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he notion of value
chain transformation

Y X - - gained widespread
currency after author
M and Harvard Business
School Professor Michael E. Por-
& ‘ - ter coined the term in his seminal
1985 book, Competitive Advantage:
o - Creating and Sustaining Superior
- Performance. Porter’s idea was that
m companies should operate as more
n R r ! than isolated collections of people,
.' — resources, equipment, and func-
il ] tions, each independently pursuing

. - i its own activities and goals. Instead,
|| L

¥ Porter said, companies could gain
sustainable competitive advantage by
transforming their traditional supply
- chains into value chains, in which the
-

supply chain is seen as one integrated
piece of a broader set of processes
that add value through each phase of
the product lifecycle.

Whereas traditional supply chains
are optimized around the transac-
tions that enable the efficient flow of

physical supplies and products and
also reduce costs, value chains em-
phasize the enhancement of customer
and enterprise value. That enhanced




value is typically achieved through
business strategy alignment and tight
collaboration between the supply
chain team and other functions such
as new product development, engi-
neering, production, quality, supply
chain, and service management inside
the enterprise, and suppliers, custom-
ers, and partners on the outside.

Or, as Gartner puts it, “In the past,
supply chain designs focused on phys-
ical flows to improve costs. Today,
supply chain teams design to improve
time-to-market for new products,
harvest opportunities through tax ef-
ficiency, meet corporate sustainability
goals, balance risk with opportunity,
and manage product complexity.”!

So, for example, in addition to driv-
ing supply/demand efficiency, a sup-
ply chain organization within a value
chain model would also work closely
with the company’s new product de-
velopment, engineering, quality, and
production functions as well as sup-
pliers to ensure rapid time-to-market
for new product innovations, or to
verify that a new product meets the
company’s sustainability goals.

A supply chain team within a value
chain model would, for example, col-
laborate with sales, marketing, and
product development to segment
customers and products to align de-
mand, product, and supply cycles and
deliver greater value.

This value chain approach, ac-
cording to Porter, results in better-
integrated, closed-loop processes that
deliver greater customer value and
higher profit margins while allowing
manufacturers to reduce time-to-
market and more quickly respond to
competitive challenges and opportu-
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It may not be surprising, therefore,
that 27 years later, Porter’s ideas
resonate more than ever. According
to an exclusive Value Chain Trans-
formation survey conducted in May
2012 by Manufacturing Executive
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Value Chain Transformation a High Priority

Q: Does your company have as a goal the transformation
of its traditional supply chain into an integrated value chain?

Don’t know

Ne are already
vell down this

No such yath

plans

45.4%

rare only
3inning this
journey
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Transformation Strategies a Mixed Bag

Q: How would you describe your company's strategy for
achieving value chain transformation?

Don't |

. formal, execu-
ve-level strategy
1at includes a

A series of omprehensive
isolated proj- lan and dead-
ects without nes
overall coor-
dination
less-formal

rategy that is
rried out at the
Isiness unit or
nctional level

38.8%

Research Services, 74.1% of manufac-
turing executives said their companies
have as a goal the transformation of
their traditional supply chains to in-
tegrated value chains. More than 28%
of the 326 manufacturing executives
responding to the survey said their
companies are already well down the
path toward value chain transforma-
tion (Chart 1).

And many manufacturing organiza-
tions making the value chain journey
are clearly treating it as a strategic ini-
tiative. Thirty percent of respondents
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Adgility, Risk Control Drive Transformation

Q: What are your company's reasons for pursuing value
chain transformation?
Average Rating (I1=Ilow importance, 5=high importance)

Need to respond with more agility to changing business conditions
. 3.99

Need to better control risks and grow margins

3.85
Need to ensure product value and enterprise growth

3.8

Need to decrease time-to-market
T 373

Need to improve supplier agility and adaptability

I 57

Need to control demand volatility
3.67

Need to provide aggressive innovation and customized products
3.55
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Culture Poses Biggest Challenge to Transformation

Q: What are the most significant obstacles your company
faces in achieving value chain transformation?
Average Rating (3=most significant)

Cultural and organizational challenges
IR 2.4,

Lack of support from top management
2.02

Lack of robust, integrated IT systems
1.98

Difficulty in identifying provider of an integrated platform

.97
Inflexible production and planning processes

T — .94

Lack of cooperation from suppliers and contractors
1.93

Lack of time/resources
1.91

to the exclusive survey said their ap-
proach to achieving value chain trans-
formation is an executive-level strategy
that includes a comprehensive plan
and deadlines (Chart 2).

