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To the next generation
of supply chain practitioners



introduction

f you are a supply chain manager, you may already know from

firsthand experience that a variety of events can make you wonder

whether it is time to revise your supply chain strategy. Be it internal
changes, such as a revision of the company’s business strategy or the
launch of new products; or external changes, such as tighter regulations,
disruptive technologies, or changes in the marketplace that disrupt the
environment of the organization; or even the simple progression of a
product along its life cycle: all these are events that require you to stop
and reevaluate your existing supply chain strategy, to ensure it remains
sound.

However, rethinking a supply chain strategy is not a trivial problem.
Supply chains tend to be rather complex entities, and the act of thinking
strategically about them, what we call supply chain strategizing, reflects
this complexity. The absence of an established answer in the supply chain
management literature regarding how to rethink the supply chain strat-
egy of an organization further compounds what is already a daunting
problem.

Between 2006 and 2016, a team of researchers at MIT’s Center for
Transportation and Logistics (CTL) explored the problem of supply chain
strategizing, as part the Supply Chain 2020 Project. After a decade of re-
search in collaboration with world-class organizations, significant pro-
gress was made. Many questions remain open, and will continue to be
explored by an offshoot of the SC2020 Project, called the MIT Supply

Chain Strategy Lab. But we feel it is time to share with the community of
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supply chain managers the insights we have derived so far on how to re-
think the supply chain strategy of an organization.

That is the purpose of this text. Although it is still admittedly a work
in progress, it encompasses a great deal of our thought on the subject. It
is our plan to continue updating this tome as new projects are conducted

and new questions are addressed. But, as a first version, it should do!
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CHAPTER 1

the nature of the beast

efore we introduce you to our way of thinking about supply chain
strategy (what we call ‘our philosophy’), and present to you our way
of tackling the problem of supply chain strategizing (what we call
‘our framework’,) let’s discuss the nature of the problem that supply chain

strategizing presents to supply chain practitioners.

The basic challenges

The first thing we must recognize about the problem of rethinking the
supply chain strategy of an organization is that it presents not one single
challenge, but a set of interrelated challenges. After many years working
on the subject, we are convinced that, regardless of what approach you
follow to tackle the problem of rethinking your supply chain strategy, you
will face at least three distinct basic challenges, outlined in Figure 1 and
discussed below.

Challenge 1: The first challenge is to assess your current supply chain strat-
egy. By this we mean both knowing what supply chain strategy you have
in place and recognizing its strengths and weaknesses. Understanding and
evaluating the current supply chain strategy of your organization is fun-
damental, because — unless you are planning to scrap your whole supply
chain - whatever you have in place today will likely serve as the starting
point for any subsequent supply chain improvement effort.
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Challenge 2
Anticipate future

Challenge 1

Assess your current
supply chain strategy supply chain needs

¥ '@

Challenge 3

Craft an improved
supply chain strategy

Figure 1: The basic challenges of rethinking a supply chain strategy

Assessing an existing supply chain strategy, however, is easier said
than done, for two simple reasons. The first is that most supply chain
strategies are not well defined: they are often left tacit or are poorly de-
fined. The second reason is that often practitioners delude themselves
into believing that their supply chains are doing today all sorts of nice
things that — in reality - they are not doing, all while ignoring the very real
detrimental things that are actually taking place.

Challenge 2: The second challenge is to anticipate the future supply chain
needs that the organization may encounter. These needs will depend on
factors under the control of the organization, such as the organization’s
competitive strategy and any corporate strategy guidelines that the supply
chain will be expected to follow. But they also depend on factors beyond
the organization’s control, such as the market and the industry in which
the company will compete, or — in the case of not-for-profit organizations
— the environment in which they will operate.

Anticipating future needs is difficult because understanding the fac-
tors underlying them is not trivial: if it is difficult to understand an or-
ganization’s supply chain needs in the present, trying to anticipate what
needs the future may bring is even harder. Yet, since strategy is crafted
for the future, we need a way to improve our understanding of what the

organization’s supply chain needs may be in the future.
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Challenge 3: The third challenge is to craft an improved supply chain
strategy for today and tomorrow. The new supply chain strategy must
support the expected future strategy of the organization, and be able to
function in the future environment of the organization as we have envi-
sioned it. At the same time, this new supply chain strategy should retain
or improve all the good features of the current supply chain strategy,
while fixing as many of its weaknesses as possible. This three-fold goal, of
fully supporting a new set of objectives while at the same time alleviating
its current shortcomings and making as few changes as possible to the
current supply chain strategy, is a tall order. Due to the complexity of the
challenge, it is very easy to create new problems as we try to fix existing

ones.

It's complicated!

Another thing we must recognize about rethinking a supply chain
strategy is that it is complicated! To be more specific, it is what we would
call a complex problem, as opposed to a well-defined problem.! Let’s see what
this actually means in practice. A well-defined problem is one where:

e we know exactly what our desired outcome looks like, and

o we have a set of well-defined criteria to evaluate the outcome;

e we know exactly all facts are relevant to the problem; and

e we know all the ways in which we can intervene, and can predict with

precision all the consequences of each intervention.

Furthermore, a well-defined problem is usually limited to:
e problems that are static (e.g. that remain unchanged unless we inter-
vene), and to

e problems that are relatively easy to comprehend.

On the other hand, a complex problem is one where:
e multiple goals — often at odds with each other - are pursued;
e the desired outcome is stated in a relatively vague manner;

e we do not have clear-cut criteria to evaluate the desired outcome;

! This section and the next two are informed by the influential ideas of Dérner (1983).
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e we do not know all the facts that are relevant to the problem; and

e we cannot predict the outcome of every possible intervention.

Complex problems often include:

e problems that are dynamic (e.g. where things may change even if we
do not intervene), and
e problems that are relatively hard to comprehend.

Like most problems that matter in management (and in life), rethink-
ing a supply chain strategy is nothing like a well-defined problem; instead,
it has all the features that make it a complex problem.

Rethinking a supply chain strategy requires us to pursue multiple
goals, on areas that are often entangled by trade-offs; goals that can sel-
dom be stated in precise terms. We often lack specific criteria to evaluate
whether the goals pursued by our supply chain strategy have been
achieved. We certainly do not know all the facts that are relevant to the
future environment where the supply chain will operate, nor can we pre-
dict with certainty the outcome of every possible decision we make re-
garding it.

Due to the continuous changes that take place in the environment of
the organization, the problem of rethinking the supply chain is dynamic,
not static: things will change in time, even if you do nothing to change
them. Furthermore, since supply chains tend to be large in scale and com-
plex in nature, supply chain strategies tend to be neither simple nor easy
to comprehend, and we often have to make decisions based on incom-
plete, inexact and even incorrect information.

39}
Since rethinking a supply chain strategy is a complex problem, in order

to tackle it we must learn how to deal with complexity.

Complexity: Objective vs. Subjective

In order to better deal with complexity, we must distinguish between
two types of complexity: objective and subjective. To illustrate the difference
between the two, let’s use an example from everyday life: a game of chess.

Imagine a chess master pondering her next move. In front of her is a
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board where the first moves have led to the Sicilian Najdorf. The Najdorf
is widely regarded as one of the most complex openings in all of chess,
because it can transpose into many other, wildly different systems. The
intrinsic complexity of this chess position is what we would call objective
complexity: it is inherent to the problem itself, and is proportional to the
number of elements in the system, the number of their possible states, and
the number of relationships between elements and states. Objective com-
plexity is absolute: it is independent of who is addressing the problem.

Now, imagine that our chess master looks to the adversary sitting in
front of her. She knows this adversary from previous games: a young
rookie from the local chess club, not particularly good in the Sicilian and
with a reputation for making blunders under time pressure. “I can beat
him easily,” she thinks. Then our chess master looks at the chess clock
ticking next to the board: she has more time left in the clock than her
opponent has, and thinks: “I also have a time advantage.” The relative
complexity that the same chess position presents to each of the players,
given their respective level of skill and the time they have left in the clock
is what we would call subjective complexity. It depends on the objective
complexity of the problem, for sure, but not exclusively. It also depends
on the capacity of the person tackling the problem, by their ability to un-
derstand the system, and by the time pressure exerted upon them to make
decisions and find a solution. Subjective complexity is relative: it depends
on the problem and on who is addressing the problem.

Objective and subjective complexity are different in nature. The things

we do in order to overcome them — or fame them — are also different.

Prescriptions to tame complexity

When it comes to dealing with complexity, there are bad news and
good news. The bad news is that we can’t eliminate complexity. It is a fact
of life and we have to learn to live with it. The good news is that, even
though complexity cannot be eliminated, we can learn to tame it. We may
even use it to our advantage: chess world champions Bobby Fischer and
Gary Kasparov were assiduous players of the Sicilian Najdorf.

Complexity is like a lion: it will always be a wild animal, but it can be
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taught some manners and even be turned into an ally. Below we present
seven prescriptions that will help you tame complexity, to render it man-
ageable.

The first three will help you reduce subjective complexity:

e Rx #1:Reduce the objective complexity of the system.

e Rx#2:Increase your ability to understand the system.

e Rx#3:Reduce time pressure in decision making.

The next four prescriptions will help you define the problem better.

e Rx #4: Clearly specify the desired end state.

e Rx#5: Tend to conflicts between partial goals.

e Rx#6:Increase your knowledge about the structure of the system.

e Rx#7:Get more complete information about the system.

By the time you are done reading this text, you will have received

guidance regarding how to apply each one of these seven prescriptions to
deal with the complexity of rethinking your supply chain strategy.



CHAPTER 2

our approach to the problem

aving described in broad terms the nature of the problem of re-

thinking a supply chain strategy, we now move to outlining the

ideas that drive our approach to tackling it. An easy way to outline
our approach is by pointing out the key ideas that we reject and the key
ideas that we embrace. As a whole, this is what we call our philosophy.

Type-based vs Specific

We reject the idea that supply chain strategies can be described by
means of types. For the last fifteen years, most research into supply chain
strategies has been conducted based on the assumption that it makes sense
to describe supply chain strategies using a limited number of clear-cut
types: a responsive supply chain strategy, an efficient supply chain strategy,
etc. A multitude of claims have been made using type-based approaches.
Fisher’s (1997) two-by-two matrix, published in his famous HBR article,
may be the most cited of these claims: that a responsive supply chain strat-
egy is a good match for innovative products, whereas an efficient supply
chain strategy is a good match for functional products.

Claims like these are very appealing: they are intuitive and easy to
grasp. However, empirical studies conducted to test their validity have
found that the reduction of supply chain strategies to a few mutually ex-
clusive types is not realistic. Real supply chain strategies are richer, more
nuanced and more complex than what a single type or label can express.

15
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Our approach to supply chain strategy has a different take on the mat-
ter: we see each supply chain strategy as a complex, nuanced and distinct
entity. Therefore, we strive to describe it and evaluate it in terms specific
to its own features and context. Companies are so peculiar, their supply
chains are so diverse, and their environments are so particular, that when
it comes to discussing a supply chain strategy there is little value in talking
in general terms. We believe it is better to discuss things in terms specific
to each situation: e.g. whether a specific supply chain strategy can support
a specific overall strategy within a specific environment. Such an ap-
proach takes more time and effort, but is more realistic and actionable,

and therefore more valuable.

Best practices vs Tailored practices

When a given practice has produced good results in contexts A and B,
there is a natural temptation to apply it also in context C. Practices that
have produced good results in the past when applied by others are often
called best practices. The implication is that, if you were to apply them
now, you would also get good results. Because what’s sauce for the goose
is sauce for the gander. Right? Wrong. We take the idea of best practices
with a big grain of salt, because we think the efficacy of a practice depends
on a plethora of factors regarding the context in which the practice is ap-
plied.

Generalizing best practices, even within the same industry, is a peri-
lous enterprise. Attention should be paid to the peculiarities of each or-
ganization, including its strategy, its culture and its environment. When
it comes to supply chain strategizing, one size does not fit all. Instead of
copying what others have done elsewhere, it makes more sense to tailor
an organization’s practices to its particular situation: its culture, its strat-
egy, its environment. This is what we call tailored practices. The idea is
not to ignore all the lessons of the past, reinvent everything from scratch:
there is obvious value in learning from what others have done. But what-
ever lessons we learn from others should be tailored to suit our own par-

ticular situation.
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External and Internal Wisdom

An additional and related distinction we want to make is that between
what we call external wisdom and internal wisdom. External wisdom refers
to claims to knowledge that has been derived outside of our organization
from empirical studies or the expert opinion of respected practitioners.
The following are examples of external wisdom:

e the claim that innovative products are better served by supply chains
focused on responsiveness, instead of focused on efficiency.

e the claim that companies whose facilities are geographically closer to
each other tend to perform better.

e the claim that a supply chain can be at the same time agile, adaptable
and aligned, and that being so will result in better performance.

It would be foolish to ignore external wisdom: there is much we can
learn from the experience of others, from their past successes and failures.
However, it would also be foolish to accept claims from external wisdom
without first asking what evidence is there to support the claims, under
what circumstances would the claim hold true, and whether they apply to
a particular case.

Internal wisdom refers to the knowledge that an organization can dis-
till from its own experience, from bringing its own experts together and
discussing, often with the help of neutral facilitators, the nature of the
challenges and opportunities facing the organization and the relative mer-
its of the options available.?

Our approach to supply chain strategy relies heavily on internal wis-
dom. Of course we advise that practitioners stay abreast of the latest find-
ings in the field of supply chain management, so that they can learn from
the external wisdom published by experts and researchers in the field. But
most importantly, we advocate that organizations take advantage of their
own internal wisdom at the time of rethinking their supply chain strategy.

2 Another example of internal wisdom is the knowledge derived from the expert anal-
ysis of data from the organization, and from initiatives such as Six Sigma exercises.
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Fundamental tasks

We have identified at least seven distinct, fundamental tasks that must
take place in order to rethink the supply chain strategy of an organization.
These tasks are outlined below, in a sequence that roughly follows the
order in which they would be conducted.

Task #1: Scoping

The first of the fundamental tasks, Scoping, is about defining the
boundaries of the supply chain whose strategy will be revised. These
boundaries are drawn in terms of the things that make the problem diffi-
cult, what we call the axes of complexity. Examples are time horizon, geog-
raphy, product types, supplier types, customer types, channels, etc.

