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editor’s view

There is never a shortage of major events
that impact the development of supply chain
and logistics in Asia. Towards the end of
2010, the swift resurfacing and fall again
of tension between China and Japan had
an equally swift impact on supply chains
between the two countries, the repercussions
of which are still being played out.
Since then we have had a drop in
inter-Korean relations to lows not seen
for decades. The seriousness of this on
all levels escapes few in this part of the
world. The direct impact on our industry
is the suspension of several major logistics
infrastructure projects aimed at better
linking North Korea with its neighbours,
and the suspension once again of the hope
that South Korea might at long last have an
overland link with the landmass of Asia.
Both these topics are explored in some
detail inside. Masanori Kikuchi in Tokyo
examines how Japan-China tensions impact

supply chains and economic ties between
the two countries, while Sam Chambers
reports from North China on the supply
chain and logistics effects of the heightened
tension between the two Koreas.
This issue we also travel to Indochina
where we look at the increasing
importance of Laos as a logistics link
in the Mekong subregion, as well as the
ongoing modernisation of retail in Vietnam.
Elsewhere, we talk to Annette Clayton, head
of global operations and supply chain with
Dell about its ongoing global supply chain
transformation.
At the end of last year, Supply Chain
Asia magazine was presented the award of
Supply Chain Publication of the Year at the
annual Vietnam Supply Chain Community
industry awards ceremony held in Ho Chi
Minh City. We are greatly honoured by this
award, and wish to take the opportunity
to thank our team, our contributors, our
advertisers, and other supporters for their
help in building the leading supply chain
publication in Asia.
We look to this accolade as a very
positive sign as we enter 2011 and embark
on a number of exciting new projects,
including the creation of a brand new
online knowledge platform for supply chain
professionals in Asia. We look forward to
continuing to serve and support the growth
of the supply chain and logistics industry
in the region through this and other exciting
new initiatives over the course of the
coming year.
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How do you connect a community with a
wide spectrum of needs and spanning the
entire Asia Pacific region?
This has been one of the most challenging
aspects of growing Supply Chain Asia since
we started our work more than five years
ago. As the founder with a limited scope
of experience myself, it was challenging to
expand our coverage to the many different
aspects of supply chain - manufacturing,

sourcing, demand management, industry
sectors, and so on.
As we head into another five years of
growth, we remain committed to our vision
of connecting the supply chain community
in Asia. To effectively pursue this goal, we
have expanded our efforts to ensure that
we reach a wider community audience
across Asia, including niche supply chain
sectors.
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supply chain events over the course of 2011,
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oil supply chain forum (27-28 April), and
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year. This five-day residential-style training
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and October.
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and look forward to interacting with all of
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developments

Hopes of overland links from South Korea
to China dashed as inter-Korean relations
drop to new lows
By Sam Chambers
South Korea might not technically be an
island but since partition 65 years ago
it has been a de facto island with sea on
three sides and an impenetrable, hostile
neighbour to the north effectively cutting
it off from the landmass of Asia.
For much of the past decade, however,
there has been hope that this isolation
might come to an end. The thaw started
with the so-called ‘sunshine policy’ of
the Kim Dae-jung administration. South
Korean Chaebol started to invest across
the border in a special economic zone,
Kaesong, and there was even a rail link
going across the Demilitarized Zone (DMZ),
giving South Korean shippers a long hoped
for land link to the world.
The current administration in Seoul
headed by Lee Myung-bak has curtailed
engagement with its communist neighbour,
more so after Pyongyang tested its second

nuclear weapon in March 2009. This
position hardened in March of last year
when a naval ship was sunk with the loss
of 46 lives with the North deemed the
likely culprits.

Projects on hold
After that the situation deteriorated further
to lows not seen since the Korean War
following dramatic shelling of an island
just to the south of the maritime border by
North Korean troops on November 23 and
a fierce military response from Seoul.
Any thoughts shippers had that their
island isolation might be coming to an end
are now shelved. Air and ocean transport
will remain the norm for South Korean
exports.
Planned infrastructure upgrades penciled in by Pyongyang’s two traditional backers, Russia and China, are also on hold.
Construction of a $250m two-lane
suspension bridge across a waterway

Horizon offers shippers a transpac
alternative to slow steaming
By Turloch Mooney
US-based Horizon Lines launched a new
transpac Five Star Express (FSX) service
from China to the US in December that it
said would fill a niche demand for speed
and reliability across the Pacific. The service
started from Ningbo on December 14
following the ending of Horizon Lines’ tenyear-old transportation service agreement
with Maersk Line under which five Horizon
vessels called at Chinese ports.
At a press conference in Shanghai, Brian
Taylor, senior vice president of International
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Services, said the FSX service offers shippers some of the fastest transit times to
interior US cities. Transit time to Kansas
City is 15 days, to Dallas 16 days. Fast ondock rail connections to Chicago, Memphis,
Atlanta and Charlotte are also offered.
“We are offering shippers a reduction of
between one and six days in trans-pacific
transit,” said Taylor, adding that the service
is fast enough to compete with airfreight.
“Airfreight to the US mid-west involves
multiple transfer points. It could be seven
to nine days transit by air to the mid-west
which isn’t much ahead of us.”

that separates North Korea from China in
Dandong, the main trading post on their
1,300km border, has been put on hold. For
now, the only way over the Yalu – and one
of North Korea’s few links to the outside
world – is the Sino-Korean Friendship
Bridge, built by the Japanese in 1943 and
so narrow that traffic can move only in one
direction at a time.
China’s plan for peace was to create
a new road and rail link to improve North
Korean access to the vast Chinese market.
That plan is now on hold as well.
Also up in the air are China and Russia’s
plans to redevelop the North Korean port
of Rajin. Both countries have been granted
rights to use the port, providing a strategic,
ice-free exit point for exports from Jilin in
China and the Russian Far East. However,
plans for a 400,000teu terminal there – as
outlined two and a half years ago in a pact
signed between Pyongyang and Russian
Railways that would have seen the port
linked to the Trans Siberian Railway appear
to be postponed.
The Hermit Kingdom has once again
retreated into a period of hibernation from
global interaction, and done so to the severe
irritation of all of its neighbours.

Demand for speed
Responding to suggestions that there
is capacity oversupply out of China,
Taylor said there is a market for the FSX
service.
“There has been unprecedented growth
out of China over the past five years. That
growth is slower now but we believe this is
a short term phenomenon. The capacity we
are bringing to the market will eventually
be filled.
“Since the global financial crisis, there
is demand for more agile and nimble supply
chain services. Carriers have also been
reducing capacity to intermodal points
in the US so there is demand for a high
speed service to address the shortfall,”
Taylor said.
...continued on page 9

developments

Laos shifts from land-locked to land-linked
By Russel Beron
The little most people know about the Lao
People’s Democratic Republic is that it
is a jungle country next to Vietnam, was
implicated in the American war and is very
poor. All these points are accurate, but what
is interesting from a logistics perspective is
that Laos is a landlocked country centrally
positioned in southeast Asia, making it a
critical link in regional trade flow.
“Logistics companies with a presence

in the region are seriously considering the
importance of Laos in developing their
southeast Asian networks since it’s a
critical link in this part of Asia,” said Julien
Brun, general director of CEL Consulting,
a supply chain focused consultancy active
in the region.
Surrounded by China to the north,
Vietnam to the east and Thailand to the
south and west, Laos is the shortest
logistics link for countries in the region to
connect. In itself, Laos is a small market,
with just over 6m people and
a GDP per capita of less than
$900. Aside from Cambodia
and Myanmar, Laos is one of the
poorest countries in southeast
Asia.

Horizon Lines was formerly the US
domestic shipping arm of Sealand. The
company owns or leases 20 US flag vessels
that mostly link continental US to Alaska,
Hawaii, Guam, Micronesia and Puerto
Rico.
Horizon will deploy five 2,800teu
vessels on the new transpac service.

ADB finance

While the economy is growing
at an annual rate of above
seven percent and is rich in
natural resources including
mining, forestry and agriculture,
the country’s small and skilldeficient workforce, immature
logistics infrastructure and lack
of capital limit the potential of
Laos developing itself as a lowcost manufacturing centre.
Despite limitations on its
economy, Laos is of ongoing
strategic importance to countries in the region that have

Laos doesn’t have the money, technology
or expertise to develop its own infrastructure, so other countries and development
agencies are stepping in. The Asian Development Bank (ADB) has financed large
sections of roads, while Chinese and Thai
construction companies are contributing
to infrastructure projects such as bridges,
roads and hydroelectric projects. China
wants sea access from its own landlocked
Yunnan Province and Thailand wants access to China and the rest of the region,
growing markets for Thai exports.
China and other countries are also
interested in Laos from a resource point of
view, eyeing the country’s largely untapped
mineral sector. “While it is often dismissed
as a small player of little importance, the
country’s vital regional position means
special attention will be paid to developing
Lao logistics and we’re likely to hear more
about Laos in the future,” said Brun.

The smaller vessels will manage faster
transit times by taking less time to load
and unload, by not slow steaming, and
by a closer focus on customer service
and adherence to departure deadlines.
According to Taylor, there is demand for
a transpac service that offers speed and
reliability.
“They want to know that you leave when

you say you do and that the freight gets
there when you say it will get there.”
Going forward, Horizon expects Chinese
businesses with interests in the US market
to be users of the service. “There are a lot of
Chinese business owners with distribution
needs in the US, and US distribution can
be complex and difficult if you don’t have
experience doing it,” said Taylor.

Strategic importance

...continued from page 8

formed an alliance known as the Greater
Mekong Sub-region (GMS), mainly to
develop infrastructure and facilitate trade
flow. Two key economic corridors have been
established. One of these is the NorthSouth Economic Corridor, which connects
Kunming in southwest China’s Yunnan
Province with Bangkok Port in Thailand
in the south, passing through Laos. The
East-West Economic Corridor connects
Myanmar in the west, with Thailand, Laos
and Vietnam, offering access to Danang
port in Vietnam and then to Hanoi and Ho
Chi Minh City.
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maritime

“Is the electronics plant in
Japan going to shut down for
14 days while it waits for the
ship to arrive? If you go slower
you burn less fuel. If a carrier
goes slower there is nothing I
can do about it, and we will
have to find a way of helping
our customers. Maybe we will
have to build up stock again.
“We will have to start finding
solutions with our customers
because slow steaming is here
to stay. Either our customers
need to increase their stock or
we need to build intermediate
storage facilities nearer to
them.”

Shippers angered as lines look
forward to greatest profits ever
By Sam Chambers
Research out in December that
showed major containerlines
are on course to post all-time
high profits this year has been
greeted with predictable ire
from shippers across Asia.
Major boxlines are on track
to post record profits of $13bn
this year, a dramatic turnaround
from last year’s combined
$15bn loss, according to
French analysts Alphaliner.
The third quarter of this year
was the best three months
ever in the history of container
shipping, Alphaliner said, with
18 major carriers that publish
their financial results showing
a combined $6bn profit. In the
same period in 2009, those
carriers lost $4bn.
“The recovery has proven to
be swift, and all major carriers
will end this year on a profitable

note,” Alphaliner said.
With the global economy
by no means out of the woods,
many shippers feel aggrieved
at this stunning turnaround for
the carriers.
Referring to the recently
established no-frills budget
boxline, The Containership
Company (TCC), Henrik
Christensen, who heads up
the China Logistics Club, a
grouping of small to medium
sized shippers, said the sky
high profits “will give carriers
such as TCC a chance to startup and hopefully change the
shipping industry into more of
a commodity business”.

Slow steaming
Faced with the fallout from the
global financial crisis, lines
reduced fleet exposure first by
laying up ships and then by
slow steaming. The latter was

Bigger ships, small engines
adopted in a big way with more
than 50 percent of the global
fleet plying global trade routes
going slower than their 19th
century Clipper forebears.
Profits coming on the back
of slow steaming have added
to the anger of shippers. Some
said they would have to adjust
their supply chains, perhaps by
adding intermediate distribution
and storage facilities, to make
up for the increasing transit
time of goods due to slow
steaming.
According to Mark
Lembrecht, container traffic
manager for Norwegian silicon
producer Elkem, the transit
time for its products moving
from Norway to Japan has
increased from 42 to 60 days.
“Slow steaming has had no
benefit for shippers, and where
are the savings on bunkers for
the shippers? I see the carriers
have made a lot of savings
but the financial impact on
the customers has never been
investigated,” he told a London
conference in December.

Lembrecht’s assertion that
slow steaming is here to stay
is supported by news out of
Korea where the world’s largest
container carrier, Maersk Line,
is gearing up for the largest
containership order of all
time. Maersk is in the final
stages of negotiation for a
series of 18,000teu boxships.
Daewoo Shipbuilding & Marine
Engineering is tipped to build
20 of these mammoth ships,
the world’s largest to date.
The engines on the new
ships will likely be smaller than
the 80,080 kW, 12-cylinder
main engine of the Emma
Maersk, which at 397 metres
long is currently the largest
containership in the world. The
new ships will be 470 metres
in length.
Because of the slower
speeds prevalent today, ships
are regarded as overpowered.
But in opting for a smaller
engine for a bigger ship, Maersk
would appear to be bowing to
the reality of slow steaming in
perpetuity.
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India builds
capacity for
air cargo
growth
By Shirish Nadkarni
Despite fiscal 2009-10 being a
year when the global economic
recession limited international
trade, India’s air cargo grew
by 25 percent, from 552,000
tonnes to 691,000 tonnes,
according to statistics from
the Civil Aviation Ministry. The
growth rate compared well with
that of global air cargo volumes,
which rose 10 percent year-onyear, to 1.2bn tonnes.
“Demand for air cargo
in India is rising faster than
supply, especially in south
India,” said Sandeep Pingle,
director of marketing and sales
with DHL Global Forwarding in
the country. “However, there
have been exceptionally high
price corrections by carriers,
specifically to Europe and the
US, which is detrimental to the
airfreight industry.
“There have also been ad
hoc cancellations of freighters
that were deployed to other
tasks giving better yields. This
has led to reduction in capacity
and some volatility in prices.
Other challenges include
infrastructure issues, such as
EDI failures, and lack of space
for cargo storage,” he added.
According to forecasts by
the Airports Authority of India
(AAI), international airfreight
volumes will grow 10 percent
annually for the next five years.
As for domestic cargo, volumes
are expected to rise by 15
percent in the first two years,
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followed by 12 percent annual
growth thereafter. These figures
are in line with projections
made by the Air Cargo Agents’
Association of India (ACAAI).
“The rate of growth of
domestic air cargo could be
anything between 12 percent
and 14 percent in fiscal 201011 and 2011-12. There is a
lot of momentum in domestic
trade now. Business at special
economic zones is picking up
as well as demand in several
markets where inventories are
low,” said ACAAI president J
Krishnan.
Poor cargo handling
facilities at airports across the
country are a big challenge
for growth. India’s air traffic
is highly concentrated at a
few airports, with most of the
second-tier cities effectively
ignored or with facilities that
are virtually negligible.
Other issues such as
restrictions in inter-state
movement of goods, impeded
movement of air cargo between
second tier cities and gateway
airports, and lack of scale of
operations add to the woes
of operators and lead to low
overall efficiency in the air
cargo industry.