AGILITY IS THE DRIVER

hy are so many manu-

facturing organizations

taking on the value chain
transformation challenge? Simply
put, they see it as a way to stimulate
innovation, growth, and profitability
in what, for many, continues to be
a difficult competitive environment
fraught with rapid change and in-
creasing complexity. The number-
one reason for pursuing value chain
transformation cited by respondents
to the Manufacturing Executive sur-
vey was the “need to respond with
more agility to changing business
conditions.” (Chart 3).

Survey respondents specifically
called out the expectation that a val-
ue chain approach would help them
better cope with supply chain risk.
That’s not surprising, because an or-
ganization focused on delivering cus-
tomer value would naturally be more
concerned with customer service
disruptions than one that primarily
targets inventory cost reductions.

Survey respondents also see value
chain transformation as helping them
accelerate innovation, deliver custom-
ized products, decrease time-to-mar-
ket, and even grow margins. In fact,
Gartner has estimated that by deliv-
ering greater value to customers and
achieving other improvements such
as cutting cash-to-cash cycle times,
manufacturers that have achieved
value chain transformation have been
able to generate 60% higher profit
margins, 65% better earnings per
share, and two to three times better
return on assets.

One organization that is beginning
to see the benefits of value chain



transformation is Toshiba America
Business Solutions (TABS), an Irvine,
CA-based maker of multifunction
printer/fax/scanner products. The
company launched its value chain
transformation initiative two years
ago, driven by major competitive
shifts in its market. An aggressive
growth-through-acquisition strategy
forced TABS to reevaluate and ratio-
nalize its entire distribution network.
But perhaps more importantly, the
company needed to be able to respond
to growing customer demand for solu-
tions that combine commodity printer
products—from Toshiba and others—
with services that, for example, allow
customers to pay by the printed page.

TABS responded by analyzing each
piece of its supply chain to understand
where the company was adding value
and where value could be increased,
with a focus on improving customer
satisfaction by cutting cycle times and
implementing more solutions com-
posed of products and services.

“We wanted to map out an integrat-
ed supply chain and take out pieces
that we determined had not been add-
ing value, and improve customer sup-
port and service while also improving
cost and asset management and low-
ering risk,” says R. Steven Tungate,
Vice President and General Manager
for Supply Chain Management and
Innovation at TABS.?

The company then redesigned its
supply networks, emphasizing oppor-
tunities to deliver new service-based
value to customers. TABS also stan-
dardized on an Oracle ERP platform
and rolled out an integrated, compa-
ny-wide demand planning process.

Results have been impressive. TABS
has been able to reduce days-on-hand
inventory by more than 50% while cut-
ting field support costs and significantly
driving up customer satisfaction ratings.

TABS’ value chain transformation
efforts have produced what Tungate

Chart: 5 KN

Outsourcing Still a Reality in the Supply Chain
Q: Characterize the extent to which your company currently

outsources manufacturing.

Minimal/no
manufactur-
ing is out-
sourced

calls “a trifecta of good things: fewer
assets, better customer service, and
lower expenses.”

BENEFITS AND OBSTACLES

he potential benefits of value
T chain transformation are in-

deed compelling, but many
manufacturing organizations find that
the path to transformation can be
studded with obstacles. Value chain
transformation requires increased—in
some cases unprecedented—Ievels of
collaboration both inside and outside
the enterprise. But cultural and orga-
nizational challenges related to that
increased collaboration were cited by
respondents to the Manufacturing
Executive survey as the number-one
obstacle to value chain transforma-
tion (Chart 4).

Survey respondents also pointed to a
lack of top management support and
the absence of robust, integrated I'T
systems as other factors that can un-
dermine value chain transformation.

“Executive commitment is key,” says
Maha Muzumdar, Vice President of
Supply Chain Marketing at Oracle,
which recently went through its own
value chain transformation following
the acquisition of computer hardware
manufacturer Sun Microsystems. “At
the end of the day, it’s all about people.