Customer Geographical
Types Scope
Product
Channels Types
Temporal Supplier
Scope Types

Figure 2: Examples of axes of complexity

Scoping, in short, is a balancing act along the axes of complexity.

e A narrow scope (i.e. focusing the strategizing exercise only on one
product type, one customer type, one channel, one supplier type, a 1-
year time horizon and a single geographical region) would be rela-
tively easy to handle, but it would provide a rather poor representa-
tion of reality: it would be an oversimplification of a much richer
problem.

e A wide scope (i.e. focusing the strategizing exercise on all product
types, all customer types, all channels, all supplier types, a 50-year
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time horizon and all geographical regions) would more accurately
capture the richness of the real problem, but it would likely become
intractable as a problem due to its complexity.

e A good scope will balance simplicity and realism, result in a challeng-
ing yet manageable exercise that is both realistic and tractable as a
problem.

Let’s see an example. Imagine that Coca-Cola wanted to rethink its
supply chain strategy. The first task is to scope the problem. Including all
of Coca-Cola’s products sold through all of its channels, to all of its cus-
tomers, from all of its suppliers, in the whole world and over a long time
horizon, would make the problem very realistic but too complex to be
manageable. Limiting the problem to the supply chain of the caramel fla-
voring used for caffeine-free diet Coke sold retail in convenience stores
in the Boston area over a single year would make the problem too sim-
plistic to be useful. A better scope would be to focus on the supply chain
for carbonated beverages sold wholesale to the top three customer types
in the New England area over a five-year period, including in the exercise

only suppliers of strategic raw materials.

Task #2: Visioning

The second fundamental task, Visioning, is particularly relevant if the
time horizon that was chosen through scoping is large enough to allow
for dramatic changes to take place in the industry or the marketplace. If
the time horizon chosen for the reformulation exercise is long relative to
the clockspeed® of the industry where we operate, the future environment
of the organization may be substantially different from the present envi-
ronment of the organization. As time goes by, important changes may
take place in the market, the industry and the world at large. We want
our supply chain to be prepared for these changes. That is what visioning
is about: envisioning the future environment of the organization where
our supply chain may have to operate, so that we can anticipate its future

challenges and opportunities.

3 See Fine (1999).
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Visioning reduces the likelihood that a future change will take you by
surprise and require you to react in haste. One way to do Visioning for
supply chain strategy is through scenarios, as described in Phadnis (2012).

Task #3: Specification

The third fundamental task, Specification, is about clearly stating the
specific objectives that we expect our supply chain strategy to fulfill.
Taken together, these objectives specify the desired outcome of our effort,
and thus provide a definition of success for the supply chain strategy.

In defining specific objectives, one should be careful not to wade into
dictating the means by which the objectives should be pursued. Specifica-
tion is about stating the desired ends, not about prescribing the means that
could be used to achieve them. Making an analogy with engineering,
specification is equivalent to the definition of ‘specs’ for a given product.
The specifications do not tell you how to design the product down to the
smallest details, but it tells you what expectations there are on the finished
design. Specification defines success for you, but does not map your way
to achieve it.

Specification should consider the output of the visioning task, since
our definition of success in a given future will depend on what we antic-

ipate the future will look like.

Task #4: Articulation

The fourth fundamental task, Articulation, is about expressing a given
supply chain strategy in explicit terms. There are multiple supply chain
strategies that may be articulated. For sure, we must articulate the current
supply chain strategy of the organization. But articulation is not limited
to our current supply chain strategy: we can also articulate the supply chain
strategy of a competitor, or a new supply chain strategy that we are con-
sidering as an alternative to replace the one we have in place right now.

‘We have developed an approach to articulating a supply chain strategy
as a conceptual system, that is to say, as a group of ideas working together
towards common goals. Our proposed method for supply chain strategy
articulation will be discussed in detail in Chapters 4 and 5.
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Task #5: Evaluation

The fifth fundamental task, Evaluation, is about assessing to what ex-
tent a given supply chain strategy works towards achieving a desired set
of objectives. This requires us to know both what supply chain strategy
we are evaluating and what are the objectives that it should fulfill, which
makes both Articulation and Specification prerequisites for Evaluation.
In Chapters 6 and 7 we present and discuss a set of evaluation criteria that
- in our view - any supply chain strategy, or functional strategy for that
matter, should satisfy.

Task #6: Generation

The sixth fundamental task is the Generation of new ideas regarding
what is possible in terms of the strategy. This is when we bring innovative
and creative thinking into the process. The purpose of Generation is to
innovate: to propose as many new good ideas as possible regarding how
to improve our supply chain strategy. Creativity, not selectivity, is the
goal here. Generation requires us to know what areas need to be im-
proved upon, which makes Evaluation a prerequisite. It also requires us
to know what objectives we are shooting for, which makes Specification

a prerequisite.
Task #7: Selection

The seventh fundamental task is the Selection of the best ideas for our
new supply chain strategy, from among all the possible good ideas gener-
ated in the previous task. This is when we bring rigorous and selective
thinking into the process. The purpose of Selection is to retain as many
good features of the existing supply chain strategy as possible, while re-
placing all the weak ones with new features, in a manner that is internally
consistent and strategically aligned with the overall strategy. Since it
builds upon each of the previous tasks, they are all prerequisites for Selec-
tion.

In our approach, Generation and Selection are conducted hand-in-hand.
They are conducted using a systematic method for strategy elaboration,
presented and discussed in Chapters 8 and 9.
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™

After these seven tasks, we can proceed to the Implementation of the

new supply chain strategy. Implementation is about translating the new

supply chain strategy into action. Implementation is not in itself part of

the process of rethinking the supply chain strategy and is therefore outside
of the scope of this text.

The seven fundamental tasks we have outlined above are our answer

to the three basic challenges that rethinking a supply chain strategy pre-

sents to practitioners, and — as we will argue at the end of the text — are in

line with the seven prescriptions we issued to deal with its complexity.



CHAPTER 3

a framework for rethinking SCS

efore we can rethink a supply chain strategy, we need to learn how to
think about it in the first place. Supply chain strategy is an abstract
concept, whose definition can be the subject of endless academic dis-
cussion. We have little interest in such debates beyond what is necessary
to have a grounded and useful conversation about the challenges that the

subject presents to people like you: real supply chain managers.

A definition of supply chain strategy

Through a series of collaborative management research projects, we have
developed and refined a pragmatic approach to rethinking a supply chain
strategy. A key part of that approach is a working definition of what we
mean when we talk about the supply chain strategy of an organization:

“The supply chain strategy of an organization can be defined as the collec-
tion of general and specific objectives, policies and choices made in a supply

chain to align its operations with the overall strategy of the organization.”

This definition has proven a useful foundation to our efforts.

Strategizing in multiple dimensions

Thinking about a supply chain strategy requires us to think along multiple
dimensions.

23
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Supply-demand The first dimension is the most familiar: it runs from
supplier to consumer, and back. The concept of a supply chain (or demand
chain, as it has also been called) immediately invites us to think along the
supply-demand dimension. The overall objective of a supply chain strategy
along this dimension is to successfully match demand and supply.

Thematic range A second dimension cuts across all the supply-chain
relevant* functions of the organization, along what we call the thematic
range. The overall objective of a supply chain strategy along this dimen-
sion is to harmonize the efforts of all the supply-chain relevant functions
towards the fulfillment of the overall strategy.

Strategy-operations The third dimension we must consider runs from
the top down, from the overall strategy of the organization to its opera-
tions in the supply chain, along what we call the strategy-operations contin-
uum. The overall objective of a supply chain strategy along this dimension
is to serve as a logical bridge between the overall strategy of an organiza-
tion and its operational practices in the supply chain.

Around these three dimensions, we have developed a working model
of a supply chain strategy, which has been tested and revised through mul-
tiple collaborative management research projects. It includes both the
supply chain strategy of an organization and the context where it operates,
and serves as a common platform to connect the diverse techniques used
in our approach, which will be discussed in Chapters 4 through 9.

The logic and elements of this working model are explained below.

Bridging the gap
As we stated before, the supply chain strategy serves as the logical bridge

between the overall strategy of an organization and the operational prac-
tices of its supply chain. To understand how this bridging occurs, it is

4 The term “supply-chain relevant” - which we will use frequently and will abbreviate
as SCR - refers to anything that has an effect on the supply chain of the organization,
irrespective of whether it falls under the jurisdiction of the organization’s supply chain
function. Thus, for example, policies regarding forecasting, procurement, production and
sales are clearly supply-chain relevant, even though they often are outside the jurisdiction
of the supply chain function.
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useful to think of the overall strategy and the operational practices as

found at opposite ends of the strategy-operations continuum, with a gap
between them (Figure 3.)

Overall
Strategy

Operational Practices
Figure 3: Gap between strategy and operations

The overall strategy - found near the top of the continuum - is composed

of concepts that are more strategic in focus, more abstract in nature, wider
in scope and mostly about purpose (Figure 4.)

Strategicin Abstract in Wider in Stating Overall
focus nature scope Purpose Strategy
‘4" Supply Chain
7 Strategy
Operational in  Concrete in ~ Narrower in Stating r
focus nature scope Practice Operational Practices

Figure 4: Supply chain strategy as a bridge across the gap

The operational practices — found near the bottom of the continuum -
are composed of concepts that are more operational in focus, more concrete
in nature, narrower in scope and mostly about practice.
Bridging the gap between the two along the continuum is the supply
chain strategy. The supply chain strategy is composed of concepts that are
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more operational than those in the overall strategy, yet more strategic
than those in the operational practices; more concrete than those in the
overall strategy, yet more abstract than those in the operational practices;
narrower in scope than those in the overall strategy, yet wider in scope
than those in the operational practices; and more about practice than
those in the overall strategy, yet more about purpose than those in the

operational practices.

Adding granularity

So far we have talked about the overall strategy and the supply chain
strategy as single entities. Let us now add granularity by slicing them into
finer elements along the strategy-operations continuum.’

Overall A

Figure 5: An organization strategy decomposed into elements

A typical overall strategy can be articulated in the form of a short mis-
sion statement, which we call the strategy Core, and a set of three to five
general statements of purpose, which we call the strategy Pillars. These
two layers of elements, the Core and the Pillars, are easily found explicitly
stated in most overall strategies. (In Figure 5 and subsequent figures, the
letter C refers to the Core.)

The supply chain strategy, in turn, can also be sliced into finer layers
of elements along the continuum, as shown in Figure 6: general objectives
for the supply chain (which we call Principles), specific objectives for the
supply chain (which we call Imperatives), and specific decisions made to
support these objectives (which we call Policies and Choices.) The Policies
and Choices are then finally implemented in the form of Operational Prac-
tices throughout the supply chain of the organization. These lie at the

5 In our experience, these divisions into layers or levels along the strategy operations
continuum, albeit somewhat arbitrary, are very useful.
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lower end of the strategy operations-continuum.

hoices

Figure 6: A supply chain strategy decomposed into elements

The conceptual elements

The six layers of concepts we have introduced above, from the Core to
the Practices (see Figure 7), are what we call the conceptual elements, be-
cause for the purposes of supply chain strategizing, we consider them
mostly as ideas, or concepts, that can be rethought.
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Figure 7: The six layers of conceptual elements

As shown in Figure 7, these layers of concepts follow a logical se-
quence along the strategy-operations continuum, from the strategy core
to the operational practices. The layers demarcated by the dotted polygon,
namely the Principles, Imperatives, Policies and Choices, when taken as a
whole, are what we call the supply chain strategy of an organization.

The number of concepts multiplies as we move down the layers.

e Although there is typically only one Core, there are usually
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around three to five Pillars supporting it.

e There are usually two to four times as many Principles as there
are Pillars.

e Each Principle has under it between two and four Imperatives.

e  Each Imperative will have under it between two to four Policies
and Choices.

As they multiply, concepts also become more specific and concrete,
covering a wider range of supply-chain relevant themes, including multi-
ple areas of interest and activity for the supply chain. This fanning out of
the ideas, which give the conceptual elements its characteristic pyramidal
form, is what we call the Thematic Range.

The enabling elements

Providing a context to the conceptual elements we have the supply-
chain relevant assets, culture and capabilities of the organization:

Capabilities

Figure 8: The enabling elements: assets, culture and capabilities

e Assets are the things we have to do work with. Assets can be material,
human, financial, etc.

o Culture is the way we do things. Culture affects decisions, behaviors,
and - consequently - results.

o Capabilities are the things we know how to do. Capabilities refer to
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the ability to do a task.

Since their role is to enable and support the supply chain strategy, we
call these the ‘enabling elements’ (Figure 8.) In the long run, the enabling
elements should adapt to the supply chain strategy, and not the other way
around. One thing the enabling elements have in common is that it takes
time to change them: they have more inertia than the conceptual ele-
ments. This is why sometimes we refer to these as inertial elements.

The internal elements

Something the conceptual elements and the enabling elements have in
common is that they all are within the control of the organization.

Figure 9: The internal elements: what the organization controls

In other words, the organization can change at will its overall and sup-
ply chain strategies and practices, and — with time- its assets, culture and
capabilities. That is why, together, we refer to these elements as the inter-
nal elements. The dotted circumference in Figure 9 indicates what falls
within the control of the organization.

The external elements

Many other things that matter for rethinking the supply chain strategy of
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an organization fall beyond its control. We refer to these as external ele-
ments. In our model, they are represented outside the dotted circumfer-

ence.

Driving
Forces

Local
Factors

Parent
Organization

Figure 10: The external elements: beyond the organization’s control

As shown in Figure 10, we identify three types of external elements that

should be considered when rethinking the supply chain strategy. The

most immediate of the external elements are the guidelines and expecta-

tions of a parent organization, if there is one. Not all organizations happen

to belong to a parent organization. But many do. For example:

e  ChemCo’s Specialty Pigments business unit, when rethinking its sup-
ply chain strategy, must consider the corporate expectations of its
parent organization, ChemCo Corporation. This includes ChemCo’s

corporate-level strategy, values, policies and guidelines. Even though
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they may be influenced, these corporate expectations are not controlled
by the Specialty Pigments business unit itself. Thus, they are consid-
ered external for strategizing purposes.

e The United Nations (UN) Peacekeeping’s Department of Field Sup-
port (DFS), when rethinking its supply chain strategy, must consider
the expectations of its parent organization, the United Nations: its
values, policies, guidelines, etc. Since the expectations of the UN are
not controlled by DFES, they should be considered external to DFS.