Airport and facilities
development
The Civil Aviation Ministry
has set itself a target of there
being 500 operational airports
in the country by the year
2020. Achieving this involves
renovation of old airports,
developing greenfield airports
and establishing merchant
and low-cost airports and
airports dedicated to cargo
and logistics.
The AAI plans to develop
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integrated cargo terminals at
airports in Port Blair, Srinagar,
Surat, Pune and Patna, and
at another half a dozen small
airports.
In the metropolitan centres,
existing air cargo facilities
are being upgraded. Phase
One of a new integrated cargo
terminal at Kolkata recently
became fully operational, with
elevated transfer vehicles and
automated storage and retrieval
systems.
The new integrated cargo
terminal at Chennai airport
has raised its cargo handling
capacity from 3.5mt to 5.15mt
– sufficient to meet projected
demand until 2020.
Private airport developer
Delhi International Airport Ltd
(DIAL) has entered into a joint
venture with infrastructure
developer CELEBI for
modernisation of the existing
brownfield cargo terminal. It
has also awarded a second
concession to Cargo Service
Centre for development of a
greenfield freight facility.
DIAL has identified areas

for proposed development of
support cargo infrastructure,
including expansion of the
cargo apron.
Another private developer,
Bangalore International Airport
Ltd (BIAL) is establishing a
cargo village to house 200
air cargo agents and freight
forwarders. BIAL is providing
rent-free space for animal and
plant quarantine and drug
controllers’ offices.
The construction of an air
cargo hub in the second tier
city of Nagpur in Maharashtra,
with spokes stretching out all
over the country has made
internal movement of air cargo
much smoother than before.
More developments such as
this are expected to reduce
the cost of airfreight and open
up economic opportunities in
India’s second-tier cities.
Several of India’s low cost
airlines have plans on the
drawing board to create fullfledged cargo operations. It is
expected that these carriers will
be looking to serve tier two and
tier three cities.

air cargo

Carrier
consolidation
continues in
China
By Sam Chambers
The dust has still not settled
on what so far has been one
of the most dramatic periods
of consolidation in China’s
aviation history.
The past two years has
seen Air China absorb Wuhanbased East Star Airlines and
Shenzhen Airlines, while China
Eastern took over Shanghai
Airlines and Great Wall Airlines.
Not to be left out, Guangzhoubased China Southern formed
a cargo joint venture with
Sinotrans.
And there is still no end in
sight. At the end of November,
China’s Ministry of Commerce
gave the green light for the air
cargo joint venture between
Air China and Cathay Pacific.
The joint venture – which was
agreed by the two airlines in
February – will create Air China
Cargo. Air China will hold a 51
percent stake in the new carrier
while Cathay will acquire a
25 percent stake and fund an
offshore trust, in the form of
a loan, to hold an additional
24 percent. Cathay’s total
investment in the new venture
will be $25m.
Air China Cargo will
operate seven 747 freighters.
Cathay will sell four 747400Fs and two spare engines
to the new airline that will
be headquartered at Pudong
airport in Shanghai.
Under the terms of the
agreement, Cathay will
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withdraw all its cargo business
from China’s mainland market
within three years so that the
new JV is better positioned. Air
China is expected to buy out
Cathay’s belly freight service
on all its flights to China’s
mainland cities.

Consolidation at China
Eastern
China Eastern, meanwhile,
is merging its three cargo
subsidiaries – China Cargo
Airlines, Great Wall Airlines and
Shanghai Airlines Cargo – as of
January 1.
“We want to come up with
a plan to reorganise the cargo
stakes by the end of the year,”
Luo Zhuping, board secretary
for the Shanghai-based carrier,
said in December, declining
to elaborate further on the
talks. “Then, next year, we
can focus on streamlining the
operations.”
In order to better utilise
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Cathay will withdraw all its cargo business from
China’s mainland market within three years so that the
new JV can be better positioned. Air China is expected
to buy out Cathay’s belly freight service on all its flights
to China’s mainland cities.

”

capacity, China Eastern plans
to combine its main freight
business with two other
cargo carriers part-owned by
Singapore Airlines and Taipeibased EVA Airways.
There are ongoing rumours
of more consolidation to come.
In May of 2010, widespread
media reports suggested the
state-owned Assets Supervision
and Administration Commission
and airline executives from
Air China, China Eastern and
China Southern were working
out the form and shareholding
structure of a new cargo airline
that would merge the cargo
divisions of all three airlines.
About 70 percent of

international air cargo in China
is carried by foreign carriers,
and Beijing was determined
to reverse that figure with one
giant cargo entity deemed the
best way to claw back market
share, the reports suggested.
When contacted by
Supply Chain Asia magazine
in December, none of the
three carriers were able to
shed any further light on the
proposed mega consolidation.
An official from China Eastern’s
cargo subsidiary, China Cargo
Airlines, commented: “At
present, there is no news and
no plans among the three big
airlines to consolidate their
cargo business.”
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Green supply
chain reporting
dilemma –
putting
information
before
technology

T

Now that green supply chains have established
themselves as the predominant means of achieving
action towards sustainability, there is intense focus
on how the progress towards sustainability is
measured and reported. In the first of a two-part
feature, Vivek Sood and Tony Wines discuss how
to create a good green supply chain performance
evaluation methodology

here is a school of thought that
puts performance reporting at the
centre of movement towards supply
chain sustainability. The reasoning is
simple – if you start measuring and
reporting, slowly you will start seeing action
towards improvement. While there is some
soundness to this logic, we caution against
a cookie-cutter approach to measurement
and reporting – which is often deployed
in such cases. Putting technology before
information in this manner is akin to
putting a cart before the horse.
From an organisational perspective,
it is crucial to understand processes to
an exceptional level prior to deploying
technology to help the business. Too often
the technology leads the process, resulting

in poor utilisation of the resource at hand,
a poor fit to the company business, and,
in terms of information, ‘Rubbish in –
Rubbish out’.
Good supply chain technology is
inherently linked to clearly defined
processes, and through this, excellent
improvements in performance ensue.
In this article and the following one in
the march/april issue of Supply Chain Asia
magazine, we will discuss how to create,
deploy, use and present information, and
how to use the output of a good green
supply chain performance evaluation
methodology. Before we do that, let us
briefly examine the benefits of such a
methodology to understand in more detail
why it is important.

“

While marketing efforts without sufficient evidence to support
claims will attract charges of greenwashing or misleading advertisement,
false reporting carries heavy penalties in many jurisdictions. For both
external reporting and for green marketing, it is clearly fundamental
that all reports, claims, advertising and marketing messages are based on
data measured through robust methodologies.
18
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Benefits of performance evaluation

“

Input-oriented measurements denote whether we are using the right
ingredients as per the recipe, while the output-oriented measurements
denote whether the final dish meets the expectations or not.

”

A consensus view of the situation
While all the parties will have their
own view on the current ‘greenness’ at
any point of time and how the green
supply chain project is progressing, only
a comprehensive performance evaluation
methodology can achieve a consensus view
of the situation prevailing at any point of
time. There might be minor quibbles with
the measurement methodology, timing etc.
but in general most parties will agree with
most of the findings.
International standards of measurement
are also helping to improve consensus in
areas such as green supply chain practices.
This provides a common platform on which
to build further discussions – whether
for allocation of resources, discontinuing
some projects and re-enforcing others, or
for incentives alignment. This common
platform is extremely important to achieve
in order to have an informed discussion
within an organisation, as well as with
external supply chain partners.

Gauge progress
By their very nature change programmes
bring times of high turbulence and it is
very difficult to measure progress without
a comprehensive methodology to do
so. A well designed green supply chain
performance evaluation system should
allow organisations to gauge their progress
against peers, against their own goals, as
well as against their performance at the
beginning. This provides a clear picture
of how effective the efforts have been
and highlights the areas where they have
not been very effective. It also allows
organisations to track their performance
against competition or alongside changes
in legislation.

Focus resources where they maximise
impact
Aligned with gauging progress is the ability
to focus resources on areas where they
can maximise the impact to achieve the
overall goals of the organisation. This type

of periodic adjustment is necessary in order
to optimise the use of resources and results
from them.

Incentives management
Supply chain partners as well as key team
members must be completely on board
through incentives alignment. In the absence of such buy-in, the green supply
chain change programme risks not achieving its full potential. A robust performance
evaluation methodology is necessary to
agree on incentives and in order to distribute them in an objective manner.

External reporting and green marketing
It is a statutory requirement or a
recommendation in many jurisdictions
now to report progress on the environmental
efforts of the organisation. For obvious
reasons these reports must be well
documented, substantiated, and based
on a robust measurement methodology.
While marketing efforts without sufficient
evidence to support claims will attract
charges of greenwashing or misleading
advertisement, false reporting carries
heavy penalties in many jurisdictions.
For both external reporting and for green
marketing, it is clearly fundamental that all
reports, claims, advertising and marketing
messages are based on data measured
through robust methodologies.

Objective audit trail
All change management programmes need
an objective trail of data that is clearly
auditable in order to justify the actions
and responses taken at any point in time.
Certain companies in the shipping industry
use leading verification parties such as
the Global Reporting Initiative (GRI) to
verify sustainability reporting and avoid
greenwashing.
High profile industries and organisations
alike can no longer afford to internally
measure their standards of environmental
capabilities without ensuring there are

alliances with verification parties that can
measure and audit the process and findings.
Again, to truly show the worth of the green
supply chain system, the audit trail should
be aligned to continual improvement with a
recognised certification such as ISO 14001
or associated equivalents,
A robust performance evaluation system
should be able to provide such an auditable
information repository for post-hoc use.

Performance evaluation methodology
Each green supply chain programme is
unique – just as each supply chain is
unique. While there will be a number of
common elements across a multitude of
supply chains, the differences will make it
necessary to create and adopt a purposebuilt performance evaluation methodology
for each green supply chain programme.
Three key questions need to be answered
in order to do so:

What to measure?
Most people equate green supply chain
measurement with carbon emissions
measurement. While this is a big part of
the overall green supply chain drive, there
are other, equally important issues that
form the complete picture. As discussed
throughout the book Green Supply Chains
– An Action Manifesto, transition towards
green supply chain involves movement
along several core elements:
• Green supply chain planning
• Green procurement
• Green supply chain execution
• Carbon management
• Green supply chain migration
• Green supply chain continuous
improvement
• Supplier ‘eco’ rating programmes
In each one of these core elements
of green supply chains there will be
multiple sub-elements that will need to be
measured. These sub-elements will change
January/February 2011 Supply Chain Asia
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over time as the programme progresses
towards conclusion.
The first job of the measurement team
will be to establish the key sub-elements
that will be measured as part of the
performance evaluation programme. How
will they do that? By studying the key
processes that form each element and
establishing parameters for measurement
of these processes.
For example, green procurement
involves collaboration. A measurement
of collaboration is ‘percentage of green
supply teams which comprise members
from two or more organisations across the
entire supply chain’. Another measure of
collaboration is ‘time spent co-developing
ideas for sustainable sourcing programme’.
It is imperative to point out that the task is
to create a set of meaningful measurements
that are relevant, mutually exclusive and
collectively exhaustive. At the same time,
they must be unambiguous, objective and
easy enough to measure and report.
Another thing we must point out at
this stage is that some measurements are
input oriented e.g. the two measurements
given above are both input-oriented, while
others – such as ‘carbon dioxide produced
in the entire supply chain of the product
(in kg)’ – are clearly output-oriented. Both
are essential for efficient management of
green supply chain programmes.
Input-oriented measurements denote
whether we are doing the right things
in the right order while output-oriented
measurements denote whether we are
getting the right results. In other words,
input-oriented measurements denote
whether we are using the right ingredients
as per the recipe, while the output-oriented
measurements denote whether the final
dish meets the expectations or not.
Finally, it should be noted that a robust
measurement programme should be able
to stand up to scrutiny at any point in
time. It takes time, effort and imagination
to create a custom tailored measurement
programme. Short-cuts will only lead to
frustrated teams that are directed to run
a marathon and then measured in 100m
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Sustainability systems will need to constantly evolve over time. It
becomes incredibly hard to adapt systems later when shortcomings
become clear. Many shortcomings will only become clear after a
substantial time has elapsed and only if a government body, an NGO or
similar institution is closely looking at the reports, especially following
incidents.

”

time-slots. That is the reason we are not
big fans of commercially available prepackaged measurement programmes.
Green sustainability is too broad to
be measured by off-the-shelf solutions.
While in theory they could be adapted
to do the job, we find that in reality, it is
far easier to start from scratch and create
an imaginative and robust measurement
programme.
Ideally, a technology partner should also
understand your business requirements
and tailor the solution in line with the
needs of your firm. This needs to be
the case as sustainability is in itself an
integral part of the company’s business
process if it is to be successful. As such,
the integration needs thorough assessment
prior to implementation to achieve a
successful outcome in improving company
performance. Sustainability has to be
treated with equal importance to any other
business process if it is to achieve the most
productive outcome.

How to measure?
Our advice on how to measure is to create
a roadmap of areas that can create positive
change, but to start slowly – be sure of what
you are measuring, use the information for
a couple of cycles for decision-making, fine
tune the measurement programme and try
and automate it as much as possible.
We find the alternative approach
touted mainly by software vendors and prepackaged measurement companies starts
with a big bang that produces reams of
data in an instant, but rarely stands up to
scrutiny when looked at closely.
Sustainability systems will need to
constantly evolve over time. It becomes
incredibly hard to adapt systems later
when shortcomings become clear. Many
shortcomings will only become clear

after a substantial time has elapsed and
only if a government body, an NGO or
similar institution is closely looking at the
reports, especially following incidents.
Examples of this nature abound – most
recently with the US Gulf disaster. This
makes the corporation and its supply
chain partners very open to charges of
misleading advertisement or false reporting
without ever suspecting that the possibility
existed.
Needless to say that the performance
measurement and evaluation programme
need to be fine tuned and updated on a
regular basis to make sure it still meets
the need of the green supply chain
programme.

Who will measure?
While any of the involved partners may
be in a position to do the job, generally it
falls on the dominant supply chain partner
to provide this service while taking on the
mantle of leadership. Needless to say that
the process integrity dictates separation
between the green supply chain change
management teams and the performance
evaluation team. A fairly robust case can
also be made for an external third party
performance measurement group to provide
this service in an objective and transparent
manner that is credible for all internal and
external stakeholders.
* In Supply Chain Asia magazine's march/
april issue, Vivek and Tony advise on how
the findings of the performance evaluation
should be presented before discussing how
to use the knowledge gathered to make
decisions.
Vivek Sood is the Sydney-based CEO of the
Global Supply Chain Group. Tony Wines is
the Hong Kong-based managing director of
Turnkey Consulting
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Retail in Vietnam
edges forward
Retail supply chains are evolving
but modernisation is hampered
by underdeveloped transport
infrastructure and logistics
services, writes Julien Brun from
Ho Chi Minh City

22
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ith its negative impact on exports, the
global financial crisis threw a spotlight
on the potential of Vietnam’s domestic
consumer market. Retail sales grew by 18.6 percent
in 2009 to a value of $64.8bn and are expected
to reach $85bn by 2012. Foreign and domestic
investors are showing interest, and there is now what
can be called a progressive evolution underway from
a traditional to a modern retail structure.
Vietnam's demographics support the growth
projections in retail. Some 57 percent of the
population are under the age of thirty and it is this
group that constitutes the emerging middle class
with strong collective purchasing power. With new
expectations and needs, the young population is
redefining models of consumption and consumer
attitudes in the country. They are already more
sensitive to branding, demanding a wider variety
of different products, and showing preference for
quality and integration with international tastes.
They are also increasingly concerned with hygiene
and shopping convenience.
Dynamic economic growth is driving the
emergence of a serious national consumer market.
Higher salaries and rising levels of disposable income
are resulting in increased buying power. Per capita
GDP is now at around $1,200 with a government
target of 6.5 percent GDP growth for 2010.
The market is host to a range of foreign retail
players and brands, including Dairy Farm, Lotte,
KFC, Pizza Hut and Metro. As the regulatory
environment improves, more are expected. Entry to
the WTO in January of 2007 started a progressive
loosening of investment restrictions including
introduction of the Open Trade Agreement which
officially permits international retail and distribution
operations in the market.
However, significant market-entry restrictions
are still in place. Regulatory grey areas, where legal
definitions and specific requirements and criteria are
unclear and confusing, are common. In addition, a
‘one try’ policy currently limits foreign operators to
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“

Vietnam suffers from a lack of regional integration that results in small, unconnected industrial clusters
with narrow focus and poor connectivity to other parts of the country.