*'I manufacturing
outsourced

Most manufac-
turing is out-
sourced

ome manufacturing
i outsourced

Traditional
supply chains are
optimized to
enable the ef-
ficient flow of
supplies and
products; value
chains emphasize
customer and
enterprise value.
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It can be a big change management is-
sue, but with a lot of training, sponsor-
ship, and communication, it’s possible
to drive this type of transformation.”

Manufacturers responding to the
survey also pointed to another real-
ity that can stand in the way of value
chain transformation: complexity
brought on by global outsourcing. If
successful value chain transformation
is all about streamlining the connec-
tions and collaboration between the
supply chain team and other impor-
tant enterprise functions, outsourcing
production to an outside—and often
far-flung—party can make value chain
transformation even more challenging.

Yet that is just what most manufac-
turers are continuing to do. A consid-
erable majority (62.3%) of manufac-
turers surveyed said they outsource
some production today. And 72.5%
said the level of outsourcing in which
they engage will stay the same or in-
crease over the next five years. Only
12.5% predicted that the level of out-
sourcing they do will decrease in five
years (Charts 5 and 6).

THE ROAD TO VALUE
CHAIN TRANSFORMATION

n their way to becoming

more value chain-oriented,

organizations typically pass
through four stages of maturity, Mu-
zumdar says. The beginning stage is

Value chain transforma-
tion requires increased
—in some cases unprec-
edented—Ievels of collab-
oration both inside and
outside the enterprise.

Chart: 6 I
Outsourcing Will Continue to Impact Value Chain Transformation

Q: In five years, will your company’s use of
manufacturing outsourcing be:

Don’t knc

rreater than
xday

About the
same

s than today

Chart: 7 I

Road to Integrated Systems Still a Work in Progress
Q: To what extent has your company integrated R&D/
design systems with supply chain/manufacturing systems?

Manual conv
sion and d.
entry requil

systems integrat-
:d with real-time
sisibility on one
slatform

No integration

0,
at this time 30.3%

\—< Somewhat inte-

grated, with a

Siloed, V\{lth Al series of custom
transferring de linkages between
between pl: platforms
forms and apg
catio
Chart: 8

Collaboration Still Rudimentary for Most

Q: 7o what extent do you collaborate on supply, demand, and prod-
uct needs with your customers, suppliers, partners, and distributors?

We faxand m Ne tightly col-

ord aborate in real
. ime using com-
We have peri- non systems
odic calls to
talk through
our order 33.5% We collaborate to

requirements some extent with

\-‘ an EDI system in
place to update
requirements
periodically

We e-mail ¢
requirements
Excel, Word, et
for supply a
dema



characterized by fragmented, silo-
based processes and limited collabo-
ration. The next phase is marked
by improved internal processes and
better data integration. Companies
next mature by improving point
capabilities such as sales and opera-
tions planning. And finally, some
achieve value chain transforma-
tion best practices characterized by
multi-enterprise collaboration and
orchestration.

To navigate this path toward value
chain transformation, manufactur-
ers must take on and master four
sets of capabilities aimed at increas-
ing agility and, ultimately, creating
more value for themselves and their
customers. First, Muzumdar says,
manufacturers must become more
demand-driven, able to not only ac-
curately predict demand but also
shape it.

Other key capabilities, according
to Muzumdar, include fulfillment ex-
cellence enabled by tightly integrated
manufacturing and logistics process-
es; the ability to achieve profitable
innovation through quicker time-
to-market, and improved quality
and compliance; and the ability to
align supply, demand, and product
management with overall corporate
goals.

Underpinning all of those capabil-
ities—from fulfillment excellence to
supply, demand, and product align-
ment—is the ability to effectively
collaborate, both across internal
functions and with external suppli-
ers, partners, and customers.

Unfortunately, the Manufactur-
ing Executive Value Chain Trans-
formation survey shows that many
manufacturers still use relatively
rudimentary tools, particularly for
external collaboration. Only 15.2%
of respondents said they currently
collaborate using common, real-time
systems. The largest group, 33.5%,

Chart: O N

Organizational Integration Lags

Q: To what extent is your company seeking more integra-
tion and cooperation among internal functions such as
supply chain, innovation, service, and support in pursuit of
value chain transformation?