Beyond the realm of the parent organization, lies a multitude of vari-
ables that have a significant effect on the organization and its supply
chain, and that are also beyond its control. Following the advice of
Phadnis (2012) , we classify these variables based on whether the organi-
zation can have any influence on them, as follows:

e The variables that are beyond control, but not beyond the influence, of
the organization, are called local factors. In the case of an organization
unit, local factors refer mostly to variables from the market and in-
dustry where the business unit operates. These can be influenced by
the business unit.

e The variables that are beyond both the control and the influence of
the organization, and still have a significant effect on the organization
and its supply chain, are called driving forces. These come from the
surrounding environment and the world at large, and include things

like demographics, geography, climate change, etc.

The complete picture

When we combine the external and the internal elements, the com-
plete picture of our working model emerges. It is shown in Figure 11. The
supply chain strategy — demarcated by the dotted polygon - lies at the
center of the conceptual elements, bridging the overall strategy and the
supply chain operations. Around them are the enabling elements: assets,
culture and capabilities. All these internal elements fall inside the dotted
circumference, because they are within our control. Beyond our control
are the external elements: the expectations of the parent organization, the
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local factors and the driving forces.

Local
Factors

Parent
Organization

Figure 11: A working model for rethinking a supply chain strategy

This working model, as presented above, provides a structure to our
approach to rethinking the supply chain strategy of an organization, and
will be used as a reference throughout the rest of this text.



CHAPTER 4

capluring your SCS

ack in Chapter 1, we listed three distinct basic challenges that we be-

lieve you will face if you want to rethink your supply chain strategy,

regardless of what approach you follow. The first one of these chal-
lenges — and possibly the most neglected one - is to assess your current
supply chain strategy. Understanding what you have in place today is fun-
damental, since it is the starting point for all subsequent improvement
efforts.

Later in Chapter 2 we listed several fundamental tasks that are part of
rethinking the supply chain strategy of an organization. One of these
tasks, which we called Articulation, is about expressing a given supply
chain strategy in explicit terms. As part of the MIT Supply Chain 2020
Project, we have developed an approach to articulate the current supply
chain strategy of an organization.

In this chapter we present this approach and the key ideas behind it.

Categorization vs Articulation

You may recall from Chapter 1 that we consider supply chain strate-
gies rich, nuanced and complex entities, which cannot be accurately char-
acterized by means of a few simple types. Unfortunately, most scholarship
on the subject of supply chain strategy relies heavily on the use of types
for characterization — an approach that we call categorization. Examples of
categorization of supply chain strategies over the last fifteen years are

33
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plentiful, from Fisher’s (1997) two types, to Lee’s (2002) four types to Pe-
rez’s (2013) six types.

We reject categorization as a useful approach to characterize the supply
chain strategy of an organization, on two accounts. The first is that it is
not clear how valid these types — and the claims associated with them -
are. The second is that — based on our own experience with rethinking
supply chain strategies — supply chains are so peculiar and their contexts
so diverse, that discussing a supply chain strategy in terms of a few general
types grossly underestimates the complexity of the subject.

Instead, we strive to describe each supply chain strategy in terms of its
own particular features — an approach we call articulation. Articulation is
to categorization what a charcoal portrait is to a smiley icon. Whereas
categorization simplifies the features in order to find commonality, artic-
ulation seeks to represent each feature with sufficient detail. It follows
that articulation takes much more time and effort than categorization, but
it is also much more realistic, and — as we will see in later chapters — much
more useful a starting point for evaluation and reformulation.

Just as there are many ways to ‘capture’ a human face (i.e. a photo, a
pencil sketch, an oil portrait, an X-ray of the skull, etc.), there may be
many ways to characterize and articulate a supply chain strategy. Our ap-
proach is to characterize the supply chain strategy of an organization as a
conceptual system, that is to say, as a group of interrelated ideas working
together to achieve common goals. We then articulate this conceptual
system by means of a conceptual map, that is to say, as a depiction of in-
terrelated ideas.

This may sound complicated now, but rest assured that the basic idea
is very simple and powerful. Making a conceptual map - albeit time-con-
suming - is not a difficult task, as will be shown in the following pages.

Mapping concepts 101

What follows is a simple example of how to make a small conceptual map,
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based on a 2005 case study about Dell’s supply chain®. Consider the fol-
lowing passage:

In many cases Dell directly deals with tier-2 suppliers. Dell negotiates
on behalf of its tier-1 suppliers to aggregate volume and leverage its own
buying power. Dell’s main objective in doing so is to ensure continuity
of supply and reduce procurement costs further.

Let’s start with the first sentence and a half. From it, the following idea
is evident: Negotiate directly with tier-2 suppliers on behalf of tier-1 suppliers.
Notice we have reworded it to start with a verb, so it suggests an action

or purpose. Let’s put that idea inside a box (see Figure 12).

Negotiate directly with
tier-2 suppliers on behalf
of tier-1 suppliers.

Figure 12: An idea inside a box

Once an idea has been worded to start with a verb, and framed inside
a box, it has become what we call a Concept. Concepts like these are the
blocks for building conceptual maps that will allow us to articulate our
supply chain strategy.

Let’s keep reading the passage above to identify additional concepis.
The second half of the second sentence yields these two ideas: Aggregate
volume in procurement orders and Leverage Dell’s buying power. Notice we

reworded a bit where clarity required it. We box them (see Figure 13).

Aggregate volume of Leverage Dell’s
procurement orders buying power

Figure 13: Two additional concepts

6 Taken from section 5.2.1.2 of S. Roy (2005). The 2nd and 3rd sentences were
swapped. We use these passages as an example, and make no claim as to their veracity.
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Based on the passage, there is a relationship between the first idea and
the two new ones: the former is done in order to achieve the latter. Let’s
use lines to indicate a purposeful link between concepts. Let’s also arrange
the concepts vertically so that those beneath are done with the purpose of
supporting those above them. Then, the three concepts — and the rela-

tionship of purpose among them — would be represented as shown below:

Aggregate volume of Leverage Dell’s
procurement orders buying power

N/

Negotiate directly with
tier-2 suppliers on behalf
of tier-1 suppliers.

Figure 14: A tiny conceptual map

Look at Figure 14. It’s simple, right? Well, these three boxes with text
and two lines connecting them actually constitute a (very small) concep-
tual map, that is to say, a map of ideas and the relationships of purpose
between them.

If you look at the map in Figure 14 from the top down, you will notice
it has two levels: on the higher level, the one near the top of the page, there
are two concepts, while on the lower level, the one near the bottom of the
page, there is one concept. Maps don’t have to be limited to two levels,
though. As we add new concepts, they may fall into higher or lower levels.
Given any concept, there is a surefire way to add concepts to the level
beneath it: all we have to do is ask “How?” as in How is this achieved? For
example: given the concept “Leverage Dell’s buying power”, if we want to
add concepts to a level beneath it, all we have to do is answer the question
“How?” e.g. how is this buying power leveraged?

Likewise, given any concept, there is a surefire way to add concepts to
the level above it: all we have to do is ask “Why?”as in Why do we want to
do this? For example, given the concept “Leverage Dell’s buying power”, if we
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want to add concepts to a level above it, all we have to do is answer the
question “Why?” e.g. why do we want to leverage Dell’s buying power?
The answer, as seen in the last sentence of the passage from the case, is
twofold: we do so, because we want to Ensure continuity of supply and Re-
duce procurement costs further. We can add these two concepts to the map,
in a new level, as shown in Figure 15 below.

4 This Ensure continuity Reduce procurement
way to of supply costs further
IIWhy?II /

Aggregate volume of Leverage Dell’s
procurement orders buying power
This \ /
way to Negotiate directly with
Y “How?” tier-2 suppliers on behalf
of tier-1 suppliers.

Figure 15: Our conceptual map has a new level on top

Now let’s talk about how to read a conceptual map, with an example.
Take one concept from Figure 15, “Leverage Dell’s buying power” for exam-
ple, and use it as your starting point. You will see in the map that other
concepts are connected to it through lines. This is because these other
concepts are deemed to be related to it:

e Linked concepts above it are the answer the question “Why?”, thus
providing a reason for it, a purpose. For example, one reason to lew-
erage Dell’s buying power is to reduce procurement costs further.

e Linked concepts beneath it are the answer to the question “How?”, thus
providing a means or ways to achieve it. For example, a way to lever-
age Dell’s buying power is to negotiate directly with tier-2 suppliers on be-
half of tier-1 suppliers.
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After this short map reading exercise, you can appreciate the ad-
vantage of wording the concepts in a short, concise way and starting with
a verb.

Even though the conceptual map we just made is a small one, the sim-
ple steps we followed to make it are the same steps that are used to make
much larger conceptual maps, the kind that are required to articulate an
entire supply chain strategy. At the risk of oversimplification, the steps
can be stated thus:

1. Identify the concepts and word them clearly.
2. Identify why and how relationships between concepts.
3. Display the concepts and their relationships graphically.

More information on how to make a map is provided later.

Vertical axis: the strategy-operations continuum

Take alook at Figure 15. What does it mean for a concept to be higher
or lower along the vertical axis? The higher a concept is along the vertical
axis, the more it is about why we do things, that is to say, the more it is a
statement of purpose. The lower a concept is along the vertical axis, the
more it is about how we do things, that is to say, the more it is a statement
of practice.

We call this vertical axis the strategy-operations continuum, which we
introduced back in Chapter 3. As indicated in Figure 4, concepts higher
in the continuum are more strategic in focus, more abstract in nature, and
wider in scope; whereas concepts lower in the continuum are more oper-
ational in focus, more concrete in nature, and narrower in scope. Now,
after building your first conceptual map, you can see the reason for this:
the higher a concept lies in the vertical axis, the more it is about why,
about purpose, about the overall strategy; and — by the same token - the
lower it is in the vertical axis, the more it is about how, about practice,
about the supply chain operations.

You may notice, for example in Figure 7, our working model for re-
thinking a supply chain strategy distinguishes six levels of conceptual el-

ements along the vertical axis. These discrete layers will be very handy to
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craft a new supply chain strategy, as you will see in Chapter 8. However,
the fact remains that they are somewhat arbitrary. Thus, when the objec-
tive is to capture your current supply chain strategy by building a concep-
tual map, I invite you to think about the vertical axis not as sequence of
discrete levels but instead as a continuum. When you are building a con-
ceptual map, place each concept vertically where you feel it belong, based
on its how and why relationship with other concepts. Until the map is pop-
ulated, do not worry about assigning them to specific layers of Principles,
Imperatives, and Policies and Choices.

Horizontal axis: the thematic range

The small conceptual map shown in Figure 15 was built based on a
single short passage from a case study about Dell. The theme of that pas-
sage was — broadly speaking —procurement. The case study we used as
source, Roy (2005), has more to say about Dell’s approach to procure-
ment, but it also has more to say about other supply-chain relevant topics
besides procurement, such as inventory, assembly, sales, etc. If we were
to continue mapping these other passages of the case study, we would end
up with a much wider conceptual map that would address a multitude of
subjects, not only procurement. Consider Figure 16, a conceptual map
prepared back in 2007- using precisely Roy’s (2005) case study on Dell as
a source. Admittedly, this map is rather rudimentary: it was done as
homework for a doctoral class, with the sole purpose of exploring the fea-
sibility of using a conceptual map to articulate a supply chain strategy.

By reading the concepts in the map of Figure 16 from left to right (or
right to left — it doesn’t matter, as long as it is horizontally), you will clearly
sense that a variety of themes are addressed: inbound transportation, cen-
tralization of operations, incentives for suppliers, workforce flexibility,
inventory visibility, are — among many others — supply-chain relevant
subjects that are covered in this specific conceptual map.

Since the supply chain of an organization is by definition a cross-func-
tional entity, it follows that — when capturing a supply chain strategy —

we will discuss a wide range of supply-chain relevant themes, from sup-
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pliers to customers, from planning to fulfillment, from inventory to ser-
vice, from cost to innovation. In the conceptual map, this diversity of sub-

a well-done conceptual map is a sign of blind-spots in a supply chain strat-

discuss the criteria of coverage, finding omissions in the thematic range of
egy.

ter 3 and illustrated in Figure 7. As we will see in Chapter 6 when we

jects is reflected along the horizontal axis, in the form of what we call the
thematic range of the conceptual map, an idea we presented back in Chap-
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Figure 16: A conceptual map based on Roy’s (2005) case on Dell
Arrange the concepts horizontally according to subject, across the

Identify the concepts. Make sure to word them clearly and con-

Now that we have discussed the vertical and horizontal axes, we can
cisely, starting with a verb, and put them inside boxes.

1.
2.

rewrite the broad steps to build a conceptual map, as follows
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thematic range.

3. Identify the whyand how relationships between concepts, and rep-
resent them graphically as lines connecting the boxes.

4. Sort the concepts vertically using the logic of the strategy-opera-
tions continuum.

When mapping, hold judgment

When a team from an organization sets out to map their current sup-
ply chain strategy, it should stay focused on the task at hand: mapping the
practices and purposes of the supply chain — warts and all — along the
strategy-operations continuum and the thematic range. The temptation
to start evaluating the results of the current strategy on the fly will be
strong, but it should be resisted: articulation is about capturing the prac-
tices of the supply chain and the purposes behind them, not judging the
results of these practices. All judgment about the outcome of the strategy
should be noted and put aside until the evaluation stage.

It is important to point this out because, since companies usually do
not articulate the current state of things, as soon as the map of the current
strategy starts to emerge, some members will be eager to have the record
reflect that some things went wrong with the strategy. Let me illustrate

this with a real example, taken from one of our projects.

The company decided to centralize their customer service operations,
with the purpose of improving the quality of their service. However,
the centralization of the operations actually resulted in a deterioration
of the quality of customer service, the opposite of what was intended.

As we articulate the current supply chain strategy of an organization, it is
paramount to stay focused on capturing practices and their purposes. In
the example above, for example, we can identify this factual concept of
practice: “Centralize the customer service operations.”
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Figure 17: Conceptual map of Libica’s supply chain strategy

Thematic Range
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Likewise, we can identify a concept from the reason this was done (its
Why?): “Improve the quality of service.” The fact that the decision back-
fired is not part of the strategy, but a result of it, so they are not part of
articulation. If the comment is made, we make a note and then put it aside
until the evaluation.

