~ ever, resulting in small- and medium-sized enterprises (SMEs
" (which they could not have competed with Just a few years ago).
. This market competitiveness has led companies




oducts; and indirect spend |

for the company s pf

. ~aterials - ~-e and janitorial servi N f
that suPP')’ paCkagmg ”]'q UCh as warehouse malntenaﬂ(‘e J e i thea Nt : ifmf}
- services > intaining a strong supplie ‘Umbe, .
Lasalle) that delive! tinuously focuses Of Miaud ’ | proqr- g Ang
breadth of supp!i€r Afg P&G has a set of core principles: (1) Best Total va|(,e z/ﬁ HJ ) Gm”
: I, , : , an s il P ONect ‘.g
. tions progra : ons, (4) Competition and ~_, S
its supplier re:?ngs (3) externally Linked Supply Soluti AL ()T ’«-‘"JilaboratmEth'Cai,
and Fair D€@ . an
1bency. . : d
(5) Supplier tncU:O he in the forefront of continually evaluating and, when needeqd remaki
ars 5 2 : - |
B apf:]i to maintain the titan position in the consumer packaged goods Industry. Despite ?hfts Jloby,
l - :
suPPl)./ Chzble to remake itself so far, onée can wonder if P&G, at some point, wij 'un intq J‘s SUCCESg
at belf;Qg ith companies like Alibaba and Amazon. Or, will Alibaba and Amazon Simply ¢q t'( 1’f|r:.ulti@S
compeétlr - : : ' , 7 =ONNye
p&G’s products (instead of starting to market their own)..Alternatnver,. Will companies ike g % to 5q)
yse their sophisticated global supply chains to expand into new territories similar tq what Ajig Sble t
dDg 3
d

Amazon did not 100 long ago? @

Sources:

Procter & G |
Billion.” GT Nexus Commerce Network, April 29, 2015.

Introduction

As trade barriers fall and global markets develop, many firms increasingly confrq
related 1ssues. First, where in the world should production activities be locatedo

concentrated 1n a single country, or should they be dispersed around the globe matchip
of activity with country differences in factor costs, tariff barriers, political rigks and
minimize costs and maximize value added? Single-country strategies may be efficient

“Technology Has Upended the World's Advertising Giants,” The Economist, March 28, 2018; Demitrios Kalogero
amble’s Best Year Yet?” The Motley Fool, November 12, 2017; and Matt Gunn, “"How Supply Chain Transforma

POUlo, “wiyy 2013
HON Saved pyg g4y

it a set of INter.
the hke to
OpPeratiop.

ally but often become ineffective strategically. For example, what if the company focuseg ;¢
0

its attention on one country for production and that country became politically or €conomicy|
unstable? Some redundancy 1s usually the best approach in both global production and Supp

=)

Which Career Would You
Choose in Global Supply Chain
Management?

With increased outsourcing and overseas production sites and
customers, supply chain management is a growing field. The
Council of Supply Chain Management Professionals (CSCMP), a
professional association with more than 9,000 members
worldwide, says the industry offers a promising outlook.
What's more, potential employers are everywhere; manufacturers
and distributors; government agencies; consulting firms; the
transport industry; universities and colleges; service firms such
as banks, hospitals, and hotels: and third-party logistics
providers. The basic career options in global supply chains
Include its main functions of logistics, purchasing (sourcing),
production and operations management, and marketing
chapnels. Which functional area would you choose if you
decided to get a Job in supply chain management and why? For
more information about the organization and careers in this

field, visit the CSCMP website at Www.cscmp.org and its
Career Center, http://careers.cscmp.org.
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chain management practices, and such redundancy oftep d‘y-

mands that a company spreads its production and supply chai;
across countries.

Second, what should be the long-term strategic role of .
eign production sites? Should the firm abandon a foreign site i
factor costs change, moving production to another more favor
able location, or 1s there value to maintaining an operation at:
given location even if underlying economic conditions chang’
Value can come from cost inefficiencies. Moving factory loca:
tions from one country to another solely due to cost considf:r-
ations is usually not a strategic move. Successful compir®
typically evaluate cost considerations along with quali ﬂe‘“s'l
bility, and time issues. At the same time, cost 1 0n¢ Sf ﬂ;?n':‘?or
important considerations and serves as the startif P[r 3
discussion of making a strategic move from one county

more advantageous production home.
Third, should the firm own foreign pro e
is it better to outsource those activities to 1ndeP

Outsourcing means less control, y chai be
Fourth, how should a globally dlSPersed, e Fe -hnology
aged, and what is the role of informatiol

. g (SOU
management of global logistics, purchasina (
erations? Fifth, similar to 1ssues of
pany manage global supply chains

—

We used the
3 SErvice Or a
production of

This has bec
outsource the



L0 entel‘PFiSCS that Specmllzc In this activity 9 1
] ent by third parties. Few companjes W"'.\l here 4.
™ in 0 de]i\/ermg the pmducl to the cnd-cmmn LO nan:
L aterle YR . ‘ ICTH
pat ate y chain should be managed by thirq part; - The g,
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f any itsell. hat por
P . les of P&G ; L on ) > 18 )
e examplet (Opening case) . " Shoylg '
\ 6 By Y, Y | | » C |
i -il“sﬁm 5 Manﬂgemem Focus boxes in the chapter ( Mo
: . .
in 4 AmaZO“)~ companies also need (o pe very
a . £ 1Y Caref
+Jobally: and they need to think about the 70,7 CO 1

. S ~hain ensures th:
s paﬂ” [ i]obﬂl supply chain ensures that the goa] i Not { -

e supply chain (each node in the chain) | OF the 1.
- 31 3 g JULt, i - 10Wea
er—and, by extension, greatest valye_ ., | e

all aspectfs of .Cost—-mc.:ludmg Integration
ave been incorporated in addition to the
C

me!

Hoeriii SN
l(\("l‘\ : ll \ $

S thal
e s it h
1 r ]aln/

[ ;
es, including Pt

N . , a
: N o This chapter focuses ((i)n two of these value CIeation activitieg nd (informatlon
1k B o e ] —Pro
o aqoement—and attempts to clarif - Productig
e 8 appl L I f value creatirz) d (2 y how they might pe performed inte e Lo
e o) jower the COStS © { 0 and (2) add value by better Serving custo VIOD= - Acthites voled increatng  roue
. U - ' : me ‘
[ ¥ | jction iS sometimes also re erred to as manufacturing or operations when d: fICEUS .
O l 1 to global supply chains. We also discuss the contributions of inf o ?::pply ot —
- o lanol Y 2 . . . ormation technol # Integration and coordinat
s ecome partic ° . OgY 10 - | s
)t o (hese act1vItIesS, wh.lchhh‘ast b ey pt 3 ular lly Important in a globally Integrated world. The ‘r:g|rs‘:;ctsér$: rm?smg‘ s
; in this text look at other value creatio Ivities - . : nnet activities from raw
y ] femalﬂl“g chaptef S N activities 1n the International context material to the end-customer.
’ N keting, R&D. and human resource management).

[n Chapter 12, we stated that production 1S concerned with the creation of g ¢00d or service. o Did You Know?

