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It is an honor to be given the opportunity to introduce this important study led by prof.
Simchi-Levi. Once colleagues at the mathematics faculty of MIT, we now have come to meet
each other in the important sphere of supply chains and sustainable development.

The link between the Social and Economic Council of the Netherlands and the issue of
sustainable development goes back some time. In 1993 we created a special committee on
sustainable development. Just recently our Council has unanimously adopted an advisory
report prepared by this committee. The premise of the report is that given the immense
sustainability challenges the world faces, business-as-usual is no option. From now on, an
appropriate balance between people, plane and profit has to be the starting point in every
economic decision we take.

Companies face the task of making their entire production sustainable. As production
chains now stretch out all over the world, smart supply chain management practices consti-
tute the backbone of this process. Firms need even to guarantee that their direct suppliers
produce under sound environmental and social conditions. But that is not enough, they must
also do whatever they can to improve social and environmental performance further down
the supply chain. This is exactly what the employers’ and employees’ organizations in our
Council agreed upon when they signed the Statement on International Corporate Social
Responsibility in December 2008.

Admittedly, sustainable supply chain management is easier said than done. Supply chains
have grown immensely complex, and large international firms often face thousands of direct
suppliers, let alone the number of indirect suppliers. Besides, firms face highly competitive
environments and find it hard to pass the cost of improved investments in sustainability on
to their consumers. Fortunately, we know it can be done. In recent years, many firms have
significantly scaled up their sustainability performance through their supply chains, while
maintaining excellent economic returns.

These successes show that there is a clear business case for sustainability. Especially with
respect to savings on and the substitution of scarce, depletable resources and processes that
contribute to climate change, the rationale is clear. It is important that the people dimension
of sustainability across the supply chain is not overlooked. With wages rising globally,
investing in people all over the world is key to achieve the hard needed labour productivity
increases. Besides, investing in decent work is crucial for the reputation for firms, and more
broadly speaking, for public support for open markets.

As CEO support is key to the realization of any significant change, | am happy to read in
this study that sustainability is already a top concern for many CEQO's. Yet some still do not
grant it the priority it deserves. | hope this study will put sustainable supply chains at the
top of every CEO agenda, where | believe it rightfully belongs.

Alexander Rinnooy Kan

Chair of the Social and Economic Council of the Netherlands

, , , , TruEconomy
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INTRODUCTION
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SUPPLY CHAIN MANAGEMENT AND THE AGENDA OF THE CEO

The objective of this research is to identify whether there is a link between a company’s
value proposition and supply chain strategy; what is the impact on business performance;
and what are the strategies that are followed by bestin-class companies to align the two.
More generally, the research objective is to address the alignment of SCM and the executive
agenda - which includes customer value proposition - in a systematic way and develop a
framework that links the firm’s value proposition fo its supply chain strategy.

The environment in which companies compete today is characterized by uncertainty and
volatility in a number of areas. Is the economy going to grow and at which pace? Which
markets are going to exhibit the biggest growth? What is the outlook for commodity prices
in general and oil prices in particular? Is the cost of labor in emerging markets going to
keep increasing? What is the role of frontier markets in achieving supply cost reduction?
What is the impact of global fiscal deficits on corporate access to financing with good
terms?

In such an environment, companies need to deploy a set of robust and agile business strategies.
They need to differentiate from the competition; identify core capabilities that they must
possess; determine how to achieve growth and optimize the return to its shareholders; and
finally implement strategies to reduce risk exposure. All these issues are determined by the
value proposition that the firm delivers to its customers.

Different customer value propositions require the deployment of different supply chain
strategies. Amazon and Wal-Mart for example compete in the same space but focus on a
different value proposition. Wal-Mart on everyday-low-pricing and hence a focus on a cost
efficient supply chain, whereas Amazon’s customer value proposition is product selection
and availability and hence a supply chain strategy that emphasizes responsiveness and
reliable order fulfillment strategy.

