     activity: specific, measurable, attainable, relevant, and time-bound.

                  
                  
                  
                  
                     Exhibit 1-63: Examples of Metrics Related to Five Generic Performance Objectives
                     
                     
                     
                     
                        
                        
                        
                        
                        
                           
                           
                              
                              
                                 
                                 
                                 
                                 
                                 
                                 
                                 
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Objective

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Manufacturing Organization

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       Service Organization

                                       
                                       
                                    

                                 
                              
                              
                              
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Speed

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Time from
                                                system order to shipment to distributors

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Idle/wait
                                                time in processes

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Response
                                                time to request for service

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Time to
                                                complete transaction to customer’s
                                                satisfaction

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Dependability

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Orders
                                                shipped by promise dates

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Order fill rate

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Stockout percentage

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Schedule adherence 

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Technology/equipment offline hours

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Calls
                                                answered within four rings

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Percentage
                                                of calls where issues have been resolved in one
                                                call

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Flexibility

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Number of
                                                hours required to shift production line to new
                                                product

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Output
                                                range within which production can be scaled upward
                                                with less than 10% increase in labor budget

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Representatives trained in three or more
                                                products

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Number of
                                                customized customer solutions

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Quality

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Number of
                                                defects that require rework

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Number of
                                                flaws or premature appliance failures reported by
                                                customers

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Representatives’ adherence to call guidelines

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Accuracy of
                                                information given to customer

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Customer
                                                satisfaction with interaction

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                                 
                                 
                                    
                                    	
                                       
                                       
                                       Cost

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Product
                                                cost

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Return on
                                                investment in new production line

                                             
                                             

                                          

                                       
                                       
                                    
                                    
                                    	
                                       
                                       
                                       
                                          
                                          	
                                             
                                             
                                             Labor
                                                budget

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Per-call
                                                sales volume

                                             
                                             

                                          
                                          
                                          	
                                             
                                             
                                             Return on
                                                training investment

                                             
                                             

                                          

                                       
                                       
                                    

                                 
                              

                           

                        
                        

                     
                  
                  
                  
                  Note that some of these metrics are outward-facing (aimed
                     at the market’s or customer’s requirements), some are inward-facing (aimed at the
                     organization’s requirements), and some can be seen as addressing both perspectives.
                     For example,

                  
                  
                  
                  
                     
                     
                     	
                        
                        
                        “Response time to request for
                           service” or “Time from system order to shipment to distributors” is
                           outward-facing. It tries to create performance that will improve
                           customer satisfaction.

                        
                        

                     
                     
                     
                     	
                        
                        
                        “Per-call sales volume” or
                           “Number of defects that require rework” affects the organization’s
                           ability to create value.

                        
                        

                     
                     
                     
                     	
                        
                        
                        “Representatives’ adherence to
                           call guidelines” aims at creating and measuring performance that will result
                           in greater customer satisfaction, but it will also satisfy the
                           organization’s requirements related to efficiency. Similarly, customer
                           reports of problems affect the manufacturer’s brand image, which will affect
                           its costs (perhaps through increased advertising or needing to replace
                           products or redo services at no charge) and its revenue.

                        
                        

                     
                     

                  
                  
                  

               
               

            
            

         
         
   
      
         
         
         Long Description Appendix

         
         
            
            This appendix provides more detailed descriptions for some of the images found in
               the text. Return to the image location in the text by clicking the link at the end
               of each description.

            
            
            
               
               Exhibit 1-42: Integrated Measurement Model
[image: A diamond-shaped diagram showing the alignment of strategic goals at different organizational levels. Go to long description for more details.]
                  
                  
                  The diagram represents a framework for aligning strategic goals across
                     different levels of an organization:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Top Level (Organization): The topmost section of the
                           diamond represents the organization as a whole, focusing on
                           strategic goals that drive the overall direction and
                           objectives.

                        
                        

                     
                     
                     	
                        
                        
                        Balanced Scorecard: Below the strategic goals, at the
                           divisional level, a balanced scorecard is divided into four key
                           areas:

                        
                        
                        
                        
                           
                           	
                              
                              Financial

                              

                           
                           
                           	
                              
                              Customer

                              

                           
                           
                           	
                              
                              Business process

                              

                           
                           
                           	
                              
                              Learning and growth

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Functional Level: The functional level (e.g., operations)
                           translates these goals into specific performance metrics,
                           focusing on:

                        
                        
                        
                        
                           
                           	
                              
                              Speed

                              

                           
                           
                           	
                              
                              Dependability

                              

                           
                           
                           	
                              
                              Flexibility

                              

                           
                           
                           	
                              
                              Quality

                              

                           
                           
                           	
                              
                              Cost

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Departmental Performance Metrics: Departments within
                           functions use these metrics to measure their performance and
                           contribution to the strategic goals.