S e used the term productzon to denote both service and manufacturing activities because either Did you know global supply chains
. service or a physical product can be produced. Although 1n this chapter we focus more on the Sl s b

- prodUC[iOI] of physical gOOdS, we should not for get that the term can also be apphed to services. Visit your instructor’s Connect®

f mis has become more evident 1n recent years, with the continued pattern among U.S. firms to ZOU’SGBG“‘:( ShoH ?”Y‘theﬁw‘;m
. I : . P : . martBook® to view a short video

: o outsource the “production of certain service activities to developing nations where labor costs explanation fromhe authors

| o i lower (e.g., the trend among many U.S. companies to outsource Customer care Services to

’ W pluces such as India, where English 1S widely spoken and labor costs are much lower). Supply

Outsourcing

'O. global EDGE

i (apter tackles a number of issues related to production, make-

01y decislons sourcing, and logistics. Outsourcing s 0N® of the «Qutsourcing” sectior on global i |
"Stcommonly discussed topics in news media and on the Internet v d set of data and knowledge or oF
;Lale,d 0 production and supply chains. In effect, the wor dtof.jtt; Lr:]ps%azaedu/global-resourc‘est/Orlri‘t:t?:‘:‘:\“g)ssogau s
| ffﬂg som P hem" men all ' here is an nie s, and
e, should thfaﬁcn;‘renS Lok iy agair(])itotther activities 10 know tf‘:;at‘s? Do you know what it does, its 90¢
Nl pany outsource production domestic professl lde

OUlside its country borders, or should it usé © ly members it has WO
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purchasing

and services.

logistics

The part of the supply chain that plans,
implements, and controls the effective
flows and inventory of raw material,
component parts, and products used in

manufacturing.

upstream supply chain

The portion of the supply chain from raw
materials to the production facility.

downstream supply chain

The portion of the supply chain from the
production facility to the end-customer

The part of the supply chain that includes
the worldwide buying of raw material,
component parts, and products used In
manufacturing of the company's products

coordination of logisgje.

chain management 1S the al to the end-custome

market channel activities'
management are close].y §
ciently depends on a tl{ne
purchasing and logisticS z}re cr
chain that involves worldwide buy

nked because a firm’s §lbility to perform j;
ly supply of high-.quallty mater.lal and
itical functions. Purchasing represe
ing of raw material, COmMponent
oducts and services. Logisticg ;

that plans, implem . .
anufacturing.
nent parts, and products used in manufa g

The production and supply chain management functions (purchag;

| i iy

. ] : y 10) ;
tional firm have a number of important strateglc‘: objectives.! Ope is tq RISt
of moving from raw materials to finished g.ogds 1S as l‘ow as possib]e for
end-customer. Dispersing production activities to various locauons aro

activity can be performed most' effic.ie.ntly can lower the totg] COsts.
managing the global supply chain efficiently to better rr}atch Supply 4
both coordination and integration of the suPPl.}’ chain functions
(e.g., purchasing, logistics, production al.id operations managemen;)
organizations (e.g., suppliers) involved in the .cham. Ff)r €xample.
reduce the amount of inventory in the system, increase inventory ty
propriate transportation modes being used. Ma.ximizing purchasing
der fulfillment and delivery, outsourcing initiatives, and supplier gg]
ensure that the right location of production 1s made, establisheg
should be stressed, and facilitates a high-quality outcome of the sup
Another strategic objective shared by production and supply cha;

supply chain.” In this context, guality means reliability, implying tha
product has no defects and performs well. These quality assurances shq

the upstream and downstream portions of the global
includes all of the organizations (e.g., su

. 7. aﬂy’s pr IS the
nufacturing of the comp . ‘ |
ma E ents. and controls the effective flows and inventor,

l
d g
10
and dCrq bal C
effiCient
rnOVer, an

In m
product (or service) quality by establishing process-based quality stand

fective raw material, component parts, and products from the manuf

th
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the supply chain from raw materials to the production facility (this is Sometime 2 e

inbound supply chain). The downstream supply chain includes g]] 0
wholesaler, retailer) that are involved in the portion of the supply chain

ity to the end-customer (this is also sometimes called the
upstream and downstream chains

10N in unit costs.

The effect is to lower the tot

sales service costs. This create
chain management.

f the org

from the
outbound supply ch

S also clleg he |

anizatiops (

o

Productiop fac;l- f'
ain). Throygh p, |

Increasing quality yrepy |
| S 1ts quality copty| |

t wasted producing poor-quality products tha

al costs of value creation by reducing both production and ate- |
S an increased overall reliability in global production and SUppl |

NOW use to increase the reliability of their prodic |
sma quality improvement methodology. Six Sigma is a direct desce

(TQM) philosophy that was widely adopted,gir
can companies, during the 1980s and early 1%
a number of American consultants such as W

ndant
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product qt
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before the
process h:
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orrors. At SiX S12mas, a pr oduction process would be 99 Senta
defects per million units. While it is almost imp ' -

The growth of international standards has also focysed
product quality. In Europe, for example, the European Unj ~

manufacturing processes and products be certified under 2 quality standard known as 1SQ
before the firm 1s allowed access to the EU marketplace. Although the 1SO 9000 certif

(]
oy

process has proved to be somewhat bureaucratic and costly for many firms, it does focus r

.'. r“a‘. r

ment attention on the need to improve the quality of products and processes.®

gIeater attention on the Import
On requires that the quality of a i

’AJ

oL

able to accommodate demands for local responsiveness. As we saw in Chapter 12
local responsiveness arise from national differences in consumer tastes and

importance in international businesses. First, production and supply chain fun

-
o
“

3

i structure, distribution channels, and host-government demands. Ih)emar}S: |
= . ' Vit major nationa
[ ness create pressures to decentralize production actvilies to the MAJOTAEE.

: ' ible manufactur
markets in which the firm does business or to implement flexible

enable the firm to customize the product coming out of a factory aCCQf-'_J
which it is to be sold. 5 nC
Second, production and supply chain manage L
customer demand. In recent years, time-b o
consumer demand is prone to large ang unp :
lo these shifts will gain an advantage AS N

nt play critical roles here.
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Explain how country differences,

Where to Produce

Droductlon technology, and . . _ e e
lz;‘?:cuc;n factors all affect the An essential decision facing an international fll‘rp Is Where to locate i o he
acﬁv‘; :S where to locate production ~ best minimize costs and 1mprove product ql}alltY- For the firm Contem IUL O actyic wes'
| production, a number of factors must be considered. These factors cqp bep aling ip« rnlllg\ ; 10031.

broad headings: country factors, technological factors, and productjgp fact %r(guped Undedrll(l\l:l ngl'

: ; (;Ulﬂ1

COUNTRY FACTORS We reviewed country-specific factors iy o 0 o

the book. Political and economic Systems, cultpre, and reloative factor costq difrfze fd Clai] carliey 05

country. In Chapter 6, We Saw that due to Fl1fferences In factor costs, some I‘Corom ety tll I

comparative advantage for producm.g certain products. ln Chapters 2. 3, and 4“ntr1eg have,, O Iﬂaﬂ.li]

differences in political and economic systems—and national culture—inflyenc. e saw by, gy

costs. and risks of doing business in a country. Othc::r thmgs being equal. o :\3 the benem& 2 et

various manufacturing activities whe1je the economic, political, and cultyry] conliit(ls[l\d lOFate s _i Al

ing relative factor costs—arc conducive to the performance of those activities (fo, as\lnclu(j_ 2 Chf;PZ

see the accompanying Management .Focus., which looks at the IKEA production, 3 C?ample_ nest :

Chapter 12, we referred to the beneflls derived from such a strategy as location eCOHOmlI;:)'\,{(n cosIy

argued that one result of the strateégy 18 lhe creation of a global web of value creatio activit"l e ef;% “

Also important in some industries 1s the presence of global concentrations of activ'mee& | "

certain locations. In Chapter 8, We discussed the role of location externalities in Influencing Sfoart | l::por

eign direct investment decisions.

labor pool and supporting industries.
ties. For example, because of a cluster of semiconductor mapy. =~

in Taiwan, a pool of labor with experience in the semiconductor business has

where to locate production activi

facturing plants
developed. In addition, the plants

manufacturers of semiconductor capital

in Taiwan to be near their customers.
Taiwan, as opposed to another location that lacks

management FOCUS

IKEA Production in China

Founded in Sweden in 1943 by 17-year-old Ingvar Kamprad, IKEA is
the largest furniture retailer in the world. We covered some of the
global strategy of IKEA in the opening case to Chapter 13. As we have
mentioned, the IKEA name comes from its founder, Ingvar Kamprad—
an acronym of the founder’s initials from his first and last names (Ingvar
Kamprad) along with the first initials of the farm where he grew up
(Elmtaryd) and his hometown in Sweden (Agunnaryd).

