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Despite years of process breakthroughs and elegant technology
solutions, an agile, adaptive supply chain remains an elusive goal
Maybe it’s the people who are getting in the way.

Supply Chain Challenges:

Building

Relationships

A Conversation with Scott Beth, David N. Burt,
william Copacino, Chris Gopal, Hau L. Lee,
Robert Porter Lynch, and Sandra Morris

Supply chain management &5 all about seft-
ware and systems, right? Get the best technol-
ogy In place, then sit back and watch as your
processes run smoothly and the savings rall in,

If that's true, then why did Jeff Bezos raid
Wal-Mart's bench, paying top doellar to bring
best-inclass logistics expertise to Amazon?
Supply chains, it seems, are really about tal-
ert, nat techniology, especially as the markst-
place grows ever more comglex. But how to
get people o work together?

It mot easy. When Harvard Business Review
rezently convened a panel of leading thinkers
inthe field of supply chaln management, peo-
pleand relatiomships were the dominant top-
fcs of the day, Creating effective élliances be
tween companies, for instance, is complicated.
Purchasing managers are rewarded for wring-
ing the best possible price ow: of suppliers—a
practice that's not conducive to nurturing
loag-sanding ‘parmerships. Internal relatien-
ships can be even maore difficult to manage, ac-
cording to one of gur panelists. We've loag
krnown that functional siios hinder cormmuni-

cation and effiziency, but many companies
still struggle to tear down the walks.

Our panal, led by HBR senfor editor Julia
Elt'bﬁ", explored these and such other obstacles
and opportunities In supply chaln manage-
mient as developing alent, the role of the chief
exgcutive, and the latest technologies. The few
companies that have cracked these muts are
gaining ground: The gap betweer the supply
chain leaders and the average performers is
large and prowing. The following is an edited
transcript of the papel's conversation,

Julia Kirby: | suspect that priortiesin supply
chaln management have changed quitea bitin
the last couple of years. for a variety of reasons,
There's the economic dewntum and the
plungeintoovercapacity. There's also terrorism
and war. 501'd like to start by asking, What are
the priorities today? Has your focus changed?
Chris Gopal: Dne area that's quite different
from what [t was a few vears ago B, of course,
security. The government has imposed, and s
in the process of imposing, new regulations
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“Isee a shift in focus from planning to execution. But I personally
believe that there are huge opportunities on the planning side.”

— William Copacino

and requirements, particularly on companies
deing busingss overseas, and 2 lot of them are
not prepared for IL We've all heard about the
stories of ¢ ship being held up at a major
pert—at Long Beath, Californis, siy—be-
cause It's got cargo that has et off alarm bells.

Another current priority is getting the tools
wie need to creae an adaptive and responsive
supply chain strategy—mwhich s Important be-
cause most supply chain strategies start down
the road to being obsolele almost as soon as
they're published, Creating an adaptive strat-
epy starts with modeling the supply chaln and
duoing scenerio planning. That allaws you to
more ¢ffectively manage risk and cope with
changes and uncertainty in the market, which
in turn incieases cash flow and chstomer re-
tention, And then, once you execute your
strategy, you need to be able to redo it basad
un patterns amd frends derived from real-time
Information. Companies need tools for this
kind of continual Innovazion—and there are
e Loday,

Sandra Morris: A big shift for Intel has been
globalization. Our customer base Is changing
dramatically, not fost n werms of where they
live but also whad they are and how they oper-
ate.'There's huge potential in China, for exam-
ple, and growing markets in Kussie and Ind'a.

That drives a different type of supply chairn re-
guirement. For example, the companies that
are building and shipping PCs In emerging
markets are small resellers, small distributors,
not the typical multinational corporation
wa've worked with for decades. Thelr needs
are different,

William Copacino: If you think back three
to five years, the major lsue lor many compa-
nies was not to run out of parts Today we have
significant global overcapacity in most indus-
tries. So o key Issue 8 managing the supply
bise—including sourcing, supplier ntegra-
tion, and in-bound parts management.