                        
                        

                     
                     
                     	
                        
                        
                        Individual Level: At the base of the diamond, individual
                           SMART performance objectives ensure that employees’ efforts
                           align with the departmental and organizational goals.

                        
                        

                     

                  
                  
                  
                  The arrows indicate the flow of strategic alignment from the organization
                     level down to the individual level, ensuring coherence and focus across
                     all levels.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-44: SCOR DS Processes
[image: This diagram represents a supply chain orchestration model. Go to long description for more details.]
                  
                  
                  The model is divided into four interconnected loops around a
                     central circle labeled “Orchestrate.”

                  
                  
                  
                  The four loops are:

                  
                  
                  
                  
                     
                     	
                        
                        Demand: Includes the functions Order and
                           Fulfill.

                        

                     
                     
                     	
                        
                        Supply: Includes the functions Source and
                           Transform.

                        

                     
                     
                     	
                        
                        Synchronize: Includes the function Plan.

                        

                     
                     
                     	
                        
                        Regenerate: Includes the function Return.

                        

                     

                  
                  
                  
                  Each loop connects back to the central “Orchestrate” circle,
                     indicating orchestration’s essential role in all supply chain
                     functions.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-46: SCOR DS Hierarchical Process Model with Levels 0–4
[image: A hierarchical breakdown of supply chain processes using the SCOR DS model. Read long description below.]
                  
                  
                  The diagram consists of levels 0 to 4, each with
                     a different focus:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Level 0: (OE) Orchestrate the SC.

                        
                        

                     
                     
                     	
                        
                        
                        Level 1: Major Processes. Includes Plan, Order,
                           Source, Transform, Fulfill, Return.

                        
                        

                     
                     
                     	
                        
                        
                        Level 2: Process Categories. Defines the
                           operations strategy; process capabilities are set.
                           Includes:

                        
                        
                        
                        
                           
                           	
                              
                              
                              O1: B2C (Business to Consumer)

                              
                              

                           
                           
                           	
                              
                              
                              O2: B2B (Business to Business)

                              
                              

                           
                           
                           	
                              
                              
                              O3: Intra-company

                              
                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Level 3: Process elements. Defines the
                           configuration of individual processes. The ability
                           to execute is set. Focus is on process,
                           inputs/outputs, skills, performance, best practices,
                           and capabilities. Includes:

                        
                        
                        
                        
                           
                           	
                              
                              
                              O1.1: Receive customer information

                              
                              

                           
                           
                           	
                              
                              
                              O1.2: Apply loyalty status

                              
                              

                           
                           
                           	
                              
                              
                              O1.3: Build order

                              
                              

                           
                           
                           	
                              
                              
                              O1.4: Process payment

                              
                              

                           
                           
                           	
                              
                              
                              O1.5: Generate receipt & ship date

                              
                              

                           
                           
                           	
                              
                              
                              O1.6: Receipt & process

                              
                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Level 4: Improvement tools/activities. Use of
                           kaizen, lean, TQM, six sigma, benchmarking.

                        
                        

                     

                  
                  
                  
                  The diagram shows the flow and interaction between these levels,
                     with arrows indicating the progression from one level to the
                     next. 

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-47: SCOR DS Features Sample Workflow Processes
[image: A workflow for capturing external market signals in the supply chain. Go to long description for more details.]
                  
                  
                  The workflow is from left to right, indicating the
                     progression from gathering data to aggregating
                     supply chain requirements. The process emphasizes
                     the importance of understanding external market
                     conditions to make informed supply chain decisions.
                     It includes the following steps:

                  
                  
                  
                  
                     
                     	
                        
                        
                        OE1.3 Gather and Analyze External Supply Chain
                           Insights (Customer, Product, Services)

                        
                        

                     
                     
                     	
                        
                        
                        Market Data

                        
                        

                     
                     
                     	
                        
                        
                        P1.1 Capture External Market Signals

                        
                        

                     
                     
                     	
                        
                        
                        Market Insights/Demand Impacts

                        
                        

                     
                     
                     	
                        
                        
                        P1.2 Aggregate Supply Chain Requirements

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-51: SCOR DS Metrics for Perfect Customer Order Fulfillment
[image: A hierarchical chart showing the breakdown of “Perfect Customer Order Fulfillment” into subcategories. Read long description below.]
                  