”

initially opening a single store only, with a market
need analysis and additional validation procedures
required for any expansion.

The structure of the retail sector
Traditional style outlets such as wet markets and
small family-owned grocery shops continue to make
up the core of the county’s food retail sector. These
outlets are estimated to account for around 80
percent of total food sales in the country. But the
number of supermarkets, hypermarkets, cash & carry
wholesale stores, convenience stores and department
stores is growing.
In Vietnam, supermarkets refer to general
merchandise stores that effectively suit weekly
shopping. There are now well over 400 of such
outlets in Vietnam, operated mainly by Co-op Mart,

Daily Farm, Hapro Mart and Lotte. There are just 19
hypermarkets, run by Big C and Metro. Fast food and
coffee chains such as Jollibee, Highland Coffee and
Gloria Jean’s are already established and Starbucks
is rumoured to be on the way.
The development of a modern retail sector that
includes foreign players has seen the emergence of
several fairly well developed retail categories such
as food and beverage, fashion retail and electronics.
Fashion retail divides into upper brands like Gucci,
Valentino and Louis Vuitton; mid-level brands such
as Esprit, Mango and Guess, and a lower midlevel section served by New Look and local brands
like Vietten, NinoMax, and Blue Exchange. The
electronic devices market includes general retailers
such as Nguyen Kim and Thien Hoa along with the
phone and computer store, The Gloi Di Dong.

Wet markets and small family-owned shops account for around 80 percent of total food sales
January/February 2011 Supply Chain Asia
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Developmental challenges
Development of a modern retail sector faces a
series of difficult challenges. One of these is that
the preponderance of small, family-run shops all
over the country is considered a characteristic of
Vietnamese culture. Larger stores still struggle to
become a regular rather than occasional part of the
daily lives of people.
Lack of space and the spiralling cost of land in
cities and towns is also a problem. With a population
density of 3,024 people per kilometre, Ho Chi Minh
City is marked by a modern architecture of narrow
tube houses that compete in height for space. Rising
real estate prices can make large commercial spaces
unaffordable for many and lengthen time for return
on investment. Building new stores might involve the
difficult relocation of locals, making the introduction
of hypermarkets and supermarkets in dense urban
areas a complicated task

Logistics challenges
Poor logistics and transport infrastructure also
retards development of modern retail. Logistics is
limited by inadequate roads, rail and port facilities
that consistently fail to cope with the ever-increasing
requirements of the expanding economy. For retail
distribution to reach its potential, efficient links
across the country are a necessity. Vietnam currently
suffers from a lack of regional integration that results
in small, unconnected industrial clusters with narrow
focus and poor connectivity to other parts of the
country.
Road transportation is at the core of the country’s
logistics system and nearly 80 percent of total
freight moved in Vietnam is moved by road. The
poor condition of around 30 percent of the country’s
roads mean reduced accessibility and isolation of
different parts of the country. Road congestion is
also a problem.
Several key road development projects are
underway, including the Long Thanh-Dau Giay
expressway in Ho Chi Minh City; the highway 51
expansion project, and the Bien Hoa-Vung Tau
expressway, planned for completion by 2012. These

“

The preponderance of small, family-run shops in the
country is considered a characteristic of Vietnamese culture.
Larger stores still struggle to become a regular rather than
occasional part of the daily lives of people.
24
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projects are an attempt to solve urban congestion and
allow for more truck traffic and better connections
with the country’s ports.
Better roads will open new avenues for investors.
In a 2010 survey by Nielson, 71 percent of foreign
investors said they expected rural Vietnam to have
a positive/increased impact on the growth of their
company in the country. Already accounting for 40
percent of total FMCG sales, the rural market is said
to hold even greater potential than urbanised areas.
Development of rural Vietnam would create a new
market of up to 63m consumers.
The rail system carries around 20 percent of total
freight in the country. Rail also provides valuable
international linkages such as to China’s Yunnan and
Guangxi provinces. However, frequent delays due to a
single over-crowded north-south track between Hanoi
and Ho Chi Minh City severely hamper what should
be the country’s fastest land transportation mode.
Unreliable schedules lead to higher indirect costs
and affect the trust of companies in the reliability
of the rail network.
New infrastructure such as storage and
distribution facilities, including climate controlled
warehouses for perishable and frozen goods, are
emerging to support the modernisation of the retail
sector. However, lack of trained staff and effective
transport management systems and security issues
mean the overall storage and distribution facilities
sector remains very far from providing the kind of
services the market has started to demand.

Retail and supply chain opportunity
Vietnam offers countless opportunities in retail
and more and more savvy investors are seeing now
as the time to get in and help shape the creation
of a modern retail sector. But the challenges are
undoubtedly daunting. Beyond the technical
developments required, the Vietnamese market is
characterised by a fundamental fragmentation that
does not bode well for domestic supply chains.
With this in mind, perhaps the biggest need
right now is for development of a new national
perspective that understands the total market
requirements of physical connectivity and supply
chain collaboration. With such a mindset, the
possibilities in retail, supply chain, and many other
industrial sectors are limitless.
Julien Brun is based in Ho Chi Minh City and is general
director of CEL Consulting

country focus - Japan

Japan-China tensions
disrupt supply chains but
economic ties deepen
Recurring political tension between Japan and
China has a big negative impact on supply
chains between the two countries, but economic
links continue to expand as Japan's corporations
increasingly look to China to drive sales and
reduce costs

By Masanori Kikuchi

C

hina's banning of exports of rare earth metals to Japan in
the aftermath of the Senkaku island incident towards the
end of last year hit Japanese industry hard. Japan looks to
China for around 90 percent of the 35,000 tons of the precious
metals that are required as a necessity in the manufacture of
high-tech machines and electrical appliances such as TV sets,
hybrid vehicles and digital cameras.
January/February 2011 Supply Chain Asia
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Japan’s largest electric appliances department chain, Yamada Denki, opened its first overseas shop in
Shenyang, capital of Liaoning province, in December of last year. The seven-floor, 24,000sq m store is
believed to be one of the largest electrical appliance stores in China. Five more Yamada Denki stores are to
be opened in China in the coming three years.

”

Following the supply chain stoppage, Japanese
companies and the Japanese government have been
looking to secure alternative sources of supply of
the metals.
Sojitz Corporation, a major Japanese trading
company, said it agreed a contract with Australiabased natural resource company Lynas for supply of
rare earth metals for ten years beginning in 2011.
Lynas will provide Sojitz with between one and three
thousand tons of the metals, including neodymium
and lanthanum, on an annual basis.
Sumitomo Corporation, meanwhile, established a
joint venture with a state-owned entity in Kazakhstan
that will draw rare metals from the waste produced
in the mining of uranium in the country. The venture
is to be fully operational in 2012 and will produce
around three thousand tons of the metals per year.
Rare earth metals are necessary for the manufacture of high tech goods such as
Toshiba Corporation is believed to be working on
LCD TVs
setting up a similar venture in Kazakhstan.
The Japanese government responded quickly to
the perceived need to diversify sources of the metals after the
for a 97 percent share of global production due to its capability to
embargo was implemented by China. Prime minster Naoto Kan
produce the metals relatively inexpensively and at great scale.
held talks in Hanoi at the end of last year with his Vietnamese
counterpart, premier Nguyen Tan Dung, where they agreed to
Stronger links with China
cooperate in the searching, mining and refining of rare earth
It was at the November 2010 APEC summit in Yokohama
metals in the mountains of the northern districts of Vietnam.
south of Tokyo where a meeting between Naoto Kan and China
The administration of Mongolia has been approached by
president Hu Jintao resulted in the beginnings of a thaw in the
the Japanese government, too. Inner Mongolia, which borders
tensions between the two countries resulting from the Senkaku
Mongolia, is the source of much of China's rare earth metals,
island incident. Although the meeting took just 22 minutes,
together with the provinces of Jiangxi and Guangzhou. Premier
the highly strained bilateral relations have improved steadily
Kan has promised Japanese investment to Mongolian president
since then. China lifted the ban on exports of rare metals after
Elbegdorj to accelerate development of rare earth and uranium
the meeting.
mining in Mongolia.
Despite tensions surfacing on a regular basis, Japanese
Japan also agreed with the US to cooperatively develop rare
corporations have been accelerating efforts to expand into China
earth metal mines in the state of California as well as invest in
both to tap its promising domestic market and expand or set-up
R&D to find alternatives for the materials to use in industrial
new production bases. In the process they have been getting
production.
closer to their Chinese partners.
Despite these efforts, China is said to hold a clear advantage
At the end of last year, Toyota entered negotiations with First
in the production of rare earth metals. China currently accounts
Automobile Works Group (FAW) for the transfer of Toyota's hybrid

26

Supply Chain Asia January/February 2011

country focus - Japan

car (HV) technology to the Chinese company. If the transfer takes
place it will be the first time Toyota has passed HV technology
to a Chinese company. Toyota and FAW have jointly produced
Prius HV vehicles in the city of Changchun in northeastern China
since 2005.
As domestic sales of new vehicles continue to fall in Japan,
particularly after a government stimulus package of replacement
and purchase subsidies for eco-friendly cars finished in
September, and as the Yen continues its run of strength, Japan's
major car makers are expected to rely more on overseas markets
for both sales and production and China is of particular interest
given its scale and the potential of its consumer market.
Strong sales in emerging markets including China saw Nissan
Motor revise upwards its forecast for consolidated operating
income to March from ¥350bn ($4.17bn) to ¥485bn. Honda
Motor has also been increasing production in China due to rising
domestic sales; while medium-sized automotive companies
Mitsubishi Motors, Fuji Heavy Industries and Mazda Motor all
recently established joint ventures with local Chinese companies
or expanded factory production to support bigger sales.

Lower production costs
Japanese electrical appliance brands are also shifting production
to China to help increase local sales and reduce costs. Companies
are looking to reduce distribution and procurement costs and
increase the share of local content in products, both inexpensive
parts and core high-tech parts.
Toshiba has already shifted more responsibility for production
of liquid panel TV sets to its China partner, TCL Corporation,
while Sharp Corporation, which produces Aquos televisions, is in
the process of shifting production of the mainstay liquid panels
as well as TV assembly to China.
While the Japanese press and various commentators routinely
point out risks in engaging further in business with China – such
as sudden stoppages in distribution of resources like rare earth
metals, the possible appreciation of Yuan and rising labour
costs, it appears that for many corporations these are more
than outweighed by the potential of the domestic market and
continuing manufacturing advantages offered by the country.
Japanese retailers continue their expansion in China. In

December, Japan's largest electric appliances department chain,
Yamada Denki, opened its first overseas shop in Shenyang,
capital of Liaoning province. The seven-floor, 24,000sq m store
is believed to be one of the largest electrical appliance stores in
the market. Five more Yamada Denki stores are to be opened in
China in the coming three years.
Seven & I Holdings said its subsidiary Seven-Eleven Japan,
a huge Japanese convenience store chain, would form a joint
venture with another mega retailer Ito-Yokado to operate SevenEleven stores in Chengdu. The first store is set to open in the
Spring.
On the supply chain front, Hitachi Transport System
increased its ownership stake in China partner Dahang
International Transportation from 30 percent to 85 percent with
a view to building up the business in the market. Meanwhile,
Japan's largest forwarder, Nippon Express, which established
a partnership with a Chongqing-based shipping company last
June, said it would be obtaining 33 percent of its revenue from
international operations in a couple of years, up from the current
27 percent, with much of the growth attributable to business
in China.
Food is another area in which Japan depends heavily on
China. China is Japan's second largest foreign supplier of food
after the US. Despite a 2007 food safety scare that caused
Japanese consumers to shun various China produced foodstuffs,
food imports from China accounted for over 13 percent of
total imports in 2009, compared with 11.4 percent in 2008,
according to statistics from the Japan External Trade Organization
(JETRO). Analysts generally believe this dependence on China
for food will grow rather than decrease in the short term.
Given a long and periodically troubled history, continuing
differences in worldview and differing regional and global
alliances, there is little doubt political tension between Japan
and China will continue to resurface on a regular basis. While this
will adversely affect supply chains and economic ties between the
two countries, the draw of win-win economic opportunity means
these ties will nevertheless continue to deepen.
Masanori Kikuchi is based in Tokyo and is the Japan correspondent
of Supply Chain Asia magazine

“

Toyota entered negotiations with First Automobile Works Group (FAW) for the transfer of Toyota’s
hybrid car (HV) technology to the Chinese company. If the transfer is realised, it will be the first time Toyota
has passed HV technology to a Chinese company. Toyota and FAW have jointly produced Prius HV vehicles
in the city of Changchun in northeastern China since 2005.
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去年年底，丰田与中国一汽集团就丰田向一汽集团转让混合动力(高压)汽车技术进入了谈判阶段
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Dell’s supply chain transformation
Historically regarded as one of the great innovators in
supply chain management, Dell has undertaken a deep
transformation of its supply chain that includes shifts from
a regional to global structure and from the famed direct-only
model to multiple channels. Annette Clayton, vice president,
global operations and supply chain, talks to Turloch
Mooney about the new supply chain model that has been
three years in the making

Key objectives of the new model
–
–
–
–

Move from a one-size-fits-all model to a
segmented supply chain portfolio
Create globally, standard yet flexible
processes that leverage partnerships
Align to customer priorities around speed,
choice, and cost
Create infrastructure that is responsive
to the changing needs of the business

Overview of changes taking place
Would you tell us how long the transformation
will take to implement in full, and how you will
measure its success?
The overall transformation has been a three-plus
year process. We are already seeing the benefits of
the transformation. The process redesign is about
creating a culture and is really never done. We
continue to work to create a Lean culture.
Ultimately it boils down to delighting customers
as shown by the corporate Net Promoter Score.
There are a variety of more detailed measures
that track our ability to predictably deliver global
supply chain capabilities at targeted total landed
cost levels
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–
–
–

–
–
–
–
–
–

Regional  Global structure
Direct only  Multiple channels
Variabilise cost structure by expanding
our partner network and leveraging
partner capability
Global IT infrastructure optimisation
Segmentation of the supply chain
Optimised product and process
complexity
End-to-end process redesign
Aligned internal cost incentives
Corporate shift to solutions focus

dialogue

How are you able to determine the dominant
buying behaviours of your customers?

leading companies
As we analysed our sales with this new lens
it was evident that there were opportunities to
simplify our complexity to customers

The beauty of Dell’s direct model is that we have
access to our customers. We have over two billion
direct customer interactions every year and can
leverage the information gained to deliver to
customers what they value most.
Dell was recently recognised by Forrester
for our Voice of the Customer programmes. We
also use various channels such as five-star user
reviews, channel partner surveys, social media
Dell forums, EmployeeStorm and IdeaStorm to
identify top issues and consistently feed these into
design, operations and support processes – and
insisting on follow-up and closures. Part of the
heritage of Dell is to create an outside-in focus. We
partnered with leading supply chain academicians
such as Dr Simchi-Levi and Dr John Gattorna, a
variety of industry groups and consultants, and by
benchmarking supply chain best practices from

Would you provide some detail on the four basic
supply chains and one incubator supply chain
that you created – what kind of customers do
each of them serve, and how do they differ from
one another in the manner that they function?
We basically break our supply chains into a few
simple choices. (pls refer to Figure 1 below)
 The main differences between each supply
chain are:
 The location of the push-pull horizon within
the supply chain
 The lead time from customer order to
delivery
 The amount of choice available to the
customer

Voice of the Customer
I want a
product,
service.