[ alse see a shift In focus from planning to
execution, But | personally believe that there
are hupge opporiunities on the planning side—
in matching supply and demancl. People are
missing out because their attention, frankly, 1s
so focused at the transactional level, We are
sceing a shift back to basics—to MES [manu-
facturing execution systems) and WMS |ware-
house management systems],

And we are beglirming to ¢ a growing in-
terest in radio frequency Identification—
RFID—for several reasons. The cost of both
chips and reader-writers I coming down rap-
idly, 50 the cost of solutions is becoming more
competitive; the capabilities are expanding;
and the need §s growing in arcas ke theft pro-
tection and security.

Scott Beth: A big Issue for us s misalign-
mant of materials wechmologies and product
life cwveles. Say you're bullding instrumento-
tion products that will last ten to 15 years
using semiconductor components and other

The panelists (Alphabetical order)

Scott Beth i the vice presicent of procure:
ment at intult. Atthe time of the roufd:
takle, Bath wasg a senior director of glabal
spurcing for Agllent Technologles’ elec:
tronic produzts and so utions group.
David M. Burt (s a professor of supply
chaln management and the director of the
Liniversity of San Diega's rstitute of Sup-
plyChain Management

William Copacino (s the group chief exec-
utlve of Accenture’s Business Consulting
capability graup. e lsthe auther of wy-
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#ral kooks on aipply chaln management,
Including Supply Chain Management: | he
Basire and Beyond (5L Lucis Prest, 1a¢7).
Chris Gopal [sthe vice president of global
supply chaln management al Unisys, Pre-
vinttly hewas the d rector of glahal supply
chain contulting at Ernst & Young and a
vice president at Dell Computer

Hau L. Les is the Thoma Profecses of Op.
erations, Information, and Technology at
Stanforg University cod rector of the Stan-
ford Global Supply Chaln Management Fo-

ram, and director of the Managing Your
Supply Chaln fer Global Competitivensss
Expcutive Frogram

Robert Porter Lynch (s the CEO ofthe
Warren Company. He is the author ot Busi-
riss Alliances Cuide: The Hidden Camper-
itive Weapon (Wiley, 19931,

Sancra Morris is a vice president and the
chlef infarmation officer af imel, whers
1e hag been since 1985, Previously, she
was at the David Samoff Research Center
of RCA,
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materials that may be avallable in the market
for unly 18 to 36 months before they're discon-
tinued. This situation presents me with three
alternatives: | have te buy and store a 13-year
supply of components—that's a lot of exira in-
ventory, Or I'm forced to mortgage the futune
by pulling engincers off new product develop-
ment to reengineer products that still have a
life in the marketplace. Or | have to find bro-
kers or others who are willing 1o take the risk
of holding onto unigue and rapidly aging

parts.

Kirby: I'm struck that I'm not hearing you say,
“Thres yaars ago, the whals paint aof supply
chain management was to ncrease speed, and
now we're tatally focused on cost recuction.”ls
that not happening?

Robert Porter Lynch: Th some extent, it is.
The most disturbing trend that 've seen, with
the makdown of the stock market, has been
cost cuttiing as a kneejerk reaction. A chief f-
nancial officer will call the supply officer and
gay "Cut coste 15%; we've got Lo get our stock
price up.' Taat kneejerk reaction is having
wholesale effects throughout the supply chalin
in very negative ways. You start to sce cost cut
ting become a substitute for much more im-
portant competitive-advantage Issuss. A prir-
ciple in busingss fs that you cul costs to
survive, but you innovate to prosper

Beth: We're under Incredible pressure to re-
duce material costs, But just as much on my
mind is dealing with suppliers who aren'
going to make it through this business down-
turr—many basic-component manulf@ciuren
are going out of business, When yout're relying
on a partner for unique technology, what do
you do when they say they're locking thel
doors next week? How do vou (a) find another
source end (h) predict the health of suppliers
s you can anticipate & shortfall before it hap-
pens?

