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YOU NEED HANS MIEDEMA.
When does Agility’s Hans Miedema consider a job done? When he successfully executes critical
gas turbine shipments for his global energy customer? When he applies Lean Six Sigma
Methodology to eliminate defects for his clients in Eastern Europe and India? For Hans, and
more than 32,000 other Agility employees in over 100 countries around the world, success
isn’t measured in parts assembled or products shipped. Success occurs when our partners
achieve their goals. It’s an intimate approach to logistics that demands individual attention
and personal ownership. It’s how Hans Miedema brings Agility to supply chain challenges.
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editor’sview
After the storm
Together with quite a lot of talk of a potential bottoming of this recession
and even nascent recovery there is plenty of looking at life beyond the
downturn going on at the moment. Good and bad prophesies of the lasting
effects and changes we can expect to the global economy, global business
and the business of supply chains are emerging all over the place.
While talk of recovery may very well be premature — some say it has
too much to do with a desire to talk about something else for a change —
looking beyond the recession has been an important activity for individuals
and companies since it started; from a practical and preparatory perspective
and because the ideas and momentum created from doing that surely help
the move to better times.
So how might things be different after the storm? One of the new
buzzwords, deglobalisation, is not something that will broadly appeal to our
industry. Protectionism; stagnating FDI; stagnating volumes of international
exports and imports, and generally more economic strain in many emerging
markets in Asia, could all conceivably be part of any ‘deglobalisation’
phenomenon and the possibility of it materialising in a significant way is
very real.
Cross-border bank lending fell by US$4,800bn in the last nine months
of 2008, the steepest fall ever recorded, while flows of FDI into much of
Asia have shrivelled dramatically (p17 inside). The fear is that unless these
money flows can be restarted, capital will sit in developed economies,
leading to reduced levels of regional and global economic integration, and
posing a particularly difficult challenge for Asian markets dependent for
growth on international trade and FDI.
The likelihood of increased levels of national government regulation
in economic activity, coupled with generally stronger political pressure
to ‘look after your own’ also augur badly for international trade and the
other elements of economic integration that have underpinned much of the
growth and change in supply chain management and logistics over the past
couple of decades.
Some are also talking in terms of an increase in real movement to more
sustainable business practices. Certainly, the condemnation of the excesses
seen as at the heart of the causes of the recession, and the following focus
on doing more with less, dovetails well with ideas of more sustainable
business practices.
While it is difficult to see companies taking on higher costs at the
moment in order to become more ‘environment-friendly’, it is not a stretch
to expect approaches to creating value through more sustainable product
design, better packaging, improved logistics and transportation processes,
and so on, will be more commonplace in coming years. The structural
changes proposed in places such as the US in response to the recession,
which so far at least include the rhetoric of a ‘greener’ economy would
contribute to this, particularly if proposals such as a uniform carbon tax
system become reality.
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president’sADDRESS
Supply Chain Asia Forum 2009
2009 has been a rollercoaster year for many of us, especially
with the global financial crisis dragging many of us along a path
of despondency and desperation. Yet, it is at times like this that
the need to connect and stay in touch with your community
becomes more pertinent, both for business survival as well as for
encouragement and support.
Supply Chain Asia Forum 2009 will take place at the Sheraton
Towers in Singapore from 7-9 July 2009. We have no intention to
postpone the event, even if this would be more viable for us. In
fact, we have decided to lower our participation fees to SGD795
(US$539) in order to reduce the cost impact for the professionals
who want to join us.
This year, we have the privilege to welcome back Dr John
Gattorna, who will be promoting his new book, Dynamic Supply
Chain Alignment, and conducting a half-day seminar to discuss
cutting-edge supply chain strategy. We will be giving away
complimentary copies of the book to the first 100 participants to
sign up for the session.
Unlike most industry conferences, our Forum does not promote
single speaker platforms. We instead hold what we call ‘panelist
discussion’ sessions on selected topics. Informal networking and
open sharing of experience are two of the main objectives we
promote actively during the event. Our speakers also contribute
by paying a nominal fee to ensure that we are sustainable in

terms of managing our costs. As such, we do not engage heavily
in commercial sponsorships and only work with those able and
willing to adapt to our model of non-exclusivity.
While we should not be considered a new event, we believe
there is plenty of room for improvement in terms of the way the
Forum is conducted. Today we attract closed to 350 delegates,
with more than 65% in senior management positions. Through
our Young Professionals (YP) community, we have also created
a platform for juniors to network with industry veterans and
seniors.
We do not aspire to be the biggest nor the best event in
Asia, rather we hope to stay relevant in terms of our ability to
support the needs of our members to network and learn from one
another.
We look forward to welcoming many professionals from various
parts of Asia and the world to Singapore in July.

Paul Lim
President, Supply Chain Asia
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• In response to recent outbreaks of food related
illnesses, the US Department of Health conducted a
study on the traceability of food products through the
country’s supply chains. Of the 40 products followed,
only five could be clearly traced through their entire
supply chain. The major barrier found was the lack
of lot-specific information marked on products or
kept by processing facilities. The Department study
recommends stricter requirements on manufacturers,
processors, and packers to create and maintain
such information on record so as to help fight future
outbreaks of food borne illnesses.
• Kraft foods recalled products from its ‘Planters’ and
‘Back to Nature’ line containing pistachio nuts that
it said, “have the potential to be contaminated with
salmonella organism”. The company said no cases of
salmonella had been reported and that it was issuing
the recall as a precaution.
• AT Kearney estimated more than half of the country’s
tier-one auto suppliers would file for bankruptcy in
2009, with an additional 23% in “immediate financial
distress in the next 12 months”. Major causes include
inability to pass on a 24% increase in raw materials
cost over the past year and a general decrease in sales
volume. Meanwhile, General Motors (GM) implemented
a direct pay programme to 150 tier-two suppliers
normally paid through the primary tier-one suppliers
who make use of those secondary parts. The move
was taken out of concern over delays in payment to the
tier-two suppliers.

UNITED STATES
OF AMERICA

Global

Nokia cancelled US$5bn worth of
outsourced orders for cell phone
manufacture, the gadget blog Gizmodo
reported. The cell phone giant said it
had stopped using outside contract
manufacturers for cell phone assembly
due to the economic slowdown. Research
group iSuppli said it would further
downgrade its revenue forecast for the
Electronics Manufacturing Services (EMS)
and Original Design Manufacturers (ODMs)
as a result of the announcement. It had
earlier said the market would contract
9.9% in 2009 to $270.8bn.
• Siemens, Europe’s largest engineering group, said
it would cease ordering from as many as 74,000
suppliers this year, a fifth of its 370,000 purchasing
partners. Several large German industrial
companies have been focusing on cutting down
the numbers of suppliers they use in order to save
large amounts of costs very quickly. Earlier in the
year, car parts makers Continental and Schaeffler
agreed on sourcing co-operation to cut their 5,600
suppliers by half.

Supply Chain Asia May/June 2009

germany

• BMW and Daimler, the maker of Mercedes-Benz
cars and trucks, are considering combining
sourcing activities. Germany’s Handelsblatt
newspaper quoted BMW purchasing officer Herbert
Diess saying, “we are talking about bundling our
purchasing activities in certain markets such as
China and the United States”. Sources quoted by
the newspaper said the strategy could save the
companies US$440m per year.

A survey of 634 suppliers to 24 global brands
including Johnson and Johnson, P&G,
Vodafone, and Cadbury, found only 58%
considered climate change a risk to their
operations. The Carbon Disclosure Project
(CDP) survey indicated Asian suppliers are
using governance and employee incentives
to drive positive change in carbon and
climate change activity. An above-average
66% of Asian respondents cited board level
responsibility for climate change activities, and
39% reported the use of employee incentives.

DHL Supply Chain signed a fiveyear contract with Nike to build
a new distribution centre (DC)
in Louveira, Sao Paulo. The DC
will be responsible for handling
Nike’s 30,000 SKU South America
business.

finland

P&G plans said it will invest US$150m over
the next five years in production facilities in
Nigeria. The website allafrica.com reported
P&G west Africa managing director Sanislav
Vecera as saying the group would open a
second production site in the country as well
as increase capacity in existing production.
An additional $350m has been earmarked to
support distribution and marketing for the new
capital investments, Vecera said.

nigeria

Brazil
Mitsui OSK Lines (MOL) unveiled two new
service routes to West Africa. One will replace
the current Asia - West Africa line with two feeder
loops from Europe via Asia through the Suez
Canal. One of the two loops is dedicated to serve
the port at Lagos, which currently suffers from
heavy port congestion. There will also be a new
route from the Indian Ocean Islands to South
Africa via the ports of Reunion (France), Walvis
Bay (Namibia), and Lobito (Angola).

West
Africa

infrastructure
developments
update

• The Ministry of Commerce announced tax breaks, subsidies and
special IP protection to encourage service outsourcing in twenty
pilot cities across the country. Beijing, Shanghai, Xi’an, Suzhou,
and Hangzhou are all included in the pilot programme to expand
China’s service outsourcing industry in areas such as information
technology, logistics, advertising and training.

• NEC Electronics Corp and Renesas Technology Corp said they agreed
to merge and form the world’s third-largest semiconductor maker.
The companies said the move is a result of increasing competition in
the chip industry and deteriorating market conditions. Semiconductor
companies have been struggling this year; US flash memory maker
Spinsion Inc filed for bankruptcy in March, while Germany’s Qimonda
AG declared bankruptcy in January.

• HP signed a deal with Boston-Power to install Sonata batteries in
70% of its laptops. The batteries — which have a Nordic eco-level
certification — are guaranteed by HP to last three years. BostonPower signed a deal with a Chinese supplier in February to double
its battery output.

• The domestic corporate goods prices index (CGPI) which reflects what
businesses pay for raw materials and energy, posted a 2.2% yearon-year decline in March, the largest drop for close to seven years.
The fall, which fuelled fears of a fall further into deflation, followed a
Bank of Japan quarterly survey released in April that showed business
confidence down 34 points to a record low of minus 54.

China
Nike said it would stop production at
four Asian factories, one in Vietnam
and three in China, as part of a global
review of its supply chain aimed at
making the company more efficient.
The review is understood to be aimed
at shifting direct production to fewer
factories instead of spread across the
globe. Nike currently uses 72 factories
around the world, mostly in Vietnam,
Indonesia and China.

Sharjah

asia
Taiwan

Japan
Negotiators from Taiwan and China signed an agreement opening regular
direct flights across the Taiwan Strait and expanding air routes and
terminals. The agreement will see the number of regular and chartered
cargo flights across the Strait increase to 28 return flights per week. The
weekly number of cross-Strait passenger return flights, both regular and
chartered, will increase from the existing 108 to 270. The two sides also
agreed to set-up a liaison mechanism to exchange information on ‘relevant
issues’ about cross-Strait air transport.

hong kong

Singapore Airlines Cargo (SIA
Cargo) opened a cargo office
at the Sharjah Airport Freight
Centre for use as a regional hub.
SIA Cargo currently runs 84
freighter flights monthly from the
Sharjah airport to numerous major
destinations worldwide.

India
UAE
The UAE is opening the
world’s largest plastic
conversion cluster in
Mussafah this year.
Abu Dhabi Polymers
Park (ADPP) will have
a capacity of 50-70
firms with an expected
investment of US$4.5bn
and estimated output of
15m tonnes/year. The park
will include an integrated
logistics centre for the
entire area. The park’s first
occupant, a plastic grass
manufacturer, will begin
operation in the middle of
this year while facilities for
a further ten companies
are currently slated for
construction.

Retail giant Carrefour
held meetings with
local suppliers ahead
of the planned start of
wholesale operations
in the country in 2010.
Carrefour, which has
had a sourcing office
in India since the late
90s, stressed that the
vast majority of what
it sells in its stores
is locally sourced.
Small and mid-sized
Indian retailers have
been opposed to the
entry of large foreign
retailers to the market.
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singapore

Expat employees in Asia Pacific are being pressed to switch to
cheaper local work contracts more aggressively than in other
parts of the world. A global survey of 700 companies by Mercer
found 57% of Asia Pacific respondents looking to switch expat
employees to local contracts, compared with 36% in Latin
America, 32% in Europe and 29% in the US.

• Tarek Sultan, chairman and managing director of Agility,
accepted an invitation to join the Singapore Economic
Development Board’s (EDB) International Advisory Council (IAC).
Deputy prime minister Teo Chee Hean chairs the IAC. Other
members of the Council include Mr Gerard Kleisterlee, president
and chief executive officer of Royal Philips Electronics and Mr
Tomson Li Dongsheng, chairman and chief executive officer,
TCL Corporation. Agility also announced the establishment of an
Asia Pacific headquarters in Singapore and opened a Regional
Distribution Centre (RDC) at Changi North.
• TNT opened a US$20m, 7335sq m hub in the Changi Cargo
Complex near Singapore airport. The renovated hub will increase
capacity for time-sensitive freight that goes through Singapore.
The new hub connects TNT’s air services directly with the Asian
Road Network, an express service route running through five
Asian countries that the company says offers deliveries that are
30% cheaper than airfreight but three times faster than sending
shipments by ocean.

australia
Schenker said it was building a new ‘green-mega-hub’ to
house its forwarding and logistics activities in Melbourne.
The German forwarding giant said the 13,500sq m hub
would store 450,000 litres of rainwater for fire protection
and irrigation and use solar panels for some of its energy
needs, while some 80% of forklifts on site would be
electrically-powered. “The new hub proves that economic
and environmental initiatives go hand in hand,” said
Schenker Australia CEO, Ron Koehler.

May/June 2009 Supply Chain Asia
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Huge budget to expand Saudi maritime
and airfreight capacity
Saudi Arabia is putting significant investments in the upgrading of its whole
transport infrastructure, with seaports,
airports and road and rail networks across
the Kingdom all being expanded.
The Kingdom announced its biggest
budget ever at the beginning of 2009. Of
a total of SR475bn (US$126.8bn) for 2009,
the transport sector is slated to receive
SR19.2bn ($5.1bn) for either new projects
or the expansion of existing ones.
Enhancing capacity will be essential if
Saudi Arabia’s transport network is to deal
efficiently with predicted growth patterns.
The “Saudi Arabia Freight Transport
Report” for the first quarter of 2009 from
Business Monitor International, predicts
that freight transport across the Kingdom
will grow at an average of 3.7% a year until
2013.

The report also stated that maritime
will be the biggest area of transport growth
in Saudi Arabia, expected to grow at 5.8%
a year. Rail and airfreight are predicted to
grow at 4.7% and 4.2%, respectively.
The country’s port infrastructure is to
be significantly upgraded with projects such
as the new King Abdullah Economic City
Seaport, expected to cost $5bn and be able
to handle about 20m containers a year.
Other existing port facilities in the
Kingdom will also be upgraded. The
Red Sea Gateway Terminal expansion
at Jeddah Islamic Port, for example, will
increase capacity of the port by around
45%, according to Aamer Alireza, the
CEO and board member of the Red Sea
Gateway Terminal. “With the addition
of capacity and second-generation vessel
capability in Jeddah, you will see more

BDP strengthens Asia focus,
preps for 2010 recovery
BDP International expects its growth in
China to resume in 2010 following a year of
what chief operations officer Mike Andaloro
described as ‘incremental growth’.
“We’ve had double-digit growth in
China from 2001 until now. This year will
be an incremental growth year — it won’t be
double-digit. We expect growth to resume in
2010,” he told Supply Chain Asia Magazine in
Shanghai.
Andaloro is relocating to Shanghai as
part of a major new push to expand the
company’s business in Asia. China is the
company’s largest market in Asia and BDP
expects a large portion of its Asia and global
growth to come out of China over the
coming years. The company does not plan
to downsize the staff strength in China over
the course of 2009.
“In general we are seeing a shift in
business from Asia-US/Asia-Europe to
Supply Chain Asia May/June 2009

more intra-Asia. We are growing strongly in
ocean transportation and overland in China
and see China as a key part of our global
growth going forward.”
BDP has a strong pedigree in chemicals,
which makes up around half of its global
revenues. According to Andaloro, midlevel retail is another area of focus for the
company in China.
Responding to a question over whether
the company is concerned over recent
media reports that China’s export sector is
facing strong competition from lower cost
emerging Asian markets, Andaloro said
the focus on China is part of an Asia-wide
strategy.
“We are positioned well in other Asian
markets too, such as India and Vietnam, but
we see huge potential in China. There is so
much infrastructure here now. The market
has a lot of strength and continues to attract

interest among liners to come and do more
on the transhipment side,” he said.
The air transport sector is set to
receive SR5.14bn ($1.4bn) in funding
for new projects. This will include
expansion of capacity at Jeddah’s King
Abdulaziz International Airport, as well
as modernisation work at the Medina and
Taif airports, and other projects.
Air traffic all over the country is set to
grow. Abdulaziz Alhazmi, the vice-president
for marketing at Saudi Arabian Airlines, said
that current conditions should not deter the
increase in passenger numbers. “We have a
very strong local demand,” he said. “Saudi
Arabia is a big country, with 26 airports.
We also have a strong international market,
with Saudis going overseas and expatriates
going home for vacations.”

a lot of investment. There is a lot of potential
in the consumer market.”
Commenting on potential lasting effects
of the current global recession, Andaloro
said more industry consolidation could be
expected in its wake.
“These are hard times for very leveraged
firms, and we can expect some further
industry consolidation. We can also expect
the credit markets to be tighter than they
were a year ago, and the various government
packages to stimulate growth should mean
an improved infrastructure environment.”
A privately-held company, BDP has not
ruled out acquisitions to accelerate its expansion in Asia, but the primary strategy is to
grow organically or through joint ventures.
In 2008, BDP formed a global alliance
of small to mid-sized firms to challenge
the dominance of the large multi-national
logistics and transport companies.
“The multi-national logistics companies
believe bigger is better,” said CEO Richard
Bolte at the time, “We at BDP and our
partners have a different view, namely that
personal relationships and intimate understanding of our clients are more important
than sheer size.”

infrastructure
developments
update

Green is in for logistics
Green is very much the colour of the
moment for supply chain and logistics
service providers who are announcing new
green products and services with increasing
regularity. The ongoing economic downturn
is seen by many as accelerating efforts at
greener freight transport as an environment
of sustained cost management is a persuasive
backdrop for overall smarter use of resources
and increased waste reduction.
Since the beginning of the year, a host of
supply chain and logistics service providers
have announced launches or expansions of
green product and service offerings.
In March, UK port group PD Ports
released a policy paper stressing its
commitment to minimising the carbon
footprint of the supply chain through use of
its Portcentric Logistics system.
“If this country is to have any hope of
meeting its target of an 80% reduction in

emissions by 2015, then we have to radically
reconceptualise the UK supply chain,” the
paper said.
“Our conventional approach to
thinking about the supply chain and our
use of traditional carbon fuel sources has
to be revolutionised for the demands of the
modern era. We need to look at new bio
fuels such as wood pellet and wood chips for
creating energy and also the better use of
the UK’s No 1 asset — the sea.”
The Portcentric Logistics concept cuts
the number of road miles in the UK supply
chain through the delivery of cargo direct to
northern markets via the sea, from where a
short rail trip takes it to its end destination.
“When a product is moved from its overseas
original source … to the UK retail shelf with
greater efficiency, then everyone benefits,
including the environment.”
The system dovetails with an ongoing

Beyond the box
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focus by major retailers in the UK on reducing
road miles in their supply chain by smarter use
of sea and rail transport. Since January 2005,
giant retailer ASDA is understood to have
reduced its annual road mile tally in the UK
by 25% and is seeking to cut it by a further
15% before the end of the year.
Also in March, Denmark’s Maersk
Logistics announced the formation of
a partnership with First Climate, an
organisation that develops and finances
greenhouse gas reduction projects and issues
carbon credits.
With the new partnership in place,
companies that subscribe to Maersk
Logistics’ environmental service ‘Supply
Chain Carbon Check,’ will be able to obtain
First Climate carbon credits with a view to
operating carbon neutral transport chains.
Meanwhile, in early April, DHL
Express announced its first carbon neutral
shipments from Africa, sent in celebration of
the first anniversary of the Climate Neutral
Network (CN Net) of the United Nations
Environment Program (UNEP).

We go beyond the box in every sense. Like a
helicopter lifting into the blue, our service rises above
the rest. Going beyond reliability and efficiency, we
develop a genuine understanding of our clients’
needs and then meet them with professionalism,
flexibility and care. With over 30 years of experience,
we are able to provide customised solutions for any
requirement. Our service goes above the rest,
you go beyond the best.