Beyond its founding in Sweden and its current headquarters in Delft,
The Netherlands, IKEA presents an amazing global supply chain story
and production apparatus. IKEA is a multinational corporation where
most of the company’s operations, management of the more than 350
stores in 46 countries, and design and manufacturing of furniture are
gm‘ f?y}.\‘a trust, INGKA Holding. It is the trust that is headquartered in

mﬁz de ]no;l;:.el:‘/lo;;&; Lh{: ifaurniture designs of IKEA products are still
; '@ manufacturing of that furniture—or, really, the

pieces that cu:::tomers buy to put together into furniture—has been out-
sourceq to China and other Asian countries

have attracted a number of supporting industries, such as the -

Externalities include the presence of an appropriately Skilled ﬁ Japan‘

10 Such externalities can play an important role in decigipe
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such externalities. Other things being equal,
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IKEA has a clear vision for the products that it designs and producgs.lhe ;
company’s idea is to provide well-designed, functional home fllrn|sll :\gS
at prices so low that as many people around the world as possible 'wl\ e
able to afford them. Importantly, the critical functions to make this :
pen, such as global supply chains and global inventory managem §

' EA's distinctive value proposition:
work in concert to support IK onened is i whallS

The Sweden-based home furnishing giant 1 2 ol
owned manufacturing facility in China on August 28, 20d e
move. the factory supports the rapid expansion Ir and, i
in China (the facility is located In Nantong, Jiangsu P
the largest sourcing country for IKEA, Cl’llna accc;u
20 percent of its global procurement, With aboulKEA’
suppliers. The factory IS also not far from

warehouses. which are located In Shanghal.

Sources: Lindsey Rupp, “lkea, Dollar General CE:{) h
Bloomberg Businessweex, March 7, 2017; D. L. Yonn,

Success,” Forbes, June 10, 2015; J. Kane, 6 2015,
From Optimism to Total Defeat,” The Huffington Post, May ©: , October 5

Disposable Sofa Conquered America,” The New YOI + February 24
n. 45; “The Secret of IKEA'S Success,” The Economist . and

» lllnS. 1
Leading by Design: The IKEA Story (New York: Harpe]r:; oy 200
with Chinese Characteristics,” Chinese Business Review,
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vod Costs As noted in Chapter 12, in some cases the fixed costs of setting up a produe-
,.:,xelant are so high that a firm must serve the world market from a single location or from vey o
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s. For example, 1t now coOsts up to $5 billion to set up a state-of-the-art plant

. e
few | (;: f:;:: <emiconductor chips. Given this, other things being equal, serving the world m
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locations as a “real hedge” against potentially adverse
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of production 1s low relative to global demand, it may be economical to manufactyre , Brod 1 medl th
several locations. For example, the minimum efficient scale for a plant to manufactyr, 5 Wl S suﬂbtha
: : ISOn- -
computers is about 250,000 units a year, while the total global demand exceeds 35 mini()nSOD.d\ ,. COStF]eX
a year. The low level of minimum efficient scale in relation to total global demand mae, itumts o
nomically feasible for companies such as Dell and Lenovo to assemble PCs in multiple 10Caﬁ<‘~000- mac[rali
As in the case of low fixed costs, the advantages of a low minimum efficient scale inc\ll:; ced v
allowing the firm to accommodate demands for local responsiveness or to hedge againg Cue of P‘Zﬂs
: . - [-
rency risk by manufacturing the same product 1n several locations. of Ptch
swi
: . | : [mp
Flexible Manufacturing and Mass Customization Central to the concepy pishe
economies of scale is the idea that the best way 10 achieve high efficiency, and hence low yy;; capacil
costs. is through the mass production of a standardized output. The trade-off implicit in this coord1!
i idea is between unit costs and product variety. Producing greater product variety from a fac. coordil
i | tory implies shorter production runs, which in turn implies an inability to realize economies of due to
scale. That is, wide product variety makes it difficult for a company to increase its production output
| j efficiency and thus reduce 1ts unit costs. According to this logic, the way to increase efficiency - might
and drive down unit costs 1s to limit product variety and produce a standardized product in more
;5§ large volumes. f [ncrea
it This view of production efficiency has been challenged by the rise of flexible manufacturing Sy,
a1 ; - X ~ s
i;’ bt nafacinring technologies. The term flexible manufacturing technology—or lean production, as it 1s often B onac
* technology called—covers a range of manufacturing technologies designed to (1) reduce setup LmEs for TS Comp
Manufacturing technology designed to complex equipment, (2) increase the utilization of individual machines through better schedul-  SSS olog;
| improve job scheduling, reduce setup : ° . ] 12 1ble manu-
b R G e Ing, ar.1d (3) improve quality control at all stages of the mar.lufactur}ng process.'* Flexib . NEw f¢
facturing technologies allow the company to produce a wider variety of end products at a ulll S g e
all lean production cost that at one time could be achieved only through the mass production of a standardized 0 SRy
it See flexible manufacturing technology.  put, Research suggests the adoption of flexible manufacturing technologies may actually mcreafa W ke
A ‘ it SR 0 . . . 0
1 efficiency and lower unit costs relative to what can be achieved by the mass$ prOdUCUO“much i i Be
standardized output while enabling the company (o customize its product offering t0 ol Ny
Py ' i7ati : : ] cOl
;?‘ass cdustomll,atlon greater extent than was once thought possible. The term mass customization has been i Wy
e progucti | . s ; , . n F .
L A H a°3n‘i’t' SOVS":”"‘:;{ :le';donceb describe the ability of companies to use flexible manufacturing technology 0 fec()l3 Flexible g
. e : : jzat1on. ey
ii achieved only through mass production goals that were once thought to be 1ncompat1ble: low cost and prOdUCt customllau o
i\ of a standardized output. manufacturing technologies vary in their sophistication and complexity. Toyola's produ® g0
o One of the most famous examples of a flexible manufacturing technology, 109 e ot o
?i tion system, has been credited with making Toyota the most efficient auto COLHP OY oany ol
,‘;;‘ - 8 ’ e C g
bl (Despite Toyota’s recent problems with sudden uncontrolled acceleratlon"t) Power hich pr
i ¥ - | ' | ; |
ues to be an efficient producer of high-quality automobiles, according (O J S qua“‘y .
duces an annual qual; ’ e to top 1.0, BB gt
i ual quality survey. Toyota’s Lexus models contin °f the ompan >

ines 14 , | .
rankings.') Toyota’s flexible manufacturing system was
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[mproved capacity utilization and redyct;

due to the ability of computer-controlled machin
outputs while producing a minimum of unusab]e

increases efficiency and results in lower costs.
The effects of installing flexible manufacturing technology

on a company s cost structure can be dramatic. The Ford Motor
Company has been introducing flexible manufacturing tech-
nologies nto its automotive plants around the world. These
new technologies should allow Ford to produce multiple mod-
els from the same line and to switch production from one model

0 another much more quickly than in the past, allowing Ford to
take $2 billion out of its cost structure.'®

Besides improving efficiency and lowering costs, flexible
manufacturing technologies enable companies to customize prod-
ucts to the demands of small consumer groups—at a cost that at
one time could be achieved only by mass-producing a standard-
ized output. Thus, the technologies help a company achieve mass
customization, which increases its customer responsiveness. Most
w 3 mportant for international business, flexible manufacturing FeCh'
s |  nologies can hel p a firm customize products for different natlongl
V] Markets, The importance of this advantage cannot l?e overst?“te -
When flexible manufacturing technologies are qvailable, a Tirm
: : tional markets

“ manufacture products customized to various né

. - this
4asingle factory sited at the optimal location And it can do th!