Nominal and Executed

It is useful to differentiate between high-level strategic statements,
which we call the nominal strategy, and mid-level statements of practice
and purpose, which we call the executed strategy. A useful approach to
building a map of the current supply chain strategy of an organization is
to map the nominal strategy from the top-down, and to map the executed
strategy from the bottom-up.

Let’s see an example. Figure 17 shows a conceptual map that articu-
lates the current supply chain strategy (as of 2009) of a company we will
call Libica. So that it would fit in the page, the map has been rotated. This
conceptual map was done by mapping Libica’s nominal strategy from the
top down, and Libica’s executed strategy from the bottom up. What fol-
lows is a description of this process.

The nominal strategy

Libica’s nominal strategy was mapped from the top-down, based on in-
formation provided to us by their Senior VP of Supply Chain. Libica’s
strategy Core, the single statement that captures the gist of its strategic
mission, is: “Make our customer’s business less complex and more cost effective.”
The core is placed as a concept right on top, at the high end of the strat-
egy-operations continuum. Then come Libica’s strategy Pillars, the gen-
eral statements of purpose that answer the question: How will we achieve
the core?” As shown in Figure 17, there are five pillars in Libica’s nominal
strategy:

o Deliver exceptional customer service.
o Develop air-tight supply-chain integrity.
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e Operate with a lean supply chain network.
o Compete through vision and know-how.
e Develop our employees to their full potential.
These concepts are boxed and placed right beneath the strategy core
concept. This is shown on the left side of Figure 17.

The executed strategy

Libica’s executed strategy was mapped from the bottom-up, based on in-
formation collected in twenty interviews with different VPs and Direc-
tors from supply-chain related functions within Libica. The one-on-one
interviews, each about an hour long and conducted over the phone,
sought to identify Libica’s actual practices, policies and choices in the most
prominent supply-chain related areas, and to identify the underlying ideas
behind them. For each supply chain practice we identified, we asked “Why
do you do this? What is the purpose?” This allowed us to identify new
concepts higher in the strategy-operations continuum. We asked “Why?’
several times for each concept. The resulting map is shown on the right

side of Figure 17.
The final conceptual map

At the end, we had two half-maps: one for the nominal strategy and the
one for the executed strategy. Following the logic of the strategy-opera-
tions continuum, we placed the nominal strategy map on top of the exe-
cuted strategy map. The resulting conceptual map, showing only the top-
most four conceptual levels - and rotated for the sake of printing space -
is shown in Figure 17.

You may remember the working model we presented before. If you
don't, take another look at Figure 11. The four levels shown in the con-
ceptual map of Figure 17 correspond to the top four levels of conceptual
elements in our working model. To help you visualize this correspond-
ence, see Figure 18, where we have rotated the model’s levels accordingly.
The reason only four levels are shown in the map in Figure 17 is because
the other levels, the ones not shown, include so many concepts that they
would require a larger paper size.
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A clear and factual articulation of the supply chain strategy of an or-
ganization, which is what the conceptual map of Figure 17 is, can be very

useful as a starting point for its evaluation and reformulating, as we will
discuss in Chapters 6 and 8, respectively.

Figure 18: The four levels of the previous FSM, in the model

More details regarding how Libica’s conceptual map was developed —
in case you are curious — are presented in the next chapter, along with a

detailed protocol to capture the supply chain strategy of an organization.



CHAPTER 5

a protocol for capture

hat follows is a detailed, actionable protocol — written with man-
agers like you in mind - presenting our method to capture the
supply chain strategy of an organization and to express it in the
form of a conceptual map. Unless you are planning to apply this protocol
soon, you can skip this chapter and come back to them when needed.
We call it the Functional Strategy Mapping Method, which we abbre-
viate as FSM Method. We refer to the resulting map as a Functional Strategy
Map, which we abbreviate as FSM. We divide the protocol for the FSM
Method into ten steps. Each step is illustrated with examples.

Step 1 - Scope

The first step is to define the scope of the mapping exercise, by iden-
tifying and listing the relevant Areas of the organization and its supply
chain to be included. Will we include sales and marketing? Will we in-
clude procurement? Manufacturing? Finance? The resulting short-list of
relevant functional areas is not meant to be final: we should remain open
to adding new areas as needed during the course of the project.

Once the list of relevant areas is prepared, the facilitator proceeds to
identify individuals within these areas to be interviewed. For each area,
there are three levels of the organizational hierarchy from which re-
spondents should be chosen in roughly equal numbers:

46
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1. Level1is composed of individuals at the lowest hierarchical level di-
rectly involved with the process of crafting the overall strategy of the
organization. These are people that have a say in the overall strategy.

2. Level 2 is composed of individuals that report directly to Level 1 indi-
viduals. By definition, they do not participate directly in crafting the
overall strategy, although they might provide input indirectly.

3. Level 3 is composed of individuals that report to Level 2 individuals.

The initial selection of respondents is not final: the facilitator should
allow for ‘snowball sampling’, e.g. should be willing to add new respondents

on the go, based on what is being heard in the interviews.

Example

A $100B company that we will call Libica” approached CTL. Its business
model had just been modified to better fit its evolving marketplace. The
Executive Vice President of Operations of Libica decided to ask for our
help in rethinking their supply chain strategy.

To capture their supply chain strategy, it was decided that the project
would focus on the Distribution business unit of Libica. Areas that were
deemed relevant to the supply chain included operations, marketing,
sales, strategy, procurement, and customer service. The list of respond-

ents is shown in Table 1.

Step 2 - Conduct qualitative interviews

The second step is to conduct a series of interviews with these re-
spondents, with the purpose of finding out about the tacit supply chain
strategy of the organization, via their supply chain activities. For obvious
reasons, the questions during these interviews cannot be posed in these
terms. Instead we ask about the activities that individuals perform.

The individual serves as a proxy to tap into the organization. Similarly,
the specific activities serve as proxy to the tacit knowledge of the supply
chain strategy, as reflected in its objectives, policies and choices. This

7 All sensitive information has been duly disguised.



48 | MIT SCS LAB

means that, even though the interviews start by asking about the activities
of an individual, the conversation should be steered as soon as possible
towards the objectives, policies and choices of the supply chain, as re-

flected in these activities.

Level 1 (7 individuals)

Executive VP of Strategic Sourcing
Senior VP of Marketing and Retail Sales
Senior VP of Operational Excellence
Senior VP of Customer Service
Senior VP of Strategy and Business Development
Executive VP of Operations and Supply Chain
Senior VP of National Chain Accounts

Level 2 (7 individuals)

VP of Operations - West Region
VP of Operations - East Region
VP of Operations - Central Region
VP of Specialty Sales
VP of Information Technology
VP of Strategic Planning and Execution
VP of Operational Excellence

Level 3 (8 individuals)

Director of Inventory Optimization
Director of Operations (x2)
Director of Retail Sales (x2)
Director of Consumer Products
Manager of Performance Cons.
Director of Marketing & Product Development

Table 1: List of respondents from Libica

The interviews required by the FSM Method are of a type called qual-
itative. For general details on qualitative interviewing, the reader is in-
vited to consult the vast extant literature on the topic. Nevertheless, there
are some specific recommendations on how to conduct the interviews as
required by the FSM Method, which we would like to present below.

Length and format. A one-hour time slot is recommended for each in-
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terview. A one-on-one format is strongly recommended for the inter-
views: the respondent and the interviewer should be the only two people
participating in, and with access to, the interview. In our experience, in-
terviews with multiple respondents result in less candid - and therefore
less useful — answers.

Recording and confidentiality. With the permission of the respondent,
the interview should be recorded. There are two reasons for this: first, it
facilitates its analysis afterward, and second, it allows the interviewer to
focus their attention on the conversation, as opposed to note-taking. The
interviewer should manage the recorded interviews and the data obtained
from it with the utmost concern and respect for confidentiality for both
the individual respondent and the organization. The use of encryption is
recommended to protect the audio recording and derived materials. Ad-
ditionally, no piece of information from an interview should be ever
linked to the name of a specific respondent, without their permission.

Structure of the interview. A suggested structure for the interviews is
as follows: introduction (~4 min), placement questions (~3 min), open
questions (~35 min), semi-open questions (~15 min), wrap-up (~3 min).
Obviously, you can play with these structure and adjust it to your personal
preference.

During the introduction, the interviewer will greet the respondent, in-
troduce himself/herself and explain in general terms the purpose of the
interview and the reason for the selection of the respondent, as well as
the expected length of the interview. During the introduction, the inter-
viewer will also inform the respondent of his/her rights, request permis-
sion to record the interview and clarify any doubts from the respondent
may have.

The interviewer then presents a series of placement questions: (1)
“What is the name of your current position?” (2) “Who do you report directly
to?”and (3) “Do you participate directly in crafting the overall strategy of your
firm?” The answer to these questions will help the interviewer place the
respondent in one of the three levels described above, which will deter-

mine some of the questions that will be asked later.
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Open Questions

The open questions are the most important part of the interview, espe-
cially during the early interviews. The questions asked in this part are
adapted to the respondent: some research has indicated that those in-
volved in crafting a strategy tend to have a different perception of it than
those who were not involved. For this reason, during our interviews, re-
spondents that participate directly in crafting the overall strategy (namely,
Level 1 respondent) will be presented with a slightly different set of ques-
tions than those who do not (namely, Level 2 and 3 respondents).

When interviewing a Level 2 or 3 individual, the open question section
starts with the following question: “What would you say are the main activ-
ities of your position?” Some respondents will begin answering this question
right away. Others may ask for clarification: “What do you mean?” The in-
terviewer can then expand: “Think of a typical week or month. What are the
things that take most of your time and attention?”

On the other hand, when we interview a Level 1 individual, we will
frame the question under different terms: instead of asking the individual
to report his/her own activities, we will ask him or her to report on the
activities of those individuals under his/her supervision. This recommen-
dation is based on our experience interviewing people involved in craft-
ing the strategy: they tend to mix stated business objectives with their
factual execution, and even when asked to discuss specific activities they
easily drift into expressing desired results as opposed to actual facts.

Thus, when we are interviewing a Level 1 individual, we use the fol-
lowing strategy: find out first who reports directly to him/her: “Could you
tell me which positions report directly to you?” We care more about the posi-
tions of these subordinates than their actual names. As the respondent
lists these positions, we write them down. Then, for each one of them,
we will ask: “What would you say are the key activities of such-and-such posi-
tion?’

Some recommendations for conducting the open questions of any
level are given below.

Stay factual. The open questions segment of the interview is the most
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important. Rich and grounded answers here will provide superior data
for later analysis. As one tries to move the discussion from the individuals
to the organization, and from actions to underlying strategy, one has to
make a conscious effort to keep the conversation anchored on concrete
activities (‘what). As a way to validate the factuality of each specific activ-
ity, one should ask for the means or details of its execution (‘how). To
understand its purpose whenever it is not evident, one also can ask for
clarification on the ideas behind these activities (‘why). These “what, how
and why” are the main source of information during the data analysis. The
interviewer should remember, every time he or she hears about a ‘what),
to ask about its corresponding ‘how’s, namely the supporting means or the
details of its execution, and to ask about the respective ‘why’, namely the
overarching purpose behind the activity.

Find the sweet spot. The objective is to keep the discussion focused on
the tacit knowledge on the supply chain strategy, which - in terms of the
narrative of the conversation - lie in a sweet spot between overarching
strategy and day-to-day activities. The interviewer should pay close at-
tention to what the respondent says, and pursue interesting areas that
emerge during the conversation, always pondering: “Is what I'm listening
right now helping me understand the tacit ideas that guide and underpin the way
they do things?” Every time the answer is “no”, a course correction is
needed.

e If the discussion is becoming too strategic, the interviewer should
make it more factual by asking about execution. Probe questions that
can be used to correct the course here are: “How do you implement this?
How is this actually done? How do you ensure this happens?”

e If the discussion is getting bogged down into operational detail, it
should be moved to a higher level of abstraction. Probes that are use-
ful here include: “What is the idea behind this? What is the purpose of this?
What results have you achieved through this?”, etc.

Explore further. The interviewer should listen carefully to the an-
swers, taking notes of the activities that are mentioned. For each answer,

the interviewer will ask for further details. Every time the respondent
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mentions something of interest, the interviewer should make a note of it
and, at the first opportunity, ask for further details: “You mentioned before
something that caught my attention. (Mention it here). Can you tell me more
about this?” To keep the conversation clear, the interviewer should move
to clarify things every time the respondent becomes too vague in his / her
answers, by asking: “What do you mean by this? Can you give me an example?”

The interviewer should allow the open question conversation to run
for as long as it has momentum, even if it consumes the rest of the hour.
Particularly in the early interviews, when the facilitator is just learning
about the organization’s activities, letting the open question discussion
run its own course is a practical way to collect good qualitative data on
the organization’s tacit knowledge of its supply chain strategy.

However, there comes a time when the interviewer wants to present
the respondent with some more structured questions, either because the
open discussion has lost steam or because it is just treading territory that
has already been covered in previous interviews to the point of repetition.
In these cases, the interviewer is advised to move to the semi-open ques-

tions.

Semi-open questions

As you proceed through the interviews, semi-open questions become
more important. Semi-open questions can serve two purposes. One is to
rekindle a dwindling discussion. The other is to explore a particular area
of interest about which the interviewer has heard previously and which
deserves further exploration. The interviewer should be careful, how-
ever, not to mention the name of any previous respondent.

The interviewer should keep at hand a short list of general purpose
semi-structured questions. Each one of them should be considered op-
tional, in the sense that the interviewer should only ask those questions
that seem relevant to the respondent and that have not been answered
before during the course of the present interview. Semi-structured ques-
tions that we have used recently include the following: (1) “What would
you say is the biggest opportunity facing you today?” (2) “What would you say
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is the biggest challenge facing your function today?”(3) “What would you say is
your business?” Sometimes this question requires clarification: “In other
words, what is it that you sell? What do you provide the customer? What is your
value proposition?” (4) “Who is your customer?” (5) “What are the needs of these
customers? And how do you satisfy these needs?”

Wrap-up. Some minutes before the hour is over, or when the inter-
viewer decides that the interview has come to an end, the interviewer will
wrap-up the interview, thanking the respondent and leaving the door

open for further contact if necessary.