DNA of the company

Past experience has shown that companies with a mature level of alignment between their
supply chain and business strategies are more successful in delivering their customer value
propositions. They treat the supply chain as the DNA of their company which calls for
serious management of the supply chain towards the most optimal demand - supply matching
capability.

If the supply chain is the DNA of the company this means supply chain management should
be an important topic on the agenda of the CEO and CFO. But is it really?2 How important
is it on the agenda of today’s business leaders? And if it is, what specifically is included?
Risk management? Cost cutting? Maybe cash reduction or new business channels? Does
part of the CEOQ’s agenda include investing in the environment, communities and welfare
to create sustainable value and improve brand recognition? Is there a link between supply
chain management and these fopics?
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The answers to these questions are provided by a large scale scientific research performed
by a joint MIT-TruEconomy team. This executive summary recapitulates the key findings and
insights. Approximately 200 companies worldwide contributed with their knowledge. The
survey contained questions to the CEO focused on the executive agenda, questions to the
CFO focused on business performance and questions to the COO or supply chain executive
focused on supply chain strategies deployed. The objective is to identify a framework that
links the firm's value proposition fo its supply chain strategy. Such a framework can establish
a strong connection between business strategy and supply chain management and will
drive supply chain management towards the firm’s decision makers.

Unlocking the value

In this rapidly changing world, it is of great importance that supply chain executives are
able to find the answers to their questions quickly. As TruEconomy Consulting delivers the
highest quality supply chain management services resulting in measurable client benefits,
we try to help find those answers. We believe that pro-actively sharing in-depth knowledge
and best practices are key catalysts for pushing the envelope in the discipline of supply
chain management.

Scientific research will help find answers to critical questions. Unfortunately for various
reasons it may fake years before leading scientific research will draw on trade and industry.
Therefore TruEconomy Consulting firmly invests in scientific research and sharing and applying
the outcomes. Our partnership with the renowned Massachussetts Institute of Technology in
Boston allows us to not only take the supply chain management discipline to a higher level
but also unlock the outcome of all research conducted together at a higher pace.

Next steps

This research ‘Supply chain management and the executive agenda’ proves there is a direct
connection between the maturity of the supply chain and the company performance. With the
outcome of this research you can give your current supply chain a health check and see
whether or not you have the correct enablers. It gives the ability to have a common language
between CEO, CFO and supply chain executives, which will take discussions beyond reducing
inventory or transportation costs, straight to the core of supply chain management: sustainable
improvements to the bottom line and the ability to become an outlier in your industry.

We wish you lots of inspiration and healthy discussions.

Jaap-Willem Bijsterbosch, Lars Leemhorst

Managing directors of TruEconomy Consulting

TruEconomy
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KEY RESEARCH
FINDINGS

Continuous increase of volatility
in both demand and supply drive
companies more and more fo a

flexible response business model

INCREASING DRIVE TOWARDS
FLEXIBILITY

An important starting point is an increasing
drive towards flexibility. One observation
made recently in the literature is the distinc-
tion between those companies whose supply
chain strategies are focussed on cost-efficien-
cy and those who are focussed on flexible-
response. When participants were asked to
characterize their companies, it turned out
that most companies in our survey empha-
size a flexible-response strategy.

Specifically, 50 out of the 82 companies
characterize themselves as focusing on
responsiveness while 32 characterize their
strategy as focusing on cost-efficiency.
Figure 1 provides information on the number
of flexible response and cost-efficient com-
panies in different industries.

Participating companies come from a wide
variety of industries including industrial, con-
sumer packaged goods (CPG), healthcare,
high-tech, retail and transportation, as also
illustrated in Figure 1.

il COST EFFICIENT \dl FLEXIBLE RESPONSE

Figure 1: Industry profile of survey participants

The observation that there seems to be a
trend towards a flexible-response strategy is
to be expected for the hightech industry
where the product innovation speed is
high. Even in traditional industries, however,
such as industrial, CPG, healthcare or
retail we notice that a larger percentage
of companies characterize their strategy
as flexible-response. One reason for this
change is that product innovation speed is
increasing even in traditional industries. A
different reason is the increase in the level

of volatility both in demand and supply, as
well as the increase in other types of risks,
forcing companies to be more flexible and
more responsive.