: l : N ph”() | e B
problems With mass productjgy, SOphy .
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global demand or flexible manufacturing technology exists.

» The product’s value-to-weight ratio is high.
o The product serves universal needs.

Alternatively, decentralization of production is appropria

ifferences among countries in factor COsts, political economy,

substantial impact on the costs of manufacturing in v

* Trade barriers are high.
* [ocation externalities are not important.

: volatility in .impor tant exchange rates 18 expected.
gg:iﬁ;)ductlon tech.nology has low fixed costs and |

* Th man,ufacmrmg technology 1s not available.

; e product’s value-to-weight ratio is low.
The product does not serve universal needs (

and preferences exist among nations).
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[n practice location decisions are seldom Clear-cut, Fo; eXample, it i« :
| itis ng
. factor COSIS technological factors, and Product factors tq Point towarg Coﬁnusual for diffor, e
| : ce
M hile 2 combination of trade barriers and volatile eXchange rates Points toward de‘clgated.producu 0
m on, This seems to be the case in the world automobile Industry. Although the availzriltiri?hzed Produc-
5 . . . - - ; 1 .
3 ’; nufacturing and cars’ relatively high alue-to-welght ratios suggest concentrated m;ymofggltexnble
i = : ; it Uring
. ¥ i combination of formal and informal trade barriers and the uncertaintjes Of the world’s CurTen{
8 [oting exchange rate regime (see Chapter IO). have inhibited firmg’ ability to pursue fhic strategy,
For these reasons, several automobile companies have established “top-to-bottom” Manufacturipg
perations 1n three major regional markets: Asia, North America, and Western Europe.

trategic Roles for Production Facilities The growth of global production among
nitinational companies has been tremendous over the past two decades, outdoing the1 growth (;f
ome country production by more than 10-fold.!” In essence, since the egrly 1990s, mu unationals
.: - FHE ' | ountry 10 times for every 1 time they
0 o lave opted to set up production facilities outside their home ¢ .}’ RO e
q i opted to create such facilities at home. There i.s a clear strateglglc ra(;LOCI:?onosrystler’n. e
& lrying to capture the gains associated with a dispersed globa p;o to make the decision to open
“Pected to continue going forward. Thus, managers need tOdbe -r(;: \lehere to locate the factlity.
P4new production facility outside of their home base a.nd ZCI * the strategic role assigned (0.8
When making these decisions, managers need to think abou
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minimal everything—from engineering to development to engaging w il

f prices to any form of strategic decisions being made at that facility. In realir M' "“zlm.,” :

some strategic decisions to include input from the offshore factory person, L Y hf"
source factory The primary purpose of a source factory is also (0 drive c‘lown COsts In the glok l sy | v

} :\fac.tory whose primary purpose s also main difference between a source factory and an offshore factory is the Strategic mlcpf)fy h“in;n

; cc; ;:]l.ve down costs in the global supply which is more significant for a source factory than for an offshore factory. Managers of i ) the l‘au(\\l}'

. have more of a say in certain decisions, such as purchasing raw materials and (;(mxponcn\(mrCQ mc““)d
the production at the source factory. They also have strategic input into pre duction ok \ Parts “\ﬂw
changes, logistics issues, product customization, and implementation of newer design \“mng, Phoe ln
Centrally, a source factory is at the top of the standards in the global supply chain. ‘;n(; Whep, needk:x
are used and treated just like any factory in the global firm's home country. Thig also m ese facu):\(}
factories should be located where production costs are low, where Infrastructure 1S We\\eam that \‘“hrt.\
where it is relatively easy to find a knowledgeable and skilled workforce to make the deve Upeq dkc

server factory A server factory is linked into the global supply chain for a global firm, tQP\fﬁducts, -
A factory linked into the global supply country or regional markets around the globe. This type of factory—oftep With\upply SPecif.
L dards as the top factories in the global firm’s system—Is set up t 0 the gap,
country or regional markets around the . E 2. & J LSO OVErcome INtanoe; - Map.
iohe gible barriers in the global marketplace. For example, a server factory may bcl‘?le N gy,
overcome tariff barriers, reduce taxes, and reinvest money made in the region. A = ‘Nlendeq o
reason for a server factory is to reduce or eliminate costly global supply Cha.in “0ther.obvmu\
would be needed if the factory were located much farther away from the eng Custzperatmns thay
ers at a server factory typically have more authority to make minor Customizations I“ers. Mang,
customers, but they still do not have much more input than managers in an offshor Ofplease thgir
tive to the home country factories of the same global firm. ~ lactory el
contributor factory A contributor factory also serves a specific country or world region. The main
A factory that serves a specific countryor  between a contributor factory and a server factory 1s that a contributor factory hag resrl dlffefence
world region. for product and process engineering and development. This type of factory alsg ® MLl

has MUCh mqp

of a choice in terms of which suppliers to use for raw materials and componep; parts, [n f
- A Tact, 4

contributor factory often competes with the global firm’s home factories for testing ney
and products. A contributor factory has its own infrastructure when it comes tq develg = g
engineering, and production. This means that a contributor factory is very much stand-afmem‘ :'

terms of what it can do and how it contributes to the global firm’s supply chain efforts P hest globa

outpost factory An outpost factory can be viewed as an intelligence-gathering unit. This means tha 4 i with tg(:nazon ot
A factory that can be viewed as an post factory 1s often placed near a competitor’s headquarters or main operations, near the most "}tebg' SUPDIY chain
intelligence-gathering unit. demanding customers, or near key suppliers of unique and critically important parts, Ay outpost - gi\(:en e
factory also has a function to fill in production; it often operates as a server and/or offshore fye. " ?he oroducts that it

tory as well. The outpost factory can be very much connected to the idea of selecting counries 8¢ Amazon is based

for operations based on the countries’ strategic importance rather than on the production logic of "W estonline retailer in

a location. Maintaining and potentially even enhancing the position of the global firm in strategic * ~ valuable retailer by

countries is sometimes viewed as a practical factor. For example, the fact that Nokia has its heag- | ~ gigantic at about $5

quarters in Finland may result in another mobile phone manufacturer locating some operationsin “SS 01l bookstore bu

Finland, even though the country market is rather small (about 5.5 million people). ' ?hwc downloads, fi

- Tesedays, custom

A lead factory is intended to create new processes, products, and technologies that can be used’

A factory that is intended to create new throughout the global firm 1n all parts of the world. This is where cutting-edge production should take*

processes, products, and technologies - pla0e or at Jeast be tested for implementation in other parts of the firm’s production networ.l;. -
ot cogbe Lopd fipLotout (e gone the lead factory’s prominent role in setting a high bar for how the global firm wants {0 prov C provs

firm in all parts of the world. g . ~ | |oyees call
bt saa ucts to customers, we also expect that it will be located in an area where highly skilled empo}

‘ impl anagers a0
be found (or where they want to locate). A lead factory scenarlo also .unpltlei :Lla:N Ilrxlat S
employees at the site have a direct connection to and say in which suppliers 2ies (;f el
implement, and other issues that are of critical importance to the core competen

There may = .
THE HIDDEN COSTS OF FOREIGN LOCATIONS ‘i uaid
ity

S - - ous
“hidden costs” to basing production in a foreign location. N;l‘ine;nd |
employee turnover, shoddy workmanship, poor product quality,
cant issues in some outsourcing locations."”