Hau L. Lee: Cost is important, and so s
speed, But | and my colleagues have been
studving companies that have been hogely
successful in the long run. And we've discove
gred that those companies are great not be-
caike they were focused on cost or Nexibility
orspeed but because they have the ability to
manage transitions—changing market condi-
tione, evolving technology, different require
ments 8 a product moves through its Hife oy
cle, The companies that can adapt ase, 1 think,
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“A principle in business is that you cul costs to survive, but you

innovate to prosper.
—Robert Porter Lynch

the ones that will be here for the long term.

Thes: days, companiesalsoneed to be able
1o handle one mare type of transition, which s
crisls maneggement. Successul companies
have been able to grab market share and sales
out of crises, which often reguires them to
work effectively across functional boundaries,
| cite you the example of Zara, a Spanish ap-
parel company. After September 11, which
was, of course, a time of mourning, thk com-
pany was able to pet its designers, supply
chain partmers, and manufacturers together
and in two weeks launch 2 new line of appare)
fearuring the color black. They got a tremen-
dous sales lift as & result,

Companies like that have waat [eall the tri-
ple-A supply chain, They have agility, adapt-
ahility, and alignment. You need to align the
interests of the functional groups and multi-
ple partmers so that you will be akble 1o move
forward in unison.

Kirby: But we've known for 15 yearsthat func-
tional silos get inthe way. Are the barriers
starting to come down at all?

Lee: Istill find many big corporationswhere
each of the different functions do not know
what the others are doing. A company might
have promotion plans or aspecial trade deal In
place, and the supply chain people are un-
aware of it Or the supply chain manage: plans
how much Inventory to put In place or how
much capacity to invest in and doesn't share
thial with the sales aml marketing peopie. And
50 vou may find voursell In a situation where
the sales and marketing people are giving spe-
cial deals on a partcular product when, In
fact, vou're running up to the capacity limit.

“There arc a lot of great examples of this dis-
commect, The most celebrated is Volvo, which
made a lot of green cars in 1905 and wasn't
able to sell them. So the sales and marketing
pecple started to secretly offer heavy ds
eounts, rehates, and special deals on preen cars
to their dealerships. The supply chain people
did't know that,andwhen they saw the green
cart selling, they doubled thelr production
plan for them for the next year, Volvo had a lot
of green cars at the end of that year,
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“When vou're relying on a partner for unique technology, what do
you do when they say they're locking their doors next week?”

—Scolt Beth
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Morrls: We've created a eapability—five
people, very senlor program managers, who
can look herizortally across functions. They
bring together executives or senlor managers
and facllitate discussions about the tensions
between preduct division goals, supply net
wotk goals, and customer goals. We have lots
of people who are deep in thelr silos. They're
also really smart. So getting them together on
a falrly regular basis to decl with strategie top-
ics in a facilitated session has been a break
through for us. IU's probably been one of the
best Investments we've made.

Lynch: Here's a data point I'm the chair-
man ereritus of the Association of Alliance
Professionals, and we did a survey last year of
the critical issues concerning strategic alllance
professionals throughout the world. We have
#ou membens, The number one concern thee
professionals had wasn't creating strategic alli:
ances with other companies but creating alll
ances inernally between the sllos of thelr own
company. For seme reason, alliance profes
stonals sypically find it easier to create alll
ances with their major competitors than with
other divisiens in thelr ewn companies. We
dor't deal with cur own Internal integration.
How do we Integrate externally if we can't do
it internally?

Gopal: Way back in 1980, some studies were
tlone as 1o why MEP [marnufacturing resource
planning] systems falled in implemenation.
One of the key reasons was this concept of -
los, Indwvidual departments with thelr own
miesrice. To flustrate this, they came up with
something called the BeerGame, in which you
similate a sudden change ih demand and
need to get your supply chain hack into equi-
librium. So now I'm sitting here in 2003 listen-
ing to exactly the same point and exactly the
game camment sbou: what makes these rela-
tionships suscessful. Has any:hing changed?
Are we still dealing with the same problams n
different forms?