Customer
Configured

Preconfigured
by Dell

Product
Design

When
can I
get it?

I buy
from
Dell.

My order
is“in
production.”

My order
is“in
transit.”

I got it
and
use it.

Global
Demand
Planning

Online

Build to
Stock

Multiple
Transportation Modes

World-Class
Purchasing
and Supply
Management

Sales
Agent

Build to
Plan

Partner Network

World-Class
Partner
Relationships

Retail

Build to
Order

Customisation and
Personalisation

Configure
to Order

Supply Chain
Service Options

Distributor
Customer
or
Commitments
VAR

I get
support.

Warranty

Customer
Care

Technical
Support

Cost-to-Serve Financials
Data and Tools
Figure 1
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 Customers:
 With specific needs will choose configurable
products
 Who want to use Dell as a trusted advisor will
tend to choose pre-configured products
 Who value speed will choose from finished
goods inventory or planned production
products and purchase them either direct
or through the channel
 Each supply chain will leverage the same global
partner network, tools, and general processes.
Targets for metrics will be different based on
the objective of the supply chain.

What are the key challenges in overhauling your
supply chain system in this manner and how are
you overcoming these challenges?
Key challenges in this transformation include
the cross-functional and cross-organisational
nature of the change and the shift in skill set and
culture required. We are tackling these through
strong executive sponsorship, dedicated change
management, and cross-functional coordination to
redesign processes end-to-end.

How have the changes affected the organisational
structure of Dell? How are they affecting your
supply chain partners?
As part of this transformation, Dell has transitioned
from a regional structure to three global customer
business units – large enterprise, public, and
consumer/small & medium business. As part of
the transformation, Dell’s supply chain invested
in skill sets and capabilities. We created a
roadmapping and phase review process to manage
changes to the supply chain. As part of that we
created a dedicated global supply chain strategy
and enablement team. Additionally, we have
dramatically changed how we interact with each
business unit through our sales and operations
planning transformation.

Does the new model improve the CSR and
sustainability capabilities of Dell? If so, in what
ways?
Dell is working to make ‘being green’ easy and costeffective for our customers. We offer free recycling
of PCs and related accessories to consumers
worldwide.
We have set goals to make our packaging
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smaller and more recyclable. We are also
introducing more sustainable packaging materials
such as bamboo. We have reduced the energy
consumption of our desktops and laptops by 25
percent since 2008. We source more than 25
percent of our global electricity needs from clean,
renewable energy.
The structures that we put in place to manage
change to supply chain capabilities will only help
us continue the focus and speed up responsiveness
in this area.

Dell is regarded as one of the great innovators
in supply chain management. Do you think your
new supply chain model continues the tradition
of supply chain innovation and if so, why?
Absolutely, but in a different way. Dell was
originally heralded for creating a simple, powerfully
advantaged model with just-in-time inventory and
full configurability. Supply chains must support
their business strategy. Dell’s business has
dramatically changed in the last decade and will
continue to do so; our supply chain will follow suit
and evolve, too.
Dell’s innovations going forward will be in the
speed at which our supply chain can adapt to
changing customer and business priorities.

Would you provide some details on the current
structure and make-up of your supply chain
operations in Asia?
Dell’s overall supply chain strategy is global. As
with most of our industry, much of our $38bn
in annual spend ultimately comes from Asia. We
currently have (including its ODMs) manufacturing
locations in multiple cities across Asia (Chennai,
Penang, Shanghai, Xiamen, South China, Yantai,
Taiyuan, and most recently announced Chengdu).
We also use 12 distribution sites across the Asia
Pacific and Japan region.

How do you see this structure changing over
the coming years and what are the key factors
driving this change?
We are pleased with our global structure coming
out of this change. The major factors driving
any future changes will be demographic shifts,
macroeconomic considerations, and ultimately
what provides the best value and capability for our
customers.
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Leaders of the future
One effect of the global financial crisis has
been to demonstrate with great clarity how
interconnected the world today really is. In
supply chain terms, this means supply chain
partners can exist virtually anywhere. Throw
a handful of giant fast-emerging economies
into the mix and you have a complex new
world placing complex new demands on the
leaders of organisations. Peter L O’Brien
looks at the attributes of future supply chain leaders in this more
interconnected and complex reality

T

he role of the supply chain leader
is on the verge of being at its most
significant in terms of impact on
and the needs of modern organisations.
In many respects, it can be argued that
the future supply chain leader will be
one and the same as the chief executive
officer of the organisation. Supply chain
leaders are today at the cusp of having to
oversee all aspects of the business of their
organisations – from internal capacities
and capabilities, to external supply chain
operations and understanding how these
serve evolving business models.
We need to ensure we are developing
the right supply chain leaders for the future
– leaders who can deal with a high level
of complexity, who understand different
markets, both developed and emerging,
and who can work efficiently and effectively
across multiple cultures and nationalities.
Following is a list of the key skills and
experiences that the future supply chain
leader will require.
a) The ability to understand all aspects of
an end-to-end supply chain
It is essential for leaders to understand
the complete supply chain. In a
consumer food supply chain, this would
refer to all activities that take place

from ‘farm gate’ to ‘consumer plate’.
In a manufacturing supply chain, it
would refer to all processes from initial
sourcing of raw materials through to
product manufacture and value adding
activities that take place up to the point
where the product reaches its final
destination. It is neither possible nor
appropriate for any one organisation to
try to acquire and control a complete
‘end-to-end’ supply chain – it is about
collaboration amongst key partners that
clearly understand their different value
offerings and can align on purpose and
objectives. The supply chain leader of
the future must understand this reality
and understand the capabilities, needs
and objectives of each key supply chain
partner so the supply chain operations
continue to be effectively realised.

section of the chain and have little
direct experience in other key areas.
Future leaders will have spent periods
of their careers in manufacturing,
logistics/distribution and retail. Such a
broad level of experience and exposure
will make them much better qualified
to understand the full chain, identify
potential risks, and therefore address
issues effectively as they arise. When
we recently assisted an international
fast fashion retailer to appoint a global
supply chain leader, the end result was
the successful appointment of someone
who had some retail experience but
also direct experience in manufacturing
in China and global distribution. The
lesson here is companies are looking
for more lateral experience and broader
capabilities.

b)	Experience across all major aspects of
the end-to-end supply chain
In order to truly appreciate the value
and role of each part of the chain, it
is essential that future leaders have
experience and knowledge across
many parts of the chain. Traditionally
in a retail supply chain, for instance,
the supply chain leader would likely
have spent his full career in the retail

c)	Experience living and working in multiple
regions and cultures in both developed
and emerging markets
In light of the growing impact of
emerging economies on industries and
organisations worldwide, it is clear that
future supply chain leaders need to
intimately understand the differences
involved in operating in different
geographies with different socioJanuary/February 2011 Supply Chain Asia
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“

In order to truly appreciate the value and role of each part of the
chain, it is essential that future leaders have experience and knowledge
across many parts of the chain.

”

economic backgrounds. Many leaders
today who are extremely effective
in sophisticated and developed
economies struggle significantly in
emerging markets where what they
would consider to be basics – such as
infrastructure and communications –
are at such a relatively underdeveloped
stage that the leaders have great
difficulty achieving goals effectively.
This is an increasingly important
factor given the pace at which we are
seeing countries such as India and
Brazil engage more in world trade and
global supply chains. If you consider
alone how the consumers of these
markets will affect supply chains going
forward, it is clear that future leaders
need to understand these markets
and the habits and cultures of their
populations. We recently completed a
review of the supply chain leadership
capabilities of a large MNC and the
importance of ensuring current talent
has experience in both developed and
emerging markets was put top of the
list of requirements for succession and
development plans.
d) Ability to foresee future market changes,
to adapt quickly to new business models,
and to understand where value is being
created and re-created
When you consider how much markets
and organisations have changed over
the past ten years as a result of
the Internet and other technological
developments, it is important that
future leaders are thinking at least 10
to 20 years ahead. This is common
practice in many Asian cultures.
The idea is that your organisation is
either the one leading the changes
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or, at the very least, the one with
enough visibility to spot them coming
in order to react and adapt quickly.
Consider the automotive industry,
where business models have been
transformed due to competition and
changes in the location of capabilities.
Today, a Japanese company like Toyota
has a significant level of design done
in India, manufactures in a range of
different markets including China, and
distributes vehicles all over the world.
Toyota is a good example of a company
that has adapted very quickly to the
interconnected and virtual nature of
today’s global marketplace. Future
supply chain leaders will need to be
able to drive the speed of change and
put in place teams and capabilities to
adapt and innovate quickly.
e) Continually question and assess markets
and opportunities
If there is one thing that a supply
chain leader will be required to do into
the futurew: it is to continue to ask
questions, provoke different thinking,
and assess opportunities based on their
experiences as developed through the
four key areas of development outlined

“

above. The CEO of any organisation
in effect becomes the head of supply
chain of that organisation. He or she
is always focused on the internal
supply chain, but also on the role
the organisation plays in an external
supply chain. How may this supply
chain change over time and where does
the organisation add the best value?
Who should be the key collaboration
partners and how should relationships
develop? At the end of the day, the
future supply chain leader needs to
create opportunities and ensure the
organisation continues to evolve.
The future supply chain leader needs
to understand he/she operates in a virtual
world, with an appetite for speed and
continual change. They need to intimately
understand and ideally experience all aspects
of end-to-end supply chain management
and do so across multiple boundaries.
They need to continuously travel and be
‘citizens of the world’. And with Asia fast
becoming the supply chain headquarters of
the world for leading players in industries
from mining and resources to information
technology, consumer goods and logistics
and distribution, we need to ensure that our
supply chain leaders are as innovative and
dynamic as the region in which they may
very well be residing.
Peter L O’Brien is the head of the distribution
and supply chain practice at Russell Reynolds
Associates, the global executive search and
assessment firm

Many leaders today who are extremely effective in sophisticated
and developed economies struggle significantly in emerging markets
where what they would consider to be basics – such as infrastructure
and communications – are at such a relatively underdeveloped stage
that the leaders have great difficulty achieving goals effectively. This is
an increasingly important factor given the pace at which we are seeing
countries such as India and Brazil engage more in world trade and
global supply chains.
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APAC HR survey finds
high growth expected
in 2011

O

By Russel Beron

A newly released survey by
Logistics Executive, a supply
chain and logistics-focused
recruiting firm with a strong
presence in the Asian region,
reveals companies are confident
about growth for 2011 and
expect to have issues attracting
and retaining talent. Russel
Beron examines the details of
the report for Supply Chain
Asia magazine

ver 80 percent of the 4,600
global respondents to the survey
said they expected an increase in
growth and activity in 2011, compared to
55 percent for 2010. “This is a positive
sign of recovery for the regional economy,
which has progressed cautiously since late
2008,” said Kim Winter, CEO of Logistics
Executive from his base in Australia.
In Southeast Asia, optimism is even
higher, with 84 percent of all companies
believing 2011 will be a growth year, and
China most optimistic, with 86 percent
forecasting growth. Australia was only
slightly less optimistic, with 77 percent
predicting increased activity.
A number of challenges are expected
with growth, mostly related to fulfilling
human resource needs ranging from
leadership development, talent attraction,

staff retention and training. In the
Southeast Asia region, talent attraction
was ranked as the biggest challenge,
followed by leadership development and
staff retention.

Salaries expected to increase
Given the growth outlook, companies are
expecting to increase their workforce and
also expect salary increases. The majority of
respondents from all regions (88 percent)
expect staff numbers to increase or at least
remain the same. Companies in north east
Asia (93 percent) and the Middle East (91
percent) are especially bullish.
Australian expectations for salary
increases (3-5 percent) are slightly lower
than in Southeast Asia (3-8 percent) and
the Middle East (6-10 percent), most
likely given the maturity of the Australian

Which functions have you recently found it difficult to recruit for? Please tick all that apply
Customer Services
Support & Admin
Distribution & Warehousing
Logistics & Transport
Engineering & Technical
Facilities Management
Finance & Accounting
Human Resources
IT & Telecommunications
Legal & Corporate Affairs
Maintenance & Workshop
Manufacturing & Production
Marketing & Communications
Procurement & Inventory
Project/Programme Management
Quality Assurance, Safety, Risk & Environment
Research & Development
Sales & Business Development
Supply Chain
Training & Education
0%

13.46%
7.97%
18.68%
32.97%
14.84%
6.04%
12.91%
8.52%
14.29%
7.69%
7.14%
9.07%
7.97%
15.93%
15.38%
13.46%
13.46%
22.53%
26.1%
7.14%
20%