                  
                  
                     
                     	
                        
                        
                        Level 1:

                        
                        
                        
                        
                           
                           	
                              
                              RL.1.1 Perfect Customer Order Fulfillment

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Level 2:

                        
                        
                        
                        
                           
                           	
                              
                              RL.2.1 Percentage of Orders Delivered in Full to the Customer

                              

                           
                           
                           	
                              
                              RL.2.2 Delivery Performance to Original Customer Commit Date

                              

                           
                           
                           	
                              
                              RL.2.3 Customer Order Documentation Accuracy

                              

                           
                           
                           	
                              
                              RL.2.4 Customer Order Perfect Condition

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Level 3:

                        
                        
                        
                        
                           
                           	
                              
                              For RL.2.1:

                              
                              
                              
                                 
                                 	
                                    
                                    Delivery Item Accuracy to the Customer

                                    

                                 
                                 
                                 	
                                    
                                    Delivery Quantity Accuracy to the Customer

                                    

                                 

                              

                           
                           
                           	
                              
                              For RL.2.2:

                              
                              
                              
                                 
                                 	
                                    
                                    Customer Commit Date Achievement

                                    

                                 
                                 
                                 	
                                    
                                    Delivery Customer Location Accuracy

                                    

                                 

                              

                           
                           
                           	
                              
                              For RL.2.3:

                              
                              
                              
                                 
                                 	
                                    
                                    Customer Order Compliance Documentation Accuracy

                                    

                                 
                                 
                                 	
                                    
                                    Customer Order Other Required Documentation Accuracy

                                    

                                 
                                 
                                 	
                                    
                                    Customer Order Payment Documentation Accuracy

                                    

                                 
                                 
                                 	
                                    
                                    Customer Order Shipping Documentation Accuracy

                                    

                                 

                              

                           
                           
                           	
                              
                              For RL.2.4:

                              
                              
                              
                                 
                                 	
                                    
                                    Customer Order Percentage of Faultless Installations

                                    

                                 
                                 
                                 	
                                    
                                    Percentage of Customer Orders or Lines Received Damage Free

                                    

                                 
                                 
                                 	
                                    
                                    Customer Orders Delivered Damage Free Conformance

                                    

                                 
                                 
                                 	
                                    
                                    Customer Orders Delivered Defect Free Conformance

                                    

                                 

                              

                           

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-57: Multiple Dysfunction
[image: This diagram represents the flow of materials, products, services, data, and payments in a supply chain. Go to long description for more details.]
                  
                  
                  The diagram consists of several elements:

                  
                  
                  
                  
                     
                     	
                        
                        Suppliers: Positioned on the left side in three ovals labeled
                           “Suppliers.”

                        

                     
                     
                     	
                        
                        Customers: Positioned on the right side in three ovals
                           labeled “Customers.”

                        

                     
                     
                     	
                        
                        Central Block: Labeled “Production control,” surrounded by
                           four labeled areas: “Purchasing,” “Marketing/sales,” “Logistics,”
                           and “Distribution.” Each area has arrows indicating the flow of data
                           to and from the central block.

                        

                     
                     
                     	
                        
                        Data: Represented by a box in the center labeled “Data,” with
                           arrows indicating the flow of data between all areas within the
                           central block.

                        

                     
                     
                     	
                        
                        Material/Product/Service Flow: An arrow at the bottom shows
                           the flow from suppliers to customers.

                        

                     
                     
                     	
                        
                        Payment Flow: An arrow at the bottom shows the flow from
                           customers to suppliers.

                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-58: Semifunctional Enterprise
[image: This diagram illustrates the supply chain and reverse product flow. Go to long description for more details.]
                  
                  
                  
                     
                     	
                        
                        Suppliers: On the left, represented by two ovals labeled
                           “Suppliers.”

                        

                     
                     
                     	
                        
                        Customers: On the right, represented by two ovals labeled
                           “Customers.”

                        

                     
                     
                     	
                        
                        Central Flow: In the middle, there are six interconnected
                           ovals labeled “Purchasing,” “Logistics,” “Production control,”
                           “R&D,” “Marketing/sales,” and “Distribution.”

                        

                     
                     
                     	
                        
                        Information Flow: An arrow at the top shows the bidirectional
                           flow of information between suppliers and customers.

                        

                     
                     
                     	
                        
                        Materials/Products/Services Flow: An arrow at the bottom
                           shows the flow from suppliers to customers.

                        

                     
                     
                     	
                        
                        Payments Flow: An arrow shows payments flowing from customers
                           to suppliers.

                        

                     
                     
                     	
                        
                        Reverse Product Flow: An arrow at the bottom indicates the
                           reverse flow of products from customers back to suppliers.

                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-59: Integrated Enterprise
[image: This diagram shows the supply chain with ERP integration and reverse product flow. Read long description below.]
                  
                  
                  
                     
                     	
                        
                        Suppliers: On the left, represented by three ovals labeled
                           “Suppliers.”

                        

                     
                     
                     	
                        
                        Customers: On the right, represented by three ovals labeled
                           “Customers.”

                        

                     
                     
                     	
                        
                        Central Flow: In the middle, there are six interconnected
                           ovals labeled “Purchasing,” “Logistics,” “Production control,”
                           “R&D,” “Marketing/sales,” and “Distribution.”

                        

                     
                     
                     	
                        
                        ERP: A bar at the top labeled “ERP” with arrows pointing down
                           to “Purchasing,” “Logistics,” “Production control,” “R&D,”
                           “Marketing/sales,” and “Distribution,” indicating the integration
                           and information flow between ERP and these functions.

