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Overview

* Introduction
o Effects of Environmental Change

e Supply Chain Management

— Trends and key issues
e Strategies for survival
e Conclusions
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Key Questions?

 What effect has the financial crisis had on
supply chain management practices?

 What approaches should supply chain
professionals adopt to manage in a turbulent
environment?
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Research Background

* Manchester Business School — study on the
credit crisis.
— Key respondent interviews.
— Initial Survey (Handfield) www.scrc.com
— Large scale survey — currently underway.

e Prof Cousins (Manchester); Prof Handfield
(NCSU), Prof Petersen, (Colorado), Dr Lawson
(Cambridge).
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Euro Area GDP Growth Rate
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World Economic Changes

Change in world economic order?
Globalisation?
Capacity Constraints

The World Economy in ten years® time
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Price of Oil — Set to rise
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Supply Chain Management:
Key trends from the study

* From Outsourcing to in-sourcing

* From Off-shoring to On-shoring

e Supply Base Rationalisation (reduction)
e Cost Focus (price orientated)

e Supplier Working Capital Issues

e Capacity Issues

e Sustainability Focus
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Initial Survey Results (Full survey
results late 2010)

e 88% of respondents — Purchasing to save
money on costs — Price Reduction Strategies

 33% indicated that they had already targeted
between 1%-5% of savings

e 27% reported stretch targets 6-10%.

 54% sample reported reviewing Outsouring
strategies.

e Key issues on Supplier Working Capital
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Performance
Measurement

Cost/Benefit

(Understand

the Business
Case
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Supplier Health

 Problems of profitability

e |ssues of Supplier Tiers

e Payment terms extensions (30-60 days)

Supplier Turnover in Mio. EUR J Supplier Profit* J
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* Results of the single companies are weighted according to their share in the total turnover

Data: 90 European automotive suppliers examined in a Oliver Wyman/Hypovereinsbank-Analysis,
2008 and 2009 based on estimates
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Suggested Risk Process

Supplier Risk Management Process J

Step1

Identification of
critical suppliers

S0 Validation offdealing with
critical suppliers

Step 3

Handling of

supplier insolvencies

Liquiaity ~ Balance Sheet ~ Rough Detalled  Actions/ Monitoring

Check Rating Analysis Analysis  Measures Acting
nurgfb “ all - sispect critical  verycritical very critical insolvent Cost
suppliersSuppliers - suppliers  suppliers ~ suppliers  suppliers SUPPHErs™ joyel

Source: Dietenberger & Cousins, 2010
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Value Drive Supply Approach: Survival
and Growth in turbulence.

Align Value
Propositions
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RE-Evaluate and Communicate with
Integrate suppliers

Segment and
\ERET{E
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Short-term vs.
Structural

proposition

How much do you agree with the following statements about
the current financial situation in your enterprise?

We are actively pursuing a
possible spin-off of one of our
businesses to create an...

C h a n e S Existing merger and acquisition '.1 3
g deals have been put on hold until i
further notice, e 14 13
(ta Ct I Ca I O r Allmerger and acquisition =
discussions and activities for the 13
St ra te i C) coming year have been tabled, =1§|5
g We are actively seeking — i
acquisitionsin order to exploit i 21 ® Strongly Agree
N eed to be Seen current conditions and increase... =1‘!|Z .4
We expect to see a longer-term h 28 3
{ e ) downturn in revenue due to 20 .2
a S St rateg I c — global economic conditions. = 13
m Strongly disagree
*
. We are experiencing a significant ., 2
W a t O e S t I S downturn in revenue, ]
s 12
m e a n ? Our enterprise has built a strong *_ 14
° cash position in anticipation of T
. ) I
an economic crisis ] g
— Value driven Ourorganization s vl ey 3
prepared to deal with the 20
current financial crisis. = 39

approach to SM

0 10 20 30 40
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Communicate with your suppliers

How much do you agree with the following
statements about current status of your supplier
community?

We are aware of several - i
1

suppliers who have cut back on 12'
future capacity expansion and... ——— !

‘We have experienced erratic
deliveries in the last two months

e Be clear about
your policies

e Supply Market

:

associated with the financial... 3
1 1 We have experienced pricing i
I n te I I Ige n Ce I S increases from suppliers it 21
associated with the financial... [ !
k Suppliers within our supply base B 5
ey have experienced significant ! 16 25 = Strongly Agree
problems in obtaining short-... W ! ng
° We have had suppliers cometo BE i 3
® CO n S I Ste nt a n d us requesting shorter payment ] 20
terms. —— ul
H We have held meetings with our = i m Strongly disagree
l I l e a n I n gfu I critical suppliers to determine ] “ I"”
the impact of the current crisis... T
m essa e Our small to medium sized ﬂ 7
g suppliers are well-prepared for 32 25

an economic downturn. [ ]

Qur large suppliers are well- | i 19

prepared for an economic
downturn.

26

Fﬂ
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e Understand who
are the key ‘risk’
candidates.

e They maybe large
or small!

e Traffic light
system

 Develop
mitigation
strategies

Segment and Manage according to risk

0 Qur small to medium sized suppliers are well-
prepared for an economic downturn.

® Qur large suppliers are well-prepared for an economic
downturn.

(1}
Strongly agree .

——
Apres
25

22

i e

Strongly disagree -

0 5 10 15 20 25 30
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Re-Evaluate Value Propositions

What measures has our organization taken with its key
° U t h S C t suppliers / customers to address operational problems
S e e O associated with the economic crisis?

1 Selectivel ing of
inform strategy. outsourced actvites, . 25
Direct cashinfusions into supply I 1.0

e New innovative

On-going regularly scheduled  _——_——E 40
communication sessions with... NN 3.4

O pt I O n S Detailed discussions focused on = 4.0
Business Continuity Planning... 32

Delayed settlements involving IS 3.0

[ D eve | O p p O I i Cy negotiations occurring after... NN 2.6 " ode

On-going regularly scheduled = 4.0
a n d CO nt ra Ct communication sessions with... 14 ® Average

Development of informal I 30

agreements/MOU's that... I 2.4 ’

management N E——

supplier/customer accounts... I 2.6
a p p roa C h e S . Review of contracts to discuss =3‘{|.
re-negotiation of terms that... 3.2
[
]

Review and strengthening of
contractual terms with key...
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Conclusions

 What effect has the financial crisis had on
supply chain management practices?

e What approaches should supply chain
professionals adopt to manage in a turbulent
environment?
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Contact Details:
Professor Paul Cousins
Email: paul.cousins@mbs.ac.uk
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