40%

60%

80%

100%
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profitability as their biggest challenges.
2010 survey, and were ranked third and
economy. North east Asia, which includes
The survey also showed that HR is often
fourth in importance, before cultural fit
China, has the highest expectation for
not represented as a high level priority. In
and change of industry. The reasons for
salary increases, with 16 percent of
Australia, only 60 percent of respondents
employees to join an organisation are
respondents expecting a salary rise of 20
said human resources is a board level
similar across all regions.
percent or more. This regional anomaly
issue. The numbers are slightly higher for
Only one in three respondents from both
points to the demand for skilled and
companies in north east Asia (66 percent)
Australia and north east Asia, including
experienced logistics workers and a surge
and Southeast Asia (67 percent). The
China, felt that staff turnover was too high,
in manufacturing activity in the region in
Middle East tops this category, with 76
whereas the Middle Eastern and East Asian
recent months.
percent of companies surveyed saying
regions indicated that this was slightly
“Skill shortages are most evident in
they believe that HR is a priority of top
less of an issue. “China is renowned for
Southeast Asia, where a staggering 80
management.
job hopping, as employees will leave for
percent of respondents indicate that skills
The Middle East (59 percent) and
marginal increases in salary and often have
are missing,” said Kim Winter. “Obviously
Southeast Asia (58 percent) also have a
several jobs with less than one year on their
skill shortages impact a company’s ability
more favourable opinion of the relation
resumes,” Winter noted.
to grow to a certain extent.” One in five
between HR and profit contribution.
Corporate social responsibility (CSR)
respondents indicated that skill shortages
Australia and north east Asian companies
continues to rank an important issue for
are influencing their business to a high or
felt that HR was relatively less important
70 percent of the companies surveyed.
critical degree.
to profit contribution.
The highest results came from north
To meet demand for skilled workers,
Respondents in Australia believe
east Asia and China, where 75 percent
companies in Southeast Asia said they
much more than their counterparts in
of respondents indicated that CSR is
would source the missing skills from
other regions that their organisation is
of importance. Southeast Asia followed
outside the region. Of course bringing in
foreign workers has its own set of
challenges. Aside from additional
Overall survey responses
SE Asia survey responses
Australia survey responses
costs for expatriates, visa and
Top 5 drivers for CSR	
Top 5 drivers for CSR	
Top 5 drivers for CSR
work permit issues, often there is
a challenge with cultural fit, even
• Contribution to society
• Contribution to society
• Environmental reasons
when workers come from other
• Corporate governance
• Environmental reasons
• Public relations strategy
countries in the region.
Promisingly, the trend of
• Environmental reasons
• Health and safety reasons
• Contribution to society
higher education in the supply
• Health and safety reasons
• Public relations strategy
• Health and safety reasons
chain and logistics sector is
continuing to increase. Employees
• Public relations strategy
• Corporate governance
• Corporate governance
in north east Asia have the highest
educational qualifications, with
93 percent in China having master’s
supporting the HR function adequately. 81
closely behind with 74 percent and the
degrees, 83 percent in Southeast Asia and
percent in Australia said this is the case,
Middle East with 68 percent. CSR drivers
87 percent in the Middle East. Australian
followed by 79 percent in the Southeast
vary from region to region, but overall,
employees are much less educated, with
Asian region, 71 percent in north east Asia
respondents chose contribution to society,
only 51 percent possessing a master’s
and China, and a mere 67 percent in the
corporate governance and environmental
degree, indicating that they make up for
Middle East.
reasons as the main drivers.
lower education with depth of experience.
The Logistics Executive survey is
interesting in the relationship trends it
The perceived value of HR is mixed
highlights between economic activity and
Employees value career development
The global survey showed some variation
HR requirements. As the Asian region
in the priorities that CEOs place on HR
Similar to the 2009 survey, career
climbs another growth curve, HR needs
issues. CEOs generally are concerned about
development, closely followed by
once again come under the spotlight
profitability, customer satisfaction and
remuneration, was the main reason for
and companies realise that only with the
productivity, while heads of companies in
employees to join an organisation. Two
right talent can they achieve their growth
the north east Asian region, including China,
new possible responses, job security
targets.
ranked leadership, skill shortages and
and employer values, were added to the
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IT Special

IT for Supply Chain
new demands
new solutions

The most compelling thing about it
is everything.
Meet the new Intermec CS40

The first rugged mobile computer that’s more than a smartphone. It’s unlike anything you’ve seen before.
You get the tough, dependable construction of a professional-grade device with the sleek versatility and feel
of a consumer product. Plus, you can quickly scan 1D and 2D barcodes with the dedicated imager, update
inventory, send messages, take photos, make calls and download files. Best of all, you’ll enjoy a total cost
of ownership that’s up to four times better than a smartphone.

Discover where rugged meets sleek. Visit http://www.intermec.com.sg/CS40MobileComputer or contact us at :

[ Indonesia - (62) 21 6231 2893 | Malaysia - (60) 3 7726 8730 | Philippines - (63) 2688 3890 | Singapore - (65) 6303 2100 | Thailand - (66) 2653 2750 ]

Join the Intermec Community on:
ruggedized-mobile-computing.com/

Intermec In Asia

@Intermec Asia

IntermecAsiaPac

community.intermec.com/intr/

Copyright © 2011 Intermec Technologies Corporation. All rights reserved. Intermec is a registered trademark of Intermec Technologies Corporation.

IT Special

More
solutions
for more
processes
Supply chain management software has come a long way over the past
decade but can still be expensive, confusing to select and cumbersome
to implement. Catherine Truel looks at what today’s range of software is
capable of and how integration with the systems of external partners as well
as other technologies is increasingly important

F

or the purposes of this feature, we will
define supply chain management (SCM)
software as the wide range of applications
that help to automate supply chain processes.
The wide variety of tools and modules makes the
topic confusing but indispensable to respond to
the multitude of business specificities such as
government requirements, industry and product
particularities, multi-lingual requirements,
and the unique business strategy of each
organisation.
Functionality of the application can be as
wide or as narrow as the business wishes. It can
integrate all tasks of the Plan - Source - Make Deliver model and even extend to suppliers and
customers. Alternatively, it can simply cover one
area such as distribution. Tools automating the
‘Plan’ functions will include demand planning
and forecasting. The ‘Source’ activities will
be managed by modules such as supplier and
purchase order management, good receipt and

“

warehouse management and supplier network
management. Modules for the ‘Make’ step will
include production scheduling maximising
assets and allocation of resources. ‘Deliver’ will
have typical logistics solutions such as sales
order management, inventory management and
optimisation, and transportation and distribution
management.

Great flexibility
Software providers use a different classification
and separate supply chains processes into
two groups: planning and execution. Planning
software will match resources and anticipated
demand; execution tools will typically cover the
management and movement of products.
In addition, some solutions are designed for
specific needs. Reverse logistics modules are
useful to repair centres to automate the return
of faulty products; global trade management
software helps with customs and trade compliance

Integration allows the further extension of the supply chain software in the field with mobile phone
technology acting as an output or input of information. Integration raises the question of security, as
along with the increase in the amount of data shared there is increased risk of security breach.
2
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“

An important
factor in making
the choice of
what software
to purchase is
the potential
of the software
to evolve with
future business
requirements
such as adapt to
new innovative
business
processes
or to new
manufacturing
locations.
Consequently,
the relationship
with the software
vendor will need
to be an ongoing
partnership.

”

requirements. Some modules will have been
specifically designed for an industry, to satisfy the
need for traceability in the aerospace industry,
for instance. There are also solutions specifically
available for government, such as to manage free
trade zones. What is initially seen as a confusing
variety is in fact a great flexibility.
This flexibility extends to the format of these
various applications. This gives businesses
four possible routes to automating the supply
chain. Large organisations might already use an
Enterprise Resource Planning (ERP) solution to
manage the business from financial activities to
human resources. This software has standalone
modules specifically designed for the supply
chain that can be integrated with the business
management system.
Supply chain automation can also take the
form of a bespoke system specifically designed
for the business. A less expensive route is an
‘off-the-shelf’ supply chain package such as
software as a service (SAAS). Here the solution
is hosted by the service provider and accessed
on demand removing the need for software and
hardware investment.

Integration with external partners
Supply chain management software integrates
with other internal systems such as accounting
and treasury applications or with tracking
technology such as radio frequency identification
(RFID). Clearly, an increasingly critical function
is the integration with external systems such as
suppliers, customers or logistics providers.
In some industries, such as consumerpackaged goods, supply chain collaboration
is well developed so integration might be
indispensable. Furthermore, customers are
often using technology, placing and tracking
orders online, using mobile Internet and, as
a result, pulling products even faster through
supply chains. Integration also allows the further
extension of the supply chain software in the field
with mobile phone technology acting as an output
or input of information. Integration raises the
question of security, as along with the increase
in the amount of data shared, there is increased
risk of security breach.
The need for integration might influence the
decision to automate certain processes. It might

also restrict the choice of technology as a major
customer can impose certain functionalities or a
software package.
The constant evolution of technology, the
wide choice of products on offer and the cost of
the investment make SCM software a difficult
purchase. One important factor in making such
a choice is the potential of the software to evolve
with future business requirements such as adapt
to new innovative business processes or to new
manufacturing locations. Consequently, the
relationship with the software vendor will need
to be an ongoing partnership.
How much of a supply chain is automated is
a business decision. It results from a combination
of actions including the mapping of the existing
supply chain processes looking at the flow of
goods and information, consultation with trading
partners about the need to exchange information,
identification of areas for improvement such
as bottleneck, patchy information flow, costly
inefficiencies, inaccuracies, selection of areas,
processes and business functions where supply
chain software will be most beneficial. Most
important, the evaluation as to whether these
benefits justify the investment. Installing a
warehouse management system, for instance,
might not be cost effective in a country with low
labour costs.
Whatever the solution selected, automating
part or the whole of the supply chain changes
working practices so it is demanding on middle
management. The information flow will have to
be changed to feed the SCM software. A variety of
sources of information from various departments
systems, spreadsheets and logs will have to be
redirected to the application. This can clash with
years of habits.
Furthermore, if the software imposes
unfamiliar steps to a process, it is likely that
operators will find a way to work around it by
reverting to a manual system or by entering
just the minimum information required to
proceed with the task. Ultimately, supply chain
management applications will be most effective
if they automate an already well-thought supply
chain.
Catherine Truel is the Europe correspondent of
Supply Chain Asia magazine
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Post-recession trends in supply
chain technologies
Large shippers are doing more with supply chain software, reports Catherine Truel

F

or large shippers, effectively managing
global and regional supply chains is now
highly dependant on technology. From a
logistics perspective alone, a large shipper might
need to manage a large volume of transactions
of high frequencies, for a number of bills of
materials each including thousands of part
numbers from suppliers located across the world.
The effective coordination, tracking, measuring
and management of these transactions demands
a very high degree of automation, visibility and
analysis.
This is particularly true for companies
sourcing in emerging markets, where the local
infrastructure is challenging the efficiencies
of even the best supply chains. Kelly Thomas,
senior vice president, manufacturing, with USbased JDA Software, says that a company might,
on the front end of the supply chain, make
promises to customers while at the back end have

6
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suppliers experiencing delays, therefore creating
high variability in the network. In a challenging
trading environment, supply chain software helps
mitigate the effect of this variability by providing
earlier visibility and allowing diversion, he says.
“In mature markets, manufacturers do not own
assets anymore, they are simply brand owners. We
are now in a virtual management of the supply
chain.”

Expanded demand for visibility
Information collected not only supports logistics
and allows shippers to respond very quickly to an
event, it also provides valuable data that increases
the analytic capability of the business. Demand
for visibility has expanded into the operations
of customers, and even into the behaviour of
customer’s customers, with the overall objective
to forecast demand more accurately.
According to Thomas, there is an increase
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in demand for data analytics, particularly in the
consumer product sector. “The consumer industry
wants to better understand consumer demand.
They want to know what is happening at the point
of sale. This is also of interest to manufacturers
who are looking at customer behaviour one or
two tiers down.”
Several leading global brand owners took
the downturn as an opportunity to get closer
to customers and better understand demand.
Dell, LG Electronics, Sony Corporation, P&G
and Levis are among global brands putting
more focus on mining point-of-sale data for
better demand planning in their supply chains
in the wake of the recession. “We call it ‘shelfcentred collaboration,’” says Thomas. “Leaders
are looking at [shelf-centred collaboration] as
an opportunity to drive more shelf-level sales
and capture market share. By adding analytical
capability on top of CPFR-type thinking, they
can achieve improved shelf availability with less
channel inventory.”
On the supply side, Thomas points out that,
“capacity was reduced in the recession so there is
now much interest in improving throughput. There
is also a return of a demand for allocation.”
The recession and its aftermath increased
demand for cost containment solutions overall,
with companies looking for solutions that can
quickly lower costs. Industries with short product
lifecycle and high product velocity – such as
consumer electronics – continue to be the most
advanced in application of new supply chain
technologies. With inventory in these industries
losing value to the tune of about half a percent per
week, companies need to turn inventory extremely
rapidly and being without very advanced supply
chain technological solutions can be an extreme
competitive disadvantage.
Companies in China, Korea and Japan are
investing in inventory optimisation as well as
transportation. “S&OP is very hot right now,”
says Thomas “Inventory optimisation has been
a very strong opportunity for us in the past 12-

“

15 months and transportation management has
been a hot play for the past three-plus years.
[Transportation management] offers a straight
forward value proposition – companies can drive
down transportation spend.”
New technology is also capturing the interest
of shippers. Advantages of on-demand solutions
like SaaS and Cloud – which companies can
book as operational rather than capital expense
and are implemented and deliver results more
quickly than traditional solutions – meant their
popularity grew further over the course of the
recession. “These are non-intrusive, fast timeto-value, pay-as-you-go solutions that are not a
capital expenditure and are not introduced to the
company’s technology landscape. I’m convinced
this will be a growing model going forward.”

Consumer brands spend more
Over the past two years, manufacturers of
consumer brands, particularly grocery brands,
have been spending a relatively higher amount
than other sectors on supply chain software. This
trend is supported by macro data over the course
of the recession that indicated a much higher
drop in demand in industrial manufacturing than
in demand for daily consumer necessities.
Other industries, such as semiconductors,
are looking to software to address capacity
shortages. “In semiconductor you have a shortage
in capacity now so there is an uptake in software
solutions to increase throughput. An investment
in technology is a fraction of [the cost of] an asset
investment but can deliver a two to five percent
increase in throughput.”
According to Thomas, while large supply
chain transformation projects built around
technology are taking place at various companies,
the majority of demand for supply chain solutions
continues to be centred on individual business
processes. “You have transformation programmes
going on at a number of leading companies but in
the majority of situations, solutions are focused
around one or two business processes.”

Leaders are looking at [shelf-centred collaboration] as an opportunity to drive more shelf-level
sales and capture market share. By adding analytical capability on top of CPFR-type thinking, they can
achieve improved shelf availability with less channel inventory.

”

January/February 2011 Supply Chain Asia

7

IT Special

An introduction to cloud
computing in supply
chain management
By Jonathan Wright

C

ompanies around the world are
paying much closer attention to
cloud computing and its potential
value to supply chain processes – from
sourcing to after-sale service. Concerns
about risk and reliability are abating,
while benefits – from less cost to more
flexibility – are becoming more prevalent.
Small wonder that Gartner expects that
one-fifth of all businesses will own
absolutely no IT assets by 2012. Nor is
it surprising that the market for cloudbased services is expected to reach
nearly $150bn by 2014.
But along with growing interest,
cloud computing’s use in supply chain
management also generates difficult
questions. For one thing, the technology’s
potential uses are exceptionally broad.
The technology’s novelty and surrounding
hype also make it hard to accurately
predict costs. What is certain, however, is
that cloud computing will radically affect
how computing is done and managed,
how information is controlled, and the
economics of supply chain information
technology. All in all, cloud computing
seems likely to lead to a revolution
in the way supply chain services are
provided – shifting away from traditional,
contracted outsourcing models to more
flexible, transaction-based models.

“

What Is cloud computing?
Cloud computing allows companies
to access IT-based services, including
infrastructure, applications, platforms
and business processes, via the Internet.
As a result, companies may be able to
respond faster and more effectively to
changing business conditions, create
new services, and open up new markets.
Although the term ‘cloud computing’ was
coined relatively recently, many elements
of the concept, such as timesharing and
virtual machines, have been around for
several decades.
What makes cloud computing a
growing reality for today’s businesses
is the pervasiveness of the Internet and
Internet technologies, combined with
advances in virtualisation, hardware
commoditisation, standardisation, and
open source software. A key catalyst is
the success of major Internet companies
such as Google, Amazon Web Services
and Microsoft.
The highly global and scalable
infrastructure that these companies
use to power Internet search, electronic
commerce, social networks, and other
online services is an important enabler
for cloud computing. Across all these
offerings, cloud services tend to share
several characteristics:

Gartner expects that one-fifth of all businesses will own
absolutely no IT assets by 2012. The market for cloud-based
services is expected to reach nearly $150bn by 2014.
8
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•
•

•
•

•

Little or no capital investment.
Va r i a b l e p r i c i n g b a s e d o n
consumption; the relationship is
generally ‘pay per use’.
Rapid acquisition and deployment.
Lower operating costs than software
that is owned and managed inhouse.
Programmable and adaptable.