                        

                     
                     
                     	
                        
                        Materials/Products/Services Flow: An arrow at the bottom
                           shows the flow from suppliers to customers.

                        

                     
                     
                     	
                        
                        Payments Flow: An arrow at the bottom shows payments flowing
                           from customers to suppliers.

                        

                     
                     
                     	
                        
                        Reverse Product Flow: An arrow at the bottom indicates the
                           reverse flow of products from customers back to suppliers.

                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-60: Extended Enterprise
[image: This diagram shows a networked information flow in a supply chain. Go to long description for more details.]
                  
                  
                  
                     
                     	
                        
                        Suppliers’ Suppliers: On the far left.

                        

                     
                     
                     	
                        
                        Suppliers: Next to Suppliers’ Suppliers.

                        

                     
                     
                     	
                        
                        Internal Chain: In the center.

                        

                     
                     
                     	
                        
                        Customers: Next to the Internal Chain.

                        

                     
                     
                     	
                        
                        Customers’ Customers: On the far right.

                        

                     

                  
                  
                  
                  Networked Information Flow: A bar at the top labeled “Networked
                     information flow” with arrows pointing down to each entity, indicating
                     the exchange of information among all entities.

                  
                  
                  
                  Materials/Products/Services Flow: An arrow at the bottom shows the
                     flow from Suppliers’ Suppliers to Customers’ Customers.

                  
                  
                  
                  Payments Flow: An arrow at the bottom shows payments flowing from
                     Customers’ Customers to Suppliers’ Suppliers.

                  
                  
                  
                  Reverse Product Flow: An arrow at the bottom indicates the reverse
                     flow from Customers’ Customers back to Suppliers’ Suppliers.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-61: Orchestrated Supply Chain
[image: The image depicts an orchestrated supply chain, focusing on the seamless integration of information, materials, products, services, and payments across various stakeholders. Go to long description for more details.]
                  
                  
                  The diagram is organized as follows:

                  
                  
                  
                  Orchestrated Supply Chain Attributes:
                     

                  
                  
                  
                  
                     
                     	
                        
                        The top of the image lists key attributes of the supply chain,
                           including being Data-driven, Team-driven, Resiliently sourced,
                           Inclusively designed, and Change-ready.

                        

                     
                     
                     	
                        
                        A note indicates that gaps have been addressed for end-to-end
                           visibility and process automation, highlighting the advanced and
                           cohesive nature of the supply chain.

                        

                     

                  
                  
                  
                  Secure Networked Information Flow: A bar labeled “Secure networked
                     information flow” spans across the diagram, indicating that information
                     is securely shared across all parts of the supply chain. This flow
                     ensures all entities, from suppliers’ suppliers to customers’ customers,
                     are connected and informed.

                  
                  
                  
                  Supply Chain Entities: The supply chain is depicted with various
                     interconnected entities: Suppliers’ suppliers, Suppliers, Internal
                     chain, Customers, and Customers’ customers.

                  
                  
                  
                  Material, Product, and Payment Flows:
                     

                  
                  
                  
                  
                     
                     	
                        
                        Materials/Products/Services Flow: A rightward arrow shows the
                           flow of materials and products from suppliers’ suppliers through the
                           internal chain to customers and their customers.

                        

                     
                     
                     	
                        
                        Payments Flow: A leftward arrow represents the flow of
                           payments, moving from customers’ customers back through the supply
                           chain to suppliers’ suppliers.

                        

                     
                     
                     	
                        
                        Reverse Product Flow: Another leftward arrow at the bottom
                           represents the return or recycling of products within the supply
                           chain.

                        

                     

                  
                  
                  
                  This image effectively illustrates an orchestrated supply chain where all
                     components are tightly integrated, ensuring efficient and secure
                     information flow, resilient sourcing, and responsiveness to changes. The
                     focus on visibility and process automation underscores the advanced
                     coordination and management of the entire supply chain.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-2: Manufacturing Planning and Control
[image: This diagram represents the integration of demand-side activities, strategic and business planning, priority planning, supply-side activities, and production activity control in a manufacturing environment. Go to long description for more details.]
                  
                  
                  
                     
                     	
                        
                        
                        Demand-Side Activities:

                        
                        
                        
                        
                           
                           	
                              
                              Distribution Requirements Planning (DRP):
                                 Positioned at the bottom, showing the flow of
                                 orders from distribution centers (DCs)
                                 upwards.

                              

                           
                           
                           	
                              
                              Demand Management: Situated above DRP,
                                 managing the balance between customer demand and
                                 supply.