Copacino: Some companies are. But | think
there's been a tremendous bifurcaiion of per-
formance. In almost every industry, supply
chain has become a much more important
strateglc and competitive variable. |t affects all

of the sharcholder value levers—cost; cus
tomer service, asser productivity, and revenue
generation. Yet we are seeing a prowing gap in
performance between the leading and the ay-
erage compamies. The best are getting better
faster than 'the svernpe companics across a-
must every industry. For instance from 1995 to
2001, Wal-Mart improved IS inveniory turms
from 5.23 to 8.34. lts nearest competitor over
that same time moved from 4.01 to just above
five inventory turns, not even to the poimt
where Wal-Mart started, And Dell operates
with 64 to 100 inventory turns, more than twi
or three times most of & competitors. 5o,
clearly, the perfarmance gap is widening, and
we see this happening in almost every indus-
Lry segment.

Thé leading supply ehain performars. are
applying new technology, new innovations,
and new process thinking to great advantage.
The averape performing companies and the
laggards have a limited window of opportu-
nity in which to catch up.

Kiroy: Robert mentioned that companiesare
having an easier time with external alliances
than with Internal enes. How are these exiernal
relationships evolving?

Lynch: The best companies | see are begin-
ning to triage the supply chain. In other
words, they'll separate vendors that provide
commodities from preferred suppliers that
they have good relationships with from strate-
gic suppliers that they create alliances with.
They manage the supply base through those
three  different elements in very different
ways, using different metrics, different pro-
cesses, different people, ard different mentali-
tiies.

Beth: Absolutely, I think tha; we have tode-
termine, [n Intel's case, whiere Zontract manu-
facturers fall along that specirum. Speaking
frankly, ! think there's a love-hate relationship
between OEMs and contract manafacturers,
People dont trust the pricing they pet, or
there’s a sort of hait-and-switch approach,
where your pricey start oul lowand then begin
Lo Creep up.

Kirby: David, | see you nodding at this refer-
ence totrust. | know that issue & dear 1o your
haart. What can you add?

David N. Burt: Trust is the basis of agility, of
Aexibility. Yet it's an Incredible chalknge 1o es-
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tablish trust and maybe even harder to main-
tain it Underlying the challerge |5 the ques-
tion of how to institutionalize trust between
buyer and supplier. ['ve zot colleagues who
maintain that trust can only be established be-
tween individuals. Bur a few souls like Robert
and myself say we've got to be able to instity
tionalize trust. We've got Lo make (b woark o
that when the fonnders of the alliance depart,
the alliance continues. We've been looking at
this at USD for over ten years, and we don’t
have the answer yet.

But it’s important. As the world gets more
complicated, when | sell @ product, 1 may be
sellng asolution that requires inpul from Four
or five companies. How do they get along with
gach other? If suppliers don't trust cach other,
the customer will be whipaawed. Also, trust en-
ables you to make fast dectidons, which lets vou
be mare innevative and get rid of unproductive
waork. Trust is a competitive advantage.

Beth: You also lose out on efficlencies when
trust fsn't there. A lack of trust causes compa-
nies to duplicate activities bebween is own ap.
erations and its outsourced pertners. oo of-
ten, we outseurce an activity and then keepa
lot of the menagement systems for that acty
ity In place to verify that certain things ane
being done.

Lee: The way 1o bulld trust and establish a
harmonlous relationship Is the third A of my
triple-A: alignment—align the interests of the
multiple pariles o that they have wme com-
maon valies and poals.

A good example of alignment comes from
saturn. Saturn recognized that o provide
good service in terms of the enc customer’s x-
perience, it wouldn't be enough to be good at
repienishing and  supporting  dealesnips,
whicth Satum cally “retailers” The retailers
also needed to have the right inventory. But
saturn understood that the retallers weren't
necessarily pood at inventory planning and
forecasting. 50 the company asied retailers o
let It take over the job of inventory manage:
ment, and in retorm b offered to share their
risk If you're out of stock, Saturn will get the
part to you from another retaller, overnight.
Saturn even measures its own employees on
how well the retaflers serve their customers,
the end users.