EXECUTIVE FOCUS AREAS

The survey contains questions to the CEO
focused on the executive agenda, ques-
tions to the CFO focused on business
performance and questions to the supply
chain executive focused on supply chain
strategies deployed. The areas which our
survey participants emphasize the most are

highlighted below.
CEOQ focus areas

The top three focus areas for the CEO are
illustrated in Figure 2 and they include
growth, competitive differentiation and
shareholder return.

OTHERS
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Figure 2: Top CEO focus areas for survey participants

The most popular ways in which companies
pursue growth is by focusing on profitabi-
lity, sales revenue and new products and
services. Competitive differentiation is pur-
sued by focusing on innovation, customer
satisfaction and brand. Finally, shareholder
return is pursued by largely focusing on ope-
rating costs followed by customer pricing
and resource allocation.

CFO focus areas
The top focus areas for the CFO are illu-

strated in Figure 3 and they include costs,

profitability and liquidity.
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Figure 3: Top CFO focus areas for survey participants

Focus on costs is pursued by emphasizing
reduction of costofgoods-sold, operational
efficiency and reduction of sales, general
and administrative expenses.

According to the survey, and not surprisingly,
CFOs who focus on profitability empha-
sized earnings-before-interestand-tax (EBIT)
and operating margin whereas those CFOs
focusing on liquidity emphasized operating
cash flow, working capital and corporate
cash followed by cash-to-cash cycle time.

SCM focus areas
The top three focus areas for supply chain

satisfying ~ customer
demand, supply chain organization, pro-

executives include
cesses and technology, and purchasing as
shown in Figure 4. How do these supply
chain executives achieve each one of their
objectives?

OTHERS
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Figure 4: Top SCM focus areas for survey participants

Satisfaction of customer demand is mostly
achieved through reduction of customer
lead times, and reduction of stock outs.
Executives who identify supply chain orga-
nization, processes and technology empha-
sized S&OP processes, followed by IT for

planning and collaboration. Finally, those

executives that focus on purchasing emphao-
sized reduction of supplier costs, supplier
quality and supplier reliability followed by

reduction of supplier lead-times.

All these observations apply to the complete
sample of participating companies. A more
refined analysis allows the research team to
distinguish between strategies used by suc-
cessful costefficient companies and strate-
gies applied by bestin-class flexible-respon-
se companies. This is discussed in the next
section, followed by emerging correlations
across the CEO, CFO and SCM strategies.
The correlations are critical in identifying
the link between the firm’s value proposition
and its supply chain strategy.

IDENTIFICATION OF BEST
PERFORMERS

After finishing each survey section, partici-
pants were asked to rank their company’s
performance against targets for specific
Key Performance Indicators (KPls). Supply
chain KPIs include information on inventory
turns, supply chain costs, customer order
fill rate, customer order lead time, customer
order profitability and forecast accuracy.
Of course, one would expect that costeffi-
cient companies will emphasize inventory
turns and supply chain costs while flexible-
response companies emphasize customer
order fill rate and customer order lead-fime.

Therefore, performance against targets on in-
ventory turns and supply chain costs is applied
to identify the bestin-class cost-efficient com-
panies. Similarly, performance against targets
on customer order fill rate and customer
order lead-time is used to identify best per-
forming flexible-response companies. This is
illustrated in Figure 5.

INVENTORY TURNS

FORECAST k CUSTOMER
ACCURACY Mw ORDER FILL RATE
7
§ m
CUSTOMER CUSTOMER
ORDER \r ORDER LEAD-TIME
PROFITABILITY

= FLEXIBLE RESPONSE
e COST EFFICIENT

SUPPLY CHAIN COSTS

Figure 5: Best-in-class supply chain performance

KEY RESEARCH
FINDINGS

Top performing flexible response
companies and top performing
cost-efficient companies emphasize
different supply chain KPlIs

, , , , TruEconomy
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KEY RESEARCH
FINDINGS

Flexible response companies and
cost-efficient companies each adapt
different supply chain innovation

strategies

10

In this manner, the top 30 companies were
identified. By comparing these best-in<lass
companies to everyone else we are able
to identify effective operations strategies,
business strategies and their connection to
financial performance.