                              

                           
                           
                           	
                              
                              Forecasting: At the top, predicting
                                 future customer demand.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Strategic and Business Planning:

                        
                        
                        
                        
                           
                           	
                              
                              Central block in the diagram, indicating the
                                 high-level planning that guides the organization’s
                                 overall direction.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Priority Planning:

                        
                        
                        
                        
                           
                           	
                              
                              Sales and Operations Planning (S&OP):
                                 First block under priority planning, showing the
                                 creation of the production plan at an aggregate
                                 level (family).

                              

                           
                           
                           	
                              
                              Master Scheduling (MS): Middle block,
                                 detailing the development of the master production
                                 schedule (MPS) at a unit level.

                              

                           
                           
                           	
                              
                              Material Requirements Planning (MRP):
                                 Final block, planning the specific materials
                                 needed for production.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Supply-Side Activities:

                        
                        
                        
                        
                           
                           	
                              
                              Resource Planning (RP): First block under
                                 capacity planning, allocating overall
                                 resources.

                              

                           
                           
                           	
                              
                              Rough-Cut Capacity Planning (RCCP):
                                 Middle block, ensuring that capacity aligns with
                                 the master production schedule.

                              

                           
                           
                           	
                              
                              Capacity Requirements Planning (CRP):
                                 Final block, confirming that capacity meets the
                                 needs outlined in the material requirements
                                 plan.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Production Activity Control (PAC):

                        
                        
                        
                        
                           
                           	
                              
                              Positioned at the bottom of the diagram.

                              

                           
                           
                           	
                              
                              Scheduling: Plans the detailed production
                                 activities.

                              

                           
                           
                           	
                              
                              Implementation: Executes the production
                                 schedule.

                              

                           
                           
                           	
                              
                              Capacity Control: Monitors and adjusts
                                 production capacity as needed.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Purchasing:

                        
                        
                        
                        
                           
                           	
                              
                              Shown at the bottom center, this block is
                                 responsible for acquiring the materials and
                                 services required for production.

                              

                           

                        
                        

                     

                  
                  
                  
                  Arrows indicate the flow of information and orders between these
                     various components, illustrating how they interconnect and
                     contribute to the overall manufacturing process. The left side
                     of the diagram primarily deals with demand forecasting and
                     management, the center with strategic and operational planning,
                     and the right side with capacity planning and control
                     activities.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-3: Priority and Capacity Planning Hierarchy
[image: A flowchart illustrating the relationship between priority planning and capacity planning in a manufacturing environment. Go to long description for more details.]
                  
                  
                  The flowchart shows the interactions and validation processes
                     between various planning stages:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Sales and Operations Planning
                              (S&OP):

                        
                        
                        
                        
                           
                           	
                              
                              Creates the S&OP production plan for product families.

                              

                           
                           
                           	
                              
                              Interacts with Resource Planning for
                                 capacity validation.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Master Scheduling:

                        
                        
                        
                        
                           
                           	
                              
                              Develops the Master Production Schedule (MPS)
                                 with due dates for end items.

                              

                           
                           
                           	
                              
                              Interacts with Rough-Cut Capacity Planning (RCCP) for bottleneck or critical resource
                                 capacity validation.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Material Requirements Planning (MRP):

                        
                        
                        
                        
                           
                           	
                              
                              Determines the priority plan for components
                                 and assemblies.

                              

                           
                           
                           	
                              
                              Interacts with Capacity Requirements
                                    Planning (CRP) for capacity validation.

                              

                           

                        
                        

                     

                  
                  
                  
                  Each stage in the priority planning process involves a
                     corresponding capacity planning process to ensure that
                     production plans are feasible given the available
                     resources and capacities. The arrows indicate the flow of
                     information and the validation process between these
                     stages.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-4: Strategic and Business Planning Directs MPC
[image: This diagram represents the integration of demand-side activities, strategic and business planning, priority planning, supply-side activities, and production activity control in a manufacturing environment. Read long description below.]
                  
                  
                  
                     
                     	
                        
                        
                        Demand-Side Activities:

                        
                        
                        
                        
                           
                           	
                              
                              Distribution Requirements Planning (DRP): Positioned
                                 at the bottom, showing the flow of orders from distribution
                                 centers (DCs) upwards.

                              

                           
                           
                           	
                              
                              Demand Management: Situated above DRP, managing the
                                 balance between customer demand and supply.

                              

                           
                           
                           	
                              
                              Forecasting: At the top, predicting future customer
                                 demand.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Strategic and Business Planning:

                        
                        
                        
                        
                           
                           	
                              
                              Central block in the diagram, indicating the high-level
                                 planning that guides the organization’s overall
                                 direction.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Priority Planning:

                        
                        
                        
                        
                           
                           	
                              
                              Sales and Operations Planning (S&OP): First block under priority planning, showing the
                                 creation of the S&OP production plan at an aggregate
                                 level (family).

                              

                           
                           
                           	
                              
                              Master Scheduling (MS): Middle block, detailing the
                                 development of the master production schedule (MPS) at a
                                 unit level.