Example

A total of 22 interviews were conducted over a month. Some of them
were as short as 25 minutes, and others as long as 70 minutes; most were
around an hour long. They were conducted over the phone, recorded dig-

itally with permission, and encrypted immediately after completion.

Step 3 - Identify areas, policies and choices

The next step is to identify policies and choices in different areas. For
this, the facilitator will listen to each interview and conduct these tasks:

Task 1: Identify tentative areas

Listening to the interviews, the facilitator will try to identify broad
Areas of interest or activity for the organization’s supply chain. Once a
tentative area of interest or activity is identified in the words of a respond-
ent, the facilitator should write it down. Once they are confirmed, the
collection of these areas of activity and interest, will define the thematic
range of the supply chain strategy of the organization.

Task 2: Identify policies and choices in each area

Policies and Choices are the "What?'that is taking place within each area.
As the facilitator continues listening to the interviews, he or she will try
to identify — in each area of activity or interest — the ongoing policies that
the organization has in place, and the discrete choices that the organization
has made in that area.
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If the interview was conducted attentively, the interviewer should
have probed for specific activities every time the respondent mentioned a
new area of activity. From these activities we will be able to learn about
the policies and choices of the organization. We recommend writing
down in a list these policies and choices in the form of imperative state-

ments, starting with a verb.

Task 3: Confirm validity of policies and choices

For a policy or choice to remain in the list, there has to be enough
evidence that it exists in practice. Evidence, for example, could be details
about operational practices that are in place to support these policies and
choices. Operational practices are the ‘How? of each policy and choice.

The interviewer should listen to the interviews for answers to ques-
tions like: “How is this policy or choice being implemented? How is it being
achieved in the field? What is being done to make it happen?” An experienced
interviewer will have asked these questions at the time of the interview.
One should also look for additional details that may indicate a policy or
choice is actually taking place.

Whenever support for a given policy or choice cannot be found, its
validity should be questioned and it should be removed from the list. Only
policies and choices for which supporting operational practices, means
and details can be determined should remain in the list. Those supporting
operational practices, details and means should also be captured in the list,

as a reminder of that validity.

Example

The following example from Libica illustrates this step. A respondent
told us that Libica offers solutions to small, independent retailers to “make
their store more efficient ... make them as efficient as a big chain.” As a tentative
area, we write down ‘Independent Retailers’. Looking for policies and
choices that fall under this area, we found in the same interview that Li-
bica “provides independent retailers with access to an inventory management
system”. Additional details on the capabilities of the inventory solution

were provided to us in subsequent interviews, from other respondents.
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Having found evidence supporting this policy/choice, we retained it.
This is repeated in multiple interviews. Other policies and choices re-
garding Independent Retailers were identified and added to the list. The
summary of these policies and choices, along with their supporting oper-
ational practices, means or details, is shown in the itemized list below:

o Give independent retailers access to state-of-the-art inventory management
o Our software replenishes using a grouping logic
o Based on sales, our software adjusts the replenishment levels every day
o Our software takes seasonality in consideration for replenishment

o Help independent retailers sell the most profitable products
O Help independent retailers to find missed opportunities in their previ-
ous orders and to learn from them
o Help independents place orders for the most profitable commodity
products

o Help independent retailers get reimbursed
O Help them sell the right products to maximize reimbursements
O Speed up the payment, as they get a direct deposit instead of check
o Double check that they are getting reimbursed the right amount

o Help independent retailers create alternate revenue streams
o Launch programs to help independents develop businesses beyond
baseline products
o Help independents get reimbursed for providing products to subsidized
customers

o Let independent retailers tap into the advantages of our size and capabilities
o Negotiate and contract reimbursement rates on their behalf
o Offer private label products under the Libica Label for independent
stores
o Offer independent retailers the help of advisers familiar with their re-
gions to coach them on being more profitable

o Help independent retailers improve their market share
O Help them market and advertise their stores to local communities

o Help independent retailers focus on serving their customers
O Hire a team of business consultants to help independents use our ser-
vices
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o Offer front-store services to independent retailers, to maximize sales of
non-specialty products, etc.
o Take care of resolving any claim of wrong or late reimbursement

o Offer independent retailers capital management services
o Offer them aggregate pricing
o Finance their operations

o Help independent stores transition between owners
o Help find a buyer for the store when current owner wants to retire

Step 4 - Identify objectives & build hierarchy

The next step is to identify the objectives behind the policies and
choices, and then to prepare a hierarchical summary for each area.

Task 1: Look for the objectives

Objectives are the ‘Why? behind the policies and choices. Each policy
and choice that has been written down should, in theory, serve a purpose.
To find this purpose, the interviewer should examine — based on the in-
terview recording or transcript — what objective, if any, is the organiza-
tion pursuing through each policy or choice.

For this, the interviewer should listen to the interviews for answers to
questions like: “Why is this policy in place? What is the reason behind this
choice? What objective is being pursued?” An experienced interviewer will
have asked these questions at the time of the interview. It may be possible
to identify general objectives (what we call Principles), as well as more
immediate specific objectives (what we call Imperatives).

Task 2: Prepare a hierarchical summary per area

A summary should be prepared for the concepts identified in each area
of interest or activity. We recommend building each summary using a
hierarchical structure, with general objectives (Principles) on top, then fol-
lowed by specific objectives (Imperatives), and finally by the Policies and

Choices within each area.
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Example

The following example from Libica illustrates the output of this step
for the Independent Retailers’ area. Notice the three levels of concepts.

» Help independent retailers be more competitive

o Help independent retailers be more profitable
= Help independent retailers sell the most profitable products
® Help independent retailers get reimbursed
= Help independent retailers create alternate revenue streams
o Help independent retailers enjoy some of the benefits of larger com-
panies
= Let independent retailers tap into the advantages of our size and ca-
pabilities
=  Give independent retailers access to state-of-the-art inventory man-
agement
= Help independent retailers improve their market share
o Make it easier for independent retailers to conduct their businesses
= Help independent retailers focus on serving their customers
= Offer independent retailers capital management services
=  Help independent stores transition between owners

Step 5 - Build partial maps

Partial maps are a graphical representation of the hierarchical sum-
maries prepared in the previous step. For each area, the hierarchical sum-
mary is translated into a conceptual map, e.g. a diagram composed of text
located inside boxes, which are then connected through lines showing the
relationship between them. Given the hierarchical structure of the sum-
mary prepared in the previous step, its translation into a partial map is a
very straightforward process.
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Example

Consider for example the partial map shown in Figure 19, which cor-

responds to the area discussed: Tndependent Retailers.” Compare the struc-

ture of the map and the hierarchical summary above.

Help independent retailers sell the most
profitable products

Help independent
retailers be more
profitable

Help independent
retailers be more
competitive

Help independent

retailers enjoy some

of the benefits of
larger companies

Help independent retailers get reimbursed

Help independent retailers create
alternate revenue streams

Let independent retailers tap into the
advantages of our size and capabilities

Give independent retailers access to
state-of-the-art inventory mgmt.

Help independent retailers improve their
market share

Help independent retailers focus on
Make it easier to serving their customers
independent
retailers to conduct

their business

Offer independent retailers capital
management services

Help independent stores transition
between owners

Figure 19: Partial map for area “Independent Retailers”

Step 6 - Validate partial maps

The objective of this step is to confirm that the information used to
build the partial maps, which was collected in the interviews about areas,
objectives, policies and choices, is an accurate representation of the or-
ganization’s supply chain strategy. This validation involves presenting all
the partial maps, one at a time to a team from the organization’s supply
chain, including representatives from the supply-chain relevant areas.
The team is asked to provide feedback, first individually and then as a

group, on whether what is articulated by the maps correspond to what
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the organization does. Based on the group’s input, the partial maps are
revised to improve their validity. The scheduled time for the meeting
should allow for enough time for discussion. In our experience, a session

of 4 hours should suffice.

Example

The partial maps were validated through individual feedback and
panel discussion. As individuals first, and then as a panel, 20 members of
Libica were asked to consider whether the partial map was a fair summary
of the activities the firm performs. Extensive notes were taken on the

group's feedback. Changes were made to the partial maps as needed.

Step 7 - Combine related partial maps

The group of partial maps is examined to find whether some of the
maps cover strongly related areas. Every time two or more partial maps
deal with strongly related areas, an attempt should be made to combine
them into a single partial map. The objective of this merging of partial
maps is to reduce the complexity of the final output: the functional strat-
egy map is easier to use if closely related areas are grouped under common
headings.

The amount of efforts invested in combining areas of activity de-
pends, to some extent, on the total number of areas. As a rule of thumb,

we suggest having no more than a dozen areas of activity.

Example

In the case of Libica, partial maps of strongly related areas were com-
bined. For example, among the areas of activity we had identified were
two about delivery: one of them included activities about how to Deliver
exactly what was ordered, within committed volumes’, and the other one in-
cluded activities about how to ‘Deliver daily, fast, reliably and predictably’
We combined the contents of these two areas into a single new area,
given their shared focus on delivery logistics. To these we also added some
activities dealing with Tncrease the speed of our delivery to the market’ that

had been misplaced in another area. The overall objective (or Principle) of
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the resulting area was written as Deliver fast, accurately and reliably,”since
this statement seemed to reflect the idea behind all the activities and

means that were now encompassed under this new area.

Step 8 - Map nominal strategy

The analysis now moves to the nominal strategy of the organization.
This step, aims to identify both the Core strategy statement of the organ-
ization and its supporting strategic Pillars, and then map them conceptu-
ally. Through the sponsor of the project, the facilitator should negotiate
access to written documents stating the organization's core strategy and
its espoused strategic pillars. “Documents and declarations about the firm that
are meant for broad distribution”, even internally, “can provide useful insights
into the image of the firm that the authors seek to project” (Harrison, 2004,
p.93) to their audience — in this case the employees of the organization.
In these documents, the core strategy and the strategic pillars are usually
easy to identify: they tend to feature prominently in the organization's

stated strategy.

Example

We then created an abstract of Libica’s business strategy. When asked
about their stated strategy, our sponsor - Libica's EVP of Operations and
Supply Chain - gave us access to strategic documents where we identified
the core strategy and the strategic themes of Libica. After validating these
elements with our sponsor, we prepared the conceptual map shown in
Figure 20.

Deliver exceptional customer service ]

Develop air-tight supply-chain integrity |

Make our customer's
business less complex Operate with a lean supply chain network ]
and more cost effective

Compete through vision and know-how ]

Develop our employees to their full potential ]

Figure 20: Mapped nominal strategy of Libica
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Step 9 - Assemble the FSM

Assembling a Functional Strategy Map out of the elements prepared
thus far is rather straightforward. One can place the nominal map pre-
pared in Step 8 above the collection of the partial maps prepared in Steps
2 through 7. The resulting Functional Strategy Map features two distinct
halves. One half of the map shows a conceptualization of the nominal
strategy of the organization. The other half of the map shows a concep-
tualization of the executed strategy.

Example

We assembled Libica’s FSM out of the elements prepared thus far. Be-
cause the map is rotated, we placed on the left hand the nominal map pre-
pared in Step 8, and on the right hand the first two layers of all the partial
maps prepared in Steps 2 through 7.

Step 10 - Validate FSM

The validation of the Functional Strategy Map takes place in two steps:
individual feedback, and collective feedback. In our experience, these can
be conducted effectively through discussion with members of the team
either remotely by means of the Internet, for example or in a physical
meeting.

First round: Individual feedback

In the first round, the Functional Strategy Map assembled in Step 9
can be individually presented to each member of the target firm that was
interviewed, along with the question: Tn your opinion, is this abstraction an
accurate representation of what the organization does, in general terms? Indi-
viduals are asked to send their feedback directly to the facilitator.

By now, the facilitator will have sufficient knowledge of the organiza-
tion’s activities, both from the interviews and the validation session, to
judge the merits of the feedback.

The facilitator should retain, on a tentative basis, feedback that seems

to be based on fact, for further discussion with the group. The facilitator
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should, nevertheless, disregard pressure to embellish the map by remov-

ing unflattering features that are grounded in fact.

Second round: Collective feedback

The individual feedback is discussed with the group in a physical meet-
ing. In our experience, a two-hour time slot will suffice. All members of
the group are provided a copy of the revised strategy map, showing what-
ever tentative modifications were made on the map based on the individ-
ual feedback.

It is the facilitator’s task to balance two factors: keeping the map faith-
ful to the activities on the ground, and allowing the team to express the
ideas in terms that are familiar to them. It is important, after all, that the
team members identify the map as an accurate representation of the ob-
jectives, policies and choices of the supply chain strategy of the organiza-
tion.

After this collective feedback session has concluded, and all the recom-
mended changes have been done to the FSM, the final version is distrib-
uted to the members of the team.

Example

Libica’s FSM was validated through panel discussion. Individuals were
asked whether, in their opinion, the FSM was an accurate representation
of the objectives, policies and choices of the business unit’s supply chain.
The feedback of individuals, while kept anonymous, was then discussed
in a panel discussion. The map was revised as needed. The resulting FSM
is shown in Figure 17, back in Chapter 4. The boundary between the
nominal and executed strategies is denoted by a dotted line.



CHAPTER 6

evaluation criteria

nce we have captured the current supply chain strategy of the organ-

ization, it will be in the form of a conceptual map such as that shown

in Figure 17 (page 42). The conceptual map is like the X-ray plate
of a patient for a doctor, or an as-built blueprint for an engineer: it is a
factual description of the current state, a snapshot of how things are right
now. But it is not an assessment or evaluation of this current state: the
doctor still has to diagnose the patient’s ailment; the engineer still has to
evaluate the as-is design. That is the next step. The same for us: after cap-
turing the current supply chain strategy of an organization, we must
move to the task of evaluating it. But, how can this evaluation be done?

Rumelt’s Challenge

Back in 1979, Richard Rumelt — a scholar of business strategy — asked
a very fundamental question about strategy evaluation, in the form of an
“idealized problem.” We call it Rumelt’s Challenge. Reworded in terms of

supply chain strategy, it goes as follows:

Suppose one is given reasonably comprehensive descriptions of
an organization, its overall strategy, its supply chain and its en-
vironment; suppose one is also given a supply chain strategy for
consideration. What are the legitimate grounds for evaluating

63
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this supply chain strategy and to what theories, knowledge or
models can one turn for help in making such an evaluation?