Hong Kong Air Cargo Terminals Limited
www.hactl.com
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In the wake of last year’s horrific milk scandal in China that killed
six babies and sent another 294,000 to hospital, Beijing moved
to mollify the nation by having a show trial and promising
reforms in the food sector. Tougher laws governing the food
supply chain have been enacted, but as Sam Chambers and
Turloch Mooney report, completely ensuring the integrity of
food supply in China anytime soon is a very tall order

H

ead to a supermarket in China today
and talk to shoppers and you’ll
have little doubt the milk/melamine
scandal is still on the minds of consumers.
That and many others. The milk scandal is just
the latest in a string of dodgy food exposés

that has massively eroded the confidence of
consumers both locally and internationally in
China-produced foods.
A 2008 consumer survey by the Institute
of Business Value (IBV) found that concern
over food safety has drastically increased and
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is starting to carry over to consumer mistrust
of manufacturers as well as retailers. Some
84% of consumers polled by telephone in
the metropolitan centres of Beijing, Shanghai,
Guangzhou, Wuhan and Chongqing for the
IBV survey said their level of concern about
food safety has increased over the past two
years and the majority do not trust either the
manufacturer (65%) or the retailer (59%) in
the event of a recall.
Many Chinese consumers are just forming
brand associations as they search for new,
sophisticated, trendy, higher-value products
and services and indications are strong in the
wake of so many scandals that the quality
of information on where the food products
they buy are coming from and what goes into
those products will increasingly influence
brand loyalty going forward. Two thirds of
respondents to the IBV survey said they
wanted to know more about where their
products come from and what ingredients
are used.
Tougher controls
At the National Peoples Congress in Beijing at
the end of February, a tough new food safety
law was enacted to ensure greater safety
from the production line to the dinner table.
The law, which will come into effect on June
1, looks to consolidate disparate regulations
and standards covering the food-processing
sector. It calls for the set-up of a state-level
food safety commission while bringing in
much tougher penalties for breaches of food
safety regulations.
The impetus from the top is clearly there,
but the overwhelming view is the country
has a long road ahead before it will be close
to claiming an airtight food supply system.
One day after the new food law was enacted,
China’s Health Ministry noted the gravity
of the situation. “At present, China’s food
security situation remains grim, with high
risks and contradictions popping out,” the
Ministry said in a news release, adding that
it cannot afford, “even the slightest relaxation
over supervision.”
The scale of the problem is well known to
the food production and supply chain private
sector which talks privately and sometimes
publicly on the problems. “China is improving
the food supply chain and made some
new measures especially during the recent
national meeting, but it will still take some
time to carry out those policies,” an executive
from Haisheng Group — one of the country’s
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leading manufacturers and exporters of
apple juice concentrate with five sprawling
production bases across northern China —
told Supply Chain Asia Magazine.
The news isn’t completely grim. In
the drive to rebuild confidence in its food
industry, China can look for example to a
good list of homegrown companies that
produce and deliver food to the highest
standards. Haisheng Group is one such
company. Haisheng has established a special
management department to ensure the
quality and safety of its food supply chain
right from the sourcing of the apples (fruit
growers undergo training provided by the
company) through every point in the supply
chain process. Only reliable packaging and
transportation companies are used, and
clients are welcomed to the factories to
inspect operations.
Other producers polled by Supply Chain
Asia Magazine have their own specific
methods to ensure the integrity of their
product when it reaches the consumer.
Shandong Luzhou Group, a big player in the
fermentation business, has its own laboratory
and quality assurance department and a
sophisticated, systemised quality checking
mechanism; while Shuanghui Group, a large
meat producer, keeps its entire logistics
operation in-house — to the point of owning
its own trucks and directly employing
drivers — in order to ensure constant quality
control.
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Safety and quality are the primary decision making drivers for Chinese consumers
What is your primary concern when purchasing the following consumer products: personal
care, medications, electronics, toys, fresh meat & fish, fresh produce, and packaged goods?
Personal care

6%

81%

Medications

92%

Electronics

1% 7%

7% 4%

89%

Toys

14% 3%

83%

6% 9%

85%

Fresh meat & fish
Fresh produce

80%

Packaged products
0%

13%

79%
10%

Safety and Quality

20%

30%

40%

6%

14%
8%

50%

60%

Environmental friendliness

70%

80%

13%

90% 100%

Source of product/product ingredients

Source: 2008 Chinese Consuemr Survey, Institute for Business Value

Consumers are ready to pay more
For each of the following statements, please tell us how you think each
has changed over the last two years.
Willingness to pay more for
non-food consumer products that
are environmentally friendly

62%

Willingness to pay more for
environmentally sustainable
food

29%

65%

Willingness to pay more for
non-food consumer products that
are safe

33%

71%

0％
Increased

20％

9%

40％
Stayed the same

60％

2%

26%

3%

80％

100％

Decreased

Source: 2008 Chinese Consuemr Survey, Institute for Business Value

À la Carte — recent food scares in China
2008
 Several domestic milk manufacturers were involved in a high-profile melamine contamination scandal. Thousands of babies and
infants nationwide were affected
 Man-made jujube appeared in the Urumqi market, infused with soluble saccharin and sodium cyclamate liquid to make the products
taste better

2007

 Big White Rabbit toffee, a famous Chinese brand, was found to contain formaldehyde and other deleterious substances in The
Philippines
 Longfeng and Sinian, two famous frozen food companies, were found to have made products that contain pathogenic bacteria
 Melamine was found in pet food exported to North and South America leading to the deaths of many cats and dogs

2006

 In Beijing, 70 people who ate snails were confirmed to be infected with thelaziasis
 In Wuhan, Hubei, man-made honey syrup was found to have been injected with several different kinds of chemicals such as
thickening agents and sweetening agents
 A batch of pork from Zhejiang poisoned 336 people in Shanghai due to high amounts of thin carnosine
 In Yangjiang, all Jiudu fish samples from seven big agricultural markets were found to contain the antiseptic formaldehyde at ten
times higher than the permitted level
 Some red yolk salty duck eggs produced by a Hebei plant were found to contain tonyred, which improves the colour of the food
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Meanwhile, the direct government
crackdown initiated with the milk scandal
continues to have effect. It was additives
that were at the heart of the milk scandal
that broke last September, and in the three
months to the end of March, 1,394 cases were
brought against Chinese food manufacturers
for using illegal additives.
The crackdown is prompting companies
across the country to re-look at their food
supply chain operations. Some, such as
Beijing Kuaixingxian Food Logistics Co, are
taking the opportunity to position themselves
as ‘high reliability’ supply chain partners.
According to a company spokesman, the
cold chain specialist overhauled its entire
management system in the wake of the milk
scandal to ensure it maintains best practice.
The company is creating a business niche for
itself by developing a reputation for a highly
reliable service by paying more attention to
the quarantine certificates issued by food
exporters as well as guaranteeing exact 24hour temperature control, the spokesman
said.

The roots of the
problem
The aftermath of the
milk scandal produced
an enormous amount of
discussion among China’s
government officials,
media, consumers and
the private sector on
where the root causes
of the problem lie. A
dearth of sophisticated
cold chain infrastructure
and technologies such as
GPRS systems on reefer
vehicles; and lack of staff
training to ensure proper
handling of foods and commitment to
constant temperature monitoring, are two
areas in the logistics and transportation part
of the chain identified by many as a key part
of the problem.
On a more macro level, like so much
else in China, much of the problem can be
traced to regulatory and supervisory systems
struggling to keep pace with rapid increases
in demand and competition.
“We can easily come to the conclusion
that facing intense market competition, the
food producer keeps costs down by replacing
superior quality goods with inferior quality
goods,” Ma Yong, secretary general of the
China National Food Industry Association,
told reporters at a press conference in midMarch. “Another contributor to the problem
is the disparity between our country’s
developing level of food industry and the
enormous demand for food consumption.”
Going forward, measures to get things
under control will need to contend with the
fragmented nature of the food production
and processing industry in the country. China

The problems with quality food supply
Counterfeiting is a major problem in the
global food industry. A recent report from
John Spink of Michigan State University’s
Food Safety Policy Center estimates fake
food products comprise around 10%
of total estimated trade in counterfeit
goods.
Nearly 10m shipments of imported
food enter the United States every year,
which represents about 15% of the nation’s
food supply.
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Only 1% is inspected and just 0.3% is
sampled or tested.
The US Food and Drug Administration
(FDA) is developing a system to better diagnose which shipments pose the most risk
and has begun sending inspectors out to
overseas facilities. The FDA is also setting up
offices in China, India, the Middle East and
Europe, to help establish better standards
and develop a global rapid alert system for
when the next outbreak hits.

has 450,000 registered food production and
processing enterprises, and the majority —
an estimated 350,000 — employ just ten
people or fewer.
“Given the scattered distribution of
agricultural production in our country and
the backward mode of production, we
are facing great pressure for ensuring the
quality and safety of agriculture produced,”
said Ma Ai Guo, director of the Agriculture
Ministry’s Agri-food Quality and Safety
Centre. “It will remain a long-term and
arduous task for us.”

China’s new Food Safety Law
The Food Safety Law of the People’s
Republic of China was adopted at the
7th Session of the Standing Committee
of the 11th National People’s Congress
on February 28, 2009 and comes into
effect on June 1.
The law, which was five years in
the making, consolidates hundreds of
disparate regulations and standards
covering China’s 450,000 food processing
companies.
It pays special attention to the issue
of food additives that lay at the heart
of last year’s scandal involving infant
formula produced by the Sanlu dairy
and other companies. No additives will
be allowed unless they can be proven
both necessary and safe.
The law also calls for the set-up of
a monitoring and supervision system
for the food sector and creation of a set
of national standards on food safety. It
outlines severe punishment for those
who break the law and establishes a
product recall system.
The law states that the State Council,
China’s cabinet, will set up a statelevel food safety commission. The
current system of splitting food safety
responsibilities among many different
agencies has been blamed for uneven
enforcement and confusion.
Toughened penalties for offenders
include cancellation of licenses and
punitive damages. Companies and
individuals can be held liable for medical
and other compensation as well as face
criminal charges.

Supply Chain Asia Magazine

Reaching over 40,000 key industry executives*
A sample of our reader database
Accenture			
MD, Supply Chain Asia Pacific
Agility 			
CEO, Asia Pacific
Air China Cargo		
President
Airbus 			
Director
Amway			
Senior Distribution Manager
Aramex			
CEO
Arshiya International
President
Audi
			
Executive Director, China
Avon				
Executive Director, Strategy
BASF				
Senior Manager,
Supply Chain Consulting
Bayer Material Science		
Logistics Procurement Manager
BenQ 			
VP
BHP Billiton
		
VP
Booz Allen Hamilton
Senior Consultant
Carrefour			
Country Manager
Carrier UTC
		
Director of Logistics
Cathay Pacific			
Director and GM, Cargo
CH Robinson 		
MD
Coca Cola			
National Transport Manager
Computer Associates		
VP, Global Supply Chain & Logistics
Caterpillar			
VP
China Federation of
Logistics & Purchasing		
President
Cisco				
Senior Director
Compal Electronics		
VP
Con-way			
Director
Cosco Container Lines		
MD
Daewoo International		
VP
Delphi Automotive Systems
Logistics Manager, Asia Pacific
Deloitte Consulting		
Director
DHL				
CIO/Senior VP
Dow Chemical			
Logistics Supply Manager, Asia Pacific

DP World			
Senior VP
FedEx Corp
		
Chief Economist
Financial Times			
China Correspondent
Eastman Chemical
Director, Supply Chain Solutions
Eastman Kodak		
Director, Demand and Planning
Emirates Shipping Line		
President & CEO
Emirates SkyCargo		
Senior VP, Cargo
Epson				
CFO
Flextronics			
Director
Fujitsu PC Asia Pacific			
Head of Supply Chain
Ford Motor Co				
Director, Service Parts Purchasing
General Motors ODC			
MD
Goodyear Tire			
Supply Chain/Logistics Drector,
Global Sourcing Office
Hong Kong Air Cargo Terminals
MD
Hong Kong Shippers Council
Executive Director
Hewlett Packard		
APJ Manager, Strategic Planning and
Modeling
Hipro Electronics			
Executive VP
IBM
				
VP, Global Logistics
Inha University, South Korea		
Professor, Maritime & Logistics
Intel
				
APAC/Japan SCS Manager
INTTRA				
CEO
Invest Hong Kong
		
Head of Transportation
Jones Lange LaSalle
		
Head of Industrial Practice, China
Kenwood Electronics Singapore
Finance Manager
Korea Trade Center
		
Strategic Research Director
Kuehne + Nagel
		
MD
Lenovo 				
Executive Director
LG Electronics				
Finance Manager
Lufthansa Cargo			
Regional Manager, Asia Pacific
Maersk
			
CEO, China
Mattel Global Procurement
VP

McKinsey			
Senior Consultant
Microsoft Operations			
Logistics Manager
ModusLink				
Senior VP
Motorola Inc			
Global Lead, Transportation and
Fulfillment
Nestle					
VP
Nokia					
Logistics Director, Asia Pacific
Oracle Corp				
Senior Director
Philips Electronics
		
Director, Air & Courier
ProLogis
			
VP
Proctor & Gamble
		
Country Manager
Rabobank				
VP
RW Baird				
Research Director
Samsung Asia				
Manager, Supply Chain Management
Sara Lee
			
VP, Operations
Shanghai Airport Authority
VP
Shanghai International Port
Group			
Chairman
Sinotrans				
Director
Sony Electronics			
Divisional MD
Sony Ericsson Mobile
Communications		
Senior Manager, Asia Pacific
Starbucks 				
Supply Chain Director
Taipei Computer Association		
Director
Toshiba Data Dynamics		
Finance Controller
TNT				
SVP
Unilever
			
Senior SC Planning Manager
Visteon 				
Global Purchasing Director
Wal-Mart
SVP and COO
Western Digital			
President & CEO
Xerox Corporation
Director of Supply Chain & Logistics
YCH Group				
Chairman

www.supplychainasia.com
www.supplychainasia.com
*For full details of distribution, download the magazine Media Kit at www.supplychainasia.com/magazine

14

infrastructure
supply
chain – risk
update
management

W

e’re probably all the same, getting
quite fatigued with variations on
the theme of dealing, in one way
or another, with the economic downturn.
However, while all the doom and gloom is
self-perpetuating, we do find it encouraging

that people seem to be responding to the
situation by getting back to basics.
This includes supply chain management
(SCM) and, in particular, paying due attention
to risk in that context. The key objectives at
any time, but especially now, are to cover

ourselves against failures on the part of
suppliers of both materials and services,
as well as changes in demand on the part
of customers, whatever the causes. In our
recent articles on the broad topic of Ethical
Supply Chain, we covered a good part of the

Riskybusiness
By Barry Elliott
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Historical data
is a starting point,
not a destination.
For example, look at
how well real estate
investment managers
who assessed risk on
the basics of statistics
over the past three
decades have done
lately. How well could
we have done in fuel
hedges in early 2008
(before the price of oil
dropped over 60%) or
with logistics hedges in
late 2007 (before global
shipping volumes were
cut in half).

❞

supplier side of things, especially in terms
of product safety and ethics. However, we
will only now begin to address security of
supply, among other aspects, as well as the
demand side.
Writing here in Asia, we are acutely aware
of the “global-ness” of supply chains and how
much more inherent risk there is with which
companies must deal.
Mattel’s recall of millions of lead-tainted
toys from China, akin to other fears about
hazardous materials in milk, toothpaste and

pet food, and a recall of thousands of tires
also made in China, has executives at every
global company paying more attention.
Mattel is a very good company but even it got
‘caught’. The problem occurred because the
Hong Kong supplier on whom they had relied
for years subcontracted work to another
company that didn’t use Mattel-approved
paint. This is such a simple example of how,
the longer and more far-flung supply chains
become, the more we must make certain that
standards are being met through effective
SCM.
Another example is how Johnson &
Johnson discovered that counterfeit Chinamade diabetes test kits bearing its name
were being sold in retail stores in the US.
How does one guard against this? It’s not
easy. “Supply chain management has moved
from the back room to the board room and
become an ethical issue,” according to Adam
Fein, president of Pembroke Consulting.
That is ‘ethical’ in its broadest sense. In
the global economy, “executives can take
nothing for granted” about either suppliers
or distributors.
In fact, 99% of companies responding
to a recent Aberdeen Group survey had
encountered supply chain disruptions and
more than half took a hit on the bottom
line as a result. The supply chain disruptions
reported most commonly were as follows.
 Supplier capacity fell short of demand
(56%)
 Shortages or price increases for raw
materials (49%)
 Unanticipated customer demand changes
(45%)
 Shipments that were delayed, damaged
or misdirected (39%)
 Shortages or price hikes for fuel (35%)
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In the survey, it was reported that not
even one in three supply chain operations are
working to manage basic risks. A critical factor
cited was organisation and communication
within companies. The decision-makers need
to know of all possible risks before making
a move but this is something that doesn’t
happen enough, as we all know.
Putting it all into perspective, Pari
Annamalai, CEO of Planvisage Pte Ltd
in Singapore, said, “Things like natural
disasters, the milk issue, and so on, cannot
be predicted. There needs to be some
oversight and some overall reviews but
there should be risk mitigation and quick
response systems in place. Just like when
demand changes quickly, a company needs
to be flexible. This is another variable that
needs to be managed with flexibility. No
amount of money can predict some of these
things and so to be able to react quickly
through flexibility of the supply chain is as
important or perhaps more important than
preventative measures.”
Of course, both preventative and
responsive capability are required. Indeed, we
would say that the overriding requirement
in any organisation is to have an effective
management process like Sales & Operations
Planning (or whichever label you prefer) to
pull it all together. But we won’t go there
again — not right now at least.
Effective SCM comes down to managing
uncertainty: what can we do to minimise
uncertainty (aka risk) and to respond in the
most effective and efficient manner? Indeed,
the traditional, ‘easy’ and expensive way
was to carry extra inventory. But people are
certainly now more savvy with respect to the
cost of taking that approach — for the most
part, at least.

Transport & logistics operators: Switch on a higher level of risk management
Insurance protection for customer liability and equipment risks covering errors and omissions, fines,
third party risks, pollution, misdirection and supply chain liabilities such as sub-assembly and full
value contracts
To switch on your new protection contact TT Club via your broker or at any point in the network
Hong Kong
Tel +852 2832 9301

Shanghai
Tel +86 21 6321 7001

London
Tel +44 (0)20 7204 2626

Singapore
Tel +65 6323 6577

Sydney
Tel +61 2 9267 3123

marketing@ttclub.com
www.ttclub.com

transport insurance plus innovation
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As we said above, the ‘in’ term in SCM
lately seems to be supply chain risk but it
seems to us that people are unsure, even
inconsistent, about what is meant. Indeed,
as often as not, we observe the scope of
discussions to be limited to the supplier side
of the chain. Surely, we should be managing
both ways across the supply chain.
To start considering the scope, we saw
a nice definition in the Sourcing Innovation
blog: “If you’re counting on it, it’s a risk.”
This includes all sorts of risks, such as the
following.
 Production Risks — machine breakdowns,
s u p p l y s h o r t a g e s, d i s t r i b u t i o n /
transportation failures, talent shortages
 Communication Risks — network
outages, broken channels
 Business Model Risks — disruptive
technology, disruptive business model
 Environmental Risks — natural disasters,
resource shortages
 Political Risks — trade barriers, civil unrest
(who would have predicted the Somali
pirates?)
 Economic Risks — currency fluctuations,
commodity market instability
 Internal Compliance Risks — maverick
spending, contract adherence
 External Compliance Risks —
trade documentation, regulator y
requirements
In a recent article cited by Sourcing
Innovation, six ways companies mismanage
risk were presented. These missteps are just
as likely to occur in good economic times as
they are in the rough economic times we are
currently experiencing but the effect of the
mistakes will now be magnified considerably.
The six mistakes highlighted in the article
were:
 Relying on historical data — historical
data is a starting point, not a destination.
For example, look at how well real estate
investment managers who assessed risk
on the basics of statistics over the past
three decades have done lately. How well
could we have done in fuel hedges in early
2008 (before the price of oil dropped over
60%) or with logistics hedges in late 2007
(before global shipping volumes were cut
in half). We always teach that analysing
historical data is the logical first step but
must be followed with real, thoughtful
insights about future activity.
 Focusing on narrow measures — focusing,
Supply Chain Asia May/June 2009
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Johnson & Johnson discovered that counterfeit Chinamade diabetes test kits bearing its name were being sold
in retail stores in the US. How does one guard against this?
It’s not easy. “Supply-chain management has moved from
the back room to the board room and become an ethical
issue,” according to Adam Fein, president of Pembroke
Consulting. That is ‘ethical’ in its broadest sense. In the
global economy, “executives can take nothing for granted”
about either suppliers or distributors.
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for example, on on-time deliveries
only misses the point. It’s about the
perfect order: the right product of the
right quality shipped using the right
method with the right carrier at the right
price delivered to the right customer
at the right time, accompanied by
the right documentation (hard or soft
copy, whichever is required). If you ship
the wrong product, or the quality is
insufficient, or you have to expedite it
and it costs three times as much, you’re
losing money and the wrong metric will
never capture the lost opportunity.
 Overlooking knowable risks — meticulous
review and careful thought allows one
to identify almost every possible risk,
including risks in the instruments used
to measure the risk. For example, if you
are using an index to hedge against cost
increases, and that index lags reality
by three months, you could be caught
off-guard by rapid cost increases or
decreases due to unexpected supply or
demand disruptions (caused by natural
disasters, for example).
 Overlooking concealed risks — risk takers
in your organisation may deliberately
hide risks that they feel are unlikely and
jeopardise an entire sourcing plan or
production line. For example, if you’re in
food, and your supply manager decides
to source your entire tomato crop from
a vulnerable area because of volumebased cost savings, you’re at risk of an
immediate supply disruption every time
a typhoon sweeps through that area.
 Failing to communicate — if you can’t
clearly explain the risks in your plan,
systems, and organisation, chances are
they’ll be ignored, or at least severely
underestimated. For example, if you’re

assuming uninterrupted supply from a
single-source supplier, and that risk goes
overlooked, that could be a real problem
in this economy.
 Not managing in real time — unless
you’ve been hiding under a rock in a cave,
you’ve probably noticed the volatility
of the global markets lately, including
supply volatility (as suppliers go out
of business) and demand volatility (as
customers reduce their spending).
The last bullet point leads us back to
the discussion of preventative measures
vis-à-vis responsiveness to unforeseeable
events. In fact, these are not entirely
separate, of course. The best example that
we have seen where they can be linked was
in an operation in Hong Kong. As part of a
particular organisation’s business excellence
programme, they had developed a template
action plan to deal with a hypothetical
calamity in the marketplace. There was no
way that they could have known which
particular event would eventuate but, if there
was a catastrophe in their area, they knew
what their basic approach to respond needed
to be. Later, when the SARS epidemic hit, they
dealt with it much more effectively than their
competition and came out the other side in
better shape than anyone else.
In this article, we have tried to make the
case for being deliberate and structured in
managing risk across your supply chain. In
our next article, we will present some specific
actions that could, or should, be taken.