                              

                           
                           
                           	
                              
                              Material Requirements Planning (MRP): Final block,
                                 planning the specific materials needed for production.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Supply-Side Activities:

                        
                        
                        
                        
                           
                           	
                              
                              Resource Planning (RP): First block under capacity
                                 planning, allocating overall resources.

                              

                           
                           
                           	
                              
                              Rough-Cut Capacity Planning (RCCP): Middle block, ensuring that bottleneck and critical
                                 capacity aligns with the master production schedule.

                              

                           
                           
                           	
                              
                              Capacity Requirements Planning (CRP): Final block,
                                 confirming that capacity meets the needs outlined in the
                                 material requirements plan.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Production Activity Control (PAC):

                        
                        
                        
                        
                           
                           	
                              
                              Positioned at the bottom of the diagram.

                              

                           
                           
                           	
                              
                              Scheduling: Plans the detailed production
                                 activities.

                              

                           
                           
                           	
                              
                              Implementation: Executes the production
                                 schedule.

                              

                           
                           
                           	
                              
                              Capacity Control: Monitors and adjusts production
                                 capacity as needed.

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Purchasing:

                        
                        
                        
                        
                           
                           	
                              
                              Shown at the bottom center, this block is responsible for
                                 acquiring the materials and services required for
                                 production.

                              

                           

                        
                        

                     

                  
                  
                  
                  Arrows indicate the flow of information and orders between these various
                     components, illustrating how they interconnect and contribute to the
                     overall manufacturing process. The left side of the diagram primarily
                     deals with demand forecasting and management, the center with strategic
                     and operational planning, and the right side with capacity planning and
                     control activities.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-5: Global, Network, and Local Strategic Design Principles
[image: Three concentric circles labeled “Local,” “Network,” and “Global.” Each circle represents a different level of design principles within an organization. Read long description below.]
                  
                  
                  
                     
                     	
                        
                        
                        Local (innermost circle): Design principles shaping the
                           internal activities of organizations.

                        
                        

                     
                     
                     	
                        
                        
                        Network (middle circle): Design principles guiding
                           collaborative interactions with upstream and downstream
                           suppliers and customers.

                        
                        

                     
                     
                     	
                        
                        
                        Global (outermost circle): Design principles affecting the
                           organization’s relationship to the physical environment and
                           society, including local communities, the workforce, and
                           sustainability.

                        
                        

                     

                  
                  
                  
                  The arrows point from each level to its description, indicating how
                     design principles apply at different scales within the organizational
                     structure.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-7: Strategy Hierarchy
[image: The image illustrates the hierarchical structure of organizational strategies, depicted in a top-down flow from corporate strategy to operations strategies. Read long description below.]
                  
                  
                  The levels, from top to bottom are:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Corporate strategy: Plan to improve the competitiveness of the
                           organization as a whole.

                        
                        

                     
                     
                     	
                        
                        
                        Business strategies: Plan to improve the competitiveness of
                           individual lines of business.

                        
                        

                     
                     
                     	
                        
                        
                        Functional area strategies: Plan to implement and support
                           corporate (and business) strategy at the functional level.

                        
                        

                     
                     
                     	
                        
                        
                        Operations strategies: Plan how the function will perform its
                           work in a manner consistent with the direction and priorities
                           described at the corporate, business, and functional area
                           levels.

                        
                        

                     

                  
                  
                  
                  Bidirectional arrows between each level indicate the flow
                     and alignment of strategies from the top level to the operational level,
                     ensuring coherence and support throughout the organization.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-27: Ansoff Product-Market Growth Matrix
[image: Matrix showing four growth strategies: Market penetration, Product development, Market development, and Diversification, based on existing and new products and markets. Read long description below.]
                  
                  
                  The matrix is divided into four quadrants. The horizontal axis categorizes
                     products as either “Existing products” or “New products,” while the vertical
                     axis categorizes markets as either “Existing markets” or “New markets.” The
                     four quadrants represent different growth strategies:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Market penetration (top left quadrant): Focus on increasing
                           sales of existing products in existing markets.

                        
                        

                     
                     
                     	
                        
                        
                        Product development (top right quadrant): Focus on developing
                           new products for existing markets.

                        
                        

                     
                     
                     	
                        
                        
                        Market development (bottom left quadrant): Focus on entering
                           new markets with existing products.

                        
                        

                     
                     
                     	
                        
                        
                        Diversification (bottom right quadrant): Focus on developing
                           new products for new markets.

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-28: Industry Attractiveness/Competitive Strength Matrix
[image: Matrix showing business unit competitive position versus industry attractiveness. Read long description below.]
                  
                  
                  The matrix is divided into nine quadrants, representing various combinations
                     of business unit competitive position (strong, average, weak) and industry
                     attractiveness (high, medium, low).

                  
                  
                  
                  
                     
                     	
                        
                        
                        Top Left Quadrant: High industry attractiveness and strong
                           business unit competitive position. Labels include “Growing market
                           size,” “Good profit margins,” and “Little competitive pressure.”

