Introduction to SCM

Traditional View: Logisticsin the
Economy (1990, 1996)

 Freight Transportation $352, $455 Billion

 Inventory Expense $221, $311 Billion

» Administrative Expense $27, $31 Billion
¢ Logistics related activity 11%, 10.5% of GNP.

Source: CassLogistics

Traditional View: Logisticsin the
Manufacturing Firm
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Business L ogistics Management (OSU)
(1968)

M aterials Management Physical Distribution M anagement

*Raw materials Goodsin Finished
l'Sub-assemblies > process : goods
'Ma"L_lfamu’Ed_pa"s inventory jinventory
:Packing materials "

¥|

Customer

Business| mdierirc

Model for the 1970’s

DC1 II

DC2

T
<
DC3
o
l |

DC4

DC5

=] Replenishment Outbound

1985 CLM Definition of Logistics

Logistics is the process of planning, implementing,
and controlling the efficient, cost effective flow
and storage of raw materials, in-process inventory,
finished goods, and related information from point
of origin to point of consumption for the purpose
of conforming to customer requirements.
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1998 CLM Definition of Logistics

Logisticsisthat part of thesupply chain
process that plans, implements, and controls
the efficient, effective flow and storage of
goods, services, and related information
from the point-of-origin to the point-of-
consumption in order to meet customers’
requirements.

Supply Chain Management

isaset of approaches utilized to efficiently
integrate suppliers, manufacturers,
warehouses, and stores, so that merchandiseis
produced and distributed at the right quantities,
to theright locations, and at the right time, in
order to minimize systemwide costs while
satisfying service level requirements.




1998 Global Supply Chain Forum

Supply chain management is the integration of
key business processes from end user through
original suppliersthat provides products,
services, and information that add value for
customers and other stakeholders.
Supply-chain managementis all about having
the right product in the right place, at the right
price, at the right time, and in the right
condition.
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Ensuring the availability of the
¢ Right Product inthe

¢ Right Quantity

¢ Right Condition atthe

¢ Right Place at the

¢ Right Time for the

¢ Right Customer at the

¢ Right Cost

EVOLVING TOTAL
FRAGMENTATION INTEGRATION INTEGRATION
1960 1980 2000

Demand forecasting
Purchasing
Requirements planning
Production planning \ Materialsmanagement
Manufacturinginventory
Warehousing
jals handling

Industiral packaging
Finished goodsinventory

N . Physical distribution
Distribution planning
Order processing
Transportation

Customer service

Logistics supply
chain

Source: Coyle, Bad, and Langley, The Management of Business Logistics, 6th Edition West Publishing, 1996.




Business Trend

Production oriented

Financial oriented

Sales oriented

Customer (Marketing) oriented

Customers Expect

Better quality
Better service
More choices
Freshness
Low cost

(Commaodity)
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(Suppliers)  (Manufacturers) (Wholesalers)  (Retailers)  (Consumers)

(Information Flow)
Integrating Supply Chain Processes

Source: Coyle, Badi, and Langley, The Management of Business Logistics, 6th Edition West Publishing, 1996.
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Supply Chain Includes

* Management of information systems

« Sourcing and procurement

« Production scheduling

¢ Order processing

* Inventory management

* Warehousing

e Customer service

o After-market disposition (reverse logistics)

Supply Chain Management

?

Integrated L ogistics Management




Inventory Flow
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Integrated Logistics Management
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Single-Stage Supply Chain Management
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Multi-Stage Supply Chain Management




SCM Complexity

* Thesupply chainisacomplex network

* Matching supply and demand isamajor
challenge

System variations over time
« Many supply chain problems are new

Optimize the Supply Chain Network

\ InterfacilityTransportation Trafarﬂ%?,lfrfr? Eﬁ‘aﬁ‘lgéf‘é‘{?&" é:oos%ls to achieve

Trade-offs exist between cost and service
osts levels

‘otal Delivered Cost
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>
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Supply Chain Network Optimization considers the trade-offs between acquisition
costs; manufacturing costs, interfacility and outbound transportation costs;
distribution center costs; and inventory costs, as well as service response times
and fill rates, in order to determine the optimal operations network  strategy.

a- Source: i2 Technologies




Key Issues

Customer Vaue

Distribution Network Configuration

Inventory Control

Distribution Strategies

Supply Chain Integration and Strategic Partnering
Product Design

Information Technology and Decision-Support
Systems

Planning Horizons

Operational: immediate to one week
— shipment planning/dispatching
— production scheduling

Tactical: oneweek to oneyear
— production planning
— MRP/DRP/forecasting

Strategic: one year to multiple years
— network design

— fleet sizing

From operationa to strategic

— term of resource commitment

— speed of effecting change
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Massive Lot Tracking Information
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A Cereal Manufacturer’s Supply Chain

Company Manufacturer




What isa supply chain?

Customer wants
Heter gent and goed
to Jewel

P& G or other Jewel or third
manufacturer party DC

Chemical
manufacturer
(e.g. Oil Company)

Plastic Tenneco
Producer Packaging

Chemical
manufacturer
'e.g. Oil Company)

Paper Timber
Manufacturer Industry
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Inventory Days of Supply
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Delivery Performance to Order
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100

I
895
I
50
%
Process

% On Time

810

Discrete

2
100
9
6
9
30
3

71
3
Process Discrete

Discrete —automotive and industrial, computers, electronic equipment, medical
devices, telecom equipment, and consumer packaged goods
Process — chemicals, pharmaceuticals, and semiconductors
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Supply Chain Management: The
Magnitude in the Traditional View

 Estimated that the grocery industry could save $30
billion (10% of operating cost by using effective
logistics and supply chain strategies
— A typica box of cereal spends 104 days from factory to
sdle
— A typica car spends 15 days from factory to dealership

e LauraAshley turnsitsinventory 10 times ayear,
five times faster than 3 years ago

Supply Chain Management: The True
Magnitude

» Compaq estimates it lost $0.5 billion to $1 hillion
in sales in 1995 because laptops were not available
when and where needed

* When the 1 gig processor was introduced by AMD,
the price of the 800 meg processor dropped by
30%

» P&G estimates it saved retail customers $65
million by collaboration resulting in a better match
of supply and demand

14



IKEA
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(50-60 ->90%)

— Quick Response
— Vendor managed inventory

16