The rasult le that Satum is alwiys ranked
among the top three in )0, Power's Customer
Satisfaction Indey, even though it's competing
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“Companies are great not because they focus on cost or flexibility
or speed but because they have the ability to manage transitions.”

—Hau L. Lee

with luxury ears And Smurn retaflers have a
superiar inventory performance—its average
dedler invertory turn is about 7.5 a year versus
the industry average of 2.5 Everybody wins
when you have the right elignment.

Gopal: 1'1 ke to add a slightly different
pesspective. Trist is essential, of courie. But
before wrust comes smart contracting. Trust is
predicated on doing things jointly and in an
alignied fashion sver a period of tima with ro
mejor surprises. However, to start with, the
supply chain folks, who know the environ-
ment and the potential risks, need to get to-
gether with the people who develop the con-
tracts so that managing risk—planning for
altzrnative scemirios—can be embedded in
the strategy and the contract, The next step is
metrics Trust can only be engendered by con-
sidering the risks and having joint metries,
with penalties and incentives, And over tima,
trust develops, | know that Scott does a lot of
work Inmanaging risk, working with different
types of contracts with suppliers to generale
some of that trust. Scott, do vou have anything
Lo lell us about this?

Beth: Our expectations for suppliers are
changing, In the past, the contract manager
would put a comiract in front of me and point
toa 3% price redacticn over last vear. The ves
tor is right, anc it's my only choice, so 1'd sign
off on IL But now what | expect is a serfes of
choices that trade off price, inventory, and re-
sponsiveness, Those are the kinds of trade-offs
that | need to be able to think about.

But on the fssue of trust and penalties: We
started off with & penalty approach, a clause
that says if you dom’t provide us with a certain
lewsl of responsivensss, we'll charge yon. And
that began o ernde trust. So instead we cre:
ated anescrow account. If either party violates
the agreement, money goes into the account,
which 15 then used to refnvest in the relation-
ship—new Information systems, joint team
edueation, and travel to get our people to-
gether more often, The level of trust went way
upwhen we took this change 1 perspective.

Burti These types of contracts and processes
are critical. A company In our benchmark
study—i large cansumer products company—
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“We have lots of people who are deep in their silos. They're alsc
really smart. So getting them together on a fairly regular basis to

deal with strategic topics has probably been one of the best

investments we've made,”

—Sandra Morris
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buys, for example, enzymes for i:s soap from a
small company In Denmark There are numer
ous intellectual property issues related to de
veloping new chemical enzyme technologies,
so naturally there are concerns about sharing
Ideas, The two companics worksd out master
agresments ahead of time so that they could
develop and share new technologies without
always having to go back o the lawyers and
sign new legal agreements. They both placed a
great deal of emphasis on ethics and had a
clear undersianding abouwt the procedures,
about what was gipecied from whom. The re-
lationship wes so good, ani Natalle, the sup
ply chain manager from the American comy
pany, fought so hard within her company on
behalf of the supplier, that the Danish comy
pany named (ts latesl enzyme Naalese for
her.

So the relationship counts, but so does the
process. They had a clear process governing
how to work together, which allowed them to
be constantly innovating and kept the rela
tionship healthy.

Morris: | agree that good contracte aw ab.
solutely essential, but we've also seen that you
can develop trust over time by increasing ac
cess to Information and toexperts within the
company, That's particulerly been the case
with our e-business efforts, such as automatic
replenishment of the factaries. It starts with a
pilot, with one trusted supplier, and it grows
over time to become the standard way we do
business.