                        
                        

                     
                     
                     	
                        
                        
                        Top Right Quadrant: High industry attractiveness and weak
                           business unit competitive position. Labels include “Weak competitor
                           (old technology, poor management) in strong industry.”

                        
                        

                     
                     
                     	
                        
                        
                        Bottom Left Quadrant: Low industry attractiveness and strong
                           business unit competitive position. Labels include “Revenue down in
                           segment,” “Strong brand,” and “Acceptable profits.”

                        
                        

                     
                     
                     	
                        
                        
                        Bottom Right Quadrant: Low industry attractiveness and weak
                           business unit competitive position. Labels include “Profits down
                           industry-wide,” “Weak brand,” and “Arrogant management.”

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-29: International Strategy Orientations
[image: Matrix showing different international business strategies based on the levels of global integration and standardization versus local responsiveness. Read long description below.]
                  
                  
                  The matrix is divided into quadrants that represent varying degrees of global
                     integration and standardization (low to high) and local responsiveness (low
                     to high).

                  
                  
                  
                  
                     
                     	
                        
                        
                        Global Strategy: Positioned in the high global integration and
                           standardization, low local responsiveness quadrant. Features include
                           a global brand and strategy with standardized policies and
                           processes. Slogan: “Think global, act global.”

                        
                        

                     
                     
                     	
                        
                        
                        Transnational Strategy: Positioned in the high global
                           integration and standardization, high local responsiveness quadrant.
                           Features include a global brand customized to local preferences,
                           integrated capabilities, and localized policies and processes.
                           Slogan: “Think global, act local.”

                        
                        

                     
                     
                     	
                        
                        
                        Multidomestic Strategy: Positioned in the low global
                           integration and standardization, high local responsiveness quadrant.
                           Features include country-specific brands, strategies, and processes.
                           Slogan: “Think local, act local.”

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-19: Industry Attractiveness
[image: The image represents a graph illustrating the relationship between profitability potential and cumulative competitive pressure within an industry. Read long description below.]
                  
                  
                  The graph has two axes:

                  
                  
                  
                  
                     
                     	
                        
                        
                        The vertical axis is labeled “Profitability potential” ranging
                           from Weak (bottom) to Strong (top).

                        
                        

                     
                     
                     	
                        
                        
                        The horizontal axis is labeled “Cumulative competitive pressure”
                           ranging from Weak (left) to Strong (right).

                        
                        

                     

                  
                  
                  
                  Three boxes indicate different levels of industry attractiveness:

                  
                  
                  
                  
                     
                     	
                        
                        
                        High (top-left corner):

                        
                        
                        
                        
                           
                           	
                              
                              
                              Seller rivalry: weak to moderate

                              
                              

                           
                           
                           	
                              
                              
                              Barriers to new entrants: high

                              
                              

                           
                           
                           	
                              
                              
                              Competition from substitutes: low

                              
                              

                           
                           
                           	
                              
                              
                              Supplier leverage: weak

                              
                              

                           
                           
                           	
                              
                              
                              Buyer leverage: weak

                              
                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Medium (middle):

                        
                        
                        
                        
                           
                           	
                              
                              Position of most companies

                              

                           

                        
                        

                     
                     
                     	
                        
                        
                        Low (bottom-right corner):

                        
                        
                        
                        
                           
                           	
                              
                              
                              Seller rivalry: vigorous

                              
                              

                           
                           
                           	
                              
                              
                              Barriers to new entrants: low

                              
                              

                           
                           
                           	
                              
                              
                              Competition from substitutes: intense

                              
                              

                           
                           
                           	
                              
                              
                              Supplier leverage: considerable

                              
                              

                           
                           
                           	
                              
                              
                              Buyer leverage: considerable

                              
                              

                           

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-13: STEEPLE Analysis
[image: The image depicts a company’s interaction with its macro environment using a circular diagram. The company is at the center, surrounded by a ring labeled “S T E E P L E.” Read long description below.]
                  
                  
                  Each letter in STEEPLE stands for different factors influencing the
                     company:

                  
                  
                  
                  
                     
                     	
                        
                        S: Sociocultural factors

                        

                     
                     
                     	
                        
                        T: Technological factors

                        

                     
                     
                     	
                        
                        E: Economic factors

                        

                     
                     
                     	
                        
                        E: Environmental factors

                        

                     
                     
                     	
                        
                        P: Political factors

                        

                     
                     
                     	
                        
                        L: Legal and regulatory factors

                        

                     
                     
                     	
                        
                        E: Ethical factors

                        

                     

                  
                  
                  
                  These factors are further enclosed in an oval labeled “Macro environment,”
                     indicating that all these external elements impact the company. Arrows point
                     inward from each factor towards the company, signifying their influence on
                     the company’s operations.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-25: Product Life Cycle
[image: Graph illustrating the product life cycle stages with sales and profit curves, and the corresponding use of different production strategies (ETO, MTO, ATO, MTS). Read long description below.]
                  