As shown in Figure 1, cloud computing
opportunities exist at every level of an
organisation:
• At the infrastructure level, companies
have begun to source raw computing
resources, processing power, network
bandwidth and storage from the
outside on an on-demand basis.
• At the platform level, cloud-based
environments provide application
developers with similar functionalities
to those available in traditional
desktops – including tools for
development, testing, deployment,
runtime libraries and hosting.
• At the application level, clouds
running on third-party infrastructure
span all major enterprise solution
areas, ranging from procurement
to enterprise resource planning and
content management. Organisations
generally subscribe to these services
based on the number of users or
‘seats’.
• At the business process/industry
level, cloud-based solutions (also
known as business process utilities
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or platform-based business process
outsourcing) offer Internet-enabled,
externally provisioned services
for managing entire business
processes.

How might cloud computing
transform supply chain management?
Cloud computing’s evolution will affect
companies (and their supply chain
operations) in several fundamental
ways:
• New competitors: cloud computing
has the potential to enable
start-up companies to establish

•

•

themselves in a short period of
time, without significant investment
in infrastructure. This could have
a remarkably disruptive impact on
the competitive landscape of many
established market leaders.
Speed to market for new products
and services: the pace at which
new revenue-generating products
and services are introduced has put
constant pressure on supply chains
in recent years. Cloud computing will
speed up that pace even more.
Large-scale transformation: the
threat from new competition and

Process / Industry
Clouds

Standardised horizontal or vertical business processes provided
on a subscription basis to individual clients
or industries: Business Process Utility

Application Clouds

Business applications provided on a subscription basis

Platform Clouds

Virtualised development and run time platform

Infrastructure
Clouds

“Raw” infrastructure (CPU, memory, storage, network) available
on an as-needed basis in public or private clouds

Figure 1: A continuum of four cloud computing opportunities

the increased pace of new product
and service introduction could
force companies with traditional,
infrastructure-intensive supply
chains to reinvent themselves.
Supply chains will likely become
more dynamic, more scalable and
more capable of supporting the
financial objectives of boards and
shareholders.
At a less macro level, cloud computing’s
effects will depend largely on the type
of business you are in. For providers of
cloud-based services, for example, the
linchpin might be massive scalability.
Cloud computing has effectively
solved the problem of scalability of IT
systems.
Whereas traditional service providers
needed to size up and provide computing
hardware each time they added
customers, cloud computing utilises
server ‘farms’ consisting of hundreds or
thousands of servers. Applications run on
any server with available capacity, and
capacity is increased simply by adding
more servers to the cloud. This means
that cloud service providers can on-board
new customers quickly and flexibly,
without the traditional ramp-up efforts
and costs. Because they do not need
to bear these overheads, providers do
not have to lock customers in to lengthy
contracts to recoup costs.
For buyers/consumers of cloudbased services, a key benefit will likely
be that little or no capital expenditures
are required. Providers of cloud-based
applications and services will do so on
an almost entirely transactional basis.
That means companies will need little or
no capital expense outlay to get started
in new business segments, markets, or
geographies. This low barrier to entry will
inevitably create new market entrants.
Because major capital investments and
staff ramp-ups are not required, new
companies will find it easier to establish
themselves.
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“

The threat from new
competition and the increased
pace of new product and
service introduction could force
companies with traditional,
infrastructure-intensive supply
chains to reinvent themselves.
Supply chains will likely become
more dynamic, more scalable
and more capable of supporting
the financial objectives of
boards and shareholders.

”

Large multinational companies with
multiple global supply chains may use
private clouds as a way to standardise
IT infrastructures, simplify upgrade
paths and standardise processes,
while still retaining some degree of
customisation at the enterprise level.
Private clouds may also span multiple
companies – effectively becoming
private ‘trading exchanges’ for partners
in the extended supply chain. Large
third-party logistics companies may
adopt a similar approach, again opting
for private clouds. However the story
with 3PLs could differ slightly from
multinationals in that the former
would likely need multiple ‘flavours’
for different types of operations and
customers.
Small and medium-sized enterprises
may find a public cloud to be their best
solution. What they will sacrifice in the
ability to customise solutions may be
more than offset by benefits such as
lower cost, less need for IT support,
scalability and ongoing innovations and
upgrades by public cloud suppliers.
Organisations may also have less (or no)
need to run complex implementation
projects, focusing instead on training
and change management.

Where clouds will appear in supply
chain

“

Cloud computing utilises
server ‘farms’ consisting of
hundreds or thousands of
servers. Applications run on any
server with available capacity,
and capacity is increased simply
by adding more servers to the
cloud.

”
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Cloud computing is already making a
significant impact on the supply chain
management application market, and
adoption is expected to continue to
grow. Companies that provide SCM
software applications – including
e-procurement, warehouse management
systems, transportation management
systems, supply chain planning, and
business intelligence & analytics – are
either already offering ‘software as a
service’ (cloud-based) solutions or are
articulating a clear strategy to move
to such solutions as more customers
demand it. As this happens, look for

the following supply chain processes to
become particularly prominent venues
for cloud computing:
Planning and forecasting
Cloud-based tools are available for
capturing itemised spend data,
performing basic analytics, planning
manufacturing runs and executing
statistical demand forecasts.
Applications focused solely on retail
are also prevalent, with capabilities
that include planning & allocation,
assortment & space, pricing & promotion,
and forecasting & replenishment.
In the near future, many more service
providers will add planning & forecasting
applications. A primary reason is that
planning and forecasting are rarely
core components of companies’ ERP
systems. Clients therefore can run one
manufacturer’s ERP application, but
leverage another’s best-of-breed planning/
forecasting application via the Internet.
Logistics
Cloud computing applications for
functions such as network strategy,
inventory management, warehousing
and transportation will appear with
increasing regularity in the near
future. Processes such as global trade
compliance, replenishment planning,
order processing, transportation load
building, fleet management and
transportation route planning are likely
candidates. Some basic warehouse- and
transportation-management applications
are already available online.
Sourcing and Procurement
Cloud computing represents a great
opportunity to reduce ‘total cost
of ownership’: the most commonly
cited success metric in sourcing and
procurement. A key reason is that cloudbased tools are inherently collaborative
and accessible – a significant boon
to companies that may deal routinely
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with thousands of suppliers. Take
contract management: cloud-based
collaboration allows multiple parties to
jointly develop supplier contracts. Myriad
sourcing and procurement capabilities
are rapidly coming online, including
procurement report generation, database
centralisation and supply chain visibility.
Retail potential is particularly strong.
Service and spare parts management
Many companies underperform in this
area – despite the fact that leading service
and spare parts management programmes
often generate a disproportionately high
percentage of an organisation’s profits.
So the fact that companies might
use cloud computing to upgrade their
capabilities without extensive CapEx
costs – and rapidly implement the
processes prescribed by the software –
could be a significant advantage. Tools
such as warranty validation are already
available to service operations, and
cloud applications for reverse logistics/
returns processing, technician dispatch
& tracking, and spare parts inventory
pooling & distribution are expected
soon.

The future begins now
Cloud computing in supply chain
management is a paradigm that is still
in its early stages. Thus it is likely to
develop at different paces in different
process areas, industry sectors, and
markets:
• Process areas: supply chains ‘in the
cloud’ are likely to initially take hold
in those areas that are on the fringe
of what many people consider core
capabilities. Processes like global
trade compliance, transportation
route planning, freight bill audit and
payment, and even basic product
design engineering are all likely
candidates.
• Industry sectors: early adopters will
likely be industries with products

“

Myriad sourcing and procurement capabilities are rapidly
coming online, including procurement report generation, database
centralisation and supply chain visibility. Retail potential is
particularly strong.

”

•

that are less complex or products
with high cost and margin pressures.
This could point to consumer
goods (particularly those that are
commoditised), as well as parts
and supplies in the automotive and
industrial equipment sector. Sectors
like pharmaceuticals and high-tech
will likely be further down the road,
though as the capabilities emerge in
other industries, they will likely start
looking for ways to leverage supply
chains in the cloud for their non-core
processes.
Markets: since supply chains in the
cloud will be characterised by a more
efficient way to use services, the most
likely early services could emerge
in countries with less developed
infrastructures. This could be a big
boon to companies in Asia (since
three of the four BRIC countries
are located there) as well as to
developing economies in areas such
as the Arabian peninsula and parts
of Africa, where companies look
for ways to leapfrog development
cycles and have minimal access to
capital.

In net, chances are good that most
companies’ supply chain operations
will soon embrace some level of cloud
computing. As they move toward that
reality, potential users may wish to take
several steps:
• Develop your strategy: which
processes should you retain
internally and which processes
might best be sourced to a cloud-

•

•

•

•

•

based services provider?
Define the business case: develop a
detailed ROI and risk analysis. Insist
that prospective suppliers provide
data-driven analyses to quantify
expected benefits, based on total
cost of ownership.
Set the standards for success: define
what success will look like. Clearly,
it will not be based solely on costs,
so be sure to define the sequence
and scale of benefits: flexibility,
scalability, speed to market, etc.
Survey the market: cloud computing
is a largely new paradigm, with
regularly emerging capabilities.
Make a concerted effort to stay on
top of developments.
Collaborate with supply chain
partners: one of the benefits of
cloud-based applications is easier
integration, so it is particularly
important to involve supply chain
partners in decision making.
Evaluate frequently: start with lowhanging fruit and measure as you
go along to ensure that anticipated
benefits are being realised.

The critical question isn’t whether cloud
computing will become a fundamental
technology in the next decade. It is how
extensively companies will profit from the
capabilities it offers. If your organisation
has not yet started the journey to the
cloud, now may be the time to start
drawing your roadmap.
Jonathan Wright is managing director of
Accenture’s ASEAN supply chain practice
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Low cost for big functionality
By Catherine Truel

T

he growing interest in supply chain
solutions such as cloud computing
or ‘software as a service’ (SaaS) is
primarily driven by their attractive cost.
“Cloud technology is helpful in
the sense that you can avoid a lot of
the upfront technology investment,
installation and maintenance, says Brian
Selby, senior vice president, Asia, with
Elemica, a supply chain cloud computing
company focused on the tire, chemical,
rubber and plastics industries.
Cloud providers use a combination
of license and transaction fees that can
be tailored to customer requirements.
They can charge per order, delivery or
transaction. For Selby, the benefit of cloud
is, “you have the ability to adopt different
charging mechanisms depending upon
the type of functionality that you are
implementing for a customer.”

Big functionality
If the cost of cloud is small, the
functionality is not. Companies can use
cloud technology to bring enhancements
to any particular part of the supply
chain, for example to reach out better
to customers. “It can be a variety of
functions whether it is invoicing, logistics
or order processing management with
customers,” says Selby. “Enhancement
can be provided to the back-end of
customer ERP systems and the benefit
of cloud is that it does not matter what

“

In China, the readiness to adopt cloud is quite there. In more
mature markets, like Korea and Japan, where processes have
developed for the past 20 or 30 years, the reluctance is not so much
on using the technology, it’s the impact that the technology has on
existing processes.

”

12

Supply Chain Asia January/February 2011

the back-end is as it can fit in with any
existing system or new system.”
The concern of being ‘locked-in’
with one supplier has been addressed
industry-wide with providers often
forming partner agreements with a
number of different cloud service
providers. This is a practice fairly
common in the industry, says Selby.
This technology is particularly useful
when part of the supply chain is located
in emerging economies. “It is a very
easy way to bring on companies in
emerging countries who either don’t
have the monetary resources to make a
tremendous amount of IT investment,
or don’t have the IT skill set within their
company,” says Selby.
Adoption is therefore moving at
different pace between mature and
new emerging markets. “In China,
the readiness to adopt cloud is quite
there. In more mature markets, like
Korea and Japan, where processes have
developed for the past 20 or 30 years,
the reluctance is not so much on using
the technology, it is the impact that the
technology has on existing processes.”
This is a very valid point, cloud
computing is not plug and play. As
Selby points out: “It is easier than an
ERP but it is not easy. We need to treat
it seriously, it is an investment.
“For any type of technology it
requires an understanding of your own
technology capabilities as well as your
process capabilities and what you’re
trying to do with it,” he adds. Before
going for cloud, Selby advises customers
to ask themselves what impact the
technology could have on existing
processes, customers and suppliers.
“This is an important homework exercise
for companies.”
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via such systems can be even greater.
It is no surprise that Gartner’s Executive
Programs CIO Survey in 2009 ranked
business intelligence as the topic
most important to CIOs for the fourth
consecutive year.

The next level of continuous
improvement of the supply chain
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Supply chains are under constant
adjustment – on an ad-hoc basis to
resolve sudden challenges; on a regular
basis to react to changing requirements,
and as part of a continuous improvement
process. But how can adjustments be
carried out on something that cannot
be seen clearly? Visibility is required. Or
even better – business intelligence.
What we are talking about here is
more than simply a tracking and tracing of
processes where milestone completions
are monitored and the results are
timestamps. Business intelligence is a
bird’s eye view of process parameters and
costs as well as performance indicators.
Only this allows for informed decisions
that can structurally improve business.
To gather all these data, excellence
in logistics execution is necessary. The

E

I

ncreasing cost effectiveness in
the supply chain is on the agenda
of probably every company that is
involved in shipping goods. And there
is still a lot of room for improvement.
On average, 6.8 percent of a company’s
turnover is spent on freight costs for
procurement and distribution. Up to
10 percent of this spend can be saved
through transport consolidation and
optimisation as well as by an automated
selection of the least expensive transport
service provider. A further 8 percent
can be saved through a state-of-the art
freight management system (Sources:
Aberdeen Group 2007, Gartner Research
2010).
Benefits of the right IT solutions do
not stop at cost effectiveness. IT solutions
improve reliability and accuracy of the
supply chain by automating manual,
ineffective and error-prone processes.
IT solutions for logistics execution
are deployed in different maturity levels
by most companies. In recent years,
more and more companies using bestin-class systems realise that if used in
conjunction with a business intelligence
solution, the cost reductions achieved

Execu

Excellence in logistics execution
creates the conditions for business
intelligence to feed back into
improved checking and planning,
which will lead to a higher level
of continuous supply chain
performance improvement, writes
Dr. Torsten Mallée

Excellence
in

The next level
of continuous
improvement of
the supply chain

more advanced logistics execution and
in-depth processing of data are, the
more detailed and accurate the business
intelligence derived. Opportunities
for logistics optimisation identified
in business intelligence can also only
be fully realised with excellence in
execution.
The generic improvement cycle for all
processes works like this: processes are
planned and then executed. Thereafter
the outcome of the execution is checked,
and based on the results the planning
is adjusted so that execution is further
improved.
In the context of the above, it is
necessary to add another improvement
cycle at a higher level. Excellence in
execution provides both the increased
detail and broader scope that is required
for the business intelligence to feed
back into improved checking and
planning. Hence the outcome of these
steps is improved. This, and the direct
influence of business intelligence,
will have a greater positive impact on
the improvement of the execution.
Optimised execution will in turn enhance
the business intelligence, thereby closing
the loop (please see Figure 1).
As a result, the inner continuous
cycle of improvement can be lifted to the
next level: from resolving single failures
in the supply chain (fixes in the system)
to more reliability, accuracy and cost
effectiveness in the supply chain (fixes
to the system).

