Part One Case Studies

Dell: High Velocity, Focused
Supply Chain Management

Dl twewevedell.comy) has grown phenomenally since its establishrment in 1983 by Michael
Dell, then a medical student, now a multi-millionaire. The company’s mission is simply
‘tey be the micst successiud computer i:|:|r|.'||:|:|rrl.l in the world at q:ﬁ:lll.-'r.-lmE the bast cus-
tomer experience in the markets we serve’. It was ranked 38 on the Fortune 500 listi
of America’s largest corporations with revenues of over $52 bilion. Dell azcribes mu:ﬁ
of iz success o ils rtise in supply chain management and the velocty with which it
is able 10 process and deliver orders — where competitors take weeks to build and ship
praduct, Dell's metrics are hours and days.

DIRECT TO CUSTOMER

Central o Dwell's phl:nnrm:n:l success is s distribution strategy: since it started to build
its cvwn machines in 1985 (pricos to this the company had focused on upgrading old BM
machines| it has sold direct o the customer, disintermiediating army middlemen and getting

uct faster to the customer. The computers themselves were viewed by some as not
particularly remarkable from a technodogical perspective, so much so that in 1996 The
Eronomist magazine described Dell as ‘sefling PCs like bananas’. The business marke
segment is highly impartant 4o Defl and the company has invested in customer© relation-
ship management (CRM) systems in order o stay close to key customers, while simélarhy
evalmting the cost-to-serve different customer segments and designing, prndu:l:-:tfzrmg:
acoordingly. Finished products are delivered by third-party logistics partners direct from
the manufacturing plants o customess, often mesging-in-iransst with peripherals.

FULL VISIBILITY AND PARTNERSHIPS WITH SUPPLIERS

The interne is !-:ci_,'m Def's strategy, allowing direct communication with customess and
real-time visibility of purchasing patterns. Indeed a key attibute of the Dell supply chain
is full wisibility .'.|.|I:|I'IH_ the chain with sales and production systeme linked 10 suppleers




O

PART ONE  LOGISTICS AND SUPFLY CHAIN CONTEXT

whe supply components just-in-time, wually direct 1o the produsction line and often with
very short bead times (sometimes just one hour!|. Consequently, Dell needs limited ware-
house space for inbound raw materials, These preferred suppliers play a key role in Dells
SLICCESS a-::nrdlrﬁ to their senior VP for worldwide procurement: ‘'our suppliers play an
exsential role in |:||:-7u15 us provide customers with the quality and valee they come to
expect from Dell”. Each year Dell conducts an awards programme 10 acknowl the
eight suppliers who stand out in terms of qualty, technalogy, service, continuity of sup-
ply and cost.

FOCUSED MANUFACTURING AND BUILDING TO ORDER

el |:|i|:|n-|:1:m-|:| the :-clupli-:-n of standardisation and F-n:l:l:rnm:d manl.ﬂ':u:!urinﬁ alss known
as mass cusiomisation) in the elecronics 'u1|:||.|.'=|'r,' i Figune C1LT). This ineobves Fr-:du:inE
a small rumber of commaon !ﬂ:ﬂﬁ:rrn:_. whick are then customised :||:|:h:|n:|in;3 tey cusiomer
demanids ithe customer Eenmﬂ'l,' recopnize:s more so what = defferen amaong |:urc|v|:|u:u.
not what is the same!). Before standarassation (left side of Figure C1.1) there are multiple
|:|r-|:d|.||:'-| lines at both the upstream and downstream ends, whereas afber standardisation

ht side of Figure C1.1) the number of different product lines upstream reduces drasti-
::Hl!r' anid Fr-n-cEI:h- are cml'r' customised (e :nnTELl'nl:l i -:!errcnl Fn:u:h.l:lsl at the

downstrearn end (onoe cusiomer orders ane visibhe).

The benefits of this strategy are mamy and include charing of common cnts
across product lines, this reducing the number of stock keeping units (SKUs) that have
tey be carried. This strategy & also adopted in a number of other sectors where demand
is volatile and margins are tight, such as the automobie industry (Volkswagen, Audi, Seat
and Skodal and the fashion in|:||.u|r,' {Benetton and Fara).

Dell's ‘manufacturing associates” can assemble desk at a rate of 1617 per day usi
singhe person buikl” rather than fraditonal assembly lne techniques. This I|:|l.'.m:h: o Er|:|£
increased job satisfaction and product q.lnlEILln earky 2000 the compary ntroduced
business process improvement in order %o change and imgrove work practices right

Before standandsalion Al slardardisalion
Figure C1.1  The principle of posiponement
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acrewss the husiness and eliminate non-value-adding work. Modular manufacturing wsing
standardsed components & employed 1o build the “vanilla praducts’, which are then
customised for market.

Increasingly, Dell & moving into higher valee offerings and markets. In its view, it
sells solutions, not F‘-:HLII:I:. The company has not, however, been Enmune b pn:b—
lemis. Difficulties associated with Eaull::.r |:|.|:|I:up hatteries, which alfracted a lot nfn:ﬂa.—
five F-l.||:||i-|:il.'5r about the company, led to the recall of four million |=|:|In]:l hatteries in
2004 (BEC Mews, January 2007). A \mh:l:nina market position ks led o the founder
Michael el stepping back into an executive role as CEO again. Stron itiom in
the marketplace lq::-ll::'.r:iined with dowenward price Fre::ur\eﬁ sales prEmE DTH with a
challenging environment.

& What are the fundamental reasons for Dell's success?

# What should Dell do next 1o maintain its competitive advantage? Is s busines
model still viable? e

# Wil the Dell formada work elewhere? If not, why no?