Barry can be contacted at BJElliott@
ABf1Consulting.com
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One effect of the world in recession has been a sharp drop in global FDI levels that in turn
has resulted in an intensification of competition for foreign investment among emerging
Asian markets. While tentative signs of a global economic recovery have surfaced,
indications are that FDI will likely take some time to return to pre-2008 levels of growth,
meaning the heightened competitive environment for investment may also continue
for some time. Turloch Mooney looks at new incentives for FDI introduced by Asian
governments at the region’s economic and free trade zones
(With reporting by Owen Cleaver and Wei Jia Liang)

The new
fight for FDI
V

arious positive economic data in
April pointing to the possibility of the
beginnings of recovery have provided
much fodder for debate over whether the
bottom of this global recession has already
been reached. Something not up for debate,
however, is the devastating effect the
recession has had on global trade. This was
well illustrated in April with numbers from
Singapore — one of the world’s foremost
international trade and supply chain hubs
— which showed the economy shrank by a
shocking 19.7% in the first quarter of 2009, its
biggest quarterly contraction on record.
The World Trade Organisation (WTO)
has said collapse in global demand and

supply-side constraints in export growth
due to the credit squeeze will likely result
in a 9% contraction in global trade in 2009.
Merchandise exports from the US and
Europe are expected to be down by 10%
compared with 2008, while exports from
developing countries — including most of
the export-dependent Asian economies —
are forecast to drop by up to 3%.
Hand-in-hand with the worsening trade
environment has been a sharp drop in
global foreign direct investment (FDI) flows,
exacerbated by a focus by companies on
cash conservation and cost management to
outlive the recession. The World Association
of Investment Promotion Agencies said

there will likely be a 12-15% contraction in
FDI over 2009, after a contraction of 20%
in 2008. The IMF is even more pessimistic:
it forecast a 20% contraction in global FDI
inflows over the course of 2009.

Intensified competition
Against this backdrop, it is not surprising that
competition for FDI among emerging Asian
economies has intensified. Since the end of
2008, several major Asian economies have
taken proactive and aggressive measures to
boost FDI, primarily in terms of adjustments
to tax and regulatory provisions governing
investment in the region’s myriad economic
and free trade zones (FTZs).
May/June 2009 Supply Chain Asia

18

supply chain – FTZs

Having some time ago established its
ambition to compete with heavyweights
Hong Kong and Singapore as an international
supply chain hub, South Korea has staked a
lot of investment and a large part of its
economic future on the fate of its FTZs.
While new incentives to breathe life
into the country’s economic and free trade
zones have been under discussion for some
time, the dearth of foreign investment deals
illustrated by a 44% decline in first quarter
FDI over the same period in 2008 has
proven a powerful catalyst. Lack of merger
and acquisition activity, as well as cheaper
deal options now available in markets such
as the US, were two reasons noted by vice
minister Kim Young-hak of the Ministry of
Knowledge and Economy as responsible for
the precipitous fall in foreign investment in
the first three months of the year.
A few days before the vice minister’s
comments, the government announced
finalisation of a simplified tax incentive
programme to guarantee tax reductions for
seven years for large foreign investors in the
country’s economic and free trade zones.
The policy makes large foreign-invested
firms free of all taxes for the first five years
of operation, and free of 50% of taxes for a
further two years after that.
The introduction of the new tax
programme followed closely on a big
expansion of the overall number of FTZs
in South Korea. At the end of 2008, the
government designated four new FTZs,
at Ulsan, Gimje, Pohang and PyeongtaekDangjin. Aimed primarily at revitalising
distribution and manufacturing industries
in provincial regions, the new zones offer tax
incentives, waivers on import duties, and state
subsidies for building of infrastructure.
Ulsan, located in the southeast of the
country, is being developed into a ‘high-tech
logistics, trade and production hub’, the
Ministry of Knowledge Economy said; while
Gimje, in the north, is being developed into a
manufacturing centre for auto parts, machinery
and recycled energy. Pohang and PyeongtaekDangjin are being developed as ‘freight
handling centres’. Investment at existing large
FTZs at Masan and at the international ports
of Busan and Gwangyang Bay, is also being
expanded, the Ministry said.

Building capacity
Meanwhile, in Malaysia, a recent reduction
in the generation of teu volume by clients
Supply Chain Asia May/June 2009

at one of the country’s foremost free trade
zones is not slowing plans for a major
expansion of the zone.
The Port of Tanjung Pelepas FTZ (PTP
Freezone), which benefits from close
proximity to Singapore and from its location
within the confines of the rapidly growing
Port of Tanjung Pelepas, is in the process of
reclaiming a further 70ac of land that will
be available for lease by the middle of 2010.
About 40ac has already been leased while
the other 30ac is up for market.
“We are still confident that the free zone
holds a lot of benefits and advantages for
local and foreign investment. However,
during hard times like this, we have to put
in more effort and dedication to go the extra
mile in order to capture the opportunities,”
said PTP Freezone CEO captain Ismail
Hashim.
The PTP Freezone is focusing efforts to
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Since the end of 2008,
several Asian governments
have taken proactive and
aggressive measures to
boost FDI, primarily in
terms of adjustments to tax
and regulatory provisions
governing investment in the
region’s myriad economic and
free trade zones (FTZs).

❞

attract regional distribution and international
procurement centres — two categories that
benefit most from current zone investment
incentives set out by the Malaysia Industrial
Development Authority (MIDA). “We are also
putting in a significant amount of effort to
attract International freight forwarders who
are involved in supply chain management,
total logistics as well as contract logistics,”
said captain Hashim.
In neighbouring Philippines, following
local media reports of plant closures and
retrenchments at state-run economic and
trade zones, the Philippine Economic Zone
Authority (PEZA) announced measures
aimed at assisting existing investors and
attracting new ones. One of these is a
deferral in the annual 5% hike in zone area
rents. “We’ve frozen the 5% annual increase
in rent. We won’t increase this until such

time that the situation is back to normal,”
PEZA’s San Pascual told local media. “We
are trying to find out also if we can lower
processing fees for [the movement of ]
certain equipment and raw materials … by
25% to 50%.” he added.
PEZA also approved the set-up of three
new IT-focused free zones, at Rizal, Makati,
Urdaneta, and a new economic zone at
Bacolod City.
In Taiwan, where a drop in FDI by 46% in
2008 has continued and worsened into 2009,
lawmakers took action aimed at attracting
new investment and expanding existing
investment in the manufacturing sector.
Under new laws that the Ministry of
Economic Affairs said would bring in an
additional NT$500bn (US$14.8bn) in private
investment to the country, new businesses are
free from business tax for five years and fiveyear tax breaks are also offered on all revenue
generated from expanded investment. The tax
breaks apply to investments made between
July 1, 2008 and December 31 of this year, the
Ministry said.
Meanwhile, a proposed new tax treaty
between Taiwan and India currently under
discussion would, if implemented, likely
result in boosted levels of investment by
Taiwanese companies on the subcontinent.
Taiwanese investors in India — frequently in
the electronics and semiconductor industries
— are currently liable for double taxation as
FDI from Taiwan to India has to go through
China because India does not recognise
Taiwan as a sovereign entity. The proposed
direct tax agreement between the two
countries would remove the double taxation
liability which analysts say could see a big
increase in Taiwanese investment in one of
Asia’s most promising economies.
According to the WTO, India’s response
to the global recession has already included
a range of fiscal measures and changes in
FDI regulation aimed at boosting overseas
investment in the country. Among these are
regulatory changes allowing for larger shares
of foreign ownership in industrial parks, air
transport services, petroleum, natural gas,
and other industries.

New direction in China
Current efforts by China to bring in more
FDI through incentives focused on specific
geographic areas of the country are probably
less linked to the economic downturn
and more to longer-term economic and

supply chain – FTZs
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Even if recovery comes sooner rather than later, long
term changes in the nature of global business can be
expected. At the very least, a tighter credit environment
and increased level of economic monitoring and
regulation by national governments will likely lead to a
more protectionist world with lower levels of FDI flows to
emerging Asian markets.
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competitive challenges faced by the country,
although the recession is certainly having an
effect. China is working to boost domestic
consumption in order to move away from
what it sees as an unhealthy reliance on
exports to foreign countries. The large drop
in China export volumes during the current
downturn has added significant urgency to
this objective.
Part of the move away from reliance on
exports involves a major new drive into the
global $600bn service-outsourcing industry.
While China already has a reasonably welldeveloped service-outsourcing sector, it
pales in comparison to the likes of India,
which currently brings in around nine
times the revenue that China does from the
industry.
Tax breaks, financial support, subsidies
and intellectual property rights protection
are to be given to companies located
in specified parts of China that manage
business operations for clients in areas such
as IT, logistics, training and advertising, the
Ministry of Commerce said in February. An
official document outlining details of the
incentives used Suzhou Industrial Park as an
example, where it said qualifying companies
would enjoy an enterprise tax rate of 15%,
instead of the normal 25%, until 2013.
The service outsourcing programme
incentives are initially offered at locations in
20 cities across the country, including Beijing,
Shanghai, Xi’an, Suzhou and Hangzhou.

A tighter FDI environment
While a host of measures such as those
outlined above are being taken throughout
the region to prop up foreign investment,
they are taken in a veil of uncertainty. Even
if recovery comes sooner rather than later,
long term changes in the nature of global
business can be expected after this recession.
At the very least, a tighter credit environment
and increased level of economic monitoring
and regulation by national governments

will likely lead to a more protectionist world
with lower levels of FDI flows to emerging
Asian markets. The Obama administration’s
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promise to eliminate incentives for US
companies that outsource jobs overseas is
indicative of the kind of thing that could be
in store for the future.
Emerging Asian markets will welcome
the end of this recession but can expect its
effect on globalised business to be around
for some time. With the likelihood of a
shrinking pool of international supply chain
business for the region’s economic and free
trade zones, we can expect the creativity
from national governments in terms of new
measures to attract investment to continue
for the foreseeable future.

Recent measures by Asian economies
to boost FDI
China
Tax breaks, financial support, subsidies and intellectual property rights protection to
service companies managing business operations for clients in areas such as IT, logistics,
training and advertising. Incentives initially available in 20 cities across the country.
Date announced: February 2009
India
Fiscal measures and changes in FDI regulations allowing for larger shares of foreign
ownership in industrial parks, air transport services, petroleum, natural gas, etc.
Date announced: December 2008
Philippines
Deferment of annual 5% hike in rent and proposed slashing of processing fees by
between 25% and 50% for the movement of equipment and raw materials in PEZA
economic zones. Approval of four new economic zones at Rizal, Makati and Urdaneta
and Bacolod City.
Date announced: February 2009
Singapore
Cut in corporate tax rate from 18% to 17% and temporary lifting of conditions required
for tax exemption for foreign dividends.
Date announced: January 2009
South Korea
Finalisation of a simplified tax incentive programme to make large-scale foreign-invested
firms in South Korea’s FTZs free of all taxes for the first five years and free of 50% of taxes
for a further two years. Set-up of four new FTZs at Ulsan, Gimje, Pohang and PyeongtaekDangjin and expansion of investment by the government at existing FTZs at Masan,
Busan and Gwangyang Bay.
Date announced: December 2008 and March 2009
Taiwan
Five-year business tax breaks for new investment in the manufacturing industry made
between July 1, 2007 and December 31, 2009. Businesses also receive five-year tax breaks
on revenue generated from expanded investment between those dates.
Date announced: January 2009
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Mixing oil with water;
or mixing gin with tonic?

A tax-aligned
approach to
supply chain

Supply Chain Asia May/June 2009
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Mixing tax planning with supply chain
planning is a little like mixing oil and water;
they just don’t go together, right? After all,
the tax department sits functionally remote
from the supply chain department, not to
mention they just think differently. Think
again. Leading organisations are mixing the
two seemingly separate functions to deliver
tax-aligned supply chain strategies which are
contributing millions of
dollars in after tax profit,
even in these difficult
economic times... more
akin to mixing gin with
tonic
By Craig Rawlings, director,
Supply Chain, Deloitte Consulting,
Southeast Asia

T

raditional supply chain programmes can deliver major gains
over time, but they require significant investment upfront.
With the current constraints on capital availability, now is
not the best time for the supply chain executive to apply for capital
requests, unless there is a compelling payback story.
To offset both upfront and ongoing costs, some leading
companies are taking advantage of an often-overlooked opportunity.
They are beginning to make tax planning an integrated part of their
supply chain initiative. By aligning its tax and global supply chain
strategies, a company can establish tax and legal structures that
will create significant tax savings while ensuring compliance with
applicable laws and regulations. Because tax benefits from these
initiatives can be realised quickly and continue to pay dividends
annually, they can potentially lead to a more rapid and greater return
on investment (ROI) for supply chain initiatives.
So, as leading organisations are looking for ways to improve
supply chain effectiveness and reduce costs to serve, they are
also testing their strategic options against tax minimisation
opportunities. It is the combination of an effective operating model
with an effective tax model that is providing value, and the economic
slowdown is proving a catalyst for these organisations to undertake
this assessment.

Business case for the tax-aligned supply chain
If done properly, supply chain initiatives can reduce operating costs
and working capital requirements, improve cash flows and asset
utilisation, and lead to improved profits. Yet standalone supply
chain initiatives focus only on pre-tax cost reduction. As a result,
they overlook the fact that for each dollar of operating savings
generated, only a portion of the benefit — as little as 60 cents in the
dollar, depending on the tax jurisdiction — will fall to the bottom
line after taxes. Worse still, if the associated tax pitfalls are ignored,
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the additional taxes could potentially eliminate all the operational
savings.
Similarly, when tax planning is performed independently
from supply chain planning, it tends to focus on historic levels of
income and expense in the company. It fails to take into account
how planned supply chain initiatives will reduce operating costs,
increase profits, and in some cases, create additional tax compliance
burdens and complexity.
When undertaken in isolation, tax planning and supply chain
initiatives often fall short of realising the maximum after-tax return
from their supply chain improvements. Conversely, when the two
initiatives are integrated, the results can be powerful.

Is a tax-aligned approach right for you?
The Asian region provides a confusing array of corporate income
tax, VAT, tariff and custom duty rates, with effective company tax
rates that can vary from less than 5% to greater than 30%. In this
environment, most companies could benefit from considering
the tax implications of their supply chain management efforts. A
tax-aligned supply chain could provide a major opportunity if your
company:
 Has significant supply chain operations in several countries. In
these cases, the company has the option of locating high valueadd supply chain functions in countries with lower tax rates.
 Is undergoing significant change, including a merger, acquisition,
or restructuring. Such changes can provide a natural opportunity
to relocate functions to low tax jurisdictions.
 Is pursuing aggressive cost cutting goals. Cost reduction initiatives
can unlock profit potential. Combining them with effective
tax planning can reduce the incremental tax burden on that
profit.
 Is planning new manufacturing, distribution or R&D facilities.
Companies can use tax planning to ensure that the operation
and support of the facilities are done in tax effective ways.
 Is adopting new supply chain infrastructure. New supply chain
infrastructure will often embody intangible value to the
enterprise. When that intangible value materialises in the form
of incremental profits, effective tax planning can effectively
reduce the resulting tax burden.
Tax-aligned opportunities exist in these circumstances because
the supply chain strategies and tactics that companies employ
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Supply chain initiatives can reduce
operating costs and working capital
requirements, improve cash flows and asset
utilisation, and lead to improved profits. Yet
standalone supply chain initiatives focus
only on pre-tax cost reduction. As a result,
they overlook the fact that for each dollar of
operating savings generated, only a portion
of the benefit — as little as 60 cents in the
dollar, depending on the tax jurisdiction —
will fall to the bottom line after taxes.
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frequently entail major changes to how and where they operate.
By altering the geographic mix of where various functions are
performed and assets are owned, companies can significantly alter
their resultant tax profile. Because income, and therefore income
taxations, typically follows functions performed, risks assumed,
and assets deployed, companies often achieve tax savings by
locating various aspects of their business processes in tax favourable
jurisdictions.

How to integrate tax and supply chain planning
Depending on where you focus your supply chain cost reduction
efforts, the tax perspective can be integrated into your planning
process in multiple ways. The following are some of the more
common examples of integrating supply chain and tax programmes
in the areas of procurement and network logistics.

Procurement
Sourcing and procurement initiatives typically attempt to
reduce overall spending on goods and services through vendor
consolidation and leveraging buying power. To accomplish
this, companies often centralise the procurement organisation.
This structural change can also create significant tax reduction
opportunities. The new functions and assets can be created and
operated within discrete operating units, for income tax purposes,
distinct from the enterprise’s other operating units.
The associated tax benefits are achieved by using a principle
that underlies many of the world’s taxing regimes: the income
on which a company is taxed should reflect the functions the
company performs, the risks the company takes on, and the assets
the company has at its disposal. Under this principle, it is possible
for a company to centralise their procurement functions and knowhow into specific corporate entities located in low-tax jurisdictions.
These ‘procurement companies’ are entitled, from a tax perspective,
to charge other corporate entities an arm’s length amount for the
value-added activities undertaken on their behalf.
For example, a business unit could engage a centralised
procurement entity to purchase raw materials on its behalf. The
centralised procurement entity in this case could be an operating
entity of the same parent company, but with an arm’s length
relationship with the business unit.
The procurement company, using its leveraged purchasing
power, can establish contracts on behalf of the business unit or
allow the business unit to source through established supply
agreements. For performing this service, the procurement company
charges the business unit a fee or markup commensurate with the
effort, risk, know-how, and assets deployed in establishing the
arrangement. Assuming the procurement company is located in a
low-tax jurisdiction and the business unit in a high-tax jurisdiction,
the incremental income earned by the procurement company will
be subject to a lower level of taxation, improving the enterprise’s
overall tax position.