We've watched the same kind of relation-
ship grow among suppliers as we've created ir-
formation repositories for fabrication equlp-
ment. Whenwe develop a new technology, we
work for years and years with both our cus-
gemers and our suppliers before that technol-
ogy is available, so products exist that use the
technology wher it's ready to ship. That some-
tires involves a number of supplicrs sharing
informiation with each other aswell as with In-
tel. The process, which begar with three or

faur people who were willing to take that risk
with us—to be fellow travelers—nhas now be-
rome & common way that we exchange Infor
mation and develop new products,

Lynch: Picking up on the idea of sharing
with your partnaers in the value chan, there's
an avenue of innovation that's just baing com:
plietely missed, which i innovations that come
from your suppliers. Dr. Burt did a study on
this: | believe it was last year. And | think the
average company said that 35% of its innova-
tion came from the supply chain. Now, ask
yourself, is that enough? Companies like Toy-
ota are getting 60% of all their iInnovation oul
af the supply chain,

Here's & story. A client told me, My largest
customer 15 Johnson & Johnson, Every year,
they come to me and they want a.5% to 15%
price cut. | have piles of innovation to bring
them. Every time | ask the supply chain mar-
ager, "What about my Innovations? Where do
take them?' He says, 'I'm not interested in
that! Why not? Because he's not rewarded for
innevation, He's rewarded for cost cutting”

Another example: If you look at General
Motors durirg the 19008, warranty costs werz
higher than profits, Why were warmnty cosis
so high? A lot of it Is becatse GM wasn't look-
ing to the supply chain for innovation,
Chrysler, meanwhile, took massive amounts
of market share because It was taking innova-
tion through the supply chain. So, the ques-
tlor 15, Do we price It? Do we even measure i7
Do we recognize the mpact of supplier inno-
vation on our competitive advantage? On cus-
tomer satisfaction?

Gopal: I'd like to go a level below all of that
and say the companies I've seen that innovate
best in the supply chain seem o be those Lhat
actually have the excellent pecple focused ¢n
the supply chain, | think it's a people issue, an
jssue of senior management focus amd wiil,
Michael Dall and his senfer exccutives used 1o
attend demandsupply-matching  meetings,
Dell executives are measured on joint met
rics—they are (or at [east they used to be) all
measured on the same things—and that drives
their forus on the supply chain as a competl-
tive weapon

Somebody once asked me zbout best prec-
tlees, Well, inowledge is free. Sverything that
Dall, Wal-Mart, and 2-Bleven do ls availakle
somewhere on the [ntemet. Yet how many
people can actually execute on It? The key 1s
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putting the system together right and making
sure it works—managing risks and plinning
for contingencies through scenario planning,
then executing and chenging the strategy
based on real-time trends.

Somebody also asked me about worst prac-
tices. [ think the absolue worst practice Is
equating technology with the supply chaln—
the fdea that 1 buy a tecknology, sol've got a
great supply chain! Nonserse. [nmovatlon
comes dowT to the people, the tools, and what
value senior management places on it I'd like
to ask Hau, Howmany students at Stanford go
into management of the supply chain?

Kirby: | think a lot of people woke up to the tal-
ent component of supply chain management
when Amazon guite vigibly and famously
raided Wal-Mart's supply chain mansgement
talent. That was & surpriseto a lot of peaple
whao thought supply chainwas mainly about
technology and how much money you spent
ondistribution center design and the like. But
leit roally about talent, Haul

Lee: | agree that people—and in particular
the leadership—are a very important part of
supply chain management, Tashifumi Sazuk,
the chairman of Seven:Eleven [apan, spends a
whole morning each week reviewing the pre-
vious weelts: supply chain performance. [t
shows his passicn, and it shows his commit-
ment and interest.

In terms of our students at Stanford, elec
tlves on supply chain used to be wnpopular,
but now we have to offer more sections. |
know my colleagues at other hools are see-
ing the same thing. And It's because we have
companies ke Dell, Seven-Eleven Japan, and
Zara that are hiving alented people and giv-
ing them opportunities fora great career path,
showing them that supply chain is not about
Just managing within these four walls, And the
difference isnot In cost containment but in in-
novation and value creation.