Don’t kno

Functions have
been combined
under a single

) structure
Functions are

adversarial
37.7%

\ Better collabora-
tion between
functions has
been achieved

Functions are
still separate

Chart: 10

Demand Management, S&OP Key to Value Chain Transformation
Q: Rate the importance of these technologies and

systems to achieving value chain transformation.

Average Rating (I=Ilow importance, 5=high importance)

Demand management/sales and operations planning
.03
Order fulfillment/management

T

Supply chain execution and warehouse, inventory, transportation management
3.69

Business intelligence/analytics
3.63

MES/Manufacturing operations management
L 3.55
Collaborative product lifecycle management

I — 3.37
Shop-floor control
336
Network optimization

T — =30

Service automation
3.04

Mobile devices and applications
2.94

Warranty/returns management

— 2.4

Collaboration and social media tools
I 2.67

Cloud deployment options

— 266
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Chart: T

PLM, Network Optimization, Analytics High on the Wish List

Q: Which of these technologies or systems does
your company use or plan to use?

Use Plantouse No Plans
C_ollaboratlve Product 24.8% 42.% 32.4%
Lifecycle Management
Demand Ma?nagement./SaIes 55.9 31.5% 12.8%
and Operations Planning
agizré:r‘::fe'::“e"t 651% | 24.8% 10.1%
MES/Manufacturing 45.9% | 30.8% | 23.3%
Operations Management
Shop-Floor Data Control 53.4% 24.3% 22.3%
Supply Chain Execution/
Warehousing/Inventory/ 57.9% 29.7% 12.4%
Transportation
Network optimization 34.7% 42.9% 22.4%
:':'g'i'ceagg:sces and 37.8% | 37.2% 25%
g:;;a;;ﬂftums 435% | 259% | 30.6%
;‘:Lé}:‘zgagl':" and social 33.6% 24% | 42.5%
fﬁii'y'ﬁiss Intelligence/ 46.6% | 41.2% 12.2%
Service automation 19.3% 46.2% 34.5%
Cloud deployment options 16.4% 411% 42.5%

Survey respondents
identified improved
operational efficien-
cy and increased
customer satisfac-
tion as the most
significant benefits
of their value chain
transformation

efforts.

uses EDI to collaborate with exter-
nal parties, while 8.2% still fax and
mail orders (Chart 8).

Nor have most made significant
organizational changes or deployed
integrated systems that could sup-
port cross-functional collaboration
and value chain transformation. The
largest group of survey respondents,
42.9%, indicated that their internal
supply chain, innovation, service,
and support functions are still orga-
nizationally separate. While 37.7%
said better collaboration between
these functions has been achieved,
only 7.1% said these functions have
been combined under a single or-
ganizational structure. Almost 4%

admitted that these functions are
not only separate but adversarial
(Chart 9).

And most organizations are
still rolling out common systems
equipped to support better cross-
functional collaboration and value
chain transformation. Only 8.6% of
respondents said they have imple-
mented common, integrated cross-
functional systems that deliver real-
time visibility.

The largest group, 30.3%, said
they have built custom linkages be-
tween systems to support processes
that span R&D/design and supply
chain/manufacturing. Almost 20%
still engage in manual data reentry
to support cross-functional process-
es (Chart 7).

But many manufacturers have big
plans when it comes to deploying
new systems that can support cross-
functional collaboration and value
chain transformation. Manufactur-
ers responding to the Manufacturing
Executive Value Chain Transfor-
mation survey identified demand
management/sales and operations
planning, order fulfillment, supply
chain execution/inventory/transpor-
tation management, and business
analytics as the systems that are the
most important for enabling value
chain transformation. And looking
forward, many are targeting service
automation, collaborative product
lifecycle management, and network
optimization tools for deployment
(Charts 10 and 11).

As manufacturers continue to
make the investments and gain the
core capabilities necessary to tra-
verse value chain transformation,
they are being drawn by what they
expect will, in the end, be significant
benefits. Respondents to the Manu-
facturing Executive survey identified
improved operational efficiency and
increased customer satisfaction and



retention as by far the most significant
benefits they expect to realize from
their value chain transformation ef-
forts (Chart 12).