Network logistics
As companies go through mergers and acquisitions, penetrate new
markets and face changes in customer service needs, the capacity
and locations of their manufacturing plants and distribution centres
may no longer cost effectively meet their business needs. To address
Supply Chain Asia May/June 2009

The profit potential: a case example
A US-based manufacturing company with operations in 11
countries including Asia determined that four supply chain
opportunities could drive cost savings, increase efficiencies and
reduce risk:
• Logistics: adopting the results of a network optimised model,
including establishing a global freight management centre
• In-sourcing: establishing a global sourcing centre to leverage
scale and gain volume discounts
• Manufacturing: reducing inventory and related carrying
costs by streamlining manufacturing and rationalising
facilities
• In-services: creating a global shared services centre for
finance, human resource and other headquarter functions
However, when the company aligned its supply chain
strategies with tax planning, it looked to restructure relationships
and apportionment of risk:
• Set-up a principal company that assumed the key
entrepreneurial functions and risks, housed the global
procurement function and enjoyed a low incentivised tax
rate of 5%.
• Converted selected manufacturing activities into low-risk
contract or toll manufacturing service providers for the
principal in return for a ‘cost-plus’ margin.
• Set-up a shared services centre for a similar‘cost-plus’margin
return.
Alone, the supply chain initiatives generated an indexed
profit increase of 175 over the group’s baseline profit of 100. By
adding tax planning, the company predicted the tax-aligned
supply chain reorganisation would generate an indexed profit
increase of 271 over the baseline of 100, a 96 point improvement
over the profitability realised through the supply chain initiatives
alone.
this, leading companies are looking to review their networks on the
macro level at least every three to five years. In Southeast Asia, the
loosening of trade barriers through the Asian Free Trade Agreement
is also encouraging companies with a regional presence to review
their network infrastructure.
These reviews can result in the opening and closing of facilities
across multiple geographies, opening up opportunities to reduce the
total effective tax rate. By changing the flow of products, companies
can change the flow of revenue from high-tax jurisdiction to lowtax jurisdictions.
Creating tax benefits of these types often require companies
to establish a new centralised entity — sometimes referred to as
Hubco. The entity becomes the commercial centre of the company’s
activities within a geography. As is the case with procurement
strategies, Hubco strategies seek to capitalise on the fundamental
tax principle that income follows functions, risks, and assets.
Frequently, companies apply this principle to minimise income
attributed to distribution and manufacturing activities through
various measures:
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 Commissionaire agreements — Where the income of a business
unit will be limited to the commission it earns from the principal
(or Hubco) for performing defined sales functions on behalf of
the principal.
 Contract or toll manufacturing agreements — Under a toll
or contract manufacturing arrangement, the underlying
manufacturing activity can be isolated from the related risks
(such as material ownership) and manufacturing intangibles
(such as know-how or processes). The arrangement between
the principal and the business unit can be structured such that
the principal rather than the business unit assumes certain
manufacturing risks and owns certain assets or intangibles.
As a result, the principal would be the entity entitled to earn
economic returns commensurate with the risk while the
business unit would earn returns related to the performance
of the underlying function. Tax savings would be realised to
the extent that the principal enjoyed a lower tax-rate than the
business unit.
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By altering the geographic mix of where
various functions are performed and assets
are owned, companies can significantly
alter their resultant tax profile. Because
income, and therefore income taxations,
typically follows functions performed, risks
assumed, and assets deployed, companies
often achieve tax savings by locating various
aspects of their business processes in tax
favourable jurisdictions.
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Tax-related challenges in supply chain restructuring
However, in a typical supply chain restructuring, a whole host of
tax-related issues could potentially arise:
 Transfer-pricing — the determination of the appropriate transfer
prices to reflect the shifts in supply chain functions and activities
particularly across borders. If not done properly, it could result in
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double taxation, i.e. adjustments to the transfer price unilaterally
by one tax authority without relief being given by the other tax
authority.
Migration costs — in moving from a current state to a desired
supply chain state, there are exit tax costs that need to be
considered. For example, in certain situations the shift in
functions and activities can be viewed as a deemed disposal
of know-how or intellectual property and give rise to a capital
gains tax exposure.
Permanent establishment (“PE”) exposure — depending on
the nature and type of activities carried on in a cross-border
context, the supply chain restructuring may give rise to PE issues
particularly if the movement in personnel does not follow the
shift in function.
Value-added tax (“VAT”) and customs duty (“CD”) — VAT and
CD are imposed on the importation of goods and in certain
situations on the value-added services as well. In some
countries, VAT can become an added business cost if there is a
restriction on the amount of import VAT refund. CD is typically
not claimable and becomes a component of the cost of goods.
The transfer prices used may have a significant impact on the
amount of VAT and CD payable.
Controlled foreign entity (“CFC”) rules — the supply chain
restructuring should take into account the home country
CFC rules that attempt to tax undistributed profits and build
defences against such attempts.
Legal agreements — the agreements signed as part of the
supply chain reorganisation need to reflect the commercial
substance as well as offer defences against attacks by tax
authorities.

As demonstrated above, tax-aligned supply chain strategies
are a proven way to reduce operational costs and increase after-tax
profits. However, putting this vision into practice is no small task.
It requires a C-suite commitment to collaboration between supply
chain operations and tax that many companies find difficult. It
also requires an obsession with reducing the company’s global tax
burden. However, if companies remain committed and focused,
then tax-aligned supply chain planning truly becomes a potent mix,
much like gin and tonic.
Craig can be contacted at: crrawlings@deloitte.com.
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When you hear that the CEO
of a major organisation is
cancelling the newspapers,
flowers and fruit baskets, as
well as catering at internal
meetings, and asking
employees to travel by
public transport rather than
taxis, you know that the
organisation is in trouble. It’s
in trouble because very clearly
the leadership has lost contact
with its customers to ever get
to this stage of desperation.
And it is in trouble because,
having got into such a state, it
has so few ideas on how to fix
the situation

An article by Dr John Gattorna¹
for Supply Chain Asia Magazine

T

his is a Euro40bn (US$53bn) business I
am talking about! If there is one major
conclusion that can be drawn from
the global financial crisis, and its impact on
the real economy, it is that many companies
have to quickly find a new business model
to survive, let alone rise again to their former
greatness.
What about starting with ‘knowing
your customers well, and your end-users/
consumers even better’? Yet so many
businesses have lost sight of this fundamental
truth. If you want to survive in the face of the
current meltdown in financial and economic
activity, go back and make sure you are
‘aligned’ with your customers and suppliers.
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If you want to survive
in the face of the current
meltdown in financial and
economic activity, go back and
make sure you are ‘aligned’
with your customers and
suppliers. All this other stuff
about saving costs by taking
the soap out of the bathroom
is merely posturing, and has
little impact, if any.
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Fix your supply
chains and you fix
the company
(and the economy)
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All this other stuff about saving costs by
taking the soap out of the bathroom is merely
posturing, and has little impact, if any. Now
is the time to stop all the over-servicing of
customers that has been going on during
the growth years, when many companies
were just guessing, and at the same time fix
all the under-servicing that has been going
on in parallel, under-valuing your most loyal
customers.
The new business model I am suggesting
to fix many of today’s woes is: dynamic
alignment. In this framework, customers’
buying behaviours (or expectations) are
accurately identified and segmented. Then,
appropriate value propositions are prepared
and delivered to the range of different
buying behaviours identified — for any given
product/service category.
And underpinning this effort is the ongoing re-shaping of the sub-cultures inside
the organisation that will either propel or
hinder these value propositions towards
the respective customer groups. And finally,
for any of this scenario to have a chance
of happening, the leadership style of the
top team must be such that it understands
intimately what is happening in the served
market, and knows almost intuitively how
to transform and position the organisation
to meet customers’ expectations. Sounds
difficult? Yes it is, but that is no reason for
avoiding the challenge.

The pivotal role of contemporary
supply chains
In reality, companies and their leadership
learn very little in times of growth, where the
very momentum of high demand sucks the
company along in a type of vortex. Bottomline results appear to be good so Boards
and shareholders do not object or query the
methods used by management.
But when things turn nasty as they have
in many industries across the world over the
past six months, management teams are left
wondering what to do — and in the light of
no better ideas, they very often reach for the
redundancy antidote and lay off hundreds,
sometimes thousands of innocent workers.
Innocent because they have not led the
company into such a parlous state — it is
the fault of the leadership. Interestingly,
some Boards have woken up to this and
are busily hunting for new CEOs behind the
scenes — people who know how to lead in
today’s turbulent operating environment,
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Some Boards have
woken up to [the leadership
issue] and are busily hunting
for new CEOs behind
the scenes — people
who know how to lead in
today’s turbulent operating
environment, manage the
risks involved, and motivate
their people.
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manage the risks involved, and motivate
their people.
If we accept the notion that businesses,
and business enterprises, are just a
conglomeration of the supply chains (or
pathways) running through them, it is easy
to see why the design and operation of
contemporary supply chains has such a
pivotal role to play in the recovery process of
companies and indeed whole industries and
nations during the next few years.
Starting with the marketplace, the new
style business leaders mentioned above
must appreciate the changes that have
occurred there, and exactly how the customer
segments have been affected by the current
crisis. Strategies must then be adjusted
accordingly, and work begun on the inside of
the enterprise to re-shape capabilities.
This means re-jigging the organisation
structure; re-engineering processes; adjusting
the technology; finessing KPIs and incentives,
and changing recruitment processes to hire
people more appropriate for these times. And
above all, the talent we already have in the
organisation must be retained until things
return to some sort of equilibrium.
So, here is a checklist of the ten most
important things to do to survive the current
meltdown in economic activity.
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 Develop a new business model like
the dynamic alignment framework —
because old models just don’t work in
new times.
 Start with re-engaging with your
customers; segment them along buying
behaviour lines, and reverse engineer
back from there.
 Boards have to step up and review the
appropriateness of the current leadership
team, and in particular the incumbent
CEO; change him/her if necessary to start
the re-alignment process.
 Don’t blindly follow one-dimensional
solutions, because this is not a onedimensional world any more. Based on
what you see in the market place, you
will be able to configure a small range
of responses in the form of supply chain
types — lean, agile, collaborative, and if
necessary, fully flexible.
 Re-visit your original assumptions on
outsourcing; maybe they are no longer
valid.
 Look seriously at changing away from
the conventional silo-based organisation
structure — this is fundamentally flawed
for a fast-moving demanding world with
uncertain demand patterns; configure
multi-disciplinary clusters, focused on
customer segments.
 Identify and retain your best talent
through this difficult period.
 Revisit your business plans, adjust for
the recession, and communicate revised
plans to all management and staff; this
will give everyone confidence in the top
team.
 Do the usual good housekeeping things
— taken in the right context these will
be accepted, but on their own are hollow
and morale-destroying for staff.
 Above all, avoid across-the-board
redundancies — this just tells the world
that you are out of ideas and have
reached for the panic button.

John Gattorna is author of Living Supply Chains
(FT Prentice Hall, Harlow, 2006), and an advisor to
management in several multinational corporations.
His website is: www.johngattorna.com

1

May/June 2009 Supply Chain Asia

26

infrastructure
supply
chain – STRATEGY
update

Battening
down
the hatches
Shawn Tay and Dr Apiruk Detwarasiti
(far left) of the Hewlett Packard (HP)
Strategic Planning and Modeling Team,
discuss five approaches currently in
use in HP Asia Pacific to draw down
inventory in the short and medium time
frames while managing impact to sales

1. Optimise product variety to achieve sales and
operations objectives
Variety management is the process of rationalising the products
carried. This allows the business to not only reduce inventory but also
the overhead associated with each additional product listed. While
very effective in reducing inventory and supply chain overhead,
this approach is also challenging, as it requires sponsorship of the
marketing and sales side of the business.
One approach to variety management would be to rank all
products according to a single criterion (for example profitability
or revenue) and discard the lowest ranking products — ‘Trimming
the tail’ (see figure 1). This approach, while fast and relatively easy,
has a number of inherent flaws. There may be products in the long
tail that are critical complementary products to faster moving
products, or some of the long tail products may be dominant in
their market segment and are ‘cash cows’ which need little support
and contribute substantial margin to the business. There may also
be products in the head (e.g. high volume products), which could
be cut, as they are easily substitutable with a more strategically
important product.
Supply Chain Asia May/June 2009

Figure 1: trimming the tail

Cumulative Revenue

A

s the global economy has slowed, demand has fallen
accordingly. Supply chain managers everywhere are under
pressure to find ways to drive down inventory to allow
companies to conserve cash for survival. In these difficult times,
opportunities can also arise to bring forward ideas to increase
supply chain efficiencies during the process of inventory reduction.
Following are brief outlines of five strategic approaches to reduce
inventory while at the same time improving efficiency.

“Good”

“Bad”

Number of products

The preferred approach used by HP’s Strategic Planning and
Modeling (SPaM) team is to first assess the cost of every product
across the entire lifecycle and estimate the variety and volume
driven costs of complexity. We can then determine guidelines for
assessing incremental costs and benefits of retaining or delisting
each product. We would then develop a cost of complexity calculator
for evaluating product complexity return on investment (ROI). An
example of one such calculator is shown in figure 2. This approach
can be used retroactively on existing products but more importantly
can be proactively applied to determine if a product should be
introduced.
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2. Determine if low
forecast accuracy
i s d r i v i n g ove r
production
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Figure 2: sample variety management calculator

1 General

Information

3 Results

2 Detailed

Information

Low forecast accuracy
Development costs
General settings
could be a result of
Base Scenario
$XXXX
Input 1
bias and/or variability
SKU type:
Low Scenario
$XXXX
Input 2
Level 1, complexity level:
High Scenario
$XXXX
Input 3
of forecast error.
Level 2, complexity level:
Input 4
If option, type:
Diagnosing the
Projected yearly volume:
Sales & Marketing costs
type of error is difficult
– Percentage sold indirect
Base Scenario
$XXXX
Revenue per unit
Input 1
without proper tools in
Low Scenario
$XXXX
Margin per unit
Input 2
$XXXX
High Scenario
Total Cost of
place. Dashboards put
Complexity
Parts inventory costs
in place in HP provide
Base Scenario
$XXXX
Base
$XXXX
Low
Scenario
$XXXX
Input 1
Low
$XXXX
management teams
High Scenario
$XXXX
Input 2
High
$XXXX
with reports showing
Warranty costs
Base Scenario
$XXXX
products and regions
Low Scenario
$XXXX
Input 1
with the greatest error
High Scenario
$XXXX
Organizational costs
rates and, through
Base Scenario
$XXXX
No input required
charts with illustrations,
Low Scenario
$XXXX
High Scenario
$XXXX
allows them to identify
the type of ongoing
error.
Figure 3: two-node supply chain
Systematic forecast bias could be driven by a number of factors,
chief among which is to continue building forecasts based on past
economic conditions and/or revenue target cascading down from
Customer
top management. In the current economic situation, failure to
recognise the sharp decline of the market and rapidly adjust sales
Customer
Manufacturer
Retailer
forecasts downwards may result in a bias towards over-forecasting.
In such circumstances, you could consider either de-coupling the
manufacturing forecast from the sales forecast or tweaking the
At HP we
have found100%
that for some products, end-customer
100%
replenishment process to match demand profiles (see section 5 for
service levels were very much inelastic to service levels provided
Retailer’s
service
90%
Service Level
to leve
the
90% Figure 4 illustrates a hypothetical
more information on matching demand profiles).
by HP to our
channel partners.
end
customer
End-Customer
Forecast error variability is harder to protect against. In past
situation where
if
we
held
zero
weeks
of
safety
stock,
the
service
80%
80%
Manufacturer’s
service
Service Level to
the
operating environments, supply chain managers had the option
level provided to channel partners would have been 50%. Yetlevel
endto Retailer
Channel
70%
of buffering against forecast error variability with inventory,
customer service level would
70%have been only a few percentage
a.k.a. safety stock. With the pressure to drive down inventory,
points lower60%
than if HP carried six weeks of safety stock. Even if
60%
this option is fast becoming restricted. An alternative is to apply
not operating
at the ‘optimal’
allocation of inventory between HP
50%
demand management techniques to reduce demand variability.
and the channel,0there 2is clearly
of8diminishing
returns in
50%
4 a point
6
10
This makes it easier to forecast, resulting in lower forecast error
adding inventory at the HP
HP
DC
when
the
goal
is
to
maintain
a high
Weeks
of0safety
Safety
Stockstock
(weeks)
1
2
3
4
5
Customer
variability.
end-customer service level.
HP Safety Stock (weeks)

retailer

100%

100%

90%

90%
Service Level

As inventories build up across all partners in the supply chain,
it becomes more important to collaborate to reduce redundant
buffering. Risk pooling — holding inventory up the supply chain
— which reduces the risk of stocking out in one distribution centre
while another is oversupplied, should be considered. The trade off
of risk pooling, however, may be increased lead-time or expediting
costs if downstream supply chain inventories are not planned
appropriately.
In situations where a company sells to partners down the supply
chain, inventories close to the end customer are more critical than
upstream stockpiles to offering a high level of service to the end
customer. For example, in figure 3, the service level provided to the
end customer is determined more by the inventory at the retailer,
not the manufacturer.

Customer
Manufacturer
Retailer
Figure 4: service level
to end-customer versus
service level to

Service Level

3. Streamline the entire supply chain, including channel
partners and suppliers

80%
70%
60%
50%

Retailer’s
service
Service Level
to level
the to
end
customer
End-Customer

80%

Manufacturer’s
service
Service Level to
the
level
to Retailer
Channel

70%
60%

0

2 50%
4
6
8
10
Weeks
of0safety
HP
Safety
Stockstock
(weeks)
1
2

3

4

5

HP Safety Stock (weeks)
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In order to maximise the service level to the end-customer while
minimising system-wide inventory, it is important that all parties
in a supply chain cooperate to create the optimal supply chain.
This may mean that some of the parties involved in the supply
chain may have to bear a greater part of the costs and a means of
sharing the overall benefits should be developed in any supply chain
optimisation project.

4. Provide differentiated service levels by product
segment
One common error in supply chain planning is to offer the same level
of service for all products. Thus a bulky low-margin product would
be expedited in freight alongside a smaller high-margin product.
After all logistics costs are factored in, it is possible that low-margin
products actually turn into negative-margin products. Without
activity-based costing, it is often impossible to tell definitively if
low-margin products slip into negative margins. However, the cost
and complexity of implementing activity-based costing means that
such processes are not likely to be in place.
Figure 5: ABC segmentation by revenue

❝

In the current economic situation, failure to
recognise the sharp decline of the market and
rapidly adjust sales forecasts downwards may
result in a bias towards over forecasting. In such
circumstances, you could consider either decoupling the manufacturing forecast from the
sales forecast or tweaking the replenishment
process to match demand profiles.

❞

in a month — should not be ignored when the company does its
planning and replenishment. Ignoring this information amounts
to planning and replenishment under the implicit assumption of
uniform daily forecasts within a month. Even with perfect monthly
forecast, for example, a consequence of incorrectly anticipating
demand skewed to the beginning of the month is early procurement
of raw materials, early production, early stocking, and excess
inventory.

Cumulative% of
Revenue

Figure 6: SKU demand profiling — decomposing monthly
demand into weeks

A
SKU
s (80%
of
sales)

B SKUs

C SKUs

(15% of
sales)

(5% of sales)

Front loaded products

Rear loaded products

SKUs

Segmentation works by grouping products by a list of criterion
then offering different service levels based on the product groupings.
Thus the most critical products will continue to be offered fast
turnaround times and high availability while non-critical products
will be placed on more cost effective supply chains. Segmentation
criteria could include profit contribution, sales volume, market
share requirements or strategic value (core vs extended products).
By offering lower service levels or longer lead times for the bulk
of products which account for a small percentage of sales, both
inventories and supply chain costs can be reduced.

5. Match operations planning and replenishment to
actual shipments
Matching production and replenishment to demand can reduce
inventory. Many businesses operate under revenue targets cascaded
down from strategic planners on a quarterly basis. These targets
form the basis of the monthly forecasts that guide the marketing,
sales, and supply chain efforts within the quarter (or month).
Because these targets are developed at a strategic level, tactical
level demand profiles are sometimes ignored. For example, while
planning at a strategic level may be done in time blocks of months,
the supply chain manager is often asked to provide availability at
the day or week level.
The demand profile — how much you sell in each day or week
Supply Chain Asia May/June 2009

In figure 6 we illustrate the approach used in HP to developing
a demand profile based on historic weekly demand. We then used
the results of this analysis to convert monthly forecasts into weekly
forecasts and then replenished to match the weekly demand profile.
This allows replenishment planning to more closely match actual
demand, bridging the gap between a forecast driven approach and
a true demand-pull approach.