KEY INSIGHTS INTO OPERATIONS
STRATEGIES

Figure 6 illustrates the supply chain focus
areas for the 30 best performing supply
chain strategies.
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Figure 6: Supply chain focus areas for best-in-class

Following this observation and by anc-
lyzing in detail the supply chain sections
of the survey responses for these compa-
nies, a number of interesting insights are
inferred.

Insight 1: Flexible-response supply chains
emphasize the fulfillment function.

Survey evidence presents a number of
findings that highlight the focus of flexible-
response supply chains on the fulfillment
function. Satisfying customer demand has
been selected as a top focus area by all
participating flexible-response companies.
The maijority of them have answered that
reduction of customer lead-times as well as
reduction of stock outs are top priorities.
Further survey evidence suggests that in
order to achieve these objectives companies
move along the following directions:

= Competitive differentiation and flexibility
through manufacturing and  distribution —
implementation of postponement strategies.

= IT solutions for planning (forecasting,
capable-to-promise, available-to-promise,
order planning) to reduce information lead-
times and properly position supply for sales
and order promising.

= Collaboration initiatives and visibility
in upstream and downstream parts of the
supply chain.

By contrast, the minimization of total supply
chain costs is (almost) equally important
for both costefficient as well as flexible-
response companies.

Insight 2: Operational visibility is a key stra-
tegy for costefficient supply chains.

Focus on operational visibility in our survey
is three times higher for cost-efficient com-
panies. The emphasis of these companies
on lower inventories and lean supply chains
removes a cerfain degree of system flexi-
bility and exposes the supply chain to all
sorts of disruption. To mitigate these risks,
bestin-class costefficient companies invest
in supply chain visibility. As a result, most
of the costefficient companies emphasize
visibility into supply chain inventory.

Insight 3: Cost-efficient and flexible-response
supply chains adopt different supply chain
innovation strategies.

The data shows that costefficient best-in-
class companies tend to place particular
emphasis on design for supply chain. This
typically involves the design of products and
processes taking into account products and
supply chain characteristics. It usually leads
to a reduction in the number of components,
product and supplier rationalization, and
generic products which allow for postpo-
nement strategies. Risk pooling concepts
can be applied to reduce uncertainty and
volatility and leadtimes can be reduced
as a result of postponement. Recent design
for supply chain initiatives in various com-
panies have reduced working capital - by
reducing inventories - while maintaining or
even improving service levels. These impro-
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vements are more popular with cost-efficient
supply chains.

Innovation in flexible-response companies,
on the other hand, is focused on a high
frequency of new products and service
introduction. This is probably associated
with the fact that flexible-response supply
chains are typically encountered in faster
clock-speed industries, such as high-tech.
The supply chain organization is critical in
this case since the frequent introduction of
new products and services requires seam-
less supply chain integration and support in
various levels.

Finally, cost-efficient supply chain com-
panies place particular emphasis on the
innovation of the distribution channel which
can be explained by the tremendous impact
it can have on transportation and warehou-
sing cost reduction. For that purpose, cost
efficient companies invest in distribution
and transportation to reduce exposure to
cost and risk.

Insight 4: Cost-efficient and flexible-response
supply chains adopt different purchasing
strategies.

Indeed, cost-efficient supply chain focus on
reducing total landed costs in making pur-
chasing decisions while flexible-response
companies focus on lead-time reduction.

FINANCIAL AND BUSINESS
PERFORMANCE

After completing all three survey sections,
participants were asked to grade their com-
pany’s performance in various KPls versus
the targets set by the firm for these KPIs.