Microsoft, for example, established a major
reasons: (1) The wage rate of software programmet

e o lator, I

facility 1n Hydc::rabad,
s in India 18 one-t
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) develbd( : Qr’(\ g pany’ 1L 1@{61' higher current pay. ngll employee turnover, of C litt]e value o l\tay With

\mdu QDQQOU% ‘,.h,vu‘[i\c‘\- and PYOHC MlcrOsot’t manager in India noted that 4( i& ourse, hag 4 e gat (’“g‘ter
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he &y e g,rj]i’m the pas! n’ot qJone in experiencing this problem. The managnh developme tpr(r)? had Jef
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i, g, i utsof Jeliveries and poor quality, his company decided t after four yegre of Pany
TR ot = Jate 4 : 0 Move frustra.
)U]er I]ded b, pt with ™= = his words: “On the face of 1t, labor costs seemed so Productiop back t

). 10y U™ (o moV P : : retrospect, I wish Na that th
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W 4 Amazon's Global Supply Chains

) ey j ferred i have strateq; beed and efficiency re

pmem Amazon.corm inc.—typically referred to as just Amazon—has ranked | cq gically located fulfillment centers W B

lope in. -mong the toP companies for years in the “Gartner Global Supply % .by >¢lect vendors on the Amazon plator ondw‘d.e % Caac
chain 109 25" ranking. Other regular entries among the companies {Equlremerts for packaging, labeling, and Sm‘;“n-\;htls Includes strict

noy Jith the best global supply chains nclude Unilever, McDonald’s, and (?Ssefvenfjors products in bulk or in individual “picQaBQT?mn.smres

m | Intel. Amazon s passing through about $160 billion in sales via its "5 |r. addition to the United States, Amazon has ret;(\:at\ons..

! v chains and partnerships annuall t i or Australia, Brazil, Canada, China, F e
pos global SUPP'Y P P y, @ staggering amount ;o Mexico, the Neth | , France, Germany, India, ltaly, Ja-
‘ I iven that the compary <eldom takes possession in any true sense of And’ the Am, e. erlands, Spain, the United Kingdom, and Ireland

S e products that it channels to customers from various companies. 7 azgtn. Prime service places great strain on Amazon’s supply
g Amazon is based In Seattle. Washington. It has now become the larg-  France. G errr? | |s|ta v|a||ab|e In its worldwide locations (e.g., Canads,
M : > v ’ o 7 an y 1 -

C of ost online retailer in the United States, surpassing Walmart as the most n addition Ar};la ; y,'Japan, and the United Kingdom.
g . LRV : Y s, . 20Nn'S '
4 «luable retailer by market capitalization (but Walmart’s revenue is still  trias worldwide. Plus th;ustomer service centers span some 15 coun-

B e , . Plus, the com i i :
d- gigantic at about $500 billion annually). Amazon started in 1994 asan pany operates retail websites for interna-
I online bookstore but has diversified to a variety of products, includin tional brands suchas Sears,Canada, BehaSigies a0
] ’ | . 3 g

y O P d  Mothercare, and Lacoste. This means that Amazon IS benefiting from

plactices alot |
aClices, global supply chains, and technology

music downloads, furniture, food, and almost all consumer electronics.

These days, customers can seemingly buy anything they need Via the
Amazon platform. In the United States alone, roughly 150 million Cus-
fomers per month visit Amazon.com. But this massive availability of

oroducts also puts a strain on Amazon'’s global supply chains.
As customers, we have come to expect that Amazon will deliver

whatever we buy in the shortest cycle time possible, often no more
than two days, especially if a customer IS signed up for Amazon Prime.
The Amazon Prime service includes free two-day shipping (on many
products), video streaming, music, photos, and the Kindle lending li-
brary for an annual fee (currently $99 per year or $12.99 per month).
Al these services are welcomed by customers, but the free two-day

shipping is really what drives the Amazon Prime service.
The free two-day shipping (and a myriad of other shipping alterna-

Ves for a fee) requires Amazon to leverage its inventory management
to cost effectively

"-&‘

both its global supply chains for delivery of vendors' products and its
cervice as a technology supply chain vendor to businesses.

Another interesting development—or, at east, idea at this stage—Is E
the speculation that Amazon is thinking about launching a global ship-
ping and logistics operation that can compete with United Parcel Sgr-
vice (UPS) and FedEx. Of course, Chief Financial Officer (CFO) Brian

Olsavsky downplayed Amazon’s ambitions on this front. He said that

Amazon was just lookKin

rofit Beats Expectations But
pencer S0per “Amazon

berg Technology, February 9,
dollar Market,” FOrtUne,

aecame the Everything
sAmazon Burles

s 22% o $43.78, P

‘ Miss.” GeekWire, February 2, 2017;5
haba,” Bloom

;;;;
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stakeholders, such a scenario S
decision is that the item Of part requl
and reliable alternatives are very

fts within the firm’s current an

ake decision for the global firm. |
decisions at a general level. In reality, the make-or-buy de..

strategically

things as acquiring raw ma

nity cost. That is, does the firm have the cap

t decision also

purchasc raw m
has certal

articular

nowledge, and strategiC

! ‘tical to the success O
kews the decision 1

terials, componen
he product. The production capacity 1s really presented as 3

Do You Expect a Trend In
Bringing Jobs Back from

Overseas?

The United States may be on the verge of bringing back manufac-
turing jobs from China. Outsourcing manufacturing to China is not
as cheap as it used to be. Many companies, especially in the auto
and furniture industries, moved plants overseas once China

opened its doors to free trade and foreign investment in the last
few decades. Labor was cheaper for American companies—Iless
than $1 per hour by some estimates at the time. Today, labor
costs in China have risen dramatically, and shipping and fuel
costs have skyrocketed. As China’s economy has expanded and
as China has built new factories all across the country, the
demand’ for workers has risen. As a result, wages are up as,new
companies compete to hire the best workers. Experts note that
the fears that U.S. manufacturing is in decline are overstated and
thaf the United States is still 3 manufacturing giant. China and the
grétttjc:nsmtels eac?j account for about 20 percent of global manu-
g value added. The U.S. share of
global manufacturing value added “has daetZﬁngz (Z)rflercfm ’
over the past three decades.” according to the Bost 5 lghtly
on Consulting

Group. With all this in mi
Ind, do you expect m
| 5 ore
outsourced jobs to be “insourced” in the future? B0 mpre

Source; “Made in America Again,” Boston Con

documents/fileB4471,pdf *ulting Group, 2012, www.beg.com/
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m is the strategic d
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els. with the

“ , . decision 18 also :
ways, the make-or-bu) decision . in———-“'i‘hi" one firm
make-or-buy 4= Su ‘Pl\‘ chains. That 1S, <omeone in the ¢hd . _house or buy it from an
T s e e ;\-hpe’(r;er the globel S8 phisak) KRR, B g tm' im‘P]icat/ioﬁns f’)r‘t'h‘ dt f‘external SUDD‘: 8
oy WV >, > > arc cecl ain ~ L 1a T - ‘e
¢ in-house, there M’S globy) : L. Iy