Pla n

Figure 1: Shifting the continuous cycle of
improvement to the next level
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Improvements
Order Management (OM)

•
•
•
•
•
•

Planning of resources and capacities
Sourcing of required transport resources in advance
Implement time buffers to use cost-efficient mode of transport
Continuous planning of consolidation
Evaluation of process and supplier quality
Overview of current status on sales order and purchase order

Warehouse Management
(WMS)

•
•
•
•
•
•
•

Optimise stock movements
Reduce resource requirement
Minimisation of internal transportation
Automation and standardisation
Planning of transport capacities
Flexibility of transportation due to buffer stock
Stock availability

Transport Management
(TMS)

•
•
•
•
•

Selection of the most cost-effective forwarder
Optimised transport handling
Load and transport optimisation
Optimisation of supply network
Freight invoice scrutiny

Collaboration & Visibility

•
•
•
•

Integration with partners
Decision-making as reaction to exceptions in the supply chain
Information flow and complete visibility (stocks, assets etc.) within the supply chain
Monitoring of fulfillment rate for transport service providers

Improving logistics execution
As explained above, the first step to achieving this next level
of continuous improvement in the supply chain is excellence
in logistics execution. Logistics execution itself comprises all
processes and tasks involved in the supply chain, such as order
fulfillment, procurement, warehousing and transportation. The
typical IT systems used to support these processes are Order
Management (OM), Warehouse Management System (WMS),
Transport Management System (TMS) and a Collaboration &
Visibility solution to monitor and control the execution.
But where does ‘excellence in execution’ come from?
The table above lists important high-level features that the
deployed IT solution should offer. These serve the purpose
of realising cost-saving opportunities as well as increasing
accuracy and reliability. Moreover, running these IT solutions
will provide the source for gathering business intelligence on
the fly that is needed to establish the aforementioned next
level of a self-improving cycle for the supply chain.
Typical business intelligence data that can be gained from
these solutions are: processing times for orders; amount of false
or incomplete deliveries from suppliers; turnaround or shelf life
of items in the warehouse; freight spending for each transport,
and amount of delayed deliveries for each forwarder.
At this stage these are pure data. In order to make full use
of them, they need to be aggregated and converted into key
performance indicators (KPIs) that are deemed important to
the business.
A key pre-requisite for aggregating the data into meaningful
KPIs is that the logistics execution solutions must support a
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vertical expansion of the data collected along the process. In
other words, data must be interconnected within an object
model in the solutions.
How can later analysis be supported if, for example, data
on freight spending is collected but it cannot be allocated to
certain forwarders, clients or products? In this example, this
means that all data relating to a transport must also carry
relevant information i.e. on the consignment, delivery note,
its packages and items.

Business intelligence for better visibility
With the above solutions for excellence in execution, visibility
that provides information on the current state of the supply
chain can be achieved. Based on the continuous collection of
these data, ‘real visibility’ or, better, ‘business intelligence’ can
do more because it provides historical and predictive views of
business operations as well as current views.
The goal of business intelligence in the supply chain is
to process data for the calculation of KPIs to determine the
performance of, for instance, processes, departments and/or
partners; to detect weak points in the supply chain, and to
serve as a foundation for business decision-making.
For this purpose, business intelligence provides an overview
of the business consisting of:
• Scorecarding and dashboarding
• Reporting and analysis, as well as advanced predictive
analytics
• Planning, budgeting and forecasting

IT Special
All of this information is aggregated in different ways to
match the specific needs of various parties within a company
such as sales, marketing, procurement, finance, manufacturing,
operations and IT, as well as external supply chain partners.
To serve all of these target groups it is of course necessary to
integrate data originating from the ERP (assuming Sales and
Customer Relationship Management (CRM) is integrated into the
ERP). In the end, it is all about providing the right information
to the right party and at the right time – this defines the value of
the information.

Categories of KPIs in the supply chain
Provided the necessary source data will be available, a first step
into introducing business intelligence is to define the goals of
such a project. What information is important to the business
and what information can help improve performance and/or
reduce costs? The top five categories for KPIs in the supply
chain are as follows:
• Reliability of the supply chain
• Flexibility of the supply chain
• Ability of the supply chain to respond
• Costs of the supply chain
• Efficiency of asset management in the supply chain
These categories are fed from various source systems. Each of
them represents important characteristics of how the supply
chain is performing. With increasingly long supply chains, lower
buffer stocks, shorter product cycles, and the accompanying
importance of reaching the points-of-sale at the right time,
the reliability of the supply chain is becoming a top challenge
for organisations. The diagram below gives an example of how
supply chain reliability can be broken down into individual
indicators.
Although Figure 2 shows an example for how detailed KPIs
can be set up and monitored, it does not yet show the flexibility

that is possible. Undoubtedly, the delivery time is an interesting
indicator by itself. But in order to detect opportunities for
improvement, a business intelligence solution must be able to
split this data into single figures for each forwarder, product,
region, etc. Only detail at this level provides the means to
identify issues and tackle them directly.

Challenges
As can be seen from the above, business intelligence is about
pooling data from various systems and partners. To get this
organised, some challenges must be addressed before and
during the introduction of a business intelligence solution.
They can be divided into three main areas:
1) Data procurement
• Different partner and source systems. ERP system and
execution systems, Finance & Controlling (FICO), Excel,
relational database management systems (RDBMS) – the
greater the number of different systems involved, the
greater the requirement for data conversion
• Different understanding of key figures. For example, are the
costs for transporting goods to overseas customers only
the costs for the pure transport, or do they also include
components like import duties?
• Cooperation of all parties in getting the right data. Some
parties might not be supportive in disclosing the ‘real’
process data and may put a ‘gloss’ on it first.
• Data volume. Depending on the depth of business
intelligence data capture, the amount of data gathered
can be large. The IT structure must be set in a way to
handle the data volume.
2) Data Transformation
• Transformation of data from a record view to an analytical
view. This means allocating freight costs to transports,
products or business units, for example.

Figure 2: Example for detailing KPIs to measure the reliability of the supply chain
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IT Special
• Aggregation of the data into various levels. Data must be
consolidated according to the specific needs, i.e. on
product level, country level or business unit-level.
• Making the aggregation levels graphically visible so they
can be easily understood by the users. A multi-dimensional
perspective.
• Online calculation of KPIs from basic input parameters.
3) Data quality
• Merging of different master data derived from different
source systems (‘Alias Concept’). The same master data
might sometimes follow different naming conventions
and different values.
• Different data formats – e.g. time and date.
• Removal of duplicate data. Most system landscapes
that have grown organically unfortunately have a lot of
duplicate master data, customer data, and so on.
• Filling of data gaps. Especially before such systems are
introduced, there are sometimes gaps of information for
certain time periods.
• Plausibility check, elimination of outliers in data. Before
data capture processes run smoothly, outliers in data
are more likely to be present. Often the root causes are
errors due to real life exceptions, different formats or
single misinterpretations.
Resolving these challenges requires a high level of management
attention, a trained project team, and most likely support from
the solution vendor.

Benefits
After a business intelligence solution that is based on
excellence in logistics execution is introduced and the
above mentioned challenges are resolved, full visibility of
supply chain operations can be expected. For the various
areas of execution, this means a better level of control over
key performance indicators. Some examples are listed as
follows:
Warehouse Management System (WMS)
• Stock turnover – the stock turnover can be examined on a
product level. Handling of identified fast moving goods can
be optimised within the warehouse operation.
• Cash-to-cash cycle time – products with cash-to-cash cycle
times above average can be identified. Individual times
for sub-processes can be examined in detail for possible
improvements to the cash flow.
• Inventory aging – shelf time of products is made visible and
helps optimising stock and avoiding loss of value.
• Out of stock situations – WMS by itself helps to keep minimum
stock levels. With the help of Order Management (OM)
the forecast for optimised stock levels can be accurately
determined.
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Transport Management System (TMS)
• Export ratio – major markets can be clearly identified.
• Forwarders volume per month/per year – freight spending
on each forwarder is provided. This can be drilled down
to specific trade lanes and clients. This will support the
business during new tenders for transportation services.
• Freight simulation – new quotes from forwarders provided
during a tender for transportation services can be checked
using shipment data, for instance, comparison with the past
year in order to precisely determine cost differentials.
• Accrual of freight budget – based on historical freight spending
and the actual and forecasted orders the expected freight
spending can be calculated and accrued.
• Determination of landed cost at product level – improves the
transparency of overall costs for the procurement or sale of
goods.
Collaboration
• Delivery In-Full, On-Time (DIFOT) – to assess delivery quality
in terms of correctness and timeliness, split by products,
forwarders, business units, and so on.
• Shipped-On-Time (SOT) – the shipping performance of own
operations can be measured and bottlenecks identified, split
after products and business units, for example.
• Fulfillment rate by forwarder – to determine and compare the
service levels of the various forwarders.
• Fulfillment rate by lane – to identify quality issues on certain
trade lanes.
Order Management (OM)
OM by itself is a cross-divisional solution that accompanies
the processes throughout the three solution areas
listed above. Case by case, some of the KPIs listed above might
also be allocated to OM.
• Current and forecasted order volume – to optimise resource
planning in all relevant areas.
• Order cycle times – help to identify outliers in cycle times
and to check for root causes.
• Service quality – to compare promised delivery dates to
clients versus actual delivery times.

Conclusion
Excellence in logistics execution and business intelligence are
highly interconnected. Business intelligence solutions only provide
full visibility with accurate and complete input from execution
systems. Conversely, only excellent logistics execution systems
are able to fully put the profound and sustainable decisions made
with the help of business intelligence into practice.
Together, these two areas give access to a new level of
continuous improvement to the supply chain and thus help
companies achieve a competitive edge.
Dr. Torsten Mallée is general manager of AEB (Asia Pacific)
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Dr Robert DeSouza, executive director of The Logistics
Institute Asia Pacific (right), accepts The Education & Training
Award from Anthony Barnes, executive vice president,
Arshiya International
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Anthony Barnes of Arshiya International (left) presents the
Air Cargo Terminal of the Year Award to Mark Whitehead,
managing director of Hactl

Thomas Lau of DB Schenker accepts the
Airfreight Forwarder of the Year award
from KK Yeung, executive director,
BPS Global

Ian Lee of PSA Singapore (right) accepts the Container Terminal of
the Year Award from Neil Morrisson

Paul Bradley, vice chairman of Supply Chain Asia presents the Shipping Line
of the Year Award to Martin Holme, senior director, Maersk (right)

Hans Hickler of Agility (right) receives the Supply Chain Innovation Award
from Jonathan Wright of Accenture

Simon Moon, vice president, Freight & Global Forwarding, YCH Group (right)
accepts the Asian 3PL of the Year Award from Stuart Ross, regional director
and head of industrial, China, with Jones Lange LaSalle

Patrick Xu of Best Buy China accepts the Supply Chain Manager of the Year
(Strategy) Award from Peter L O’Brien of Russell Reynolds Associates

Denny Yang of Metro China (right) accepts the Supply Chain Manager of the Year
(Operations) Award from Peter L O’Brien of Russell Reynolds Associates
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Jackie Lau of Emirates SkyCargo (right) accepts the Air Cargo Carrier
of the Year Award from Hans Hickler, CEO, Agility Asia Pacific

Jeorg Bull of Kuehne + Nagel (left) accepts the Seafreight
Forwarder of the Year Award from Supply Chain Asia Hong Kong
representative, Neil Morrison.

Accenture’s Jonathan Wright (right) accepts the award for Best Supply Chain
Consulting Partner from Paul Bradley

The Risk Management Award is presented by Peter Boyce of
Lloyd’s Register Quality Assurance (left) to Sam Hung of TNT

Jeorg Bull of Kuehne + Nagel (left) accepts the Green Supply Chain Award
from Vivek Sood, CEO, Global Supply Chain Group

Kris Inglis, director, development & planning, Goodman Asia (left) presents the
Global 3PL of the Year Award to Morten Damgaard of Agility

Colin Nelson of Unilever (right) accepts the Supply Chain Visionary
of the Year Award from Peter Wong of the TT Club

Peter Wong of the TT Club (left) presents the Hall of Fame Award
to Willy Lin, chairman of the Hong Kong Shippers’ Council
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Professor Rajiv Aserkar, SP Jain Center of Management, Dubai and Singapore
Peter Boyce, Senior Business Manager, Security Management Systems, Lloyd’s Register Quality Assurance
Professor YT Chang, Asia Pacific School of Logistics, Inha University, South Korea
Pilar Dieter, Chair, American Chamber of Commerce Shanghai, Logistics and Transportation Committee. Director, Alaris
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Willy Lin, Chair, Hong Kong Shippers’ Council. Chair, Logistics Committee, Hong Kong Trade Development Corporation.
John Lu, Chair, Asian Shippers’ Council. Chair, Singapore National Shippers’ Council
Shirish Nadkarni, India Correspondent, Supply Chain Asia magazine
Vivek Sood, CEO, Global Supply Chain Group. Author, Green Supply Chains: An Action Manifesto
Shawn Tay, Supply Chain Strategy and Development Manager, Strategic Planning & Modeling Team,
Asia Pacific and Japan, HP
Catherine Truel, Europe Correspondent, Supply Chain Asia magazine. Founder, International Trade Instrument
Chair of the Judging Panel: Turloch Mooney, Editor, Supply Chain Asia magazine
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Customs

Customs Q&A
Founder of International Trade Instrument and Supply Chain Asia magazine correspondent,
Catherine Truel, answers your queries on customs regulations and processes

What is behind changes in customs duty
rates we experience every January and
increasingly at other times during the
year?
There are many different reasons; here are
some of the more common ones:
a) World Trade Organisation (WTO)
schedules
WTO members commit themselves to
fixed and reduced tariffs according
to the Most Favoured Nation (MFN)
principle: tariffs granted to one are
granted to all. Actual tariffs can be
lower than the ‘MFN rate’, and they
often are, but they cannot be higher.
New WTO members introduce these
reductions every year, often in January,
for a number of years. From January
1, 2011 Vietnam implemented a new
wave of reductions in duty rates as
per its WTO schedule. Companies can
prepare in advance for these changes
by studying WTO schedules for their
products.
b) Free trade agreements (FTAs)
In a FTA, countries grant each other
special tariff reductions in addition to
their MFN rates. Implementation will
also follow a schedule. The presence
of both MFN and FTA rates complicate
tariff profiles with several different rates
applying to the same products.
c) Exemptions
Countries periodically introduce duty
exemptions, for instance to support a
specific industry. In February 2010,
the Philippines renewed the exemption
of certain cements to support the
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construction industry, reducing the
MFN rate from five percent to zero.
d) Specific events
To support the Olympic Games 2014,
Russia – which is not yet member of
the WTO – introduced free duty rates
on imports of products such as foods,
medical equipment and sports equipment against provision of a certificate
from the Olympic Committee.
e) Duty rates can be increased
In October 2010, Vietnam raised
import tariffs on a range of goods.
Some foodstuff duty rates reached 40
percent.
f) Duty exemptions can be withdrawn
From January 1, 2011, China
withdrew its exemption on samples
and advertising material not exceeding
RMB400 ($60).
g) Rates can move back to their
MFN level
This can be temporary, to protect the
domestic market from foreign competition. In August 2010, South Africa
raised the duty rate on calcium propionate from zero to 15 percent and the
rate of inorganic pigments and other
preparations from zero to ten percent.
h) Trade defence measures.
These are introduced as a result of an
investigation into subsidies or dumping
practices. In August 2010, China
announced countervailing duties on US
chicken products companies ranging
from four percent to 30.3 percent.

i) Vote of a new budget
As part of its 2010-2011 budget,
Bangladesh introduced various
changes in tariffs. Some exemptions
have been introduced, others have
been withdrawn. Tariff levels of some
products increased from five to 25
percent.