Figure 7 illustrates the similarities and dif-
ferences between bestin-class flexible-
response and best-in-class cost-efficient com-
panies along the executive metrics. As one
can see, supply chain bestin-class flexible-
response companies dominate on almost all
the financial measures except two: inventory
turns, where supply chain bestinclass cost-

efficient companies perform better and fotal
asset turnover where performance of the two
classes of companies is the same.
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Figure 7: Financial performance of supply chain best-in-class against
company targets

At the same time, see Figure 8, there is very
litle difference between bestinclass cost
efficient and flexible-response companies
relative to their individual business targets
such as revenue or return-on-equity, while
some difference exists, in favor of flexible-
response companies when considering cus-
tomer satisfaction and market-share.

REVENUE

RETURN ON
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Figure 8: Business performance of supply chain best-in-class against
company targets
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KEY RESEARCH
FINDINGS

Cost-efficient supply chain compa-
nies place particular emphasis on
the innovation of the distribution
channel




KEY RESEARCH
FINDINGS

Across all the bestin-class compa-
nies a strong correlation has been
found between a business focus on
corporate social responsibility and

innovation in the supply chain

EXECUTIVE AGENDA AND SUPPLY
CHAIN STRATEGIES

Having noticed the differences between cost-
efficient companies and flexible-response
companies, we analyzed the 30 bestin-
class companies to identify links between
the executive agenda and supply chain
strategies.

Of course, this is not the only research
to focus on the link between the two.
In ‘Operations Rules: Delivering Customer
Value through Flexible Operations’” (MIT
Press, September 2010), Prof. Simchi-levi
developed a framework to allow firms to
link their operations strategy with customer
value proposition. He illustrates this frame-
work with a few examples. For instance, the
business strategy of giant retailer Wal-Mart
is every-day-low pricing and as a result its
operations strategy emphasizes cost effi-
ciency. By contrast, the business strategy
of online retailer Amazon is selection and
availability and therefore its operations
strategy is focused on efficient and reliable
order fulfillment strategy.

By the same token, the business strategy
of Dell Computers when selling its product
online is customer experience - the ability
of consumers to choose whatever product
configuration they want - and therefore, Dell
strategy is focused on flexibility through an
assemble-to-order manufacturing  strategy.
This is exactly the challenge that Dell faced
when the firm recently introduced a new
channel to market, the retail channel. Here
the customer value proposition is not selec-
tion - the number of configurations available
at a store is rather limited - but rather the
value proposition is low price. Therefore, in
the retail channel, the operations strategy
must emphasize cost efficiency.

The data in this study provides further sup-
ports of this connection between the execu-
tive agenda and supply chain strategy. For
example, our data suggests that companies
whose business focused on growth, the
supply chain emphasized organization, pro-

cesses and technology. Similarly, when the
executive agenda included building capabi-
lities, the supply chain focused on investing
and utilizing supply chain assets effectively.

And finally, and most importantly, across
all the bestinclass companies a strong cor-
relation has been found between a business
focus on corporate social responsibility
and innovation in the supply chain. This is
indeed appropriate since corporate social
responsibility includes, among others, a
focus on carbon footprint reduction, elimi-
nation of waste, and energy and water con-
servation - all of which require innovative
product design, manufacturing and supply
chain strategies.

Some of the notable differences between
cost-efficient companies and flexible-
response companies include the observa-
tion that supply chain innovation facilitates
growth for flexible-response companies but
impedes growth for costefficient compo-
nies. This is explained as follows. Flexible-
response strategies are associated with fast-
clock speed products and technologies, thus
the need for supply chain innovation. On
the other hand, supply chain innovation typi-
cally requires significant investments, hence
is not followed by those companies whose
strategy emphasizes cost reduction.

Finally, the research team focused on quan-
tifying the magnitude of the link between
executive agenda and supply chain perfor-
mance. For this purpose, the four executive
performance measures - revenue, market-
share, customer satisfaction and return-on-
equity - were exiracted to a single perfor-
mance indicator referred to as the Business
Performance Indicator (BPI) using appropri-
ate variable reduction techniques.