Rumelt’s Challenge, thus reworded in terms of supply chain strategy,
presents us with basic questions for which the current supply chain man-
agement literature has no established answers. It is a straightforward yet
challenging question: how can we evaluate the merits and weaknesses of
a given supply chain strategy? And what criteria can we use for doing this
evaluation?

Our Approach
As part of the Supply Chain 2020 Project, we developed an approach

for the evaluation of the supply chain strategy. In line with our philoso-
phy, outlined in Chapter 1, our approach to evaluation makes no use of
‘best practices’ and relies heavily on the internal wisdom of the organiza-
tion. To use a phrase coined by Rumelt, our approach is based on “evalu-
ation criteria that are context free — that are always valid.”

Based on our experience, and on a close review of the literature about
the evaluation of business strategy (particularly Tilles 1963, Rumelt 1979,
Andrews 1991 and Porter 1996), we propose a set of basic evaluation cri-
teria that are always valid, and that can be useful to identify the strengths
and weaknesses of any supply chain strategy, independent of its industry.

This chapter is dedicated to presenting these evaluation criteria. The
next chapter will illustrate their use in the evaluation of the supply chain
strategy of an organization.

Evaluation Criteria

We propose the following set of criteria for the evaluation of the supply
chain strategy of an organization.

Coverage

The first criterion that we would like to propose is what we call coverage.
The idea of coverage is simple: a good supply chain strategy must be com-

prehensive. That is to say, it must address —or cover — each and every area
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of decision that matters for the supply chain of the organization. A supply
chain strategy with poor coverage, i.e. one that is not comprehensive, be-
cause it fails to address — or cover — one or more important areas of deci-
sion, cannot be deemed good, because of these blind spots in key areas.
Since coverage is about avoiding blind spots in the supply chain strat-
egy, its evaluation relies on expert knowledge of what areas matter to the
supply chain of a given organization. Coverage is about examining
whether the topics that are critical for a strategy have been identified and

are being addressed.

Clarity

The second criterion that we propose is what we call clarity. The idea is
pretty straightforward, too: the supply chain strategy of an organization
must be clear. For this, the strategy must not only be made explicit, but it
should also be made clear. Since we define a supply chain strategy as a
collection of objectives, policies and choices, it follows that a supply chain
strategy cannot be clear unless each one of the objectives, policies and
choices that compose it are clear. Each objective, policy and choice in the
SC strategy must be clearly understood by those making decisions based
on them.

Feasibility
The supply chain strategy of an organization must also be feasible. This
means that each one of its objectives, policies and choices must, in turn,
be feasible. In this context, being feasible means being realizable in prac-
tice given the competencies and resources (physical, human, financial,
technological, etc.) available to the organization, and the constraints of its
setting. Described as “appropriateness in the light of available resources”

by Tilles, feasibility is our third evaluation criterion.

Internal Consistency

Besides being comprehensive, clear and feasible, the supply chain strategy
of an organization must be consistent with itself. This property — which

we call internal consistency — is one of the most fundamental of all strategy
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evaluation criteria. It refers to things like “fit, unity, coherence, compati-
bility and synergy” (Andrews, 1991) among the different objectives, poli-
cies and choices that compose a supply chain strategy. We have found it
useful to think about the internal consistency of a supply chain strategy in
terms of three levels: compatibility, coherence and synergy.

Compatibility

The most basic level of internal consistency, what we call compatibility, is
about avoiding what Rumelt (1979) calls “gross inconsistencies” within a
strategy. At a minimum, the different objectives, policies and choices in a
supply chain strategy are expected to be compatible with each other. If
these objectives, policies or choices are not able to co-exist, then we have
a compatibility problem, which is the most severe form of internal incon-

sistency. Compatibility is our fourth evaluation criterion.
Coherence

Being able to coexist, however, is not sufficient: it is important that dif-
ferent elements of the supply chain strategy don’t cancel each other out.
The next level of internal consistency, what we call coherence, refers to
reduced antagonism among the different objectives, policies or choices in
the supply chain strategy. The idea of coherence is that these different
objectives, policies and choices in a strategy “cumulate or do not erode”
(Porter, 1996) — or at least erode as little as possible — each other’s positive
cumulative impact on the overall goals. Coherence is our fifth criterion.

“A key function of strategy is to provide coherence to organizational
action”, says Rumelt (1979), and warns that “problems of strategic incon-
sistency” may result in “conflict” and “bickering” across functions. Our ex-
perience shows that this is true also in supply chain strategy. One way to
promote coherence among seemingly competing objectives or policies is
to establish a clear precedence, or pecking order, among them.

Synergy

It is good that the objectives, policies and choices that make up a supply
chain strategy are not downright incompatible or mutually detrimental.
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But it is even better if they can work harmoniously, reinforcing each
other’s strengths. This is the third level of internal consistency, which we
call synergy. Synergy is the presence of desirable reinforcing relationships
— preferably mutual, but not necessarily so — between the objectives, pol-
icies or choices in the supply chain strategy. This way, they by mutually
reinforcing each other, the positive impact they have on supporting the
overall strategy of the organization is amplified. This is our sixth evalua-
tion criterion of the goodness of a supply chain strategy.

Coherence and synergy are — to a large extent — like two sides of the
same coin. However, there is an important difference between them:
whereas an absence of synergy is acceptable, an absence of coherence is
not. Think of lack of coherence as ‘anti-synergy’. In our experience, most
unresolved trade-offs are characterized by the presence of these ‘anti-syn-

ergy among concepts (i.e. among objectives, policies or choices.)

External Consistency

Besides being consistent with itself, a good supply chain strategy of an
organization must also be consistent with the outside, with the context in
which it operates. This expectation that a strategy should “both match and
be adapted to its environment” is called “consonance” by Rumelt (1979).
We call it external consistency, and we present it as the seventh criterion to
evaluate the merits of a supply chain strategy. The environment with
which the supply chain strategy should be consistent includes not only the
rest of the organization, but also the market and industry in which it com-
petes, or — in the case of non-competitive organizations — the setting in
which it operates. It also includes the world at large. “Consistency with
the environment” — described by Tilles (1963) as an “important test of
strategy” — is about whether its components “really make sense with re-

spect to what is going on outside”, both “now” and “in the future”.

Support

A supply chain strategy may be both clear and feasible, it may be compre-

hensive, it may be consistent with itself and its environment, and still not
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be any good if it provides no support to the overall strategy of the organi-
zation. The whole reason of being for the supply chain strategy of an or-
ganization is to support its overall strategy. For this to happen, each
component of the supply chain strategy — each objective, each policy and
each choice - must, in some way, either directly or indirectly, provide
support (that is to say enable, advance or help realize) some element of
the overall strategy. This is our eighth evaluation criterion. Any compo-
nent of the supply chain strategy that provides no support — directly or
indirectly - to the overall strategy, or whose net support is negative,
should be either eliminated from the supply chain strategy, or modified

so that this is corrected.

Sufficiency

It is not enough for each one of the components of a supply chain strategy
to provide some support to the overall strategy. It is necessary for them,
as a group, to support it sufficiently. Our ninth evaluation criterion, which
we call sufficiency, refers to the expectation that each one of the overall
objectives that have been set for the supply chain of the organization be
fully satisfied, and that the overall strategy of the organization be suffi-
ciently supported by the supply chain. Sufficiency should be realizable by
the combined support provided to the overall strategy by all the objec-

tives, policies and choices in the supply chain strategy.

Parsimony

As we have stated above, a supply chain strategy should provide the ex-
pected support to the overall strategy, given the constraints and possibil-
ities of the environment. However, if there is more than one way to
achieve the same level of support, given the same constraints and with all
other things being equal, preference should be given to the one that re-
quires the less resources (time, money, effort, etc.) Parsimony, the notion
that the supply chain strategy should only use the resources that are nec-
essary to provide the expected level of support to the overall strategy, is

our tenth evaluation criterion.
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Riskiness

Because of environmental uncertainty, market dynamics and incomplete
information, among other factors, every supply chain strategy has a cer-
tain level of risk. A good supply chain strategy should not represent more
risk to the organization than it is willing to face. This is what Tilles (1963)
called an “acceptable degree of risk” and Andrews (1991) later described
as a “feasible ... level of risk”. We refer to this notion as riskiness, and it is
our twelfth evaluation criterion: a good supply chain strategy should not

represent more risk than the organization is willing to accept.

Advantageousness

Some supply chains (but not all) serve overall strategies that are compet-
itive in nature. In the case of organizations operating in competitive set-
tings, having a supply chain strategy that can help them realize a
competitive advantage against others is highly desirable. This is what we
call advantageousness, a criterion that applies to supply chains in competi-
tive settings, regarding whether the supply chain strategy provides the
organization a unique differentiating competitive advantage. A supply
chain strategy is advantageous if it has the ability to provide, through the

supply chain, an additional competitive advantage to the organization.

Actionability

The last evaluation criterion that we propose applies mostly to supply
chain strategies that are not in place yet, but are being considered for im-
plementation. We call it actionability. It refers to the idea that, in order to
help bridge the gap between overall strategy and supply chain operations,
the supply chain strategy should be actionable enough. In other words, at
its lower levels of abstraction, near the operations end of the spectrum,
the supply chain strategy should be specific enough to serve as a good
guide for taking actions. A good supply chain strategy is actionable.

In the next chapter we will see how these criteria can be used to eval-

uate the supply chain strategy of an organization.



CHAPTER 7

applying the criteria

he evaluation criteria are useful to the extent they can be actually

applied in the evaluation of a supply chain strategy. In this section

we present how we have applied the evaluation criteria presented
above to the evaluation of supply chain strategies in past projects.

For an existing supply chain strategy, the evaluation process is con-
ducted after the capture process has been completed. The evaluation uses
as its starting point the validated FSM that describes this current supply
chain strategy. Alternatively, a supply chain strategy that is not currently
in place but is being considered for future implementation, can also be
evaluated, as long as it is expressed in the form of a FSM.

To conduct the evaluation, we must assemble a team of experts that
are familiar with the supply chain of the organization. These experts
should also be familiar with the FSM of the supply chain strategy that will
be evaluated. Preferably, they will have been involved in the capture pro-
cess. The evaluation is done by these experts working first individually,

and then as a team, and is facilitated by a neutral, independent facilitator.

Coverage

As we mentioned back in page 64, the criterion of coverage postulates
that a good supply chain strategy must be comprehensive, without blind
spots, addressing all the areas of decision that matters for the supply chain

70
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of the organization. Coverage is assessed by asking the individual experts,
separately, what areas of interest are not currently being addressed by the
supply chain strategy, as described in the FSM. The answers of the indi-
vidual experts are collected and shared with the group, without attribu-
tion to the individuals that provided them. These answers are then
discussed and expanded in a panel discussion with the whole group of ex-
perts.

The explicit nature of the FSM makes it relatively easy to identify the
areas of interest that are being addressed by the supply chain strategy, thus
making it also relatively easy for a group of experts familiar with the sup-
ply chain of the organization to identify the areas of interest that are not
being addressed (e.g. that are absent from the FSM).

In our projects so far there has not been a need for a mechanism more
refined than this to evaluate coverage. A provision we have found useful is
taking extensive notes, while the FSM is being built, of all comments re-
garding: (a) things the business unit could be doing but is not, and (b)
areas that seem relevant, for which the business unit has no clear estab-

lished policy. These comments may indicate shortcomings in coverage.

Examples

As a first example, let us mention the first supply chain strategy eval-
uation exercise we conducted. It was done with Unit-X, a business unit of
a specialty chemical manufacturer, the subject of our first project on the
subject of rethinking a supply chain strategy.

Evaluation of their supply chain strategy was the second in a three-
part project: the other two parts were capture and reformulation. Alt-
hough the whole project lasted two years, the evaluation phase lasted only
two months. As part of the evaluation phase, a group of experts from the
supply chain function were asked to consider, first individually and then
as a panel, the FSM that was prepared for Unit-X. Its second, third and
fourth levels are shown in Figure 21. They were convened as a panel for
half a day to evaluate the supply chain strategy, based on the FSM.
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Participants remarked that, through examination of the FSM, their
supply chain strategy was not properly addressing several areas of interest
for Unit-X, namely innovation, collaboration and organizational struc-
ture. These gaps were described by them as ‘shortcomings in coverage,
which suggested to us the idea of coverage as an evaluation criterion in the
first place.

A second example comes from our project with Libica, which we have
already mentioned before. It was the second project we conducted on the
subject of rethinking a supply chain strategy. Several of Libica’s supply
chain experts examined the FSM shown in Figure 17. Since they we had
helped prepare it, being involved in the capture process, they knew the
FSM was a thorough summary of their current supply chain strategy.
Through examination of this FSM, some experts realized that their strat-
egy had nothing to say about collaborating with customers, an area that

they considered increasingly important for their supply chain.

Clarity

As we mentioned back in page 65, the criterion of clarity postulates
that a good supply chain strategy must be explicit and clear; this in turn
requires each one of its objectives, policies and choices to be clear to those
making decisions based on them. Clarity is assessed by asking the experts,
individually, whether any of the objectives, policies and choices that make
up the supply chain strategy, as described in the FSM, is not clear. As we
did for coverage, the answers of the individual experts are collected and
shared with the group, without attribution to the individuals that pro-
vided them. These collected and anonymized answers are then discussed
and expanded in the panel discussion with the whole group of experts. So

far, we have not required a mechanism more refined than this.

Examples

In both our Libica and Unit-X projects, the group of experts assessing
the clarity of the concepts in their respective FSM were also involved in
the capture process. Possibly because of this, there were no clarity issues
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when evaluating their current supply chain strategies based on the FSMs.

Later in our project with Unit-X, something happened that made us
realize both the importance and relativity of clarity. The president of
Unit-X had hired a consulting firm to help develop a new vision for the
business unit. The resulting vision statement, shared with us, laid out
“four key business goals” for Unit-X, written in a way that their first let-
ters spelled out GROW. To achieve this acrostic, the first goal started
with the phrase ‘Grow spread”and the third one with the phrase ‘Own qual-
ity”. Although unintelligible to others, including us as external facilitators,
the meaning of these two phrases was very clear to the supply chain ex-
perts of Unit-X: “Grow spread” meant to increase the difference between
the cost of producing a good and the price it commands from the cus-
tomer, and “Own quality” meant to take personal responsibility for ensur-
ing the high quality of the product and technical service delivered to the
customer. When these two phrases were used as part of their revised sup-

ply chain strategy, the team was clear regarding their meaning.

