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What is Supply Chain Management?

Managing supply chain flows and assets, to maximize

supply chain surplus

What is supply chain surplus?
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Competitive and Supply 

Chain Strategies

 Competitive strategy: defines the set of customer needs a firm seeks to 

satisfy through its products and services. 

 Competitive Strategy in all SCs is defined based on how the customer 

prioritizes product cost, delivery time, product variety and quality

 Figure 2-1 Shows the value chain of a company

 Product development strategy: specifies the portfolio of new products that 

the company will try to develop

 Marketing and sales strategy: specifies how the market will be segmented 

and product positioned, priced, and promoted

 Supply chain strategy:  

– determines the nature of material procurement, transportation of 

materials, manufacture of product or creation of service, distribution of 

product

– Consistency and support between supply chain strategy, competitive 

strategy, and other functional strategies is important
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Achieving Strategic Fit

Strategic fit:

– Consistency between customer priorities of competitive 

strategy and supply chain capabilities specified by the 

supply chain strategy

– Requires that competitive and supply chain strategies have 

the same goals
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 A company may fail because of a lack of strategic fit or because its processes and 

resources do not provide the capabilities to execute the desired strategy

 Example of strategic fit -- Dell
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How is Strategic Fit Achieved?

Step 1: Understanding the customer and supply chain 

uncertainty

Step 2: Understanding the supply chain

Step 3: Achieving strategic fit
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Step 1: Understanding the Customer 

and Supply Chain Uncertainty

Identify the needs of the customer segment being 

served (e.g. Seven-Eleven vs Sam’s Club)
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Achieving Strategic Fit

Understanding the Customer

– Lot size

– Response time

– Service level

– Product variety

– Price

– Innovation

Implied

Demand 

Uncertainty
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Step 1:  Understanding the Customer 

and Supply Chain Uncertainty

Overall attribute of customer demand

Demand uncertainty: uncertainty of customer demand 

for a product

Implied demand uncertainty: resulting uncertainty for 

the supply chain given the portion of the demand the 

supply chain must handle and attributes the customer 

desires
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Step 1:  Understanding the Customer 

and Supply Chain Uncertainty

Implied demand uncertainty also related to customer 

needs and product attributes

Table 2.1

Table 2.2

Figure 2.2

First step to strategic fit is to understand customers by 

mapping their demand on the implied uncertainty 

spectrum
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Impact of Customer Needs on Implied 

Demand Uncertainty (Table 2.1)

Customer Need Causes implied demand 

uncertainty to increase because …

Range of quantity increases Wider range of quantity implies 

greater variance in demand

Lead time decreases Less time to react to orders

Variety of products required increases Demand per product becomes more 

disaggregated

Number of channels increases Total customer demand is now 

disaggregated over more channels

Rate of innovation increases New products tend to have more 

uncertain demand

Required service level increases Firm now has to handle unusual 

surges in demand
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Correlation Between Implied Demand 

Uncertainty and Other Attributes (Table 2.2)

Attribute Low Implied 

Uncertainty

High Implied 

Uncertainty

Product margin Low High

Avg. forecast error 10% 40%-100%

Avg. stockout rate 1%-2% 10%-40%

Avg. forced season-

end markdown

0% 10%-25%
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Levels of Implied Demand 

Uncertainty

 Predictable 

supply and 

demand 

Salt at a 

supermarket 

A new 
communication 

device 

Highly uncertain 

supply and demand 

Figure 2.2: The Implied Uncertainty (Demand and Supply) 

Spectrum 

Predictable supply and uncertain 
demand or uncertain supply and 

predictable demand or somewhat 

uncertain supply and demand 

An existing 

automobile 

model 
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Step 2: Understanding the 

Supply Chain

How does the firm best meet demand?