Conclusion
Many approaches are available to reduce inventory. In this
environment of slowing demand, it is critical that supply chain
improvement efforts allow the sales organisation to maintain
competitiveness. The list provided here is merely a small sample
of efforts undertaken at HP to drive down our inventory while
protecting market share.
About the Authors
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多极化程度
窄

宽

成熟市场跨国企业
转型
领导力
流程与技术

度量指标
组织体系

新兴市场跨国企业

员工
阴影表示各要素的重要程度

图表3：成熟市场和新兴市
场跨国企业的全球运营模
型差异
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s consumers increasingly vote for
sustainable products with their wallets,
brands are paying attention. For most
consumer brands, responding properly
requires a new mindset and complete
overhaul of processes beginning
with sustainable product design.
Product design is the beginning
point for transformation to
sustainable business because
the design of the product
defines the system required
to create the product.
The process by which a
product is conceptualised
and designed is crucial to
determining the level of
‘green’ that product will
ultimately have. The design
will determine where
materials are sourced; where
the product is manufactured;
how it is transported and
distributed, and the method of
its end-of-life disposal. It is not an
overstatement to say that perhaps
more than anywhere else, the
conceptualisation and design stage
is where the ultimate environmental
footprint of a product is determined.

Cradle-to-cradle design
Based on the notion that there are a finite
amount of resources available to us, the goal
of a cradle-to-cradle design is to reduce the

n

❝

Governor Schwarzenegger driving his Telsa; Brad Pitt designing
eco-friendly houses, and Leonardo DiCaprio’s ‘11th Hour’
movie — celebrity message that will quicken the emerging
trend of consumers purchasing products that are kinder to
the environment. It is a message environmentalists have been
pushing for decades but one that has gained traction over the
past couple of years with increased public awareness of the
environmental hazards facing the planet and the economic
realities of volatile oil prices and recession. Firms like Apple —
historically resistant to the environmental movement — have
been forced to publicly account for the levels of ‘green’ and
‘brown’ in their products, while others like HP have started
introducing product options with more recycled content.
Richard Brubaker reports
Supply Chain Asia May/June 2009

As part of their
ongoing effort to develop
greener products,
Timberland teamed up with
Green Rubber to turn old
tires into boot soles. With
a 50/50 blend of recycled
content, this step will
reduce the need for new
materials on an estimated
200,000 pairs of shoes
and remove hundreds of
thousands of old tires from
landfills.

❞
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need to continually extract resources and
expend energy to create products to sustain
our lifestyles. This is a philosophy whose
roots extend back several decades but has
really only started to catch the attention of
companies as the prices of raw materials has
risen steadily over the past few years while at
the same time the environmental movement
has managed to increase awareness of global
warming and other environmental hazards.
The current economic crisis — which
many firms are responding to by focusing on
reducing costs — together with prospects of
renewed hikes in the price of oil and other key
resources, is providing additional impetus to
move towards this philosophy.
The trend is still at an early stage, and
while approaching design with a cradle-tocradle mindset is becoming more popular,
most initiatives at the moment consist of endof-chain PR friendly moves such as take-back
programmes and increased use of recycled
content in manufactured products.

The role of design and designers
With the responsibility of taking a product idea
and making it real, the role of the designer is
critical to bring any product to market, green
or otherwise. Designers take raw ideas and
inputs from various stakeholders (marketing,
sales and innovation divisions, and so on)
and create the fundamental look and feel of
the product. It is the work of designers that
establishes the foundation for the four ‘Ps’
(Price, Promotion, Product and Place).
A key element in realising sustainable
product design is for designers to have visibility
to and understanding of opportunities and
constraints across the entire product supply
chain. The idea is that this intelligence is
incorporated into product design in order
to minimise overall costs and environmental
footprint. This is something that has yet to
be widely practiced, but those firms that
are already doing it are realising immediate
cost and sustainability gains in materials
and transportation, and through re-use of
materials through take-back programmes.

Product lifecycles
Samsonite and IBM built their reputations on
products billed as indestructible, but those
products have been the minority among a sea
of disposable and/or poorly made products.
This is something Jon Li of Asentio Design
blames largely on the nature of the consumer
market, “where fierce competition and the
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manufacturing, can all be examined as part of
a lifecycle review.

Materials
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Samsonite and IBM
built their reputations
on products billed as
indestructible, but those
products have been the
minority among a sea of
disposable and/or poorly
made products. This
is something Jon Li of
Asentio Design blames
largely on the nature of the
consumer market, “where
fierce competition and the
consumer appetite has
driven product lifecycles to
six to nine months. If you
don’t have anything new,
you’re history”.

❞

consumer appetite has driven product
lifecycles to six to nine months. If you don’t
have anything new, you’re history”.
One of the first places companies can
improve their product sustainability is by
taking a look at their product lifecycle and
roadmap to understand where improvements
can be made.
For many, the initial area of focus should
be introducing economic efficiencies that
are good for the environment, a process
that can then be extended to an overall
product lifecycle review. Options for improved
design and materials to create product with
a longer useful life; for use of renewable or
greener materials or suppliers with an eye
to sustainability; for design of products with
re-usable parts for future generations, and
for reduction in packaging and energy use in

For virtually any product, it is possible
to realise improvement in terms of raw
materials. Companies — even those looking to
genuinely transform to sustainable businesses
— will find hurdles in the form of constraints
in existing supply chains. Issues related to
the compatibility, costs and sources of new
materials could be immediate barriers for
products already in existence.
It is hurdles such as these that reinforce the
need for companies to start the sustainability
process in the earliest stages of new product
development.
Bambu Home (www.bambu.com) is
an example of one company that is doing
this very successfully. The company’s entire
business model was developed on the idea
of using as many sustainable materials as
possible, and the design team works under
those constraints.
Material planning, testing and selection
are among the first steps of the process, which
enables for a greener process throughout
the supply chain. Their sources are local; the
products are renewable, and as everything
is manufactured in-house, the company can
effectively supervise and control all aspects of
the process to ensure that no corners are cut
without weighing the environmental impacts
of changes.
For larger, more traditional brands, the
approach is necessarily different. Companies
like Nokia and HP, for instance, have started
by creating individual products within a
portfolio, giving consumers a greener option
to choose if they so wish. Once the market
accepts the product, its green attributes can
then be expanded to other products within
the overall line.

Packaging
When opening the average retail package,
consumers are likely to find a number of
obsolete packaging materials that have a poor
environmental record. Bubble wrap, foam
peanuts, styrofoam moulds and plastic shrink
wrap, are all materials whose development
costs were paid for a long time ago, which
means the cost for a manufacturer to use
them is low.
As exemplified by companies like IKEA,
however, moving away from a reliance on
these items to protect and package goods
May/June 2009 Supply Chain Asia
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can result in significant savings in product
and transportation costs, while at the same
time allowing for development of a story of
transformation to more sustainable business
practices and processes.
Seen throughout IKEA’s entire product
line; through HP’s recent laptop packaging
design changes, or with P&G concentrated
detergents, this new approach to packaging
can lead to product design innovations that
have further reduced the need for overpackaging.
While firms are looking to reduce the
amount of packaging their products require,
they can also look at alternative forms of
packaging that are more environmentally
friendly. A good example of this at the
moment is the trend among computer
manufacturers to move away from styrofoam
to re-usable inflatable moulds.
More innovative still, some companies
are starting to create packaging that is part
of the product itself. One plasma screen
manufacturer is currently using packaging that
doubles as the stand for the TV (http://www.
tomballhatchet.com/tvpackagingstand1.
html) while a lighting manufacturer is
producing light bulb packages that turn
into lampshades (http://www.knoend.com/
productsF.htm).
The physical package aside, another
area where most companies fall down is in
terms of the additional materials that go into
the box of a product. CD-based software
installations, owners manuals, warrantees,
and other promotional materials that can
be found inside product boxes are items
companies can reduce by delivering in other
forms. Companies can supply these materials
to consumers online and in doing so realise
immediate cost and environmental footprint
savings, while creating opportunities to boost
revenue through the practice of consumers
spending more time on their websites.

End-of-life
Taking your average desktop computer
tower and screen as example, the majority of
product parts that go obsolete actually have
the least impact on the design and structure
of the product. Imagine if Dell, HP, or other
manufacturers designed your computer so
that when you determined it met the end of
its useful life, the majority of its parts could
be broken down and re-used without any
additional energy?
The problem with this picture is that
Supply Chain Asia May/June 2009

back an executive office chair, refurbishing it,
and re-selling it as another product.

Conclusions
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To reduce the amount
of their consumer product
waste, Klättermusen
recently announced a
take-back programme
whereby customers
pay a deposit as part of
their purchase, and then
reclaim the deposit when
the product is returned.
Product is then sorted
either for refurbishment
and donated for use
elsewhere, or reprocessed
into new product.

❞

the end of a product’s life is one of the
areas that firms have least thought about,
environmentally or economically.
Efforts to address the end-of-life of
products to date have largely focused on the
ability of consumers to dispose of the product
safely, or recycle the product through a takeback programme. What needs to happen is for
these efforts to begin evolving into a process
that truly leverages the talents of designers
to develop products whose end-of-life can
benefit another generation of products
Designing products with higher levels
of modularisation and with reduced
customisation would be a start. However, a
more interesting area that truly brings the
skills of designers into the mix would be to
design products for re-use, such as taking

Current changes in consumer habits and
increased environmental awareness are
widely considered to be signs that a tipping
point has been passed whereby products
that are developed with a sustainable
mindset will be increasingly favoured and
those firms who develop them will see
increased loyalty. At the moment, we are
seeing a separation of wheat from chaff as
companies whose ‘green’ platforms are more
PR than programme are being exposed
while those who implement sustainability
deep in their organisations at the point of
product design will increasingly achieve
better sales and cost savings.
This is something that very large consumer
brand companies such as Apple, Toyota and
Interface Flooring have recognised, and these
companies have taken many steps in the right
direction, while niche players like Bambu
Home are seizing an opportunity to enter
markets as newcomers with fully sustainable
product offerings.
While a tipping point has certainly been
reached, companies who undertake an
holistic redesign of processes with a view
to creating more sustainable products are
still the minority. With the business case for
sustainability becoming clearer by the day,
there is little time to waste in taking the first
steps.
Please visit the websites below for further
information on sustainable product design
and development
• [re]design — http://www.redesigndesign.
org/ — for designers who don’t want to
make landfill
• GreenBiz — http://www.greenbiz.com —
Business. The Environment. The Bottom
Line
• Green Supply Chain Network — http://
www.greenscn.com/ — platform for
logistics and supply chain professionals
to develop sustainable solutions
• Cleaner Greener China — http://www.
cleanergreenerchina.com — China
based website for greener companies,
technologies, people and practices in
China
• Treehugger — http://www.treehugger.
com — the world’s largest ecofriendly
product website

40

Supply Chain – strategy

Global

operating models:
standardised frameworks
for managing APAC’s
diversity
By Jeffrey
Russell,
managing
partner,
Supply Chain
Asia Pacific,
Accenture

L

operating models be shaped to bring optimal value to MNEs across
APAC’s myriad countries, regions and cultures.
What is a global operating model?
At the highest level, strategy and execution are the cornerstones of
a business. Strategy’s heart is a business model that addresses the
question, “How do we plan to deliver desired profits systematically
over time?” Execution’s heart is an operating model that addresses
the question, “How do we organise and align ourselves in a way that
enables us to achieve our strategy?” Thus a global operating model
seeks to organise and align operations across the world’s political,
regional, topographic and corporate borders.
For a global operating model to succeed, five components must
work in synergy. As shown in figure 1, three of these are formal (hard)
components and two are more informal (soft) components. The nature
and efficacy of a global operating model depends on the effective
alignment of these components with the organisation’s strategy and
competitive position.
1. Leadership
Leadership has several characteristics:
• The personalities of a company’s top executives
• The number of executives within the MNE and the scope of their
responsibilities
• Where the execs reside (at global/regional headquarters or
geographic sub-units)
• Who actually makes the decisions and how
• The communication and management styles of various
executives

ike many publications, Supply Chain Asia Magazine desires to
educate and inform people across a wide variety of levels and
functions: across industries, from manager to the C-suite, from
sourcing and procurement to manufacturing, distribution, and aftersale and service support. But the Asia Pacific region’s extraordinary
heterogeneity adds yet another dimension. APAC is composed
International strategy
of more than 20 countries, with an untold variety of political,
Alignment
cultural, topographical and (of course) business and consumer
characteristics. How do you make supply chain information
pertinent to such a varied audience?
Leadership
The answer, of course, depends on the business and
operating issues that affect your specific company’s performance.
In the supply chain arena, the subject of global operating models
is very relevant. Multinational enterprises (MNEs) are more likely
to be successful if they have developed global operating models
Processes and
Metrics
technology
that contain in-depth and actionable insights on raw material
sources, markets, channels and customers. Unfortunately, the
world is changing so swiftly that, when it comes to global
operating models, few organisations are able to keep up. This
should be a significant concern to multinationals headquartered
People
in Asia Pacific, as well as occidental MNEs doing business in
APAC.
“Soft”
Execution
“Hard”
But how does a company make global operating models
components
components
relevant to one of the business world’s most diverse, dynamic
Superior business results
and fast-growing areas?. What, in fact, are global operating
models? What are their key components? And how can global Figure 1: the key components of a global operating model
Supply Chain Asia May/June 2009
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2. People
An organisation’s people are typically defined by their skills, capabilities,
experience and competencies. In a global (multinational) context,
however, people refers to how talent is managed internationally (e.g.,
sourcing, training, developing and retaining people), the extent to
which employees are engaged, and how networked they are across
geographic boundaries. People also refers to the cultural dimension
of the organisation—the beliefs, norms and shared values that bind
its members within and across geographic locations.

Figure 2
3. Organisational architecture
Organisational architecture refers to the way in which responsibility,
decision-making, reporting and accountabilities are defined. It
emphasises the mechanisms of differentiation and integration that
multinational enterprises use to connect geographic business units
and the corporate centre—including organisational structure, degree
of centralisation and formalisation, and control mechanisms.

Upstream leverage &
harnessing of efficiencies
Supplier

Transport

Plant
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determine if it is generating sufficient economies of scale across
boundaries. A non-financial metric for assessing global operating
model performance is ‘top talent geographic rotation’: how effectively
employees are assigned across foreign units.
Aligning global operating models with the particulars
of Asia Pacific
The characteristics of global operating models apply to multinational
enterprises across industries and geographies. But what can be
said about global operating models that is relevant to the varying
companies and industries that comprise Asia Pacific? Two things come
to mind: first, successful global operating models are those whose
construction and integration (of the five components just mentioned)
align well with the business’ strategic goals. Second, multinational
companies with a presence in Asia Pacific—from Jakarta to Tokyo and
Beijing to Bangalore—generally fall into one of the three categories
noted below. Thus a global operating model that is APAC relevant

Downstream flexibility
and adaptability
Central
Warehouse

Transport

DC

Sales
Channels

Customers

Innovation & time-to-market effectiveness

Figure 2: an effective global operating model helps multinational enterprises achieve one of the business world’s toughest
balancing acts: attaining upstream efficiencies to contain or reduce costs, and flexible, adaptable downstream operations to
ensure differentiated products and services

4. Processes and technology
Think of processes and technologies as clusters of activities and tools
that produce measurable outputs. These include all management
processes that help a multinational enterprise coordinate input/output
tasks across geographic subunits—e.g., strategic planning, resource
allocation, knowledge management, innovation management,
customer relationship management and supply chain management.
Tools such as enterprise resource planning software and intranet
knowledge portals help support these management processes.
5. Metrics
Metrics are financial and non-financial indicators that reflect how
a global operating model is performing. For example, a metric that
communicates the direction and intensity of trade between business
units could inform managers that inter-unit cooperation should be
strengthened. Another operational metric might help the company

begins by structuring/aligning the five components according to the
type of organisation.
• Eastern-based global MNEs. Most multinational enterprises in
Asia Pacific are in Korea and Japan (often consumer electronics
and auto companies). They tend to be well established and
highly international, and they typically use (and frequently
improve upon) western business methods. Still, many of these
organisations have come to realise that, although they have
global brands, they don’t necessarily have a wholly integrated
global business model. As shown in figure 2, the missing link
is a keen, implementable understanding of 1) what structures,
systems and processes work best in each market (the ability to
maximise global flexibility) and 2) what operations (particularly
in the supply chain arena) could be regionalised or centralised
to improve worldwide efficiency.

May/June 2009 Supply Chain Asia
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• Western (North American and European) multinationals seeking
to enter (or, more likely, expand within) APAC. These organisations
have the same balance challenge (local flexibility and worldwide
efficiency) as the eastern MNEs noted above. However, they may
be more daunted by the need to effectively address demandcreation opportunities across Asia Pacific’s myriad growth
markets—applying their global operating model at a regional
level. Most of these entities have been in APAC for years but many
have not achieved a satisfactory level of local penetration and
return—often because they cannot get past the old perspective
of ‘country (or region) is king.’
• Emerging eastern multinationals that are globalising for the first
time. Often representing India, China and countries across
Southeast Asia, these MNEs are working hard to penetrate
western markets and/or other emerging markets in Asia Pacific,
Middle East, Africa and Latin America. Because they tend to be
smaller (often family owned or controlled), these entities may
be more nimble and entrepreneurial. However, they can also
be less able to maximise scale and to apply cultural insights
to other emerging, as well as western, markets. Thus their
mandate is to better understand their target markets and what
capabilities are needed to serve them—a task that a superior
global operating model can help them accomplish. Consider
the recent case of an Asian electronics company that, despite
its worldwide presence, has not yet leveraged or integrated its
non-home-country sourcing and product/market development
capabilities. Its leaders acknowledge that significant sales and
operating economies are being lost as a result.

Each of the above organisation types will approach the
development of their global operating models differently. In effect,
they will seek the capabilities noted in figure 2 by building and
blending the five organisational components shown in figure 1 in
a customised way such as that illustrated in figure 3. Following are
some practical component-by-component examples of what that
could mean in an APAC context.
Leadership
Leadership styles and ingredients vary dramatically across the three
MNE types. Among APAC-based companies (and emerging-market
MNEs particularly), leadership is frequently personalised, centralised
and entrepreneurial: top executives make fast, bold decisions. In
China, for example, strategising includes bottom-up consultations,
but decisions are basically concentrated at the top. In other markets
across the region, consensus-seeking is a critical prerequisite to
gaining alignment and commitment.
By contrast, leadership within established western and APAC
MNEs tends to be more institutionalised: CEO input is key, but it is less
likely to be the sole influencer of employees’ collective thinking and
behaviour. Instead, leadership in these companies revolves around
structured, formal decision making.
A certain amount of convergence between varying styles is
occurring. For example, more emerging MNEs are introducing
a formalised and structured leadership style. At some Chinese
companies, for example, strategy formulation is beginning to include
more bottom-up initiatives, with leaders using portfolio management
based on performance metrics and core-capability analyses to make