.1ls and component parts). If the decisiq
n

n implications (e.g.. quality control ang o IS
0

situation. At a broad level, 1ssues of produyc
fit can lead to the make (produce) decision, Foy
f the product, including perceptions MMions Mple_;¢

n favor of make. Another reasgp fh Primgy,
or «

equipmem
=M Of pan
ShOlﬂd he ;

ires specialized design or production skills and/q,

carce. Strategic fit 1s also important. If the j

-
d/or planned core competencies, then it

lSiOn IS

. cost and production capacity. Cost issues incjyg
- 3 e Such

t parts, and any other 1nputs into the proce

acity to produce the product at a cost that is % -
higher than the cost of buying it from an external Supplieegiﬁo
I} d

if the product is made in-house, what opportunity cost

ncurred as a result (e.g., what product or item wag ﬂ?‘ndbe

unable to produce because of limited production cap:c.f::m
ity)’

Unfortunately, many, and perhaps most, global companjes think
that cost and production capacity are the only factors play;
into the make-or-buy decision. This 1s simply not trye! 5
Cost and production capacity are just the two mai'n driv
behind make-or-buy choices made by global companies wl:f
they engage in global supply chains. The decision of whether tIcl)
!)uy or make a product 1s a much more complex and research-
intensive process than the typical global firm may expect. For

exarr}ple, how many times have we heard, “Let’s move our pro-

d}lctlon to China because we can get the same quality for a

filme-on-the-dollar cost, and that will free up production capac-
1ty that we can use to focus on other products™? Of cours.
dime-on-the-dollar cost is not the sole relevant factor becaus
we have to take into account the costs of quality control me
sures that have to be instituted, raw materials that have © be
purchased far away from home, foreign entry requiremen
multiple-party contracts, management responsibilitics
outsourced production operations, and so OD. Ultimately, W&
unlikely to end up with a dime-on-the-dollar cost: But where
we end up and how do we get there? In other Wor

the core elements that we should be evaluating Wher L

determining whether the correct decision 1S

Tq facilitate your understanding of
decnslf)n, we have captured the dynamics of
graphics that illustrate either operationally

for the

ds. whal are
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elements of their production processes. This a

ake choice
make ed if there 1S any ~hance that supply cannot be guaranteed if the

the industry globalization drivers may dictate
frust and commitment reasons involving

at you engage with in order to find success.
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f these elements that
. . favor of the make decision (€.g., 1f there is no

hat the global firm should think more seriously about a buy
ber of other elements that are not
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th the make decision, after the

the buy dec1s101
n (see Figure 15.4). As w1
cost and production capacl been considered and made, the next set of decisions
for the buy choice follow logically trom the path in Figure 15 4. For example, if the global hirm noducts from plai
has minimal restrictions on which firms or companies + can source raw materials and cOmponeIl S center and then del
. 0 also increasesthe W Global inventor

parts from, then a buy decision 1S more hh
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likelihood that other and/or more sup
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Another good reason (o choose a buy scenario 1S
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if .those corppetencies reside closer to the production facility that you buy from
W111. l?e available i.f you make the product. Small volumes would also be a reas
decision: cost-efficiencies can seldom be achieved when only small volumes

[nventory planning is also of critical importance. Even 1f your firm can .
equally well in terms of quality and expectations set, perhaps 2 better choice 18 10 buy simply
order. to strategically manage inventory (which is a cost center in the g .

certain cases, even brand preference 1s a reason to g0 wl
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he aggregate total labor and transportation cost of moving

products from plants or suppliers through the distribution
center and then delivering them to customers.

Global inventory management can be viewed as the deci-
sion-making process regarding the raw materials, work-in-pro-
cess (component parts), and finished goods inventory for a
multinational corporation. The decisions include how much in-
ientory to hold, in what form to hold it, and where to locate it

in the supply chain. Examining the largest 20,910 global com-
panies with headquarters in 105 countries, we find that these
‘mpanies, on average across all industries, carry 14.41 percent
oltheir total assets in some form of inventory.2? These compa-

lies have 32 percent of their inventory in raw materials, 18

#Icent of their inventory in work-in-process, and 50 percent of

‘ hei ‘iventory in finished goods.?® At the company level,
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firm and the largest firm in China. Sinopec has 21 per |

mix of 37, 43, and 20 percent 1n raw materials and cor; |
. : _ . . - Ly W( )
ished goods, respectively. Note that Sinopec maintains : e AR TK-in-py, o
: : \ 3 | | . =] : -)L‘r(‘_: : : ‘
Sies in work-in-process and a nuch lower percentage in finished goc ll eNtage
=20ds thap T(‘)y(
&

that petroleum firms want more flexibility in deciding exacyl b
he company S global inventory strategy must ug‘fcu.wz‘ OW to ¢ My, i
making products in large quantities and P‘\)Sili()niy rade of f ¢ fnc the

THINg them | s *®rVige

ers against the risk of having too much stock or the wrong items. ear
: e S Cusy

mes in all shapes, S1ZEs, forms, and uses. It can be divideq : O

€d Intg

suggests

backaging Packggmg cO . . |

The container that holds the product types. primary, secondarys, and transit. Primary pa('kagmg holds the product ; thl‘ee difg
1<elf. It can be divided into primary, packages brought home from the store, usually a retailer, by the end-consy Itself Thega ey
cecondary, and transit packaging. : A d ¢t l ackag] o designed =5 : SUMEr. Secq ~~ dre th
ing (sometimes called case-lot packaging) 1s d€SIENC to contain several prim ndary

)y
ustomers may take secondary packages home (e.g alf‘y Package, gag,
2., from Sqpy. Uk

93

buying or warehouse store C
but this is not the typical mode for retailers. Retailers can also. use secondary packgo: m's Cly

when stocking shelves in the store. Transit packaging comes into use when a p
. um

and secondary packages are asscin
ing—through palletizing, shrink-wrapping, Or containerization—is the outer pack
S

that allows for easier handling or product transfer among international suppliers SINE enyey,
distribution centers, retailers, an » Manuyfy

d any other intermediaries in the global supply chg;
Regardless of where the product is 1n the global supply chain, packaging is inter?d
2 set of multilayered functions. These can be grouped into (1) perform, (2) Protec:d 0 achiey,
form.2* Perform refers to (1) the ability of the product in the package to handle beip > and (3) i,
between nodes in the global supply chain, (2) the ability of the product to be St()rfdtrfansported
lengths of time for a particul OT typicy|

ar product category, and (3) the package providing the conyes:
expected by both the supply chain partners and the end-customers. Protect refers to thenve‘;(‘ence

ducts properly, (2) preserve the products to maintain thejr fre h
STnesg

or newness, and (3) provide the necessary security and safety to ensure that the prodyct
S T€ach

their end destination 1n their intended shape. Inform refers to the package’s inclusion of (1) oo
cal and sufficient instructions for the use of the products inside the package 'mclud‘mg SI)> 10%1-
: CCific

requirements to satisfy local regulations; (2) a statement of a compelling product guarantee
» and

(3) information about service for the product if and when it is needed.
Transportation refers to the movement of raw material, component parts, and finished goog
’ ods

transportation
The movement of inventory through the throughout the global supply chain. It typically represents the largest percentage of any logisti
: C
budget and an even greater percentage for global companies because of the distances 'mvolvec;

supply chain.
Global supply chains are irectly responsible for transporting raw materials from

directly or indir
their suppliers to the production facilities, work-in-process, and finished goods inventories be-
tween plants and distribution centers, an '