Dimension describing the supply chain is supply chain 

responsiveness

Supply chain responsiveness -- ability to

 respond to wide ranges of quantities demanded

 meet short lead times

 handle a large variety of products

 build highly innovative products

 meet a very high service level

 handle supply uncertainty
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Step 2: Understanding the 

Supply Chain

There is a cost to achieving responsiveness

Supply chain efficiency: is the inverse of the cost of 

making and delivering the product to the customer

Increasing responsiveness results in higher costs that 

lower efficiency

Figure 2.3: cost-responsiveness efficient frontier

Figure 2.4: supply chain responsiveness spectrum

Second step to achieving strategic fit is to map the 

supply chain on the responsiveness spectrum



© 2007 Pearson Education 2-19

Understanding the Supply Chain: Cost-

Responsiveness Efficient Frontier

High Low

Low

High

Responsiveness

Cost
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Responsiveness Spectrum 

(Figure 2.4)
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Step 3: Achieving Strategic Fit

Step is to ensure that what the supply chain does well 

is consistent with target customer’s needs

All functions in the value chain must support the 

competitive strategy to achieve strategic fit.

Fig. 2.5: Uncertainty/Responsiveness map

Fig. 2.5: Zone of strategic fit

Examples: Dell (Responsive SC), Barilla (efficient SC)

Two key points

– there is no right supply chain strategy independent of 

competitive strategy

– there is a right supply chain strategy for a given competitive 

strategy
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Achieving Strategic Fit Shown on the 

Uncertainty/Responsiveness Map (Fig. 2.5)

Implied 

uncertainty 

spectrum

Responsive 

supply chain

Efficient 

supply chain

Certain 

demand

Uncertain 

demand

Responsiveness 

spectrum
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Comparison of Efficient and 

Responsive Supply Chains (Table 2.4)
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Expanding Strategic Scope

Scope of strategic fit

– The functions and stages within a supply chain that devise an 
integrated strategy with a shared objective

– One extreme: each function at each stage develops its own 
strategy

– Other extreme: all functions in all stages devise a strategy jointly
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Challenges to achieving and managing strategic fit

Increasing product variety and shrining life cycles of 

products

Globalization and increasing uncertainty

Fragmentation of supply chain ownership

Changing technology and business environment

The environment and sustainability 
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Chapter 3

Supply Chain Drivers and Obstacles

Supply Chain Management

(5th Edition)
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Outline

Drivers of supply chain performance

A framework for structuring drivers

Facilities

Inventory

Transportation

Information

Sourcing

Pricing

Obstacles to achieving fit
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Drivers of Supply Chain Performance

 Facilities

– places where inventory is stored, assembled, or fabricated

– production sites and storage sites

 Inventory

– raw materials, WIP, finished goods within a supply chain

– inventory policies

 Transportation

– moving inventory from point to point in a supply chain

– combinations of transportation modes and routes

 Information

– data and analysis regarding inventory, transportation, facilities throughout the 
supply chain

– potentially the biggest driver of supply chain performance

 Sourcing

– functions a firm performs and functions that are outsourced

 Pricing

– Price associated with goods and services provided by a firm to the supply chain
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A Framework for Structuring Drivers
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Facilities

Role in the supply chain

– the “where” of the supply chain

– manufacturing or storage (warehouses)

Role in the competitive strategy

– economies of scale (efficiency priority)

– larger number of smaller facilities (responsiveness priority)

Example 3.1:  Toyota and Honda

Components of facilities decisions
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Components of Facilities Decisions

Location

– centralization (efficiency) vs. decentralization (responsiveness)

– other factors to consider (e.g., proximity to customers)

Capacity (flexibility versus efficiency)

Manufacturing methodology (product focused versus 

process focused)

Warehousing methodology (SKU storage, job lot 

storage, cross-docking)

Overall trade-off:  Responsiveness versus efficiency
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Inventory

Role in the supply chain

Role in the competitive strategy

Components of inventory decisions
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Inventory:  Role in the Supply Chain

Inventory exists because of a mismatch between 

supply and demand

Source of cost and influence on responsiveness

Impact on

– material flow time: time elapsed between when material 

enters the supply chain to when it exits the supply chain

– throughput

» rate at which sales to end consumers occur

» I = RT (Little’s Law)

» I = inventory; R = throughput; T = flow time

» Example

» Inventory and flow time are “synonymous” in a supply chain
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Inventory:  Role in Competitive 