“It’s all about generating revenues,
keeping your competitive posture up,
and improving customer service,” says
Lawrence Lapide, Research Affiliate at
the MIT Center for Transportation &
Logistics and a member of the Manu-
facturing Leadership Board of Gov-
ernors. “Value chain transformation is
about moving from push manufactur-
ing to a posture of serving customers
better.”

That’s also how TABS’ Tungate sees
it. As an outgrowth of his company’s
efforts to integrate its supply chain and
focus on solutions and value creation,
TABS is now making a new business
out of running its distribution partners’
supply chains as a value-added service.

“We are adding more value by actu-
ally creating a business out of our dis-
tribution,” Tungate says.

KEY TAKEAWAYS

he exclusive Manufactur-

ing Executive Value Chain

Transformation survey shows
that nearly 30% of organizations are
already well on their way toward value
chain transformation, while another
45% are beginning the process. Here
are some specific steps that companies
can take to enable the value chain rein-
vention process:
> Create winning products—Capture
and leverage the best ideas in real time,
to ensure product quality and rapidly
build, launch, and commercialize new
products.
> Plan for profit—Align the value
chain delivery process by synchroniz-
ing your operational and financial
plans. Then capture growth by predict-
ing and shaping demand and effective-
ly segmenting your customer base.
> Orchestrate agile operations—Build
adaptive value networks that are ca-

pable of responding quickly to chang-
ing events by leveraging value-driven
procurement and intelligent, digital
manufacturing.
> Accelerate value chain transforma-
tion—Adopt the right transforma-
tion strategy (“big bang,” phased, or
hybrid) based on business complexity,
risk profile, and associated costs. Uti-
lize industry benchmarks, integrated
training, and change management to
ensure successful transformation. Le-
verage best-in-class, scalable technol-
ogy enablers to deliver superior perfor-
mance through optimized processes.
In order to compete today, orga-
nizations must embrace a complete
solution that enables results and sup-
ports innovation and sustainability.
Linking your supply chain with your
demand, product, and design chains
will allow you to achieve world-class
operations. M
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3. Ibid.
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Lower Costs, Higher Customer Sat Lead

Transformation Benefits

Q: How would you assess the following potential
benefits associated with your company s value chain

transformation efforts?

Average Rating (1=least significant, 3=most significant)

Reduced costs and improved operational efficiency

— .43

Increased customer satisfaction and retention

Improved product and service quality

Increased revenues and profits

2.41

2.32

N 2.23

Faster time-to-market for products

I — 13

Accelerated development of new products and services

I — 2.07

Mitigated risk and achievement of compliance

——— 201



| " MANUFACTURING
EXECUTIVE s

Copyright, Thomas Publishing Company LLC, New York, N.Y.
All rights reserved

About Manufacturing Enterprise Communications
Manufacturing Enterprise Communications, a division of Thomas Publishing Company, LLC, is the producer of the Manufacturing Executive port-
folio of leadership networking, information and professional development products, programs, and services for industrial executives worldwide.
Manufacturing Executive's mission is to help senior executives define and shape a better future for themselves, their organizations, and the industry
at large. Manufacturing Executive's integrated portfolio consists of the Manufacturing Executive Website, an online global business network; the
Manufacturing Executive Leadership Council, an invitation-only executive organization; the annual Manufacturing Leadership Summit conference;
the Manufacturing Leadership 100 Awards program; Manufacturing Executive Research Services; and the Manufacturing Executive Leadership
Journal. For more information, visit us at www.manufacturing-executive.com.

About Oracle Corporation
Oracle provides the most comprehensive suite of integrated, global business applications that enable organizations to make better decisions,
reduce costs, and increase performance.

With hundreds of cross-industry capabilities spanning enterprise resource planning, customer relationship management, and supply chain
planning, Oracle applications help customers in all vertical segments manage the complexities of global business environments no matter if the
organization is small, medium, or large in size. As part of Oracle’s Applications Unlimited strategy, Oracle applications suites will continue to be
enhanced, thus protecting and extending the value of your software investment

For more information visit the Supply Chain Link:
http://www.oracle.com/us/products/applications/ebusiness/scm/index.html?src=6950440&Act=12