The primary drivers of transportation rates and the resulting aggregate cost are distance, trans-
port mode (ocean, air, Or land), size of the load, load characteristics, and oil prices. As would be

expected, longer distances require more fuel and more time from vehicle operators, so transport
rates increase with distance. Transport mode influences rates because of the different technolo-
gies involved. Ocean is the least expensive because of the size of the vehicles used and the low
friction of water. Land is the next least expensive, with rail being less expensive than motor &
riers. Air is the most expensive because there is a substantial charge for defying gravity. 1rans-
portation rates are heavily influenced by economies of scale, s0 larger shipments ar typically
relatively less expensive than smaller shipments. The characteristics of the shipment also infly:

ence transportation rates through such factors as product density, value, perishability, the potet

tial for damage, and other such factors. Finally, oil prices have 2 major grany
rates because anywhere from 10 to 40 percent of most carrier costs, depending On the

related to fuel.

reverse logistics '
Reverse logistics is the process of planning, implementing, and controlling the ett

ds, and relate

The process of moving invento
: ry from the ffects
point of consumpti ' criective ﬂOW : : - .
gt e el (::\fhzo;:t of it pOimoffraw materials, in-process inventory, finished goo yalue O
: rpose of | 0 : : Sk | '
‘ecapluring value or proper disposal, proper disposal Tﬁoniu'mptlon to the point of origin for the purpose of recapt\lf{n ; ore effl
cient, thus savir;g mzu nma;e goal is to optimize the after-market activity Of make”! mortam i
: ivV1 ney an s Gy . ! m
y and environmental resources. Reverse 10gistics 15 critically 1M 0
etailers M°

global suppl '
Pply chains. For example, product returns cost manufacturers and t
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y).

nal and external purchasi :
_ sing, 1S to {1 ¥
takes us ultimately to the “types (1; lfufe out “where to purchase”
purchasing” (where anclshe (;iomesﬁcauy or globally)
ow) and the fou y). This
r choices for
pur-

chasing strategy: domestic 1
' - estic internal |
purchasing, and global external purclfazgg};aSlng’ global internal purchas;
. sing, domestic ex
ternal

The types of pu ' 5T
tions for the “intir;(;?if;;g;rcuw? es and strategies just discu
many by-products and other $Le. But we all know that OUtS(S)ied.COme with a set of generic op-
day.' At this stage of the text L y et quite different options reCI-n 5 .and offshoring, along with
gptions that companies ha , WE feel. it 1S important to go over ,t ; :ISt in the 'purchasing world to-
stand, develop strategy ar 2L espema.lly the following terms that Z;ltso;l fClng-relat'ed S
ound, and 1mplement: outsourcing, insouercoint;nocf(;;flgiﬁg tgflfmt(xier.
) , offshore

outsourcin ‘
g, nearshoring, and co-sourcing (see Table 15.2)
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Ou vices from one of jis
tsourcing A multinational corporation buys products o|r se:Nhether g
suppliers that produces them <omewhere €ls€, Y

nal purchasing in reiaticn
globally. In that sense, it also re P

purchasing strategy.

fors to exter

ecides to stop outsourcing products or :
them internally; insourcing is the opposiic
nal purchasing in the context of purchasing

Insourdng A multinational corporation d

and instead starts to produceé
outsourcing. Thus it refers to inter

strategy.
Offshoring A multinational corporatl

suppliers that produces t
country). Offshoring Is thus a

purchasing strategy.

on buys products Of services from one of its
hem somewhere globally (outside the MNCs home
form of global external purchasing in terms of

: ts or services from one of its
Ratl ration buys produc
Offshore A multinational corpo e e e b, oroduct Is

: ot iy
outsourcing 5“Pp”ferst::eadcsrut?‘t;yse . e developed. This again s a form of global
manufac

external purchasing int
A multinational corporation transfers business or information technology

‘ocesses to suppliers In @ nearby country, often one that shares a border ;
P ith the firm’s OWN country. While nearshoring is not a purchasing activity per =
’

se, it involves facilitating global external purchasing.

A multinational corporation US€s both its own employees from inside the firm =
and an external supplier to perform certain tasks, often in concert with each ==
other. This applies to all four torms of purchasing strategy. It implies thatthe

relationship betweern the firm and its supplier is rather strategic in nature—
often. this involves the top suppliers in a particular product or component

category.

Nearshoring

Co-sourcing
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d materials costs that are 50 percent of sales revenues, -

a return on investment rate of 5 percent, and m . . .
2 $15.000 increase in total profits could be achieved either by Increasing sales revenues 30 percent
or by reducing materials COStS by 3 percent.” In a saturated market, it would be much easiertg

reduce materials costs by 3 percent than to increase sales revenues by 30 percent. Thus, managing"
global supply chains '« one of the strategically most important areas for a global company. Four
main areas are of concern in managing a global supply chain, including the role of just-in-time"

inventory, the role of information technology, coordination in global supply chains, and interorga~

N 3

nizational relationships in global supply chains.

ROLE OF JUST- IN-TIME INVENTORY Pioneered by Japanese firms

.

‘-
P

\

that country’s remarkable economic transformation during the 1960s and 1970s, a |
inventory systems now play a major role in most manufacturing firms. The basic philosoph

% y A
5 X .
pleag vy iy
5 A 95
A

just in time (JIT) behind just-in-time (JIT) inventory systems is to economize on inventory holding costs b
;l\;:ev?f; :Sgg“;; fgjze;t';odne;'ifgstzs ing materials arrive at a manufacturing plant just in time to enter the production process: 1d 00 i
e acl Lt before. The major cost savings comes from speeding up inventory turnover. This reduces MVEE

v,

tory holding costs, such as warehousing and storage costs. It means the company can ¢

amount of working capital it needs to finance inventory, freeing capital for other uses and/0
lowering the total capital requirements of the enterprise. Other things being equal, !
boost the company’s profitability as measured by return on capital invested. It also means

company is less likely to have excess unsold inventory that it has to write off against

price low to sell. ;

Unclln ad;ill’?on o the cost benefits, JIT systems can also help firms improve product S
crajilsystem, parts enter the manufacturing process immediately; they are not warelios

;ll;lzlzuallcl)ws defective ?nputs to be spotted right away. The problem can then be
Pply source and fixed before more defective parts are produced. Under a more radi

428 Part Six International Business Functions
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r %q inr yusing parts or “’C.Cks before they are used allowys man
J’3t U% 0 ., \\'ill‘Cl“ ;.-oblcm IS rccognwcd. Primrd
(Q"th% 0y ,-)S’fd hct‘orc[ﬂ P of a JIT system 1S that 1t leaves a firm Without
C‘- AW\ llL - - \ = ' |
@‘\‘l [)DQSQ'\,,- d“]‘hc dr‘mﬂ”er <tocks are expensive to store, they can help firm \‘ buffe, Stock
0! sth y qgh W7 e m over shortages brought about by disruptiae . ->POnd quijc; | Ventor,
‘f}] bur \0 | ,\“ho =N (lde d firt )/ tuption diNOno J © Te;
0 chef , ,,,m"d an 1 after the September [ 1, 2001, attacks on the World rad & SUpPpliers, Sucl L‘i;‘e\ In
I8 fh%l Sif,g 4:{1 Hecur® 4 chutdown of international air travel and shipping l(\“‘ € Center and Pep 1] : dl\r“P
~ ( ~ : : m: . d9
hGS,QM { "'16 SubseCIued suppliers and tightly managed “‘just-in-time” supply (‘ln Y 1Irms thy, elie ;m, When
'"QINCM, 2”\, dispeljflG;S p,-onounced but similar situation occurred again in /‘\(“n.\ Without A ]“( N gloh.
z J 7 » . : 1% 3 < ( w ( C
nt@rm%n in""'ﬂor} onisie severe acute respiratory syndrom (SARS) Vil'll\pl '|( 2003, when lhcr Stock
| . 2 c Ay o arate G S 1N ‘ . Ol ‘o
0% Y of the pr;lutdo“'” of several plants opu.alcd by unelgn companies and hina resulted i th“huak
Uct Orits poraf." Ss'milarl\’~ in late 2004, record imports into the United States | 'STupted thei, oloh € lem.-
: § ~hains lp S ~logged with to0 many ships from Asia that Coul(i eft severg] ajor Wal SUPply
. ning : s - ~ n est Cang
'ho,g' Shlpp”(]fqrupted the finely tuned supply chains of severg] major U § Ot be unloadeg i St Coagy
0, hich Lare ways of reducing the risks associated with g globg.u - CNerpriseg, 29 Nough
rc : : . S .
B 1?16(im€ priﬂclples' To reduce the risks associated with de UPPIY Chain thg; Ope
y ISEE" o some firms source these inputs f bending op o, Crates oy
e, Ok . _ortant input; . tom several suppliers | - SUPplier fq
|esa bogy ymp while this does not help 1n the case of an event with global OCated ip different I' an
. 23 S I s £
S’"ga (! mebﬂ 5001, it dO€S help manage country-specific supply disrups AMifications, uch ag Secoun-
%v,‘tm ber [ec;iCQHY’ a1l global companies need to build in some degres I?nS, Which are m o s Ptem-
. \ S \ing nultiple options for suppliers. Ot redundancy Suppl s
‘ﬂside[h by hé SR
5 I
Mth@ M
ol
Ny,
ﬂatw