What is the best way to manage
this risk?
Classification is critical. Without accurate
classification there is no possibility to
determine the applicable rate and prepare
a response.
Changes in duty rates are usually
announced in advance although this can
be a few years or just a few weeks.
Actions to mitigate the impact are
varied. In the short term, if an increase
is substantial and affects profitability,
shipments might be brought forward to
clear customs before the increase. It will
also be the time to remove inventory from
bonded warehouses for customs clearance
before the rise.
If a reduction is announced, inventory
and shipments can be imported into a
bonded warehouse and released after
the reduction has been introduced. In
the long term, a provision in the contract
regarding changes in duty rates can allow
parties to share the risk, for instance
for long term contracts with blanket
deliveries.
If many tariff changes are implemented
in January, they are usually announced
throughout the year, making it necessary
to monitor the country’s trade policy
regularly.
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lao tze on asia

A

t a recent Eyefortransport European
3PL Summit held in Europe, Mr
John Pattullo, CEO of CEVA, raised
the issues of competitiveness in the
logistics industry that is not just driving out
innovation, but also creating a phenomenon
which he called ‘race to the bottom’.
According to Mr Pattullo, many logistics
companies have become addicted to the
reactive, one-way relationships which they
have built up; winning outsourced business
from competitors as part of a continuous
churn, with margins being eroded at the end
of each cycle. This ‘race to the bottom’ will
ultimately mean that logistics operations
are taken back in-house, with suppliers
unable to operate at sustainable levels of
return, he said.

Logistics service providers have often
lamented that the drive to bring down costs
by shippers is one of the reasons why the
industry is slow to innovate. The argument
relates back to the issue about who pays for
the cost of innovation – the shipper or the
service provider?
For the logistics industry, real value can
only be achieved if the logistics provider
can get to the client early in the sales
cycle and demonstrate that it has the
necessary ‘knowledge capital’ to create an
optimal solution. This is a far cry from the
reactive ‘RFQ’ factory approach and needs
a high calibre of talent few companies can
deploy.
Mr Pattulo felt that the other reason for
the low perception of our industry is also

Getting past the race
to the bottom

Formal supply chain and logistics education is a fairly recent development
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the lack of recognition of this profession
and suggested the need to groom a new
generation of ‘supply chain engineers’.
Unlike professions such as medical or legal,
where professionals are duly recognised
for their roles in the industry, there is no
such recognition given to those involved
in supply chain. The IT industry provides
a potential comparative structure for
this industry to adopt. Whether you are
involved in web design or programming,
or even hardware manufacturing, people
involved in this industry are recognised as
‘IT Professionals’.
Whether involved in warehouse
operations, transportation, materials
management or supply chain planning,
calling ourselves ‘supply chain professionals’
may be the first step to recognising the
contribution of professionals in our field.
Formal logistics and supply chain education is only a recent development and there
is a lack of practical skills and knowledge
training in the industry. To raise the level
of professionalism, senior professionals and
veterans must explore ways to contribute to
the education environment by participating
in practical training programmes. Such
programmes can be designed, developed
and managed by industry associations and
communities to bridge the gap between the
theoretical education afforded by polytechnics and universities.
Finally, there is a renewed trend amongst
shippers to find ways to improve their own
supply chains and remain competitive. This
means that simply going after the ‘lowest
price’ in an RFQ bidding process may no
longer be an option. Instead, such shippers
would benefit from seeking collaborative
partnerships in order to derive mid to long
term benefits that extend beyond short term
price advantage.
Supply chain and logistics development
in Asia will continue to grow in tandem with
the economic growth of this region. In order
for companies to realise its benefits and
compete effectively, 3PLs, shippers and
supporting vendors need to collaborate and
work closely to ensure that the industry continues to move forward and flourish.

BLOGS

Successful outsourcing requires
good relationships (not just good
contracts) with suppliers

A

s a result of outsourcing and offshoring, there are now more tiers
in the supply chain, which greatly
reduces the visibility of brand owners
and makes them increasingly reliant on
remote suppliers. With high volatility in
the marketplace, it has become critical for
organisations to be able to respond quickly
to any sort of unplanned event or supply
chain disruption – and that requires use of
a supply chain risk management strategy
that delivers important capabilities.
Organisations need a robust set of tools
that enable them to assess risks, visualise
and evaluate mitigation and response
scenarios, monitor situations, and quickly
alert appropriate personnel to unexpected
events, determine appropriate actions and
their consequences, and ultimately respond
(quickly and profitably).

The human aspect
There is, however, a second required
element for successful outsourcing. It
is the human aspect, which sometimes
proves to be more challenging than
implementing software. In fact, various
research indicates that chief among
the barriers to globalisation are: lack of
supply chain flexibility, lack of internal
competencies to manage external partners,
and a reliance on partners who are unable
to meet flexibility requirements.
A recent SupplyChainBrain article
reports on a new paper that goes even
further, asserting that for outsourcing to
truly be effective, an organisation must
not rely solely on contracts with suppliers.
Instead, companies must also work to foster
an informal supplier-buyer relationship.
Chwen Sheu, Paul Edgerley Chair

in Business Management, professor
and interim head of the department of
marketing at Kansas State’s College
of Business Administration, studied
how nearly 1,000 companies worldwide
manage outsourcing, and co-authored a
paper – What makes outsourcing effective
- a transaction cost analysis – along with
John Wacker from Arizona State University
and CL Yang from Chung Hau University,
Taiwan.
Data was collected and analysed from
970 manufacturing firms in 17 countries,
and the researchers found that most of
those organisations depend on both legal
contracts and an informal supplier-buyer
relationship. Sheu says both methods are
effective, but Informal relationships with
suppliers deserve more attention from
management since in outsourcing, it is
impossible to cover every risk and outcome
contractually.

The unexpected event
When an unexpected event occurs and the
contract doesn’t specify how to respond,
it is imperative to be able to sit down and
resolve the issue with suppliers, Sheu
says. This is really a trust and informationsharing issue, which allows both parties
to deal with unforeseen risks and
uncertainties more effectively.
In a truly trusted relationship,
both parties recognise that
all decisions need to be
mutually beneficial in order to
achieve success. The people
are the difference between a
satisfactory relationship and
an exceptional one, where
both parties will over-achieve

to ensure their partner’s success.
It is important to note that not all of a
company’s suppliers need to be involved
in this level of collaborative discussion.
Instead, it is really only necessary to closely
communicate with a few, trusted suppliers.
For instance, your company may purchase
a number of commodity components from
several suppliers. It isn’t necessary – or
appropriate – to closely collaborate with
all of them.
On the other hand, you should
collaborate closely with those few key
suppliers that represent the majority of your
spend on components; supply components
used in products that represent a major
portion of your company’s revenue, and
supply long lead-time components –
especially when there is a potential for
excess and/or obsolete inventory.
Successful outsourcing requires
developing better relationships with longterm, key suppliers. When that’s done, the
brand manager and supplier can share
business strategies, mutually evaluate
risks and threats, and jointly investigate
opportunities. In the end, that allows
both companies to realise significant
benefits.
21st Century Supply Chain
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book reviews

Rethinking Vietnam

Vietnam: Rethinking the State
(Zed Books, 2010)
Martin Gainsborough

Reviewed by Paul French

V

ietnam has been on everybody’s
radar now for quite some time –
sources continue to evaluate the
country for China+1 potential, investors
look for returns, shippers hope the growing
economy will result in infrastructure and

logistics facilities improvements. However,
the reform process in Vietnam has been
seemingly less well analysed and remains
harder to evaluate than in neighbouring
China. Gainsborough’s book argues that
simply seeing the reforms in Vietnam as a
process of the state retreating is simplistic
and wrong. Gainsborough observes that the
reform process in Vietnam has been even
more rigid than in China, most notably
in the fact that few individually wealthy
entrepreneurs have been allowed to emerge.
Vietnam is not a copy-cat economic model
of China and understanding that is crucial
to cracking the market.

Problems with central planning
Vietnam’s economy has been relying on
foreign trade. However, it imports more than
it exports. The country certainly has big
aims – everything from the construction of
nuclear reactors to offshore oil exploration.
Yet, the government’s central-planning style
isn’t meshing all that well with the move
towards a market. The most obvious result
of this lack of economic flexibility is that as
2010 ended, inflation surged to in excess

“

Gainsborough argues that
simply seeing the reforms in
Vietnam as a process of the state
retreating is simplistic and wrong.
Gainsborough observes that the
reform process in Vietnam has
been even more rigid than in
China, most notably in the fact
that few individually wealthy
entrepreneurs have been allowed
to emerge.

”

of 11 percent year-on-year. An economic
conundrum exists for Hanoi – the more
Vietnam exports, the more materials it has
to import, the more the pressure on the dong
and so the harder inflation is to control.
Hanoi has retained an unusually high
degree of control and guidance over the
Vietnamese economy while allowing it to
generally flourish, but economic growth
is not all upsides. Logistics is a classic
case of the problems of rapid growth in
Vietnam – greater demand is causing major
bottlenecks as supply chain facilities lag
manufacturing demand and as Supply
Chain Asia magazine readers all know –
lack of logistics infrastructure = higher
logistics costs.

The power of the Chinese consumer
As China Goes, So Goes the World: How
Chinese Consumers are Transforming
Everything
(Hill and Wang, 2010)
Karl Gerth

Reviewed by Paul French

T

he China consumer story is by now
well know globally – it has certainly
been the most compelling of tales in
a time of stagnating sales and depressed
retailers in most developed markets. Like
the cavalry charging onto the battlefield
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at just the right moment to save the day,
Chinese shoppers are seen to be the
saviours of many a brand.
So, if the Chinese consumer story
is so well understood now, what does
Gerth, a Chinese history teacher at
Oxford, offer that is new? Actually not
that much, except to warn us that if the
Chinese reach American consumption
levels, the world’s environment is in for
a major shock. For those who want to get
a quick and fast grasp of how Chinese
consumers became so powerful then this
book provides it.

book reviews
However, Gerth is a historian and so
rather neglects the future in favour of reexamining the past. Obviously we don’t
know how all this will work out, but we do
know that China is at the forefront of fuelefficient and hybrid car design; that China
is funding the construction of eco-cities that

offer new environmentally friendly modes
of living, and that China is ahead of most
developed countries in installing alternative
energy – wind, solar, tidal, nuclear.
Clearly the Chinese consumer is now a
global power. Equally clear is that Chinese
consumption patterns, if untrammelled,

will put a strain on the earth’s environment.
But it is worth considering that there are
alternate consumption stories coming out
of China that suggest different possibilities.
Some may work, others may fall by the
wayside – but surely they’re worth closer
examination.

Approaching customs risk
language to discuss such risks.
Europe-based Supply Chain Asia
magazine correspondent and founder of
the trade advisory group International Trade
Instrument, Catherine Truel, is author of
the customs volume in the series.

Shifting responsibility

A Short Guide to Customs Risk
(Gower, 2010)
Catherine Truel

Reviewed by Turloch Mooney

T

he idea of risk management in supply
chain operations has come strongly
to the fore over the past number of
years. Broadly speaking this is because
of growing complexity in global trade
as a result of increasing globalisation.
However, it can be attributed more directly
to the series of high profile product quality
fiascos that damaged several leading
global brands in recent years, as well
as the increased focus on global supply
chain security following 911 and a host of
new competitive pressures facing modern
organisations.
Specialist business publisher Gower’s
Short Guides to Business Risk series is
a response to a perceived need for risk
managers to get a better grasp on risks
in specific areas of business, as well as
provide senior management with the basic

The book is born from the ongoing
modernisation of goods inspection
processes chiefly characterised by a shift
in responsibility from customs authorities
to businesses (the trade). Modern customs
control is essentially being moved from
country borders to the offices of the
businesses being inspected, and that
shift has brought about a range of new
risks for both businesses and customs
authorities. Warranting a standalone
chapter, developments in global security
since 911 have also added a major
new dimension to customs policies and
operations.
Most businesses don’t need to be
told about the negative operational,
reputational and financial impacts of
non-compliance with customs. However,
neither are they conscious of the many
internal and external sources of customs
risk they face. Truel’s opening advice
is for customs risk to be addressed at
the level of the strategic management
of the organisation since without this,
many strategic business initiatives can
unknowingly expose the organisation to
potentially high levels of customs risk.
In an M&A scenario, for instance, it is not
a rarity for the acquired business to have
an undetected history of non-compliance
that could detract significantly from its
overall value.

Predictably, the book stresses the
need for policy, procedures and processes
within businesses for administering,
managing, measuring and controlling
customs activities.
Very usefully, it also paints the risk
picture from the other side, providing
details of the pressures customs authorities
are struggling with themselves. There
are good insider tips, such as how the
character of a particular customs authority
will often reflect its placement within
the overall government structure. With
customs under Homeland Security in the
US, for instance, the focus is clearly on
security, while placement of a customs
authority under Finance would normally
indicate more of a focus on revenue
collection.
Equally interesting is the point that
many businesses are apparently still
unaware of new capabilities of customs
authorities that can, if required, carry
out collaborative international global
audits across all parts and divisions of a
business.
The book does exactly what it sets out
to do. It outlines the risks in the customs
activities of businesses with good context
and at a level of detail understandable to
a senior executive that wants a grasp of
the major issues involved. It also provides
advice on where businesses can start to
more effectively manage customs risk.
Perhaps most helpful, each of the core
chapters includes good sections on how
better understanding of customs policies,
processes and programmes can be a source
of significant competitive opportunity
for businesses engaged in international
trade.
January/February 2011 Supply Chain Asia
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indicators

GMA survey finds higher supply
chain efficiency

T

he US-based Grocery Manufacturers Association (GMA)
which represents 300 large, international businesses in
the consumer packaged goods industry, released its 2010
Logistics Benchmark Report covering practices, trends and
operational benchmarks in key areas of consumer packaged goods
(CPG) manufacturing supply chain operations.

The survey of 26 top-tier CPG manufacturers carried out
by IBM found supply chains have become more efficient, with
improved forecast accuracy (attributed to better S&OP) and a
reduction in logistics costs as a percentage of sales despite a rise
in transportation costs. Below are some key findings from the GMA
2010 Logistics Benchmark Report.

Top three supply chain objectives

Logistics cost as a percentage of sales
6.88%
6.86%
6.84%
6.82%
6.80%
6.78%
6.76%
6.74%
6.72%
6.70%
6.68%

Reduced logistics cost
Increased customer
responsiveness
Profitable growth
Working capital
efficiency
Improved quality
Reduced order to
delivery cycle time
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In todays, hypercompetitive
world of flat earth and 24 hour
super –connected supply
chains, this book is the source
of next competitive advantage
in Supply Chain and
Information Technology.
Global Multinationals and
information technology
companies cannot afford to be
ignorant of what is coming
around the corner.