Kiray: Scott, are you seelng that? |s your talent
pool rising?

Beth: Yes When | meet with a group of pro-
curement professionals, | ask them abou: the'r
backgreunds. In the past, [got primarily weach-
ers, real estate Zgents, accountants, adminis-
trazors, palltical scientists sometimes a lawyer
or two. Now I'm finding the population shifl-
ing toward supply chiln professionals, peopi
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“We've got to be able to institutionalize trust. Weve got to make it
work so that when the founders of the alliance depart, the alliance

continues,”
—David N. Burt

who are coring with: that training.

Kirby: So talent is key. Butwhat about technol
ogyl 1st not as fundamental as some people
baliavel

Burt: There are swo schools of thougnt.
Ume 1s that by getting the right software we
ean get rid of people. I that dmpe The
other i that IT end other technologies are en-
ablers, and they can be tremendous assets
when you have the right people in place. But if
your CEO or CFO thinks that you're going to
get rid of people because you bought what-
aver software, I'm rot sure (t's 2 place you
want tc work.

Morris: Some amazing information tech-
noogy has arrived on the seene, Rosettaled
being one in the PC supply chain. It's a story of
incredible cooperation among competitors—
400 companies got together to define business
processes at a pretty tactical level. How do we
treat anorder? How dowe treat areturn? How
dowe treat an advanse-shipping notice? What
fields do we need sothat we can have machine:
to-machine communication, allowing a dis-
tributor to connect to 35 suppliers and not
have to create pointto-point busineis pro-
cesses and reconzile data on the back end on a
daily besis?

Last year, we did bout 10% of our transac-
tions with customers using the RosettaNet
standard. | don®; think it will compleiely re-
place EDI, but we think over time it will be-
come a standard way for us to connect, for cer
tain types of tensactions 10y more efficient,
not bécause we think we can lower head count
but because we can get people out of the day-
to=lay business of reconclling and ouching
purchase orders that should never be touched
and get them to focus on higher-onder service
and strategles for the company.

Lee: Technolepy—hardware as well as soft-
wile=s without question crucial in supply
chain management. But technology can break
the company as well a8 enahle the company to
be hugely successful. The distinction is in how
peaple use their technology. lechnology 18 an
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“Trust is essential, of coyrse. But before trust comes smart

contracting.”
—Chris Gopal

rAGE BOF 1

erablér. You ean tum it into power and then
receive C-level attention. It depends on the
people.

Copacino: One of the critical indings out
of our research was exactly that: The mas-
ters—the leading companies—are extraordi-
nerily good at selectively choosing what tech-
nologizs to implement. Others—the average-
performing companies and the laggards—are
broader and less selective in deciding what
technology solutions to implement. And the
masters ars very disciplined in their imple-
mentatlon, focusing on process design and ef
fective program management and change
management.

Lyncty; | would add that companles are
much more cautious now about technolpgy
because there were s0 many implementation
bungles that drove companies up the wall.
They are now much more carsful 1o make sure
that an implementation is geing to go accord-
ing to plan and I8 golng to meet the cone
pany'sneeds, Whereas three or four years ago,
s0 many companies wers implementing tech-
nology wiliy-nilly becawse they thought It was
acureall.

Kirby: W hat about RFIDT 15 it real?is it over-
hyped? W hat's the ROl harizan?

Copaciro: We have seen @ significant
pickup in interest and successiul pilots over
the last six months As pricescome down, with
chip prices that are now approaching 20 cents
and will over time go to five cents, RFID be-
comet very valuable from a productivity poaint
of view, Price points are coming down on read-
ing equipment, too.