Feasibility

As we mentioned back in page 65, the criterion of feasibility postulates
that a good supply chain strategy must be feasible, which in turn requires
each one of its objectives, policies and choices to be feasible. Feasibility is
assessed by asking the experts, individually, whether any of the objectives,
policies and choices that make up the supply chain strategy, as described
in the FSM, is feasible. That is to say, whether it is realizable in practice,
given the competencies and resources that the organization has or can
acquire, and the constraints of its current environment. As with other
criteria, the answers of the individual experts are collected and shared
with the group, without attribution, and are discussed by the panel of ex-
perts. So far, we have not required a mechanism more refined than this.

Examples

Since FSMs are built to characterize current supply chain strategies,
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they are a reflection of strategy as practice. The concepts in an FSM cap-
ture what is already in place. Possibly because of this, feasibility has - so
far — not come up as a big issue when evaluating the FSMs of current sup-
ply chain strategies in projects. It may be more relevant as a criterion
when evaluating proposed or tentative supply chain strategies that are be-
ing considered. For example, in our project with Libica, when the team
was considering a new supply chain strategy as a revision to their current
one, they decided to “move away from price, and into value and solutions”.
Before committing to this change in their supply chain strategy, the team
discussed whether this objective was feasible. They did so by discussing
by what means it could be achieved. Only after its feasibility was estab-
lished, was the objective accepted as part of the supply chain strategy.

An interesting example of a feasibility issue, not from one of our pro-
jects but from a company we are familiar with, is as follows. A food com-
pany in Latin America manufactures a portfolio of dairy products,
including yogurts in two dozen different flavors. The company distributes
and sells its products throughout one of the largest countries in South
America. A key channel for them is that of nano-stores: thousands of tiny
convenience retailers, with spaces no larger than a typical restroom, lo-
cated at a rate of four or five per block in the densely populated urban
areas of the capital city. According to one of the supply chain executives
of this company, a central objective of their supply chain strategy is to
have zero stock-outs of any of their products anywhere. I asked the exec-
utive to clarify the meaning of this objective, and she confirmed that it
meant what I feared it did: for the yogurts alone, for example, it meant
ensuring a perfect, 100% stock availability at all times for each one of their
two dozen yogurt flavors across the thousands of stores — including nano-
stores — in the capital city. Perfect availability of product across such a
fragmented retailer base would require keeping inventory levels or hav-
ing replenishment frequencies that are, in reality, not feasible given the
financial constraints of the company and the retailers. “Zero stock-outs
anywhere” may be useful as a dogmatic objective, as an ideal, but it fails as

a pragmatic objective. In practice, it does not pass the feasibility criterion.
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Internal Consistency

Internal consistency is evaluated level by level. Within each level, we ask
our individual experts, separately, to evaluate whether each concept
within a given level is consistent with each other concept in that level.
We have found it useful to prepare questionnaires that include a ques-
tion for each pair of concepts within a level, and offer answer choices in
the form of a Likert scale. Some scales that we have used are provided
below. The questionnaires are administered separately to the experts, and
their answers are consolidated to be discussed and validated by the group.
A mechanism we have found is useful for summarizing the answers
for discussion with the group is to arrange them in the form of a matrix.
Since they include data on evaluation, we usually refer to these as ‘evalu-
ation matrices’. Examples of these matrices will be provided below.
Below we discuss how we think it is possible to assess internal con-

sistency by asking questions in terms of compatibility, coherence and syn-
ergy.
Compatibility
One way to evaluate internal consistency is to ask questions about
compatibility. For every pair of concepts X and Y within a given layer of

the FSM, we can prepare a question of the form “Is [concept X] compati-
ble with [concept Y]?” A set of answer choices that can be used here is:

Yes, they are totally compatible
They are somewhat compatible
They are somewhat incompatible
No, they are totally incompatible

ok N =

I am not sure

This question would be included in the questionnaire to be adminis-
tered individually to the experts. The answers of each expert can then be
coded and aggregated, to calculate — for example - the percentage of the
respondents who described the relationship as ‘Compatible' (options 1 and
2), as 'Incompatible' (options 3 and 4), and as 'Unsure' (option 5).
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Example

Consider the following example, from our project with Libica. Figure
22 shows the second, third and fourth layers of the FSM of Libica (shown
originally in Figure 17). In order to facilitate explaining the process of
evaluation, we have highlighted the third layer of the map, and labeled its
concepts from B; through Bi;. To evaluate the compatibility of the con-
cepts in this layer, we prepared a series of questions, one for each pair of
concepts, asking about their mutual compatibility. For example, for the
pair of concepts B (“Focus our efforts on efficient distribution”) and B3
(“Deliver fast, accurately, safely and reliably”), there is a corresponding
question regarding whether B; and B3 are mutually compatible. In long
form, this question can be written as follows: “Is focusing our efforts on ef-
ficient distribution mutually compatible with delivering fast, accurately,
safely and reliably?”

A questionnaire containing questions like this for each possible pair of
concepts within a given layer was administered individually, in the form
of an online survey, to the group of experts. To reduce fatigue, and since
our expert team was relatively large (23 members), we gave every expert
only half the questions. Their answers were then summarized by calcu-
lating what percentage of the respondents had said the two concepts in a
given question were incompatible (answer options 3 and 4). These percent-
ages are shown in Table 2. In gray are the cells with values higher than
25%, an arbitrary threshold chosen to highlight the greatest values.

Reading this matrix, we learn - for example - that 73% of the respond-
ents expressed the view that Bg and Bs are either somewhat or totally in-
compatible. The matrix itself was shared with the group of experts, but to
help them assimilate it, we also expressed the most outstanding incom-
patibilities in words and graphically. For example, verbally we told the
group of experts that “Addressing the direct-to-store and bulk needs of
national accounts” was judged by them to be at least partly incompatible
with “Helping independent retailers be more competitive.” We expressed
all the incompatibilities greater than 25% in this form, for discussion with
them.
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B2 0%
B3 0% | 27%
B4 0% 0% 0%
B5 | 27% | 18% | 18% | 9%
B6 0% 0% 0% | 0% | 9%
B7 9% 0% 9% | 0% | 15% | 38%
B8 0% 0% 0% | 0% | 9% | 73% | 38%
B9 0% 0% 0% | 0% | 23% | 9% 0% | 18%
B10 | 0% 0% 0% | 0% | 10% | 18% | 0% 0% | 18%
B11 | 0% 0% 0% | 0% | 0% 0% 0% | 18% | 0% 8%
B12 | 8% 0% 0% | 0% | 9% 0% 0% | 15% | 0% 9% | 0%
B1 B2 B3 B4 B5 B6 B7 B8 B9 | B10 | B11

Table 2: Summary of compatibility answers for the third level of Libica’s FSM

We also represented graphically each one of the five greatest incom-
patibilities found in the matrix, as shown in Figure 23. This graph com-
municates all five incompatibilities in a clean and concise manner.
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Figure 23: Graphical representation of incompatibilities

The left part of this figure shows a three-way incompatibility among
objectives that seek to serve customer segments differently according to

their needs while using the same logistics configuration in their supply
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chain to serve all segments. “To me, it was like a light bulb went off...,”
said their Senior VP of SC, describing his reaction to the findings of our

compatibility evaluation: “We are trying to do everything!”

Coherence and Synergy

Another way to evaluate internal consistency is to ask questions about
coherence and synergy. In past projects, we have found it useful to com-
bine both concepts into a single question. For every pair of concepts X
and Y within a given layer of the FSM, we can ask whether concept X
“helps” or “reinforces” concept Y. Answer choices could be as follows:

Yes! It provides crucial reinforcement

Yes. It provides significant reinforcement

It may provide reinforcement, but only a little
It makes very little or no difference

It may be detrimental, but only a little

No. It is significantly detrimental

No! It is absolutely detrimental

0 N S TR N~

I am not sure

Providing answer options like this allows respondents to indicate, in their
response, either the presence of synergy or the absence of coherence. This
question would be included in the questionnaire to be administered indi-
vidually to the experts.

The answers of each expert to the question can then be coded and ag-
gregated. In the past, we have coded the answer options as follows: option
1 is coded as +3 (or even +4), option 2 is coded as +2, option 3 is coded as
+1, option 4 is coded as 0, option 5 is coded as -1, option 6 is coded as -2,
option 7 is coded as -3 (or even -4), and option 8 is coded as either O or
left empty.

For each question, the averages of the coded answers from the re-
spondents can then be arranged in the form of a matrix. In this matrix,
negative values would indicate a lack of coherence, i.e. detrimental interac-
tions between concepts, where one of them is detracting from another.
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Likewise, positive values in the matrix would indicate synergy. Symmet-
rical positive values, i.e. positive values that occur in pairs at opposite
sides of the long diagonal of the matrix, indicate a mutually reinforcing

relationship between concepts.

Examples

Consider the following examples, from our project with Unit-X. Fig-
ure 21 shows the second, third and fourth layers of the FSM of Unit-X.
In order to facilitate explaining the process of evaluation, we have labeled
its concepts: those in the third layer (the middle one in the figure) are
labeled from B; through Bs. To evaluate the compatibility of the concepts
in this layer, we prepared a series of questions exploring whether each of
the concepts helps, reinforces or erodes each other concept in the same
layer. For example, there is a question that explores whether B, (“Manu-
facture in high volume plants”) helps B4 (“Deliver best-in-class service”).
In long form, this question can be written as follows: “Does manufacturing
in high volume plants help us deliver best-in-class service?”

As opposed to a question about mutual compatibility, a question about
whether a concept reinforces (or erodes) another one is not necessarily
bidirectional. So there is a separate question that mirrors this one but has
the concepts in the other order, a question that explores whether B4 “helps”
B,, which reads: “Does delivering best-in-class service help us manufacture in
high volume plants?”

A questionnaire containing questions like this for each concept’s rela-
tionship with every other concept in its layer was administered individu-
ally, in the form of an online survey, to the group of experts. Their
answers were then coded as stated above, and an average value of the an-
swers was calculated for each of the question. These averages were then
arranged in the form of a matrix, which is shown in Table 3.

For each question, besides the average value for the answers, we also
calculated the standard deviation of the answers. This would help us iden-
tify which answers had the biggest dispersion among respondents, which

would suggest areas of disagreement in their assessment of coherence.
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B1|B2| B3 B4 BS5|B6 B7 B8

B1 ‘ ‘0.6 14/-0.1 04|04 14 04
5210.5‘ 0.4 -0503[0.2 09 1.1

B3 0.0 03 0404|0812 04

B4 -0.1-0.8 2.2 -08/-1.2/1.9 /1.8

B5/3.0/ 1.8 1.3 -09 0217 1.0

B6 2.1 -1.11.1/-1.3 0.3 ‘1.6 0.4

B7 0.0/0.0/16 04 0.0/00 0.3

B8 0.1/05/1.8/1.0-0.3/00 04

Table 3: Matrix showing average scores for coherence/synergy

In this matrix, each cell refers to a possible relationship where once con-
cept helps/hurts another concept. In the matrix, he column headers indi-
cate the concept exerting the action (the ‘active’ concept) whereas the row
headers refer to the concept receiving the action (the ‘passive’ concept) in
the relationship being evaluated in that cell. Reading this matrix, then, we
learn - for example — that, based on the average of the responses from our
group of experts, concept By is a little detrimental to concept Bg (given
the average value of -1.1 for this relationship).

To make it easier to derive insights, we decided to identify the cells
that had absolute values higher than %. This is shown in Table 4.

B1|B2|B3 B4 B5|B6 B7|B8
B1 + |+ +
B2 | + - + |+
B3 + |+
B4 -+ - -+ |+
B5| + + + - + +
B6 | + - + | - L +
B7 + o
B8 + |+ o+ ]

Table 4: Matrix highlighting the stronger positive and negative values
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In that matrix, cells with a positive sign indicate that this relationship
was assessed as positive (i.e. supportive, helpful, reinforcing) on average,
above a +2 threshold. A negative sign, on the other hand, means that this
relationship was assessed as negative (i.e. eroding, detrimental) on aver-
age, below a - threshold.

Both the matrices with numbers and signs were shared with the group
of experts. As before, to help them assimilate it, we also expressed the
stronger reinforcing and detrimental relationships both in words and
graphically. We also shared with the group of experts a summary of re-
ciprocal relationships we identified in the matrix. Table 5 shows the re-
ciprocal positive relationships we found in the matrix, i.e. the cases where
a concept both gives help and receives help above the +Y threshold.

B1|B2 B3 B4 B5 B6 | B7|B8

B1 + + +

BZQ)N\ ®++
s | +N (0

B5 | + + + +
o+ () .
B7 +

B8 ®+ +

Table 5: Reciprocally reinforcing relationships

Figure 24 represents the same relationships graphically.

FP, Minimize the — FP, Manufacture — FPg Be the quality ~—EP, Deliver best-
H i 4
cost of procured t,| in high volume 't and knowledge Tt imclass service

materials plants leader

FP; Operate with
the lowest
working capital

FP; Work as
an integrated
organization

FP, Develop a

¥  consensus

demand forecast

Figure 24: Reciprocally reinforcing relationships, represented graphically
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What Figure 24 reveals is precisely some of the synergies that exist
within the supply chain strategy of Unit-X. We also looked at the anti-
synergies, i.e. the instances where a lack of coherence results in mutually
detrimental relationships between concepts. Table 6 shows the reciprocal
negative relationships we found in the matrix, i.e. the cases where a con-
cept both hurts and is hurt by another, below the -% threshold.

B1 B2 B3 B4 B5|B6 | B7|B8

B1<
2 N (-
B3

se (I ()

BS [ [ _

B6 - _

B7

B8

Table 6: Reciprocally detrimental relationships

Figure 25 represents the same detrimental relationships graphically.

B. Achieve
the lowest |,—

"~ delivered NT=
cost

Bg Operate with
the lowest
working capital

B, Manufacture B, Deliver
in high volume |*=7 best-in-class
~— .
plants service

Figure 25: Reciprocally detrimental relationships, represented graphically

What reveals Figure 25 is precisely a lack of coherence that exist at the
core of Unit-X’s supply chain strategy, involving their objectives for man-
ufacturing, inventory levels and customer service. “You've hit the nail on
the head,” said Unit-X’s VP of Supply Chain, adding that “This is a very
good crystallization of things.” He confirmed that the “conflict is a very,
very important item right now”, one of “the fundamental issues we're
struggling with”. In the case of Unit-X, their reticence in establishing a

clear precedence, a pecking order among these competing objectives,
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helped perpetuate these conflicts and adversely affected the coherence of
their supply chain strategy.