Multi-polar footprint
wide

narrow

Developed-market
MNEs

Transition

Leadership
Processes &
technology

Emerging-market
MNEs

Metrics
Architecture

People
Components of greater
importance are in darker shade

Figure 3: varying global operating model configurations for emerging-market and developed-market MNEs
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strategic decisions. Conversely, multinationals in Japan, Europe
and North America are recognising that too little emphasis on
entrepreneurial leadership can work to their disadvantage when it
comes to tapping emerging markets.
People
Global operating models of many emerging multinationals
rely heavily on people skills: leveraging wide interpersonal and
interorganisational networks. For occidental multinationals, an
emphasis on people means something different: extensive, formal
and international human-resource management processes. More
emerging-market MNEs may be implementing these processes, but
it is debatable how much migration is actually desirable.
Across much of Asia, for example, networks are based on
reciprocal obligations, long-term commitments, kinship and trust.
Take the automobile sector: many APAC carmakers are very loyal
to their suppliers. Instead of subjecting them to strict competition,
manufacturers provide suppliers with opportunities based on mutual
trust. In more-developed regions, networks tend to be rational,
calculated and consequently less trustful. Exceptions include Japan
and Korea, and this may be a key contributor to the two countries’
broad domination in certain industry sectors.
Organisational architecture
With the exception of Japan and Korea, multinationals across APAC
have not traditionally emphasised the architecture component
of their global operating models. On the other hand, developedmarket MNEs with broad global footprints commonly implement
network-based organisational structures that spur cross-border
synergies and respond to local market specificities. Emerging
market MNEs will likely have to adopt some of these moresophisticated structural arrangements. Fortunately, many already
possess the soft component skills needed to coordinate these
networks.
In India, innovations in organisational architecture seem to
be based on individual efforts, which contrasts with western and
Japanese/Korean cross-divisional and cross-geographic styles. By
contrast, developed-market MNEs tend to rely more heavily on
organisational architecture to coordinate international operations.
In the 1990s, for example, Ford chose Australia to lead its
development in four-wheel-drive vehicles; and in the early 2000s,
Nokia chose China to develop low-cost handset capabilities.
Processes and technology
Compared to leadership and people components, processes and
technology tend to occupy a smaller space in multinationals’
global operating model configurations. However, weak emphasis
on these areas is particularly common among APAC’s emerging
market MNEs. Some believe, in fact, that sub optimisation of
certain business processes of China’s ‘new dragons’ prevent these
companies from coordinating and running complex, systemic
businesses, including international supply chains.
Generally speaking, APAC’s emerging market companies tend
to subordinate processes to people, while in western and easternbased global MNEs (the developed market MNEs), processes
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and technology are more central. Japan, for example, gained
an edge in process innovation in the 1980s, when several of its
companies pioneered sophisticated knowledge-management
processes to make information more explicit and broadly shared by
organisational members. And in India, the Tata Business Excellence
Model exemplifies process integration across business units and
divisions.
Should emerging market MNEs be working to emulate their
more-advanced peers? Many do need to strengthen their processes
and technologies, but they are advised to be wary of the rigidities
that could result. Excessive reliance on formal processes and
technologies can hinder the creation of customer intimacy and
the ability to adapt to local markets.
Metrics
Advanced metrics are utilised more frequently by MNEs in
developed markets, where competing on analytics is important
and the subsequent mantra is ‘what gets measured gets done.’
Among these companies, frequent measurement targets are
human resource quality, innovation, supply chain effectiveness,
knowledge management and leadership. Specific examples
of applied metrics include time and cost compliance of new
product development, teamwork effectiveness, learning and
supplier performance.
That emerging market MNEs use fewer metrics should not
be surprising, since most have fewer tracking processes in place.
Instead, their time-honoured preference has been to place more
emphasis on loyalty, kinship and political connections for talent
management and incentives, rewards and promotions. Expect this
to change as emerging market companies recognise the need for
the tighter, more tangible performance measures that accompany
a successful integrated global presence.
Global operating models are blueprints for operational
excellence
No single essay will instantly clarify one of today’s most murky
and complex challenges: how companies can develop global
operating models that accommodate the diverse characteristics of
their headquarters countries, their current and target markets, and
their material sources. What companies that reside or do business
in APAC could take to heart, however, is that:
• Global operational excellence is largely defined by the ability to
capture upstream efficiencies to contain or reduce costs, while
creating flexible, adaptable downstream operations that spur
development of differentiated products and services for specific
markets.
• Global operating models that effectively structure and blend five
components (leadership, people, organisational architecture,
processes and technology, and metrics) and align those
components with the basic goals and nature of their business,
will have achieved the rudiments of operational excellence.
And operational excellence, after all, is among the best ways
to achieve the competitive advantages and profitable growth that
all companies seek.
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Striving for supply
chain excellence in a

BPO world

“The Chinese use
two brush strokes
to write the word
“crisis”. One brush
stroke stands for
danger, the other
for opportunity. In
a crisis be aware
of the danger ––
but recognise the
opportunity”
- John F. Kennedy

B

usiness process outsourcing has become the accepted panacea
to poorly performing cost structures, but many companies
adopt a quick fix approach to transition, solely based on direct
cost comparisons and promised capability. Post implementation
business models conflict; supply chains are forced to operate
unsynchronised; cost models creep on both sides. As a result, expected
benefits are not immediately realised. While companies continue to
operate profitably, unrealised benefits remain unaddressed. It can take
a crisis to force a critical re-assessment of performance.
An IT executive from a global MNC reflected on his company’s
approach to outsourcing…
• “We assumed that our outsourced provider knew more about
what we did.”
• “We didn’t consider the ‘value’ associated with the cost. We negotiated
rates without understanding what we were asking for.”
• “Internally the business just ran. We had no idea how to measure
performance –– no metrics or goals were defined.”
• “We implemented huge IT projects, with capitalised budgets. These
past projects contribute for 70% of our IT spend today!”
In order to truly capitalise on the opportunities that outsourcing
provides, companies must:
• Re-assess the relationship between corporate strategy and business
model
• Critically evaluate supply chain performance across all nodes, and
down through respective layers
• Adopt a more structured and informed approach to planning,
decision-making and implementation
Supply Chain Asia May/June 2009

By Patricia Grace & Pari Annamalai
of Planvisage

Corporate strategy and business model
Companies decide corporate strategy through an annual business
planning process. Sales and marketing focus on expanding revenues
and margins, supply chain management on improving cash balances,
managing cost footprints and improving the quality of service.
Independently, these SCM objectives translate to modest goals,
returning slight incremental improvements within current operating
guidelines.
However, if corporate strategy were to facilitate changes to the
mode of operation of the business –– the business model(s) –– this
in turn would create an environment in which corporate functions
collaborate and question status quo, forcing a more critical approach
to the assessment of supply chain performance; the existence and
performance of nodes and the alignment between layers. Supply
chains may be redesigned, with specific attributes –– speed of motion,
flexibility in reaction, visibility of information –– and performance goals
and metrics in mind.
Attempting to outsource business processes, without formalising
new business models, concentrates change around specific nodes
or layers in the supply chain. If business models and supporting
supply chains and processes are already broken –– with performance
supported by informal relationships working to local goals ––
attempting a transition will result in performance that will degrade
over time, as institutional knowledge transitions elsewhere.
High performance supply chains
Depending on where you are positioned, ‘supply chain management’
can mean many things. In truth a supply chain has both depth and
breath. The breath of a supply chain includes customers’ customers to
suppliers’ suppliers and beyond; its depth, multiple layers –– systems,
process, data, people, management, and an infrastructural layer, all of
which must be seamlessly synchronised to move product efficiently
from suppliers to customers.
A high performance supply chain should:
• Provide visibility of information; be disciplined, and controlled
• Have “relative” speed of motion
• Be flexible –– the ability to absorb change, and react positively
Attributes, however, can be both qualitative and subjective.
The true performance of a supply chain can only be measured by
the adoption of appropriate metrics and enhanced by appropriate
goals. Basic metrics such as total lead-time, total weeks of inventory,
total supply chain cost, quality of delivery, etc. are a pre-requisite
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SCM Tool Box

Business model
 Linked to corporate strategy
 Partnerships
 Organisational design
- core & non core

Reports & Data
 Alignment with metrics and goals
 Data granularity and reporting
 Identify repetitive decision making

Customers
 Demand generation
 Business models
 Customer P & L’s
 Collaboration opportunities

Pricing
 Pricing models
 Managing “ Gross to Net”
more effectively
 Maintaining profitability

expectations. Temporary
solutions may help support
the business, but further
increase cost.

12-step structured
approach
Metrics
Strategy has been defined
Costs
 Linked to financial performance
 Identify high cost areas
 Supplier, business, customer
as an enduring commitment
Suppliers
 Product, Services
performance
System
 Supplier performance
to a course of ac tion.
 Phased approach to
 Time-lined goals for
 Recommend & Leverage
 Supplier potential
reduction
improvement
 Eliminate non-va systems
 Impact assessment
Corporate strategy must
 Systems integration
to enhance performance
drive the creation of new
Business processes
Organisational design
business models and the
 Redesign
 Core & non core
Change management
Contracts
 Performance linked to
supply chains that support
functional support
 Manage change effectively
 Key MGA Terms
metrics and goals
 Location
 Program management
them. If the direction is not
 Key SOWs needed
 Sustainable discipline
 Skill set alignment and
 Constant follow-through
 Terms to avoid
and control
accountability
and postmortem analysis
formally communicated
and regularly enforced,
localised informal strategies
emerge. Objectives become
to establishing the baseline performance and potential for
subjective often driven by functions and personality, not corporate
improvement.
strategy –– company performance suffers.
High performance supply chains can further benefit from BPO
The following 12-step programme provides a structure for
as follows.
ensuring long-term supply chain competitiveness and performance
• More effective management of cash, cost and quality
excellence while assessing the suitability of alternatives in a constantly
• Improved customer experience/satisfaction
shifting BPO world.
• Organisational focus, driving lean and efficient organisations
1. Formulate future vision –– retaining only the core functions ––
• Facilitate improved decisions at the appropriate level
sales, marketing, and engineering –– internally is a worthy goal.
• Renewed focus on the quality of human capital
Outsourced activities must be driven by a future vision that in turn,
• Optimise supplier performance
sets the supplier management objectives and performance metrics
• Reduced long-term infrastructural investment and systems
to drive performance for the future as well as today.
expenditure
2. Develop ‘top-down’ key metrics –– metrics and the measurement of
• Reduced dependence on location and cost/currency fluctuations
success differ within functions reporting supply chain performance.
• Access more granular level data, eliminating ‘averages’, enabling
Outsourced partners, too, have different criteria for success. Each
‘right’ decisions, first time
functional performance metric must be clearly linked to improved
• Speed up information flow, enabling more rapid and predictable
financial performance. Supplier metrics must clearly differentiate
decision-making
between supplier performance, and the performance of the
business being managed.
3. Establish information requirements and granularity –– reports and
Common problems
decision-making criteria applied to points in the supply chain have
Companies attempting to outsource portions of business models
a tendency to stagnate over time, passing from one employee to
or supply chains that are not high performance often get surprised.
another. Linking decisions to metrics and financial performance will
The reduced cost structure provides immediate benefit but as
drive greater transparency and financial performance. Transitioning
the partnership develops, misunderstandings increase, process
portions of the business to a 3rd party without adequate data
performance degrades and complaint profiles widen. With time too,
definition will negatively impact supply chain performance, as
the benefit of earlier cost reductions erode. Without appropriate metrics
cross-company metrics conflict.
and structure in place, recognition is latent, and response late.
4. Define business process –– relationships and informal groups
Common experiences include:
support the performance of business processes when managed
• Service levels fall, fail to meet business needs
within the company. Inefficiencies are concealed. As processes
• Customer complaints increase
are extended beyond company boundaries, gaps appear and
• Indirect costs increase
are filled informally with smaller localised processes. Superfluous
• Invoiced costs are higher than expected
localised processes are used to fill gaps that were filled by informal
• Reports and data to run the business are provided intermittently
relationships. These activities are slowly institutionalised in the
• It takes longer to get answers and resolve issues.
extended supply chain and inefficiency of one type is replaced with
inefficiency of another. Business processes must be re-designed.
The initial reaction is often to blame the supplier. An objective
5. Assess system roadmaps –– an effective systems roadmap enables
analysis of the problem reveals that the business model, supply
improved performance of supply chains. As functional activities
chains and processes are not suited to support an outsourced
transition to 3rd parties, and business processes are refined, there
model and must be re-designed in order to achieve original
Supply Chain Asia May/June 2009
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Operations outsourcing:
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Future State Solution Landscape
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is opportunity to eliminate existing systems, leverage 3rd party
capabilities, ‘best practices’ and expand systems support to new
areas to further enhance performance.
Automate business processes –– as data touch points and simple
decision-making processes are outsourced, and data granularity
and reporting requirements increase, workload and human capital
requirements increase. Automating processes that enable granular
level system-to-system data transfer and support system-based
intelligent and repetitive decision-making, allows the retention of
greater control at the appropriate levels, and offers the promise of
consistent and sustainable performance.
Re-align internal skills set thru job analysis –– as supply chain
activities are transitioned or automated, and organisations contract,
key decisions become concentrated within senior management
layers. Skill sets, once distributed, must now be accessible within
the management layer. Managers must demonstrate matrixed skills
–– strategy, leadership, execution, nurturing. A depth of functional
understanding and a breadth of knowledge are necessary. Retained
skill sets are often more strategic and less tangible. Control of both
business and supplier becomes distributed. Skill set assessment
and job analysis programmes help re-align needs of both company
and employees.
Assess human capital locations –– location selection for the
intensive human capital layer of the supply chain is often more
qualitative than quantitative. Transitioning roles ‘as is’ across
geographical boundaries does not guarantee performance.
Informal support structures evaporate, loyalty is not implicit,
cultural differences and distance creates cross-company conflict,
turnover increases and efficiency stalls. The effect of the qualitative
must be anticipated –– access to human capital, education level,
screening criteria, complexity of technical content, language and
accent, training, attrition, work environment –– can all eventually
contribute to direct and indirect cost creep.
Critically evaluate supplier selection process –– supplier selection
may be strategic or through formal RFQ processes. SarbanesOxley has increased pressure to provide traceable quantitative
interpretation of selection criteria. However, the qualitative, too,
must be assimilated. Suppliers will over-commit. Often, capabilities
and services are never practically applied and knowledge limited.
Rigorous Q&A sessions aimed at evaluating the extent of discipline
and control, knowledge and performance across the supply chain
are needed. Final selection is often based on an unspoken belief

that performance can be transformed over
time. This must be factored into project
Sales &
Marketing
management, training and transition
Manager
activities.
Weekly
10. Assess pricing assumptions –– companies
Meetings
outsourcing portions of their supply
chain management layers to developing
locations are often temporarily distracted
Operations
by low cost quotations. Assumptions
Database
behind pricing must be explored, and
standard audit procedures set up to ensure
consistent compliance. The benefits of
headcount versus transaction quotes
* as needed!
should be evaluated. Penalty clauses may
help discourage deviations from acceptable
* as needed!
performance but may also set an expectation of acceptance and
bonus structures. Finally, beware of tiered pricing, or pricing linked to
cost of living indexes, better to renegotiate periodically.
11. Establish clear contractual obligations –– while Sarbanes-Oxley
compliance dictates completion and transparency, a contract
sets the scene for the way future business will be conducted and
acts as an internal communication tool, consolidating agreement
across all parties. In distributed supply chains, system agreements
are often key. Empowered contract owners must prevent the
creation of formalised sideline agreements that may confuse future
supplier performance discussions. Master agreements should
contain clear terms covering the performance of all aspects of the
relationship.
12. Implement project plans flawlessly –– projects can and do derail!
Timelines extend and mistakes are made. Project post-mortems are
often de-prioritised as team members exhale! Project management
is the subject of much management writing –– document,
empower, change management, sponsorship, communicate ––
and inter-company projects across time zones and cultures offer
greater challenges. The key to success is the establishment of
correct project structure with, for example, two project managers,
one facing outward to the supplier, one facing inwards focused on
change. There is always a temptation to let the supplier take the
burden but the legacy impact is greatest within. Activities must be
defined, progress tracked and challenges discussed and escalated
for resolution.
Conclusion
Vast and rapid amounts of outsourcing throughout the ‘flat world’ have
left supply chains fragmented. Attributes have been compromised and
inappropriate performance metrics have helped conceal problems
that degrade performance over time. A return to first principles is
required. Redefine corporate strategy, create new business models,
dispassionately assess the performance and fit of supply chains for
today’s BPO world and remodel for improved performance with
metrics linked to financial performance.
Irrespective of the business being outsourced, the lessons learned
and steps to ensure success are the same. The 12-step structured
approach discussed in this article is based on the combined experiences
of customers, suppliers, outsourced partners and consultants amassed
over 20 years of massive change. It is designed to realise sustainable
benefits rapidly, through a single, finite implementation.
May/June 2009 Supply Chain Asia
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SupplySupply
Chain
Asia
Forum
2009
Chain Evolutions. Global Impact.
7-9 July 2009 Singapore Sheraton Towers Hotel

2 Nights Free at Sheraton Hotel
*

when you travel to Singapore for SCA Forum 2009

Supply Chain Asia Forum 2009 continues to maintain
its successful formula of open discussions and

SG$995

deliberations of issues and challenges affecting the
industry in Asia today. For the event in 2009, we will
be opening with a panelist keynote session, featuring

* For overseas’ delegates only. 2 nights free accommodation at Sheraton Hotel when you register
and pay SG$995 from now till 31 May 2009 or
while stocks last.

leading movers and shakers of the industry to share
their views on current happenings. SCAF 2009
promises to be more exciting and intensive in contents
and connectivity. The 5th instalment of the event will

For event details, special pricing, and registration,
please visit www.supplychainasia.com/forum2009

be held at Sheraton Towers Hotel in Singapore from
7-9 July 2009.
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SCA Open Sharing Platform

Focused Plenary Roundtables

Supply Chain Asia Forum provides a neutral and open platform to
facility spontaneous and engaging discussions amongst professionals
in this field here in Asia. Experience this unique form of deliberations
that eradicates corporate marketing and enhances experiential learning
through personal anecdotes and case studies.

The focused plenary sessions are structured around the concept of roundtable discussions with a moderator and 2 domain experts. The open format
will allow you to participate more intimately with the rest of the delegates
and exchange ideas on how you could improve the specific areas within
each topic of discussion.

@

Supply Chain Asia
Industry Cocktail Night
Located on the 16th
Floor (32 meters high) of
the National Library in
Singapore, the Pod offers
a spectacular panoramic
view of the City Center of
Singapore, and also outlying islands, and neighbouring countries such as
Malaysia and Indonesia.
This will be a special night
to bring professionals
together for informal sharing and networking in the
midst of good food, great
music and fine wine.

THE POD

Special Workshop by Dr John Gattorna
Dr John Gattorna, one of the foremost experts on Supply Chain with
several books to his credit, will be hosting an exclusive workshop featuring
his new book “Dynamic Alignment Supply Chain”. This workshop would be
opened to all delegates from the Forum, together with a complimentary
copy of his new book that will be launched at the Forum in 2009.
Site Visits
Supply Chain Asia will be hosting 2 sites visit in 2009 to the Port of Singapore Authority and YCH.
Young Professionals Forum
The Young Professionals Forum provides an exclusive platform to connect
the industry senior professionals and veterans with the next generation of
supply chain leaders – either young students or professionals who have
just join the work-force. This year, the YPF will feature a debate between
the Senior and Young Professionals.
Vendors Showcase
The Vendors’ Showcase enables our supporting companies to showcase
their products and services during the duration of the Forum. If you are interested to showcase your products exclusively in Vendors-Assigned Areas,
kindly contact us for more details.
Supply Chain One-on-One
Supply Chain One-on-One is a specially arranged networking session occurring throughout the duration of the event. Supply Chain One-on-One
allows delegates to meet other delegates on like-minded topics of interest
within an exclusively networking area.
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facing the industry and its professionals today and the next three to
five years.