Our objective is to compare the BPI of the
30 best-in-class supply chains to that of the
remaining 52 companies. This is done in
Figure 9 where you can see the fraction of
best-in-class companies with different BPI
values alongside the fraction of the remaining
companies with the same BPI.
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As you can see, a large fraction of the best-
in-class companies exhibits high BPI. On the
other hand, the percentage of remaining
companies with similar BPI levels is much
smaller. For example, 62% of the bestin-
class companies exhibit above average BPI
compared to 43% of the remaining com-
panies. Similarly, 47% of the bestin-class
companies are in the top one third of the
BPI ranking compared with only 25% of the
remaining companies.

40%
35%
30%

25%
20%
15%
10%
5%
» i Ha

POOR AVERAGE HIGH

% OF COMPANIES

BUSINESS PERFORMANCE INDICATOR

{l OTHER COMPANIES \dl BEST SUPPLY CHAIN PERFORMERS

Figure 9: Comparing BPI of best-in-class with that of other companies

Similarly, the CFO'’s performance metrics -
return-on-equity, return-on-assets, fotal assets
turnover, inventory turnover, operating cash
flow, net working capital to assets, ope-
rating margin, debt to equity ratio, and
total debt ratio - were also extracted to a
single performance metric referred to as
the Financial Performance Indicator (FPI).
This indicator is plotted in Figure 10 where
we provide information on the fraction of
best-inclass companies and the remaining
companies with different FPl values. Again,
most of the bestin-class companies exhibit a
significantly higher financial performance.

% OF COMPANIES

10%
5%
]
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Figure 10: Comparing FPI of best-in-class with that of other companies

SUMMARY

The relationship between supply chain stra-
tegies and business strategies has been
examined with the objective to establish
a link between supply chain management
and the value proposition of the company.

To summarize, the results indicate not only a
link between the executive agenda and sup-
ply chain strategies but also that business
and financial performance go hand in hand
with supply chain performance. Indeed,
the business and financial performance of
most of the bestin-class supply chains in
the survey outperform that of the remaining
companies.

The number of possible relationships and
correlations established in this survey covers
a wide space of strategies. Although, a
big number of them have been analyzed
already there are still areas of great inte-
rest that have not been explored fully. The
methodology developed and the informo-
tion collected from the survey provides us
with appropriate tools to go into even more
extensive depth in the near future.

KEY RESEARCH
FINDINGS

The business and financial per-
formance of most of the bestin-
class supply chains in the survey
outperform that of the remaining
companies
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APPENDIX 1

METHODOLOGY

The backbone of the framework comprises
three distinct elements: CEO, CFO and SCM
agenda items.

In the early phase of the project, an
extensive literature review was conducted
to identify existing references on the link
between CEO and CFO agenda items and
supply chain strategies. One important
observation made recently in the literature
is the distinction between those companies
whose supply chain strategy is focused on
cost efficiency and those who are focused
on flexible response.

The objective was to understand the diffe-
rence between the two strategies and their
link to the executives’ agenda. For this pur-
pose, a number of supply chain and busi-
ness performance measures, financial and
noninancial, were reviewed. The objective
is to apply the performance measures and
identify best-in-class cost efficient companies
and bestinclass flexible-response compa-
nies and use the characteristics of these
companies when identifying successful links
between SCM and the executive agenda.

The second phase of the project involved
field study - pilot interviews with fourteen
companies from eight different industries.
The objective of this phase was to identify

Executive agenda (CEO)

e Competitive Differentiation e Profit
e Growth e Liquidity
* Building Capabilities e Costs
e Shareholder Return e Variance

e Corporate Social Responsibility fl ® Debt & Assets Restructure

® Risk Management

Business performance (CFO)

the top focus areas in each firm along three
dimensions: the executive agenda (CEO);
financial performance (CFO); and supply
chain strategy. The combined findings from
the field study and the literature review
were used to design a focused survey that
was posted on the web and allowed invited
companies to fill out.

The results from the first and second phase of
the study - the top areas of focus for the CEO,
CFO and SCM - are shown in Figure 11.
In the online survey, executives, each one in
their respective section, were asked to iden-
tify which of these focus areas are currently
on the top of their agenda.