Strategy

If responsiveness is a strategic competitive priority, a 

firm can locate larger amounts of inventory closer to 

customers

If cost is more important, inventory can be reduced to 

make the firm more efficient

Trade-off

Example 3.2 – Amazon
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Components of Inventory 

Decisions

Cycle inventory

– Average amount of inventory used to satisfy demand between shipments

– Depends on lot size

Safety inventory

– inventory held in case demand exceeds expectations

– costs of carrying too much inventory versus cost of losing sales

Seasonal inventory

– inventory built up to counter predictable variability in demand

– cost of carrying additional inventory versus cost of flexible production

Overall trade-off:  Responsiveness versus efficiency

– more inventory:  greater responsiveness but greater cost

– less inventory:  lower cost but lower responsiveness
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Transportation

Role in the supply chain

Role in the competitive strategy

Components of transportation decisions
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Transportation: Role in

the Supply Chain

Moves the product between stages in the supply chain

Impact on responsiveness and efficiency

Faster transportation allows greater responsiveness 

but lower efficiency

Also affects inventory and facilities
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Transportation:  

Role in the Competitive Strategy

If responsiveness is a strategic competitive priority, 

then faster transportation modes can provide greater 

responsiveness to customers who are willing to pay 

for it

Can also use slower transportation modes for 

customers whose priority is price (cost)

Can also consider both inventory and transportation to 

find the right balance

Example 3.3: Blue Nile



© 2007 Pearson Education 3-42

Components of

Transportation Decisions

Mode of transportation:  

– air, truck, rail, ship, pipeline, electronic transportation

– vary in cost, speed, size of shipment, flexibility

Route and network selection

– route: path along which a product is shipped

– network: collection of locations and routes

In-house or outsource

Overall trade-off: Responsiveness versus efficiency
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Information

Role in the supply chain

Role in the competitive strategy

Components of information decisions
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Information: Role in

the Supply Chain

The connection between the various stages in the 

supply chain – allows coordination between stages

Crucial to daily operation of each stage in a supply 

chain – e.g., production scheduling, inventory levels
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Information:  

Role in the Competitive Strategy

Allows supply chain to become more efficient and 

more responsive at the same time (reduces the need 

for a trade-off)

Information technology

What information is most valuable?
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Components of Information 

Decisions

Push (MRP) versus pull (demand information 

transmitted quickly throughout the supply chain)

Coordination and information sharing

Forecasting and aggregate planning

Enabling technologies

– EDI

– Internet

– ERP systems

– Supply Chain Management software

Overall trade-off:  Responsiveness versus efficiency



© 2007 Pearson Education 3-47

Sourcing

Role in the supply chain

Role in the competitive strategy

Components of sourcing decisions
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Sourcing: Role in

the Supply Chain

Set of business processes required to purchase goods 

and services in a supply chain

Supplier selection, single vs. multiple suppliers, 

contract negotiation
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Sourcing:  

Role in the Competitive Strategy

Sourcing decisions are crucial because they affect the 

level of efficiency and responsiveness in a supply 

chain

In-house vs. outsource decisions- improving 

efficiency and responsiveness

Example 3.6: Cisco
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Components of Sourcing 

Decisions

In-house versus outsource decisions

Supplier evaluation and selection

Procurement process

Overall trade-off: Increase the supply chain profits
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Pricing

Role in the supply chain

Role in the competitive strategy

Components of pricing decisions
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Pricing: Role in

the Supply Chain

Pricing determines the amount to charge customers in 

a supply chain

Pricing strategies can be used to match demand and 

supply
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Pricing:  

Role in the Competitive Strategy

Firms can utilize optimal pricing strategies to improve 

efficiency and responsiveness

Low price and low product availability; vary prices by 

response times

Example 3.7: Amazon



© 2007 Pearson Education 3-54

Components of Pricing Decisions

Pricing and economies of scale

Everyday low pricing versus high-low pricing

Fixed price versus menu pricing

Overall trade-off: Increase the firm profits


