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New competitive realities

Turbulence and uncertainty become the norm
Managing complexity across the supply chain
The sustainability challenge

Developing the supply chain manager of the future



New competitive realities

e Input costs are rising but ...

e New sources of low cost competition mean that the
pressure on price will continue and ...

e Continued concentration of markets means that
bigger, more powerful customers will demand more
from their suppliers whilst ...

e Conventional marketing strategies have less effect in
a time-sensitive, on-demand world



The Volatility Index of Key Business Parameters, 1970-2008
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* List of constituents: EUR/GBP (WMR&DS) exchange rate; USD/GBP (WMR&DS) exchange rate; Crude Oil-Brent FOB
US/BBL; Gold Bullion LBM US$/Troy Ounce; LME-Copper, Grade A 3 Month £/MT; UK Clearing
Banks Base Rate - middle rate; VIX from 1986; Baltic Dry Index from 1985; yearly median coefficients

Source: Datastream; EIA (forcrude oil data up to 08/2008), Chicago Board Options Exchange (forVIX data)

** 1: Arab Oil Embargo; 2: Iranian Revolution; 3: Saudi Arabia abandons swing producer role;
4: Black Monday; 5: Invasion of Kuwait; 6: Asian Economic Crisis ; 7: Global Financial Crisis




Competing in turbulent markets

 Product and technology life-cycles are shortening

e Competitive pressure forces more frequent product
changes

e High levels of variety and product proliferation
increase business risk

e Supply chain ‘chaos’ created through self-imposed
actions

e Forecast-based management no longer viable :
forecast for capacity, execute against demand



The rise of demand-driven supply chains

e Because markets have become more turbulent they
have become harder to predict.

e As a result there is a growing requirement to move
from being forecast-driven to being demand and

event-driven.

e This implies a higher levels of responsiveness and
agility across the supply chain.



Complexity in the global supply chain : the Boeing 787

THE COMPANIES

u.s. CANADA AUSTRALIA JAPAN KOREA EUROPE

M Boeing M Boeing M Boeing M Kawasaki B KAL-ASD B Messier-Dowty

M Spirit B Messier-Dowty B Mitsubishi M Rolls-Royce

I Vought B Fuji Latecoere

B GE Alenia

I Goodrich Saab
FIXED ENGINE CENTER FORWARD FUSELAGE

T TRAILING EDGE NACELLES FUSELAGE Nagoya, Japan
Nagoya,Japan Chula Vista, CA Grottag e Haly
WING TIPS WING

FORWARD FUSELAGE

Korea Wichita, Kansas

Nagoya,Japan

MOVABLE TRAILING EDGE
Australia

PASSENGER
ENTRY DOORS
France

GARGO/
ACCESS
DOORS

Sweden

WING/BODY FAIRING
LANDING GEAR DOORS
Winnipeg, Canada

A

TAIL FIN
Fredrickson,
Washington

MAIN LANDING GEAR

HORIZONTAL ——— HHEEL hHELL e
STABILIZER agoya, Japan ’
. ENGINES
Foggia, ltaly ) GE-Evendale, Ohio

CENTER WING BOX

Rolls-Royce-Derby, UK
Magoya, Japan

FIXED AND MOVABLE
AFT FUSELAGE — LANDING GEAR LEADING EDGE
Charleston, S.C. Gloucester, UK Tulsa, Oklahoma




The costs of complexity

Much of the cost in today’s supply chains is there
because of the continuing increase in their
complexity .... it can be argued that perhaps the
biggest opportunity for cost reduction lies in reducing
that complexity.



Seven types of supply chain complexity

e Network complexity e.g. too many nodes and links

e Process com
e Range comp

e Product com
components

plexity e.g. too many steps
exity e.g. too wide a range

plexity e.g. too many unique

e Customer complexity e.g. too many service options
e Supplier complexity e.g. too many suppliers
e Organisational complexity e.g. too many levels and

‘silos’



How sustainable are our supply chains?

e The new platform for product lifecycle management :
Reduce, Re-use, Re-cycle.

e Understand the resource footprint of supply chains.
e Closed-loop supply chains must become the norm

supported by a philosophy of ‘Design-for-
Sustainability’.

10



The balance of costs is changing

The cost of

moving things

Unit Cost

The cost of

/ making things

>

Time
The cost of making things is getting less;
The cost of moving things is getting higher
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Options for reducing the transport intensity of supply chains

e More local for local manufacturing based on ‘small
footprint manufacturing’ practices

o Greater levels of collaborative working and asset
sharing to improve transport utilisation

e Leverage economies of scale through bigger vehicles
and vessels (e.g. Emma Maersk)

o Utilise postponement techniques to enable low cost
country sourcing of ‘vanilla’ products to be moved in
bulk for local finishing

e Re-work network optimisation calculations based on
a $200 barrel of oil cost and realistic carbon cost
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Business transformation

From supplier-centric to

customer-centric

Leading to
The design of customer-

driven supply chains

The key business transformations and the implications for
management skills

Skills required
Market understanding;

customer insight

From push to pull

Higher levels of agility and

flexibility

Management of complexity

and change

From inventory to information

Capturing and sharing

information on real demand

Information systems and
information technology

expertise

From transactions to

relationships

Focus on service and
responsiveness as the basis

for customer retention

Ability to define, measure and
manage service requirements

by market segment

From ‘trucks and sheds’ to
‘end-to-end’ pipeline

management

A wider definition of supply

chain cost

Understanding of the ‘cost-to-
serve’ and time-based

performance indicators

From functions to processes

The creation of cross-

functional teams focused on

value creation

Specific functional excellence
with cross-functional
understanding; team working

capabilities

From stand-alone competition

to network rivalry

More collaborative working

with supply chain partners

Relationship management

and ‘win-win’ orientation
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