                  
                  The graph depicts the product life cycle stages—Introduction, Growth,
                     Maturity, and Decline—along the horizontal axis (Time), with Revenue on the
                     vertical axis. Two curves are shown: Sales (solid line) and Profit (dashed
                     line). The Sales curve rises through Introduction and Growth, peaks during
                     Maturity, and declines in the Decline stage. The Profit curve follows a
                     similar pattern but starts lower and reaches its peak during Maturity before
                     declining.

                  
                  
                  
                  Below the graph, a table indicates the production strategies used at each
                     stage of the life cycle:

                  
                  
                  
                  
                     
                     	
                        
                        ETO is used during the Introduction stage.

                        

                     
                     
                     	
                        
                        MTO is used during Introduction, Growth, Maturity, and Decline.

                        

                     
                     
                     	
                        
                        ATO is used during Growth, Maturity, and Decline.

                        

                     
                     
                     	
                        
                        MTS is used during Introduction, Growth, and Maturity.

                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-26: Product Life Cycle
[image: Graph illustrating the product life cycle stages with sales and profit curves, and the corresponding use of different production strategies (ETO, MTO, ATO, MTS). Read long description below.]
                  
                  
                  The graph depicts the product life cycle stages—Introduction, Growth,
                     Maturity, and Decline—along the horizontal axis (Time), with Revenue on the
                     vertical axis. Two curves are shown: Sales (solid line) and Profit (dashed
                     line). The Sales curve rises through Introduction and Growth, peaks during
                     Maturity, and declines in the Decline stage. The Profit curve follows a
                     similar pattern but starts lower and reaches its peak during Maturity before
                     declining.

                  
                  
                  
                  Below the graph, a table indicates the production strategies used at each
                     stage of the life cycle:

                  
                  
                  
                  
                     
                     	
                        
                        
                        ETO is used during the Introduction stage.

                        
                        

                     
                     
                     	
                        
                        
                        MTO is used during Introduction, Growth, Maturity, and Decline.

                        
                        

                     
                     
                     	
                        
                        
                        ATO is used during Growth, Maturity, and Decline.

                        
                        

                     
                     
                     	
                        
                        
                        MTS is used during Introduction, Growth, and Maturity.

                        
                        

                     

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-24: Motorcycle Manufacturer’s Value Chain System
[image: Diagram of a motorcycle manufacturing value chain, including inputs, primary activities, support activities, and dealers. Go to long description for more details.]
                  
                  
                  The diagram illustrates a value chain for a motorcycle
                     manufacturer. Inputs to the manufacturing process include frames,
                     engines, tires, controls, paint, and other components, which are
                     directed towards the motorcycle manufacturer. The manufacturer performs
                     primary activities such as model design, engine design, testing,
                     production, marketing, and dealer relations. These activities are
                     supported by support activities including administration, human
                     resources, facilities management, and IT. The finished motorcycles are
                     then distributed to dealers who sell them to the final customers.

                  
                  
               
               Go to image in text.

               
            
            
            
               
               Exhibit 1-1: Flows of Information, Cash, Strategic Requirements, and Materials/Services
[image: A supply chain flowchart, detailing various processes and entities involved from suppliers to customers. Go to long description for more details.]
                  
                  
                  The chart is divided into several horizontal layers, each
                     representing different types of flows:

                  
                  
                  
                  
                     
                     	
                        
                        
                        Information Flow

                        
                        

                     
                     
                     	
                        
                        
                        Cash Flow

                        
                        

                     
                     
                     	
                        
                        
                        Strategic Requirements

                        
                        

                     
                     
                     	
                        
                        
                        Materials and Services Flow

                        
                        

                     

                  
                  
                  
                  Under the “Materials and Services Flow” layer, the process begins
                     with multiple suppliers. These suppliers send goods to
                     consolidation warehouses, which then send them to manufacturers
                     and their warehouses. From there, products move to distribution
                     centers.

                  
                  
                  
                  From the distribution centers, products are sent to wholesalers,
                     and then to retailers, before finally reaching the customers.
                     There are B2B returns between suppliers, consolidation
                     warehouses, manufacturers, distribution centers, wholesalers,
                     and retailers.

                  
                  
                  
                  There is a direct-to-customer flow that bypasses wholesalers and
                     retailers, sending products straight from the distribution
                     centers, manufacturers, etc. to customers.

                  
                  
                  
                  At the bottom, there is a returns process indicated for customers,
                     leading back to the suppliers. Refunds are processed along this
                     returns path back to the customer (reverse cash flow).

                  
                  
                  
                  Arrows indicate the direction of flow between entities, including
                     returns and refunds paths.

                  
                  
               
               Go to image in text.
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