Moderator: A/P Mark Goh, Industry
Director, The Logistics Institute Asia
Pacific

Moderator: Mr Mark Millar, Director, Strategic Business Development,
UPS

Moderator: Mr Turloch Mooney,
Chief Editor & Managing Director,
Supply Chain Asia Magazine

Speakers: Mr Pari Annamalai,
Chief Executive Officer, Planvisage.
Mr Richard Loretto, Executive
Director, Strategy, AVON. Mr Steven
Kreutter, Demand & Supply Chain
Director, Eastman Kodak. Mr Peter
L. O’ Brien, Head, Supply Chain Asia
Pacific, Russell Reynolds Associates.
Mr Rob O’ Byrne, Managing Director, Logistics Bureau. Mr Michael
Proffitt, Strategic Advisor, Dubai
Logistics City. Mr Jeremy Prepscius,
Director, Asia, Business for Social
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Management, IBM Asia. Mr Robert
Ware, Director, Global Logistics,
Dell Global. Mr Jimmy Khoo, Vice
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Young Professionals Debate - “Today’s

Session 4
Humanitarian Supply Chain: Contributing to the Community
Supply Chain Professionals can do
more for the community because of
our unique knowledge in transportation and distribution. This platform
will allow professionals to share
ideas on how we can contribute to
humanitarian projects in a more
direct manner.
Moderator: A/P Hum Sin Hoon,
Executive Dean, National University
of Singapore
Speakers: Mr Paul Bradley,
President, Arshiya International. Mr
Joshua Wu, Supply Chain Manager,
INTEL. Mr Kim Winters, Group
Managing Director, Logistics Recruitment. Mr Han Kian Kwang, CEO,
Gurusoft. Mr Colin Fordham, Managing Director, Innovex Group. Mr
Neil McCann, Supply Chain Director,
Asia Pacific, Danone.
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How to cast your ballot
At the top of this page, you will find your magazine issue ID number,
which is required to cast your vote in the 2009 Supply Chain Asia
Logistics Awards. The number will correspond to your name on our
database. To cast your ballot, please go to www.supplychainasia.
com/awards and input the number along with other requested
details to the online ballot form.
If you are currently not a subscriber to Supply Chain Asia
Magazine, you may still cast a vote by going to www.supplychainasia.
com/magazine and filling out the online form for a subscription to
Supply Chain Asia Magazine. Once your subscription order has been
received, we will contact you by email with a valid voting ID number
that you may input to the online ballot form.
The new voting system has been introduced to increase the
integrity of the initial voting phase by preventing individuals from
voting more than one time and ensuring that votes are cast only
by members of the regional and global supply chain and logistics
industry.
The online ballot will be used to select finalists in each category.
Each finalist will be contacted by Supply Chain Asia Magazine staff
and requested to provide short statements on why they believe
they should win the category in which they have been nominated.
Finalists in two categories –– The Supply Chain Innovation Award
and Best Supply Chain Consulting Partner –– will be requested to
submit white papers for the consideration of the Awards judges.
The finalists’ statements and white papers will be collated and
published in a Finalists Supplement which will be distributed
with the September/October issue of Supply Chain Asia Magazine
and to our panel of independent Awards judges who decide
outright winners in each category. Details of the judges for the
2009 Awards will be published in the Sept/Oct issue of Supply
Chain Asia Magazine.
Winners will be announced at the Awards gala ceremony to be
held in November in Singapore.     
The Green Supply Chain Award
(The category is open to shippers and supply chain service providers)
• Nominated organisations should outperform any generally
accepted official national and/or global environmental guidelines
covering the industries in which they operate
• Nominees should have implemented substantial new measures
to improve and develop their environmental record over the past
year. Details of these measures should be publicly available
• Nominees should be generally recognised as making sincere and
deep efforts to fully integrate environmental awareness into all
areas of business strategy and operations
• Nominees should have a clearly defined environmental policy
with objectives supported and implemented from the very top
of the organisation
• Nominees should have a track record of directing suppliers and
business partners towards better environmental standards
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The Supply Chain Security Award
(The category is open to shippers and supply chain service providers)
• Nominated organisations should have implemented a customised
security policy relevant to their organisation
• The policy should be fully supported by top management
• The policy should include regular education and training for staff
on security-related issues
• The policy should be uniformly applied across the organisation,
covering people, property and information
• Nominees should participate in and adhere to a best practice
security management system, such as C-TPAT, ISO28000, WCO
Authorised Economic Operator, etc.
• Regular organisation-wide security audits and regular adjustments
and improvement should be carried out
The Supply Chain Risk Management Award
(The category is open to shippers and supply chain service providers)
• Nominated companies should have a deliberate and structured
approach to risk management
• Nominees should conduct risk analysis on a systematic and ongoing
basis and include adequate follow-up and review procedures
• Detailed contingency plans to deal with risks should be in place
and subject to regular updates
• Risk analysis and contingency plans should cover areas including
production risks, quality risks, environmental/natural disaster risks,
political risks and economic risks
• Risk evaluation of key suppliers should be undertaken on a regular
basis
• Risk mitigation should include education and training for staff and
risk contingency plan drills
The Supply Chain Best Practice Award
(The category is open to shippers and supply chain service providers with
global headquarters in Asia)
• Nominated companies should be recognised leaders in rolling out
best practice systems and processes across their organisations
• Best practice systems and processes should be characterised by deliberate
methods to avoid service commoditisation and agility failures
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YP Debate
The first ever debate pitting the young professionals against the seasoned professionals. The objective of this session is to draw out the issues
and challenges faced by the younger generation in relation to training and the perception by the current generation of supply chain leaders.
TOPIC: Training for Success: Today’s training does not prepare the young professionals to succeed in their field.
Moderator: Mr Paul Lim, Founder/President, Supply Chain Asia
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• Best practice systems and processes should be under regular review
and evaluation
• Nominees should be recognised as having driven best practice
forward on an industry-wide level in at least one traditional supply
chain areas, such as customer service, strategy development and
execution, inventory control, warehouse management, etc.
• Nominees should be recognised as driving industry-wide best
practice in recent high profile areas of focus in the progression of
the discipline of supply chain management such as supply chain
risk and security management, supply chain sustainability, etc.

• Level of customer service
• Client partnering/track record in understanding and collaborating
well with customers
• Launch/upgrade of new products and services on an ongoing basis to
match market demand
• Reliability of service and value for money
• Ability to handle specialised shipments
• Level of local knowledge of developing Asian markets
• Approach to sustainability and CSR issues
• Approach to security and risk management

The Supply Chain Innovation Award
(The category is open to shippers and supply chain service providers)
Nominees for The Supply Chain Innovation Award will be requested
to submit a white paper/case study detailing an innovation in supply
chain operations. White papers will be passed to the panel of Awards
judges who will choose the outright winners in each category. Please
note that Innovation is the focus of the Award, which is open to
companies of any size.
The Award is intended to recognise a lasting and high value
innovation in supply chain operations. Nominated companies should
be those that have over the past twelve months undertaken one of
the following:
• A significant restructure of supply chain processes and/or operations
leading to major value gain for the organisation in terms of cost
savings and efficiency gains and improved customer service
• Successful completion of a major supply chain/logistics project
with unique and specific challenges within the past twelve
months. Results of the project should be quantifiable and
should represent an innovation in the practice of supply chain
management
• Application of a new or existing technology (or technologies) in an
innovative manner resulting in major value gain for the business in
terms of cost savings and efficiency gains and improved customer
service

Shipping Line of the Year
(The category is open to Asian and global container line operators)
• Size and span of network
• Schedule reliability
• IT know-how and systems
• Level of customer service
• Client partnering/track record in understanding and collaborating
well with customers
• Launch/upgrade of new products and services on an ongoing basis
to match market demand
• Reliability of service and value for money
• Approach to sustainability and other CSR issues
• Approach to security and risk management

Global 3PL of the Year
(The category is open to 3PL and 4PL companies only)
• Size and scale of global network
• IT know-how and systems
• Level of customer service
• Client partnering/track record in understanding and collaborating
well with customers
• Launch/upgrade of new products and services on an ongoing basis
to match market demand
• Reliability of service and value for money
• Ability to handle specialised shipments
• Level of local knowledge of developing Asian markets
• Approach to sustainability and CSR issues
• Approach to security and risk management
Asian 3PL of the Year
(The category is open to 3PL and 4PL companies that have originated
in Asia or The Middle East and have their global headquarters in Asia or
The Middle East)
• Size and scale of network
• IT know-how and systems
Supply Chain Asia May/June 2009

Air Cargo Carrier of the Year
(The category is open to Asian and global air cargo carriers)
• Size and span of network
• Reliability of service and value for money
• Range of specialised products and services available
• Reliability of guaranteed services
• IT know-how and systems
• Level of customer service
• Launch/upgrade of new products/services on an ongoing basis to
match market demand
• Ability to handle specialised cargo
• Approach to sustainability and other CSR issues
• Approach to security and risk management
The Supply Chain Education & Training Award
(Nominees can be from the public or private sector)
• A strong pedigree in education and training in supply chain and
logistics in Asia
• Demonstrated innovation and creativity in the development of
solutions to meet the regional supply chain and logistics human
resource challenge
• A track record in publishing thought-leading supply chain and logistics
opinion and research
The Corporate Social Responsibility Award
(The category is open to shippers and supply chain service providers)
• A strong track record in CSR initiatives
• Implemented substantial new measures to improve and develop
CSR efforts over the past twelve months. Details of these measures
should be publicly available
• Generally recognised as making sincere and deep efforts to integrate
CSR values into all levels of the organisation

event news – awards

• A clearly defined CSR policy and objectives supported and
implemented from the very top of the organisation
• A well developed internal communication structure to ensure CSR
values are cascaded throughout the organisation
• A track record of directing suppliers and business partners towards
better CSR standards
Container Terminal of the Year
(The category is open to container terminals located in Asia)
• Handling charges
• Level of customer service
• IT know-how and systems
• Size of liner network
• Level of communication with lines and other customers
• Quality of storage and distribution facilities
• Overall efficiency of facilities
• Ability to handle specialised shipments
Air Cargo Terminal of the Year
(The category is open to air cargo terminals located in Asia)
• Level of customer service
• IT know-how and systems
• Overall terminal efficiency

Awards sponsor profiles
Deloitte
Deloitte provides audit, tax, consulting, and financial advisory services
to public and private clients spanning multiple industries. With a
globally connected network of member firms in 140 countries, Deloitte
brings world-class capabilities and deep local expertise to help clients
succeed wherever they operate.
Deloitte’s 165,000 professionals are committed to becoming
the standard of excellence. Deloitte’s professionals are unified by
a collaborative culture that fosters integrity, outstanding value to
markets and clients, commitment to each other, and strength from
cultural diversity. They enjoy an environment of continuous learning,
challenging experiences, and enriching career opportunities.
Deloitte’s professionals are dedicated to strengthening corporate
responsibility, building public trust, and making a positive impact in
their communities.
Deloitte Consulting Pte Ltd is a member of Deloitte Southeast Asia ––
a cluster of member firms operating in Brunei, Guam, Indonesia, Malaysia,
The Philippines, Singapore, Thailand and Vietnam –– was established to
deliver measurable value to the particular demands of increasingly intraregional and fast growing companies and enterprises.
With a team of 200 partners and over 4,000 professionals located in
20 offices, Deloitte Southeast Asia specialists combine their technical
expertise and deep industry knowledge to deliver consistent high
quality services to companies in the region.     
Agility
Agility is one of the world’s leading providers of integrated logistics
to businesses and governments. It is a publicly traded company with
US$6.8bn in annual revenue and more than 34,000 employees in
over 550 offices and 120 countries. Agility brings efficiency to supply

•
•
•
•
•
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Airline network coverage
Quality of ground transportation links
Handling charges
Ability to handle specialised shipments
Specialised storage and handling facilities

Best Supply Chain Consulting Partner
(The category is open to supply chain service providers only, including
logistics and transportation companies, consultants and supply chain
software providers)
The Award is intended to recognise companies that have
demonstrated outstanding ability to partner and collaborate for the
deliverance of improved supply chain performance.
Finalists in the Best Supply Chain Consulting Partner category
will each be requested to submit a case study detailing a
successful partnership and collaboration between two or more
organisations resulting in improved supply chain performance.
The partnership can be ongoing or for a specific project with a
specific timescale.
Case studies should include details of the scope of the project
including objectives, timelines and technologies employed, as well as
details of how the two organisations involved succeeded in creating
a successful partnership to reach the desired outcome.     

chains in some of the globe’s most challenging environments, offering
unmatched personal service, a global footprint, and customised
capabilities in developed and emerging economies alike.
Agility’s commercial division, Agility Global Integrated Logistics
(GIL), is headquartered in Switzerland and provides supply chain
solutions to customers in technology, retail, chemicals, and other
industries. Agility Defense & Government Services (DGS), based in
Washington, offers logistics services to governments, relief agencies
and international institutions worldwide. Agility Infrastructure group
companies primarily focus on opportunities in the Middle East, Africa
and South Asia, providing infrastructure support in the areas of
industrial real estate, customs optimisation, and airline services.
Agility has continued to develop its emphasis on supporting
activities in the area of Corporate Social Responsibility (CSR) in the
last year. This has included
• Moving medical supplies for 10,000 people to Baghdad hospitals for
International Medical Corps
• Supporting orphanages in Sierra Leone, Angola, Rwanda, and
Uganda.
• Helping 170 community projects in 45 countries, reaching 383,583
people in 2008
Through Agility’s Humanitarian and Emergency Logistics Program
(HELP), the company has responded to emergencies in Indonesia,
the Philippines, Bangladesh, Lebanon, and Pakistan. Agility, a
founder member of the Logistics Emergency Team, responded to
Cyclone Nargis in Myanmar and helped manage humanitarian freight
distributed to 1.5m beneficiaries.
In addition, Agility was the first logistics company to go carbon
neutral in New Zealand, reducing energy consumption by 30% and
taking over 9,000 tons of carbon and eliminating 5.5m pounds of
plastic from customer supply chains.     
May/June 2009 Supply Chain Asia
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n the spirit of sharing my thoughts with the distinguished Supply
Chain Asia Magazine audience, and without intentionally offending
the proverbial knowledge of all our SCM guru readers, I want us to
consider the analogy in what I like to call the hidden supply chain in
your business. One word explains –– communication.
Communication is the hidden supply chain because very often we
underestimate the cause and effect it has both up and downstream
along the supply chain of message management, employee and
customer engagement. In my opinion, our priority should be to
manage the internal communication supply chain effectively which

The

Hidden
supply chain

Why communicating to
connect matters and
being big on the inside
brings you to become
great on the outside
By Gwendy Krijger

will automatically bring synergy and integration with external
communication supply chains and their relevant supply and demand
partners such as markets, shareholders, customers and the customers’
customer.
The issue is that too many times we spend money and effort
in telling the market and customers about ourselves and forget
to invest and capitalise on the biggest benefit we have to offer in
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a commoditised market –– our people. And so the challenge I put
out there is: how we are managing internal communications supply
chains when it comes to what is being said to people (upstream) and
connecting the link to how it is being said by people (downstream).
Communicate to connect
I believe everyone can relate to the classic employee survey outcome
where, every year, management teams sit and ponder why they are
being scored so low on not communicating enough when internal
communication plans have been executed well, boxes ticked on
town hall meetings, and road shows and newsletters printed and
distributed. Let’s cut to the chase –– are you communicating to tick
boxes or are you communicating to connect with your employees?
That is the crux of it –– it is no longer enough to communicate, you
have to connect if you want to engage.
The challenge in connecting relies on two things –– what is being
said and how it is being said. Today’s business environment is changing
fast with employees expecting dialogue vs. monologue, they want
access to information in the medium that suits them, and they expect
direct access to leaders who can connect them with the strategy in
a way that their grandmother would understand over a cup of tea.
The assumption companies (and the individuals in management
positions) make is that the skills are in place to get the message
across. Not true.
Let’s take the essentials –– presentation skills. Imagine for a
moment you are sitting in a room as the audience and the presenter
starts to speak. Within seconds, you are lost, disengaged, counting
the seconds on your watch and wondering why you are there in
the first place. Oh you forgot, how rude of you –– it’s the town hall
meeting that is organised for you (the employee) to get you behind
the strategy. Why we are not engaged is simply that the presenter is
not connecting with us or worse picked up a presentation made by
and for someone else to deliver to you. Let’s not even begin to discuss
the company culture we have all created where ‘death by PowerPoint’
seems to be a sure way to keep your job and demonstrate how smart
you are with teensy-weensy numbers on charts, flashy colours and
animations. Get the picture? Is that connection? Who is coaching the
leader on how to connect?
Another example I like to share is the classic “News from the top”
message. On a regular basis, the PDF or print copy gets distributed
with a summary of what has been going on. Now don’t get me wrong
–– these have their place. However the trick is in who writes them and
how connected that person is to the real business, how we measure

I believe everyone can relate to
the classic employee survey outcome
where, every year, management teams
sit and ponder why they are being scored
so low on not communicating enough
when internal communication plans have
been executed well, boxes ticked on
town hall meetings, and road shows and
newsletters printed and distributed.
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them, and how do we stop or change them when we figure out they
are not working without tarnishing management’s ego or image. All
too often it’s a tick-the-box approach, management have delivered an
update to staff but have they created a dialogue? And; it’s this dialogue
that is going to be the measure on whether you are successful in
executing engaging employee communications or not. The change
in business today is that your people do not want to be spoken TO
–– they want to be spoken WITH.
“But we do try”, I hear you say, “we hold meetings and invite
feedback but nobody ever asks a question or it’s always the same
people asking”. Correct –– not everyone is asking because they don’t
feel a connection with your invitation for dialogue (or the format you
prescribe it in). Let’s hold that thought.
Ideas to connect
The state of our world is changing, and our industry is no different
in reacting to the current economic downturn as corporate giants
either move at a sluggish pace or make radical shifts in strategy that
innovates. The smaller organisations are either going out of business
or are able to respond faster and smarter through their nimble
decision-making process and ‘war room’ approach. One message is
clear –– capitalism is out, collaboration is in.
It is against this backdrop that I share ideas on how you can take a
collaborative approach in connecting the links in your communications
supply chain between information (what is shared and how) and skill
(who shares it and how).
1. Leadership with foresight
It starts with sound leadership, and for this I draw on insights from a
recent talk I attended at INSEADS business management school on
managing risk and uncertainty. For those in leadership positions it
is vital to think in terms of what COULD be vs. what SHOULD be in
relation to the current state of the world. In order to manage the could
be, one has to have foresight and one also has to be humble as a leader
or person in business to recognise and admit that you do not have all
the answers. The leadership skills required are;
• Open mindset –– The plan is just a plan … see the world for what
it is, not what you hope it to be
• Flexibility –– As your understanding of the world changes, so must
your actions
• Investment –– Understanding the world requires constant
investment
• Engagement –– Be open to early engagement and to early negative
feedback
I will add another –– communicate to connect. If you are not
brilliant at it, apply the above skills, be humble, keep an open mindset,
stay flexible, make the investment and engage a communication skills
coach that can give you the feedback you have been missing all these
years and have you connecting with audiences in no time.
2. Being BIG on the inside
The discipline of internal communications is unique and those believing
it can be done as an ‘add-on’ to the marketing communications and/
or PR Media activities are wrong. Internal audiences need a lot more
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Today’s open-source culture
gives us a wealth of tools to measure
and execute. With a bit of re-skilling
of the communications team, thinking
out of the box and collaboration to
build a 360-degree approach between
message and skill development, you
can build your own studies, run your
own blogs and design your own social
networking groups.
attention and care than external audiences. Very simply, if they are
taken care of, they will automatically take care of customers and the
markets in a way no big budget on advertising or PR can ever do. What
you do upstream in the communications supply chain has huge effect
on what happens downstream but three simple rules still apply:
• Listen to your audience –– know them!
• Learn what they are thinking, feeling and doing –– understand
them!
• Engage everyone in the conversation with relevant, timely, trusted
and transparent information –– talk WITH them, not TO them.
Again, leadership plays an important role in connecting employees
with strategy and ensuring that each employee understands what
they need to think, feel or do for the company to be successful. So
again, the questions you want to be asking yourself in connecting the
link in your internal communications plan with that of your learning
and development plan is:
• Do you offer direct access for your people to connect with leaders?
How is this done?
• If no, what are the barriers to giving your people direct access to
leaders?
• Does your organisation provide dedicated training and coaching for
executives and management on how to effectively communicate
and connect people with the business strategy?
• What critical skills are currently lacking today amongst your leaders
and management to communicate effectively?
- Delivering an engaging presentation that connects with the
audience
- The ability to communicate strategic content in ways that
everyone understands
- Tailoring their message to adapt to people’s different
communication styles
- Explaining the reasons behind major decisions and change
- Soliciting employee feedback and acting on it
- Creating a dialogue on the issues and not just dissemination of
information
A 360-degree internal communications strategy includes the
leadership development strategy on communication skills. Leaders are
tools in the communicator’s toolbox and the sooner leaders work with
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their communication managers to bring strategy, skill and message
together, the bigger your organisation will be on the inside. And we
all know being big on the inside makes you great on the outside...
3. Investing in an outcome that you can measure
Lastly, a topic close to my heart having worked client side for most of
my career and with numerous vendors, I now find myself on an eyeopening journey from the ‘other side’ where clients do not push for
real outcome that can be measured. The challenge with this one is it
comes down to money, time, effort and resources to do the measuring.
The surprising thing is that we all want outcome and demand
results –– yet often compromise measurement or take a tick-the-box
approach that leaves a far too subjective flavour on the taste buds.
Good measurement costs money, so how are we going to solve that
one with current non-existent budgets? I offer two ideas on how to
look differently at the situation;
• Technology and its growing (almost free) place in the world of
internal communications –– today’s open-source culture gives
us a wealth of tools to measure and execute. With a bit of reskilling of the communications team, thinking out of the box and
collaboration to build a 360-degree approach between message
and skill development, you can build your own studies, run your
own blogs and design your own social networking groups. There
really is a full course meal out there on social media tools to meet
budget and firewall diet restrictions. The challenge is not in the tools
being available or their cost. It is with the mindset and behaviour
of people who lead and use the tools. The game has changed for
communicators with the new rules being to control the message,
you have to let users generate it and learn through collaborating
with each other.
• Understanding the route-cause of the skill gap –– gone are the days
where big training budgets meant a full training calendar on offer
to everyone. Organisations have to be clear on what the issues are
before investing in the plan. For example, you may say, we need
consultative selling skills amongst our sales force when the real
problem is actually that people are simply not communicating
effectively when presenting to clients or lack confidence. Where do
you put your money first: giving them the high dollar consultative
selling programme or a good old fashioned lesson in how to
communicate with confidence that connects? Less is more, and
handled with sniper precision can give you the biggest personal
development impact with the individual.
So finally, being confident in connecting your business, your
message and your people has to start with understanding your
communications supply chain and all the factors that make it
successful. From the upstream contributors of message and tool
design to the downstream contributors of skill and ability of people
delivering that message. That is what ‘being big on the inside’ is
about and knowing how you communicate to connect your hidden
(communications) supply chain.