This was followed by a detailed survey con-
sisting of three parts, one for each function
(CEO, CFO, SCM). The objective was to
identify how companies accomplish their
top priorities.

For example, how do firms achieve compe-
titive differentiation? Is it by strengthening
brand or by investing in product innovation?
Does it vary depending on whether the firm
emphasizes cost efficiency or flexibility and
responsiveness?

Similarly, how do firms achieve growth?
Is it through a strategy that emphasizes

Supply chain strategy (SCM)

e Satisfying Customer Demand

® Supply chain Innovation

 Visibility

® Purchasing

® Supply Chain Assets

* Supply Chain Organization,
Processes and Technology

* Supply Chain Risk Management

Figure 11: Candidate focus areas for CEOs, CFOs and supply chain executives
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profitability or market-share? If the firm focu-

ses on building capabilities, what are the

capabilities it is trying to build? Is it looking APPENDIX 1
at building strong customer and supplier

relationships, for example, or is it looking at

optimizing its supply chain asset strategy?

When supply chain executives focus on visi-
bility, what are they trying to accomplish?
Is it visibility to supplier’s production plans,
inventory levels, or shipment schedule2 By
the same token, when supply chain execu-
tives focus on supply chain innovation, what
are they referring to2 Do they emphasize
network redesign for emerging markets
or new products introduction? And, when
supply chain executives focus on procure-
ment, when do they emphasize leadtime
reduction? When do they emphasize cutting
procurement costs? And when do they emp-
hasize supplier performance?

Survey responses were then analyzed for
relationships across the CEO, CFO and
SCM agendas. These correlations help form
emerging hypotheses linking business strate-
gies with supply chain strategies in both the
cost-efficient and flexible-response group of
companies. In this final stage, our objective
was two fold:

= To identify key differentiators between the
strategies of cost-efficient companies and
flexible-response companies.

= To identify key interactions between busi-
ness strategies and supply chain strategies
when serving different value propositions.

The research results are captured in a
comprehensive research report and high
level summary is captured in this executive
summary.

, . . . TruEconomy
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APPENDIX 2

SURVEY DEMOGRAPHICS

A total of 196 companies have participated
in the survey - not all have completed the
three sections. In particular, 106 completed
the CEO sections and 91 completed the
CFO sections, 173 companies completed
the SCM sections. A total of 82 companies
have completed all three parts of the survey
- the analysis and key findings are based
only on these companies.

SUPPLY CHAIN TYPES, GEOGRAPHIES
AND MODES OF TRANSPORT

The majority of participating companies
in our study (66%) have a make-fo-stock
manufacturing function; a smaller number
(44%) have make-to-order environment and
only 20% have an assemble-to-order supply
chain. This is illustrated in Figure 12.
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Figure 13: Top markets for survey participants

Not surprisingly, top sourcing regions by
spending for the survey participants are
Western Europe followed by North America
and Asia. This is illustrated in Figure 14.
The increase in transportation cost and
labor cost in offshoring regions explains
- fo a cerfain extent - the relatively lower
percentage of Asia suppliers compared to
the recent past.
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Figure 12: Supply chain type of survey participants

The distribution of sales regions by volume
is shown in Figure 13. Top markets are
Western Europe and North America which
can be explained by the fact that the largest
fraction of survey participants represents
European companies. Interestingly, out of
the participants that have significant sales in
North America, the majority (2:1) are flexi-
ble-response companies. On the other hand,
companies that sell significantly in Eastern
Europe are mostly (2:1) cost-efficient.

Figure 14: Sourcing regions by spending for survey participants

Top inbound and outbound transportation
modes are road and water. In particular,
80% and 96% of companies responded
that they used road transport for inbound
and outbound, respectively. Water transport
is used by 57% for inbound and 34% for
outbound.

There is a significant amount of air transport
(32% for both inbound and outbound) and,
as expected, the majority of companies
that apply this mode are flexible-response
companies.
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