We are actively working an probably nine
or ten applications, particularly in areas where
there's concern about theft, But, more funda-
mentally, we're also seeling broader efficiency
and operational improvements over tradi-
tional processes, methods, and technologies,

Gopal: The application s everywhere. Re-
il is one. Ford uses a real-time loglstics sys-
temn for visibility through tdangulation, Con-
tainer peaple use it for tracking. And | think,
with Operation Safe Commerce, now {t's going
to be even more in demand Adeption will go

by industry, Five cents is a good-enough price
point for some heavy industrial manafactur
ing. Cne cent will be good enough for very
low-margin consurmables, maybe, It's a ques-
tion of economics and end-to-enc visibility,

Lees | think RFID will evolve much as e-
commerce has evelved. When e-commerce
first came out, it just automated existng pro-
eegses and work flows. You could send a pur
chase order by the Intemet or pay an invoice
or communicate through emall You were
gubstituting an existing technology for a new
one, Mut you were doing the same thing.

That's not the higaest Tpact of e-commerce,
As Sandra described, the biggest value comes
when you can do things like collaborate with
your suppliers, as Microsoft did when it used
the Internet to colliborate on the degign for
the Xbox. And you can also use e-commerce to
change a process. For example, e-commerce
con allow manufacturers to ship products di-
rectly to consumers, bypassing multiple layers
of distribution chanmnels. It's the process
changes that create the graater value.

RID will follow the same kind of evolu-
tion, Now it's mostly tracking. Instead of phys-
lcally counting how many ftems you have on
the shelf, the technology can read it, and you
know Instantly. You want to find out when an
ltem eft the store? You know inaantly. This i
sutomating an exsting process that you're
currently doinz manually. That's the first level
bt 1ot the blgzest impact. | think the biggest
value will come from aew applications that
use the technology’s intelligence. REID can
creats a borderless supply chain whien cargoes
are equipped with tags showing the contents,
10 that customs clearance can be done almost
jutomatically, RFID can abo provide supply
chain security when RFID tags are used to
electronically seal cortainers and monitor
movements of the contalners, so that any tam-
pering can be tracked.

Kirby: | have one more questian, whichtouches
an a numbaer of things we'vetalked about
today—sharing information with customers
and supplers, developing allances, innovating
with suppliare My question ik, When do we
stop talking about the supply chain and start
talking about the value chain?

Lynch: The preblem with value chain s
that most people haven't really started to
think about it 18% not taught ih the university;
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we don't have a value chain professor. It's like
strategic alllances: 1L sort of prew organically,
But in many industries, the leaders actuelly
have shifted from supply ehain to value chain,
even If they haven't branded It that. Look at
what Wal-Mart did to Emart, That's a value
chain story, not just supply chain, Some other
companies are very good ot managng the
value chain as well. Southwest Alrlines has it
figured all the way out from the customer
right back through the whale chaln. Dell Come
puter s managing the chain from the cus
tomer all the way back through the supply
networks., another 18 Harlev-Davidson, And
Saturm, as Hau showed us.

I'm going to predict that within five years;
wie will have the battle of the value chains
And then it will shift to valus networks after
that.

Bur: Robert, | know (t's always dangerous
to disagree with you, but 'l put myself in
jeopardy and point out that our recently ap-
proved master of sclence in supply chain man-
agement has a capstone course called Vahie
Chain Management.

Gopal: | look at valug chains and supply
chains almost synonymously, and 'm trying to

fizure out the difference. The word "value” Is
one that | fundamentally distrust, having been
burned by It in so many different environ:
ments. And I'm trying to figure ot what you
mean when you talk about value chain versus
supply chain. Are they really different? | don't
biy “new-rame proliferation.’

Copacino: You get Into semantics on this. |
was asked by the Councll of Logistics Manaze:
ment 10 develop a definition of supply chaln
and logistics. We had 81X prominent people on
the committes | formed, and we could not
agree on a single definition,

But | take the same perspective that Chris
dloes. | think that supply chain doae rieht i a
vilue chain. It's an integrated supply and de-
mand chain or an integrated value chain. When
vou think abouwr it that way, vou we it 10 drve
revenues and innovation and create value—not
just to reduce cost. And that's where you start
to get hrategic advantape, 2
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