About the Author
Gwendy Krijger has been working with management and leadership operating in
international and diverse environments within the supply chain and logistics industry for
15 years. Gwendy can be contacted at: gwendykrijger@connectingthelink.com.
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How not to
interview
Veteran industry HR man Neal
Horowitz warns of the perils of
interview addiction

“Doing interviews is not your job; it is
the job of the interviewer to size up the
candidate, and yours to size up the
opportunity.”

W

e are in a truly global recession.
Gloomy news brings job panic
––holding on to one, or cautiously
looking for new possibilities. This in turn
creates fear. When people are fearful, they
grab the first job offered.
For those who go on many job interviews,
they’ll end up in the wrong job, doomed to
repeat their errors. But it doesn’t have to be
that painful –– there are easier ways to get a
job that truly fits.

The difference between getting and doing
Bookstores carry hundreds of books on
interviewing techniques and how to land that
perfect job. Those out of work (or soon to be)
think if they look at the daily newspaper or
recruitment websites, brush up their CV, learn
to answer standard interview questions, dress
well, and get through the interview intact,
they’re on their way.
Nothing could be further from the truth.
It is not about how to GET a job, it is how to
DO a job.
My friend Brian is a good example. An
American national, he has lived in Asia over 15
years in three different countries, getting better
jobs through headhunters. With a wife and two
children, he was laid off in November by his US
organisation, and now spends his days calling
every recruiter he may or may not know, on the
Internet looking at every job board, sending out
dozens of CV’s weekly.
He has had six interviews thus far, has
become a facile interviewee, and may actually
get a job offer from one company after

two perfunctory meetings. He’s never heard
of the brand, (although they’ve been in
existence 50 years), doesn’t know the industry
or products, can’t figure out how they make
the profit they say they do, and said it doesn’t
‘feel right’. He’ll probably take it, although even
money says he’ll interview again next year..
People like Brian go on interviews just to go
on interviews, and feel the more they interview,
the more productive they are. But they know
little about the job, the company, the issues, and
have only scanned a job description.
If your boss asked you to spearhead a new
strategic initiative, would you wait for him to
explain everything, or instead find out as
much as you could prior to your meeting? Can
someone with little background knowledge
on a company be able to talk about company
challenges during an interview?
Act like an employee, not an interviewee
An interview is for you to show what you
can do for your new boss, and to act like an
employee, not an interviewee. More and
more people now focus on interviewing, and
that is backwards. The goal is to get the best
job for you, not to get as many interviews as
possible or send as many CV’s as possible.
Maybe you’ve become like Brian, good
at interviewing, checking the Internet every
day, emailing hundreds of CV’s, (almost all of
which are never reviewed) and measuring
progress with number of interviews. I hate to
tell you this, but if you’re a mid to senior level
professional there are not hundreds, or even
many dozens of jobs that are the right ones.

As a headhunter, I get desperate calls
and emails from people asking if I can help
them get more interviews and talk to as many
companies as possible. They’re off to the
next interview to see if it fits better. People
assume they must get plenty of rejections
before receiving that dream job, interviewing
for jobs they know are not right, hoping one
such mismatched role will somehow blossom
into the ideal.
CV after CV is sent, they wait to get the
standard auto-reply or send out email reminders
to an address with no name. All those emails keep
an entire industry busy; in-house recruiters, online job boards and employment agencies. This
is how job hunting has been done for decades.
Technology has changed radically, but we still
look with the same mindset –– email instead of
post, Internet instead of the classifieds.
HR departments are overwhelmed,
and those in the “employment” sector are
growing, career coaches and counselors,
CV writers, outplacement firms, job hunting
experts, in-house recruiters, employment
agencies, all trying to help you find a job by
going on as many interviews as you can. More
CV versions, more interviewing techniques,
CV revisions, more coaching, ad nauseum.
Doing interviews is not your job; it is the
job of the interviewer to size up the candidate,
and yours to size up the opportunity.
Next time I will give six warning signs of
being too addicted to interviewing and how
to break the habit.
Neal can be contacted at: neal@
henryhalemaguire.com
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Supply Chain Leadership
in ough Times

T

What do Gandhi, Winston Churchill,
FDR, Deng Xiao Ping, Bismarck, and
Abraham Lincoln have in common?
Despite the differences in times, places
and circumstances, each of these took a
large and divided group of people staring
despondently into an abyss and –– with gritty
determination, inspiration and pragmatism
–– steered them to relative safety and
prosperity. These were true leaders for tough
times.

N

o doubt, we are in tough times now, and tough times call for
a different style of leadership. Why? To quote one of our dear
departed teachers, Capt. Rewari, our navigation instructor in
our Merchant Navy Officer’s course: “When the sea is calm and you
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By Vivek
Sood, CEO,
Global Supply
Chain Group

are in vast open ocean with little traffic even your girl friend and my
wife (both untrained navigators) can navigate a super tanker with
very little training. But I am preparing you for the times where your
skills will be truly tested, such as the treacherously narrow waters of
straits in a tropical squall with shipping density of nearly 100 ships per
square mile, and perhaps pirates chasing you.”
To find the way forward, we have to first briefly examine the
dilemma currently faced by businesses –– large and small. On
one hand, in the absence of credit, all but most essential demand
is drying up. On the other, customers are becoming even more
demanding. While margins are slipping, economies of scale and
scope are eroding, surplus of production and inventory capacity
is growing, and the workforce is insecure and resigned.
First, let us look at key ways in which supply chains are ‘mutating’
in the current economic climate:
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Akin to permanently
constricted blood vessels from
a high cholesterol diet –– this will
expose future global supply chains
to frequent threats of systemic
seizure, lowering the velocity of
trade, and perhaps increasing the
transactional burden.
Stifled monetary flows: out of the three flows that constitute
supply chains, perhaps the monetary flow is most vital. Current
estimates of global trade finance shortfall by WTO range between
US$100bn and $300bn. As the liquidity crisis bites, international
trade grinds to a halt. Cargo piles up at unlikely locations, shipping
services are severely disrupted and all finely tuned supply chain
planning and scheduling is out of the window. While the current
legal mess will take many years to sift through, we suspect this
will leave a permanent mark on global supply chains. Akin to
permanently constricted blood vessels from a high cholesterol diet
–– this will expose future global supply chains to frequent threats
of systemic seizure, lowering the velocity of trade, and perhaps
increasing the transactional burden.
Continual price discovery: what is the price of shipping a
container from China to the US today? How about $100 + CAF/BAF!
How much will it be tomorrow? Who knows! Prices for most traded
goods are at their most volatile in living memory. In fact, with
overcapacity in global production capabilities in most industries,
inventories piling up, and varying propensity to price at marginal
cost, it is no longer easy to ascertain what is a ‘good’ price to pay,
even for a short-term contract. We believe this on-going price
discovery will accentuate as the global economic crisis plays out. A
stable price regime will only emerge on the other side of the crisis
and in the meantime procurement directors, purchasing managers
and buying offices face a thankless task akin to picking a number
out of a hat and praying that their organisations will make money
at that purchase price.
Potential market failures: why did Circuit City have to file for
bankruptcy a few months ago? Market failure is the condition
where despite sufficient demand and supply, the market does not
clear at any price because of many reasons including disparate
expectations on both sides and political meddling. Add to this the
instances where supply chain ‘partners’ are reluctant to trade with
each other due to doubts about each others’ solvency (suspected
prime reason in Circuit City’s case). Implications for the supply
chain managers are many fold. Multi-sourcing will stand the
single vendor strategies of the past two decades on their heads;
supply chain risk management takes a completely new dimension,
and business strategy starts dictating horizontal and vertical
integration at the same time –– both difficult to execute in times
of credit crunch.
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Just-in-Case supply chains: the past three decades have seen a
continuous march towards Just-in-Time (JIT). Even in countries where
conditions were widely different from Japan, experts –– academics,
consultants and headquarters –– admonished managers to shun
Just-in-Case (JIC) and move towards JIT. Looks like the time has come
for JIC to take its revenge. Why? With growing uncertainty about your
suppliers, your bankers, your shippers, your logistics service providers,
and countless others cogs in the supply mechanism that makes it
possible for materials to arrive at your door in a pre-coordinated
manner, you would want to keep buffer for any of them defaulting on
their promise at any time. Does that mean all supply chain planning,
scheduling and co-ordination is going to be worthless going forward.
No, but it will become a lot more complex.
While the above looks very doom and gloom, it is really not any more
different than the navigational equivalent of maneuvering a laden
super tanker through Malacca Strait. Human ingenuity, tenacity and
will have always triumphed over the most insurmountable barriers.
This brings us to our key question –– what is the way forward?
We believe that the two things that mark the way out of the
dilemma faced by corporations today are leadership and supply
chains. Why? Even in the best of times, leadership is seen as a key
differentiating factor among top performing corporations and their
less effective peers. All research (e.g. Sobel, Collins etc.) points out
that in tough times the need for good leadership becomes the
main, if not the only, differentiating factor.
Supply chains, on the other hand, have a different role to
play. For the first time in human history end-to-end supply chain
management has become a possibility. But the supply chains of
the future will be very different to the static, uni-dimensional
supply chains of the past. Corporations looking for a way out of the
difficulties created by the economic crisis would do well to focus
on their supply chain leadership capabilities. With this in mind, we
believe the following key attributes will separate the true supply
chain leaders from the pretenders.

We believe that the two things
that mark the way out of the dilemma
faced by corporations today are
leadership and supply chains. Why?
Even in the best of times, leadership
is seen as a key differentiating
factor among top performing
corporations and their less effective
peers. All research (e.g. Sobel,
Collins etc.) points out that in tough
times the need for good leadership
becomes the main, if not the only,
differentiating factor.
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1. Hard hitting communication: not surprisingly, on top of our
list is an ability to concisely sum up the situation, formulate a plan
and articulate it credibly. Flowery language, hedging the bets
and muddled thinking have no room in this situation. Supply
chain leaders who cannot sum up the situation concisely to their
executive peers and boards, or who cannot articulate a credible
plan concisely, will eventually be responsible for downfall of their
entire corporation.
2. Disciplined execution: research by Sobel (Sobel, Robert (1972).
The Age of Giant Corporations: A Microeconomic History of American
Business, 1914–1970) revealed that only the companies who ran the
tightest ships (e.g. General Motors under Sloan) came out on the
other side of the depression in a better condition that they entered
it. This is no surprise. Tough talk is nothing if it is not followed up
with determined action. As the inevitable roadblocks emerge on
the planned journey towards goals, effective supply chain leaders
have to use every persuasive technique in the book to get through
the roadblocks.
3. Thriving on chaos: as the credit crunch hits, market structures
are stressed, and prices become wooly, an ability to understand, live
with, and thrive on chaos will become paramount. What does this
ability to thrive in chaos mean? It entails the ability to keep one’s
head despite unexpected disruptions to keep the organisation
moving towards the worthy, credible short-term and long-term
goals –– despite small and big ‘shocks’. Whether it is a single
customer delivery, or manufacturing footprint rationalisation, or
reconfiguration of supply arrangement to suit a new market reality
–– it is important not to lose sight of worthy supply chain goals in
face of the chaos.
4. Strategic mindset: facing chaos on a daily basis shortens
people’s attention span to an extent where they lose an ability
to formulate a strategic intent and go after it. We believe that
this ability distinguishes the true leaders from everybody else
who faces chaos in the same environment. How do we define a
strategic mindset? An ability to simultaneously see what is, and,
what could be; an ability to simultaneously see several viewpoints
and decide how they can all be right and which one to use for the
goal; an ability to simultaneously see and understand the situation
from various levels of granularity. While this can be taught in the
business schools, we believe the best practitioners in the art of
strategic mindset are self-educated.
5. Tenacity and resourcefulness: tenacity can best be explained
by paraphrasing Churchill “Never give in, never give in, never, never,
never, never –– in nothing, great or small, large or petty –– never
give in except to convictions of honour and good sense.”
The economists truly believe that resources are limited, but
true leaders find ways to garner resources magically out of thin
air when none appear to be at hand. They can then fully use their
powers, persuasion, and all other means at their disposal to ‘release’
resources and energy towards goals. This ability to prospect for
diamonds during a mudslide is perhaps the biggest distinguishing
factor of leaders.
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Two important questions are still outstanding. The first of
these is why technical supply chain skills have not figured so far
in the discussion. We believe by now they are a ticket to entry and
not as important as the attributes listed above. In addition, their
usefulness will erode as new techniques will need to be developed
from scratch and they can be brought in on demand.
Second, are such supply chain leaders born or trained? In other
words can you take a mediocre performer in your organisation and
by spending money on training convert him into a true supply
chain leader for the tough times. We believe the answer is no. How
about someone with leadership potential? Probably –– but there
your guess is as good as ours.
What is the key takeaway from all of the above? It is that
there is still a small window of opportunity to correct hiring
mistakes of the boom time. If you have promoted or recruited
personnel in supply chain leadership roles who would not be
entirely appropriate for the tough times, make a quick decision
on retain or retrain. And do not use an outdated model of supply
chain leadership to make those decisions. The road map has
changed –– the attributes that were important in the boom time
are not as critical anymore. The new ones above are far more
critical now and owning them could well be key to the survival
of your organisation in a few years time.
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Retrenchment and
the security of multiple
sources of income

M

ultiple sources of income allow us
to buttress ourselves in case we are
retrenched. In the event that we
are unfortunate and happen to be the ones
that are retrenched as companies downsize,
a replacement income means we can put
food on the table.

Would you rather be someone who is a maverick
moneymaker, always ready with his financial escape plan and
able to create additional wealth during dire financial straits,
or remain as an uninformed financial lamb to be slaughtered
whenever recession and economic downturn hits the fan?

Being unemployed
I know how it feels to be unemployed. Even
if you have years of experience and all the
proper qualifications, recession affects all
companies, downsizing occurs everywhere,
and you can still be a potential candidate
for retrenchment. When you are out of a job,
you have lost your income. If that continues
for prolonged periods, you have a potential
financial problem on your hands when you
are unable to foot daily expenses, pay the
mortgage, or feed your family.

Economic recession affects everyone
If you are thinking that the economic recession
is not going to affect you, think again. We are
just seeing the initial effects of the sub-prime
mortgage crisis, the initial effects of the stock
market crash and the end of commodity
cycles. Companies and banks worldwide are
starting to fail. The greatest impact of these
business failures and the business slowdown
has yet to show its ferocity and extent.

An ‘escape plan’ during bad
economic times
If in the past we have been comfortable and
felt secure in our jobs, we must realise that
economic times have changed. The financial
crisis currently spread throughout the world
means we need to have an ‘escape plan’ in
place so we are not struck down as the crisis
develops further.
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Establish a personal ‘escape plan’
It is in times like this that we must take better
care of our personal finances. Reduce debt,
and create wealth by saving and by creating
new wealth. Establish a personal ‘escape plan’
and establish multiple sources of income

before the event that you are retrenched,
and even if you escape retrenchment, the
very process of taking action to create
and generate wealth will help you quickly
buttress yourself against future financial
difficulties that may come your way.
Would you rather be someone who is a
maverick moneymaker, always ready with
his financial escape plan and able to create
additional wealth during dire financial straits,
or remain as an uninformed financial lamb
to be slaughtered whenever recession and
economic downturn hits the fan?
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Time to review
the fate of private
entrepreneurs in China
By Paul French
2009 will be remembered for two things in
China. First, the country is celebrating the
30th anniversary of Deng Xiaoping’s reform
and opening-up movement as well as the
People’s Republic’s 60th anniversary. In other
words, half of the PRC’s history has been
about rigid Maoism while the other half has
been about reform and surging growth. So
it’s a good time to assess just how far private
entrepreneurs in China have come and how
successful they’ve been. Second, 2009 will
be remembered as the year in which China
faced its first recession as a nation exposed
to the vicissitudes of global trade as never
before. This also makes it a perfect time to
assess the level of entrepreneurial success
in China at a time of economic worry. Three
new books do just this
China Entrepreneur: Voices of Experience from 40 International
Business Pioneers from Juan Antonia Fernandez and Laurie
Underwood comes with high expectations. The authors’ first book
China CEO was widely read and lavishly praised. Their second book
follows the style of the first by concentrating on interviews with a
range of entrepreneurs in China. However, as all the entrepreneurs
interviewed are foreigners working in China, the book really only gives
us a view of their experiences rather than local entrepreneurs.
Additionally, most of the businesses are rather small while a large
number are consultancies so as an overview of entrepreneurial activity
in China; the book’s use is limited.
However, China Entrepreneur is useful as a “How to…” guide to
tricky issues in China such as HR, business negotiations and contracts,
as well as the particularly thorny questions of ethics and corruption.
Yet, the vast bulk of China’s local entrepreneurs remain a desperately
missing voice throughout the book.
Better then, perhaps, to turn to another new study of
entrepreneurialism in China –– Made in China: Secrets of China’s
Dynamic Entrepreneurs by Winter Nie, Katherine Xin and Lily Zhang.
Made in China is all about China’s burgeoning number of privately
owned enterprises (POEs) –– 5.5m of them accounting for over 80%
of all enterprises in the country…and rising. Like China Entrepreneur,
Made in China is based largely around interviews and what emerges
are two broad themes: first, that a growing number of Chinese
POEs are successful in their own right, such as the well known B2B

website Alibaba.com and the telecoms giant Huawei, while those
who pursued strategies of partnering with foreign companies are
increasingly feeling confident enough to go it alone –– witness the
recent acrimonious split between French dairy giant Danone and one
of China’s dairy kings, Wahaha.
The strength of both books is that they rely on entrepreneurs and
private businesspeople in China –– locals or foreigners –– speaking for
themselves while both are packed full of useful case studies. However,
another common aspect of both books that might worry some
potential entrepreneurs or businesspeople thinking about parting
with their hard-earned cash for either of these titles is that none of
the five authors involved appear to have ever started a business or
been remotely entrepreneurial themselves. Of course, nobody knows
the pitfalls of business start-ups, the dreadful failures and the roaring
successes, better than those who have been through the turmoil of
actually doing it.
Which brings us to our third selection. Poorly Made in China: An
Insider’s Account of the Tactics Behind China’s Production Game by
Paul Midler. Poorly Made in China stands in-what is now-a grand tradition
of China books about foreign businesspeople stumbling through a series
of blunders but somehow retaining their passion for China and, most
importantly, their sense of humour. Midler, an American, came out of
college with a grasp of Mandarin and an MBA from Wharton –– the former
was very useful; the latter less so, it appears.
Midler ended up in the heart of the southern Chinese export
machine stuck between a lot of rocks and plenty of hard places ––
American sourcers and Chinese manufacturers. Midler’s tales of both
sides trying desperately to come out top on the deal are very funny
and show just how ruthless sourcers looking to keep retail costs down
and manufacturers looking to boost their margins can be. Midler’s
conclusion is that we are now entering a new phase –– one where
bigger and wealthier Chinese manufacturers can leverage their
relationships with western sourcers to their own benefit.
As seen in the entrepreneur books above, the power is shifting ––
Wahaha was able to disengage from Danone on its own terms as the
balance of power in their joint venture shifted away from the French
firm to the fast growing Chinese one; Huawei is growing and winning
contracts globally without any help from large foreign telcos.
Midler goes so far as to see this shift as an allegory for the wider
China-US relationship as America finds itself struggling momentarily
while China continues to grow –– America slumping; China rising.
One thing that all three of these books believe is that this shift in the
power relationship –– away from the west and towards China –– is
indicative of the future.
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(the cartogram provides an image of the world where a country’s size has been disorted relative to annual economic losses)

Mean annual economic losses due to natural disasters (1820-2008)
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Your ability to successfully navigate
the storm depends on your willingness to

Engage the Right Help
Well in Time

Global Supply Chain Group has the capability to help.
We would like to assist you. Please call us for more information

Level3, 80 Arthur Street, North Sydney, NSW 2060, Australia
Tel: +61 2 8920 0694, Fax: +61 2 8920 0689, Web: www.globalscgroup.com, Email: info@globalscgroup.com

Efficiency

It only took us seven years to span the ranks from being No. 148 in the year 2000 to No. 17 in the year 2007. The
efficiency that enabled us such a leap is based not only on our terminal design, state-of-the-art operating systems and
technology, such as the dual-hoist quayside cranes, but also the dedication of our well-trained and experienced work
force. All these factors, and many more, have placed us in a prime position to guarantee you consistent efficient services
when you do business with us. So come join us and be amongst our business partners who grow with us.

Efficiency for greater cost savings… PTP
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