o opt1miZe 1
i o component parts 1n the supply chai , ponents are expected
By locating cOmp PPty chain precisely, good informatjon €d to arrive
Systems allow the

Arm to accelerate production when needed by pulling key ¢
-hain and having them flown to the manufacturing plant.

Firms noW typ.lcally use some.form of a supply chain information system to '
flow of materials 1nto manufacturin g, through manufacturing, and out to custorne(r:: O;ilnate i
. There are a

variety of options for global supply chains. Electronic data interchange (EDI) refers to th
ronic interchange of data between two or more companies. Enterprise resource planningilsgg

is 2 wide-ranging business planning and control system that includes supply chain-related sub
systems (e.g., materials requirements planning, or MRP). Collaborative planning, forecasting-
and replenishment (CPFR) was developed to fill the inter-organizational connections that ERl;
cannot fill. Vendor management of inventory (VMI) allows for a holistic overview of the supply

chain with a single point of control for all inventory management. A warehouse management
system (WMS) often operates in concert with ERP systems; for example, an ERP system defines
material requirements, and these are transmitted to a distribution center for a WMS. P
Before the emergence of the Internet as a major communication medium, firms and their sup= .
pliers normally had to purchase expensive proprietary software S e
lems. The ubiquity of the Internet and the availability of web- and
made most of these proprietary solutions obsolete. Less expensive S
0 install and manage now dominate the market for global supl?ly ch o vains, allowing .
These systems have transformed the management of globally dlsperzeéie:lggdy thereb); : d
en small firms to achieve a much better balance B PR SUpp 8l benefits. o
lhe inventory in their systems and reapi jated ec‘ogotrl?ércnselv adise
most firms now using these systems, tho | fin .
dvantage. This has implications for small an
fave the resources to implement the most sophist
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aircraft. In comparison to the aircraft, the ailerons and the rudder see
leverage allows the coordinated effort of the ailerons and the rudder (o
V\{ordS, putting the right combination of a little leverage in the right \3‘.:3;
dinated effort leads to incredible aneuvering ability for the plane. Global sir

global
2 1ain . . . e % B ™ ‘N
coordination same. Integration and coordination are critically important. Global suppi; 2 |
S ’ | v 8 : 3y Ludin e Reo
The shared decision-making refers to shared decision-making opportuniies and operational collaboration of | COor inatj,
OPportunities hai 1vit) T e T n =
and operational chain activities. =10Da| Su
collaborati Y | s - - . "“Pply |
amvme:tlon of key global supply chain Shared decision making—such as joint consideration of replenishment. ipy y
' - - o f ; e, C £
costs. collaborative planning, costs of different processes, the frequency of orders ntory hg| din.
re integrated, coherent, efficient, and effeq'\ , batch g5 ani f

t——"'Cl'eateS a mo
gl()ba] SU

product developmen

chain. This includes shared decision making by supply chain members both ins; -

tion (e.g., logistics, purchasing, operations, and marketing channels emp\()Slde an Qrgan.lzz

organizations (e.g., raw materials producers, transportation COmpaniegyeeS) and aCmS-

wholesalers, retailers). Shared decision making is not joint decision makli’ orf‘éngfagtut N
Shared decision making helps in r:S"’ It 1S decigio

nt considerations. 1
Potentiat
eﬂﬁal“é |

making involving jol1
conflicts among global supply chain me 5%
tion. In most supply chains, certain parties are more influential, and shared decisigp and integr et
| Makin
2,4

minimum, should include the critically important chain members.
To achieve operational integration and collaboration within a global supply chaip «
tional objectives should be addressed: responsiveness, variance reduction, -mvemaln, SIX Opeg
shipment consolidation, quality, and life-cycle support.’® Responsiveness refers to OrY reduction s
ability to satisty customers’ requirements across global supply chain functions inaagtli?;):: firmlg
y

ner. Variance reduction refers to integrating a control system across global supply chg;
: ons. Inventory reduction refers to ime;l;
In
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t, and turning velocity across global supp

functions. Shipment ~onsolidation refers 1o Using various programs to combine small si'y Chain
L Tk iDments

his includes multiunit coordination aCrosSp;e

Obal

and provide timely, consolidated movement. T
supply chain functions. Quality refers 1O integrating a system so that it achieves zero defeg
throughout global supply chains. Finally, life-cycle support refers to integrating the

reverse logistics, recycling, after-market service, product recall, and product disposal across
h

global supply chain functions.

ONAL RELAT‘ONSH‘PS Interorganizational rela ",

alked about in various contexts for decades. The two keys are T

and commitment. If we always had 100 percent trust in relationships and 100 percent come
ment to them, moOSt global supply chains would ultimately be efficient and effective i

we don’t! However, by looking at the building blocks for global supply chains, we would:al
lationships are equally valuable and that they should not be treated as 1K

were. TWO examples centered on upstream/ inbound and downstream/outbound supply d
activities can effectively be used to illustrate this point. Figure 15.5 focuses on the upstreali
inbound) supply chain relationships, and Figure 15.6 focuses on the downstreal (or outbes
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15.5 JEIILL:

Upstream/inbound

relationships.

Source: C. W. L Hill and G. T. M. Hull, Global
Business Today (New York: McGraw-Hlll
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the 08 in partnering with other entities in the globg]
to obtain raw materials and component parts
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Having reviewed the three scenarios for the upstream/inbound and downstream/outbound

portions of the global §upply chaip, let’s look at the emphasis a global company should place
on the relationships with each entity: the benefits to be expected, favorable points of distinc-
jon, and resonating focus in the relationship.’! First, however, some basics on value are
ppropriate. The value between nodes and actors in global supply chains is a function of the
cost (money and nonmoney resources) given up in return for the quality (products, services,
nformation, trust, and commitment) received. Basically, greater value is achieved if the
juality is greater while the cost remains the same or is reduced or when the cost is reduced and
e quality remains constant.

A global company should allocate 20 percent of its efforts to the vendor category, 30 percent
:; :ﬁz Slllpll))lier Category,.and .50 percent to the partner category in the upstream/inbougd pofrftiotn
R0 lfuoeal supply chain. Likewise, a global company should allocate 20 percen;i of tltcsafe %fr )S,
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) pomofeﬂm/outbound portion of the chain. In the vendor (upst.ream) and buy Seyape
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