THE VALUE OF SUPPLY CHAIN MANAGEMENT 

FOR OPERATIONS STRATEGY

Track: Supply Chain Management – Modeling

ABSTRACT

The strategic importance of the operations function within a firm has been stressed in the operations management (OM) literature.  Furthermore, supply chain management (SCM) has been receiving increased attention both from researchers and practitioners.  SCM encompasses a wide variety of interdisciplinary topics, such as supplier selection, quality management across the supply chain, scheduling, logistics, information flows, distribution channels, and customer satisfaction.  It is vital to note that the SCM activities should be integrated into a firm’s operations and corporate strategies so that firms can gain competitive advantage and improve their performance in their respective industries.  The purpose of this study is to establish the strategic components of a SCM model and develop a framework integrating strategy, SCM, and performance constructs.  Future research will be concerned with deriving testable hypothesis from the framework and validating the proposed linkages.  
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INTRODUCTION

Supply Chain Management (SCM) has become an important strategic issue in international markets and competition.  Activities in a supply chain start with the purchase of raw materials and end when the products are delivered to customers.  SCM can be defined as the integration and coordination of these activities such as purchasing, outsourcing, materials management, logistics, supplier selection, global sourcing, and international distribution to create an effective flow of materials and information from suppliers to the customers (Markland, et al. 1998).  


  

Figure 1 – A Generic Supply Chain Model

In recent years, supply chain management concept has been discussed in practitioner and academic press.  In addition, the application of supply chain management in operations of several companies has been reported.  Supply chain management stems from the value chain concept discussed by several authors (e.g., Porter, 1985; Johnston and Lawrence, 1988; Kogut, 1985).  The integration of business functions involved in the flow of materials and information is accomplished by the internal supply chain (Harland, 1996).  However, supply chain management refers more to the integration of suppliers, manufacturers, distributors, and end customers, and, hence, is representing an inter-firm networking orientation within an industry.

The paper is outlined as follows.  First, the importance of supply chain management will be discussed.  Next, the integration of SCM into operations and corporate strategies will be illustrated and components of SCM will be presented.  Conclusions and future research directions will follow.

STRATEGIC IMPORTANCE OF SUPPLY CHAIN MANAGEMENT

Several reasons are contributing to the increased attention to supply chain management by the industry and the academia.  First, globalization has created more alternatives for companies regarding the supplier and distributor decisions.  Global supply chain management can be a source of competitive advantage for organizations.  Second, there has been an increase in the partnership relationships between supplier-manufacturer and manufacturer-distributor pairs in several industries.  Furthermore, a move from power-based relationships between suppliers and buyers towards more of a network model (Levy, Bessant, Sang, & Lamming, 1995) necessitates a higher level of integration and coordination.  Third, the perception of effective purchasing and distribution as a strategic issue has added to the concern for effective supply chain management.  Firms are trying to create competitive advantages by coordinating the flow of materials and information with their suppliers and distributors.  Finally, trends such as outsourcing of non-core operations and reduction of the supplier base not only forces firms to cooperate with other companies down or up their supply chains but also requires a high level of integration of these complex form of operations for mutual benefits.

As a result of globalization, the choices that are available to a company regarding the suppliers, processes, transportation modes, and distributors are becoming numerous which, in turn, creates a complex environment and uncertainty in supply chains.  Unlike the traditional approach to materials management, SCM views the chain as a single entity and emphasizes full integration of its elements, most specifically of the customers into the chain.  Developments in information, communication, and transportation technologies facilitate this integration.

SUPPLY CHAIN MANAGEMENT’S ROLE IN OPERATIONS AND CORPORATE STRATEGIES

As a result of the importance of supply chain management, as discussed in academic and popular press, companies should develop a supply chain strategy.  More importantly, the supply chain strategy must be integrated with the overall business strategy.  A challenge to formulating successful supply chain strategies is the fact that the supply chain management is a collaborative effort among companies in the entire supply chain.  However, functional integration is necessary first within the organization before integration can be extended to the entire supply chain (Quinn, 1998).  Figure 2 illustrates this integration and its possible impacts on company and supply chain performance.




Figure 2 – Supply Chain Management and Strategic Planning

SUPPLY CHAIN MANAGEMENT PHILOSOPHIES

In this section, the philosophies supporting SCM are identified based on an extensive literature review.  These components determine the supply chain strategy of the organization and contribute to efficiency and differentiation strategies at the business level ad help organizations improve the performance.  The integration at the business level with the suppliers, distributors, and customers requires commitment of all the organizations within the supply chain at the top management level.  In addition, as it is presented on Figure 2, supply chain management is an integrative management philosophy since SCM activities, such as management of materials and information flows, are highly interdisciplinary.


Total quality management (TQM) is a crucial part of SCM.  In a supply chain, activities are coordinated among the constituents based on the information gathered from the end customers regarding the products and services.  In addition, each part of the chain is dependent on the others in the areas of customer satisfaction and quick response.  Levy et al. (1995) highlight the importance of a shared strategy for the development of TQM and continuous improvement in a supply chain.  


Inventory management is a crucial activity under supply chain management.  Excess inventories within the supply chain are an indication of poor inventory management and may be a call for the implementation of SCM.  The companies within the supply chain can follow an integrated inventory management approach and coordinate their activities based on the demand from the end customers to reduce the channel inventories.  Such a joint effort may lead to a reduction in the channel inventories (Cooper et al. 1997).  

Stuart (1997) documents suppliers’ potential contribution to the design and development of new products and services.  Multiple contributions from different perspectives in a supply chain is necessary in the design and development of new products and services.  Thus, each member plays an important role in this activity.


Vertical disintegration is another common approach undertaken in supply chain management practices.  Cooper and Ellram (1998) state that supply chain management is a move away from fully-vertically-integrated systems.  However, the channel members do not operate completely independently but the activities are coordinated among the independent members

SCM is not only a coordination of material flows but also of information flows.  Therefore, information sharing is a key element for the success of SCM implementation. Bozarth et al. (1998) name information exchange between buyers and suppliers in the supply chain as an essential procurement strategy.   

Logistics has a very broad scope including purchasing, transportation, warehousing, and customer service activities.  Thomas and Griffin (1996) point out that transportation cost is the single largest component of logistics cost.  Therefore a joint effort by the members of the supply chain can reduce costs and increase the efficiency of the chain as a whole and its pieces.  SCM can be viewed as the strategic management of an inter-business network (Harland 1996).  Toyota is a good example of a firm that strategically manages the supply chain and gains competitive advantages from this type of behavior (Womack et al. 1991).  

CONCLUSIONS AND FUTURE RESEARCH

Supply chain management is becoming an important strategic issue.  This study is an initial step towards the identification of SCM activities that can be integrated into an organization’s strategic planning to gain competitive advantage and improve performance.  Future research will be concerned with further developing the model and deriving testable hypotheses form the framework for validation purposes.

The long version of the paper and the references can be obtained from the first author.
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