The evaluation of coverage and internal consistency (compatibility,
coherence and synergy) takes place within layers of the FSM. For exam-
ple, consider the three middle layers of Unit-X’s FSM as shown in Figure
21. For example, we can evaluate the coverage or internal consistency of
the concepts found in the middle layer of the FSM, whose concepts we
have labeled B; through Bs. We can also evaluate coverage and internal
consistency for concepts found in the higher layer, for concepts A; - As,
or for the lower layer, for concepts Ci — Cs1. Coverage and internal con-
sistency are evaluated along the thematic range (Figure 26), a layer at a time.

Thematic Range

Figure 26: Schematic of Thematic Range for Libica’s FSM

Support

Supportis evaluated following a logic similar to the one used above, but
along the strategy operations continuum, across levels of abstraction (Fig-
ure 27). For every pair of concepts on adjacent layers of the FSM, we can
prepare a question of the form “Does [the concept in the lower level] help
us [concept in the higher level]?” Instead of ‘help us’, we can also ask “Does
[lower concept] help us achieve our goal of [higher concept]?” For example,
in the case of Unit-X’s FSM (Figure 21), for each concept between B; and
Bs, there will be a question asking whether that concept supports each
one of the concepts in the layer above them, from A; to As.
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Figure 27: Schematic of Strat-Ops Continuum for Libica’s FSM

Likewise, for each concept between C; and Cji, there will be a ques-
tion asking whether that concept supports each one of the concepts in the
layer above them, from By to Bg (see Figure 28).

Figure 28: Support from concepts in one level to those in the next higher level

Answer choices for these questions could be as follows:

Yes! It provides crucial support to the goal
Yes. It provides significant support to the goal
It provides only a little support to the goal

It makes no difference for this goal

It detracts only a little from the goal

No. It significantly detracts from the goal
No! It completely detracts from the goal

N T N N T

I am not sure
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The answers provided by individual respondents to these questions
are coded in order to be analyzed. An approach to coding that has proven
useful is to calculate the percentage of the respondents who described the
relationship as 'Supportive’ (options 1 and 2), as 'Detrimental ' (options 6
and 7), as 'Mostly neutral (options 3 through 5) and as 'Unsure' (option 8).

These four percentages are arranged in four separate matrices. Each
value is put in the cell that corresponds to the question for which it was
calculated. To facilitate reading the matrices, one may highlight cells that
contain values above a certain threshold. No threshold value applies to all
instances, so we recommend trying out different thresholds values. In
previous projects we have used 50%, 33% and 25% as thresholds, to high-
light values that indicate when at least half, a third or a quarter of re-
spondents, respectively, answered in a given way. There are several ways
to derive insights from the matrices thus prepared. Sometimes simple in-
spection will reveal an interesting pattern, whereas in other instances it
is useful to express, both verbally and graphically, the relationships that
correspond to the highlighted values in each matrix. Verbally, each rela-
tionship can be expressed using a statement of the form: "X% of respondents
expressed that Y supports Z" "X% of respondents expressed Y is detrimental for
Z" etc. Graphically, several relationships can be expressed using a concep-
tual diagram, where concepts are depicted as boxes, with lines connecting

them to illustrate supportive or detrimental relationships.

Example

Below is an example of evaluating support from our project with Unit-
X. In their FSM (Figure 21), the fourth strategic pillar (labeled A4) reads:
“Pursue innovation on high margin niches.” The third principle (labeled B3)
reads: “Work as an integrated organization.” The questionnaire, adminis-
tered to Unit-X’s experts individually, included a question about the sup-
port B; provides to A4. The question read as follows: “Does working as an
integrated organization help us to pursue innovation on high margin niches?”
The experts’ answers to this and every other question about evaluation
were coded as described above, and matrices were created. Table 7 pre-
sents the matrix highlighting supportive values, using 50% as threshold.
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Inspection of this matrix suggests that B3 is largely supportive of all pillars.

Bl B2 B3 B4 B5 B6 B7 B8
Al | 50% | 10% | 70% | 70% | 60% | 10% | 50% | 60%
A2 | 60% | 50% | 60% | 20% | 90% | 20% | 40% | 50%
A3 | 90% | 70% | 80% | 10% | 89% | 40% | 70% | 0%
A4 | 10% | 0% | 50% | 10% | 20% | 0% | 10% | 30%
A5 | 40% | 20% | 60% | 50% | 50% | 20% | 30% | 40%

Table 7: Matrix showing supportive values

The presence of these supportive values is a good sign of the strength
of the supply chain strategy; providing support is its lifeblood, its main
purpose. It is also interesting to notice the absence of supportive values.
For example, notice in Table 7 that Bs (a principle stated as “Operate with
the lowest working capital”) is not providing support above the 50%
threshold to any of the pillars. Admittedly, the 50% threshold was an ar-
bitrarily selected value, but as a tool for comparing the relative strengths
of the different principles, it shows that of all the principles from B
through Bs, the B¢ principle is the one that provides the least support to
the pillars of the business strategy, based on the assessment of the experts.

A concept can provide support to others above it. But it can also pro-
vide no support, or even be detrimental to other concepts above it. Table
8 presents the matrix highlighting detrimental values, using 50% as
threshold.

Bl B2 B3 B4 B5 B6 B7 B8

Al | 50% | 60% | 20% | 30% | 40% | 80% | 50% | 40%
A2 | 40% | 40% | 30% | 70% | 10% | 70% | 60% | 50%
A3 | 10% | 10% | 20% | 30% | 0% | 60% | 30% | 70%
Ad | 70% | 60% | 50% | 80% | 60% | 80% | 90% | 70%
AS | 60% | 50% | 30% | 50% | 40% | 50% | 60% | 50%

Table 8: Matrix showing detrimental values

Inspection of this matrix suggests that principle B¢ is largely detri-
mental to all the strategy pillars. This begs the question of whether Bg is
a sound principle to be at the core of the supply chain strategy. If you recall

from the coherence evaluation above, Bs was also at the center of a key
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conflict between competing objectives in the supply chain strategy.
Another insight that can be glimpsed from the Table 8 matrix is that

all principles of the supply chain strategy seem to be detrimental to Ay,

one of the pillars of Unit-X's business strategy, which reads “Pursue inno-

vation on high margin niches”. You may remember from our coverage
evaluation above that one of the blind spots in Unit-X’s supply chain
strategy was innovation. This makes us wonder: if the principles of the
supply chain strategy are not supporting the innovation pillar, and inno-
vation seems to be a blind spot in the supply chain strategy, Unit-X’s sup-
ply chain strategy is falling short in terms of innovation. This should be

cause for concern.

Sufficiency

Sufficiency is evaluated by asking the individuals what objectives (e.g.
concepts from higher levels) are not currently being sufficiently satisfied
by the supply chain strategy. Are the strategy pillars being satisfied by the
cumulative support they receive from the supply chain strategy princi-
ples? Are the supply chain strategy principles being satisfied by the cumu-
lative support they receive from the supply chain strategy imperatives?

In the past we have used two different approaches to assess sufficiency.
The first is very simple: during the interviews of the capture process, and
during the evaluation process for other criteria, we listen for comments -
grievances would be a better word - the experts may have regarding
shortcomings of the supply chain, ways in which the supply chain is fall-
ing short of expectations. This has worked for evaluating the sufficiency

of current supply chain strategies.

Example

An example of a sufficiency shortcoming comes from our Libica pro-
ject. Libica’s core strategy, as seen in the left-most concept of Figure 17,
is to “Make our customer’s business less complex and more cost effective.”
After considering the question, the team of experts agreed that this goal
was not being fully satisfied by the cumulative support it receives from all
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the concepts under it: pillars, principles, imperatives, policies and choices.
39}

Another approach to assessing sufficiency, which we have not tried
yet in one of our projects but seems promising, is by means of questions,
as we have used for other criteria above. For each concept X in a high-
level, we would ask the question “To what extent is X being satisfied as
an objective?” The answer choices could be as follows:

Yes! It is fully satisfied
Yes. It is mostly satisfied
It is partly satisfied

No. it is mostly unsatisfied
No! It is fully unsatisfied
Tam not sure

S LA N =

The individual answers from the experts are aggregated and presented
to the group for validation and discussion. This approach was used by two
of our students in a master’s thesis we advised. We intend to apply it in

the next supply chain evaluation project we may conduct.

About the remaining criteria

The evaluation criteria that we have discussed above with detailed ex-
amples are the ones that were developed as part of the SC2020 Project.
W e have more experience using them for evaluation. The remaining cri-
teria, namely external consistency, parsimony, riskiness, advantageous-
ness and actionability, were proposed after those projects were
completed.

It is possible, retroactively, to identify examples for these newer crite-
ria based on the data from our past projects. For instance, to illustrate the
criterion of external consistency, we could mention that in our project
with Unit-X we found an external inconsistency between the firm’s in-
tention of retaining their market share in premium products mostly
through high product quality (e.g. without heavy investment in product
innovation), and the fact that the new premium products in their industry
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were all the result of innovation.

However, better examples can be obtained by applying the criteria ex-
plicitly and directly in the evaluation of a supply chain strategy in a pro-
ject. Once new projects are conducted, the newer criteria will be applied

and richer examples will be collected, which will be included in future
editions of this text.



CHAPTER 8

reformulating your SCS

n page 10, we outlined the three basic challenges involved with re-

thinking your supply chain strategy (Figure 29). We mentioned that

the first challenge was how to assess your current supply chain strat-
egy. By this we meant both knowing what supply chain strategy you have
in place and recognizing its strengths and weaknesses.

Challenge 1 Challenge 2

Assess your current i Anticipate future
supply chain strategy i supply chain needs

¥ ¥

Challenge 3

Craft an improved
supply chain strategy

Figure 29. The basic challenges of rethinking a supply chain strategy

By now it should be clear that overcoming this first challenge is the
goal behind the techniques presented in the previous chapters. Our
method to capture the current supply chain strategy of an organization
and to evaluate its strengths and weaknesses have proven useful aids to
assessing existing supply chain strategies. This takes care of Challenge 1.

The second challenge we discussed was how to anticipate the future supply
92
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chain needs that the organization may encounter. We mentioned that
these future needs will depend, in part, on factors beyond the organiza-
tion’s control, such as the market and the industry in which the company
will compete, or — in the case of not-for-profit organizations — the envi-
ronment in which they will operate. We called these external elements
(page 30) and mentioned they include guidelines from the parent organiza-
tion, as well as local factors, i.e. variables that are beyond the control, but
not beyond the influence, of the organization, and driving forces, i.e. vari-
ables that are beyond both the control and influence of the organization.

Local
Factors

Parent
Organization

Figure 30: The external elements: beyond the organization’s control

Local factors and driving forces have a significant effect on the future
needs of the organization and the supply chain. Our colleague Dr. Shardul
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Phadnis has written at length about how a technique known as scenario
planning can be used to anticipate the future effects of driving forces (DF)
and local factors (LF) on a supply chain strategy. In a scenario planning
exercise for a business unit, for example, the industry and larger business
environment is explored to identify major driving forces that are chang-
ing, while the market is scanned to identify local factors that may be either
changing on their own or may be impacted by the driving forces.

Scenario

Figure 31: Scenario planning explores possibilities of DFs and LFs

By considering multiple plausible yet challenging combinations of the
variations in driving forces and local factors, a set of scenarios can be con-
cocted (Figure 31), each one pulling the mind of the manager in a partic-
ular direction. The implications of each scenario on the business can be
considered, and robust implications can be identified. A subset composed
of the robust driving forces and local factors can also be extracted. For
more details on using scenario planning for supply chain strategizing, the
reader is referred to the doctoral dissertation of Dr. Shardul Phadnis, “In-
fluencing managerial cognition and decisions using scenarios for long-range
planning”(MIT, 2012).

When we are rethinking a supply chain strategy for a time horizon
that extends far into the future, a conscientious use of scenario planning
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can help an organization overcome Challenge 2. But it is not always nec-
essary: for example, when we are rethinking a supply chain strategy to fix
more immediate problems, with a mid-term horizon in mind, conducting
a formal scenario planning exercise may not be necessary. In those cases,
a sound, agreed-upon overall strategy, along with a clear understanding
of the present environment of the organization, should suffice.

Finally, as we mentioned before, the third challenge is to craft an im-
proved supply chain strategy for the present and the future. This new
supply chain strategy, we argued, must support the expected future strat-
egy of the organization, and be able to function in the future environment
of the organization as envisioned in the scenario planning exercise. At the
same time, this new supply chain strategy should retain or improve all the
good features of the current supply chain strategy as identified in the eval-
uation, while fixing as many of its weaknesses as possible. We argued that
this triple goal of fully supporting a new set of objectives while at the same
time alleviating — or eliminating — the current shortcomings of the supply
chain strategy and avoiding unnecessary changes to the current state, is
not an easy one.

Progressive Formulation

Below we present our approach to reformulating the supply chain

strategy of an organization. We call this approach Progressive Formulation.

Who is involved

To conduct a Progressive Formulation exercise, we will need a team
of experts, a senior leader to serve as sponsor, and a neutral facilitator.

The team. Progressive Formulation is conducted by a team of experts,
with the help of a neutral facilitator. The team of experts should be famil-
iar with the outcomes of the capture and evaluation exercises. If a scenario
planning exercise was conducted, they should be familiar with it as well.
They should have a working knowledge of the business, market and in-
dustry, and should be willing to engage in the formulation exercise with
an open mind and a positive, constructive attitude.
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The sponsor. Progressive Formulation may be taxing, and it has a
warm-up period before things click into place. To keep the team of ex-
perts engaged until the purpose of the exercise becomes clear, it helps to
count with the leadership of a senior person that can serve as sponsor of
the project, and who can champion it to keep the team engaged.

The facilitator. As before, an external and neutral facilitator with no
skin in the game will be in charge of running the exercise. It is important
that this facilitator does not answer or report to — formally — to the spon-
sor, and is seen as an independent party, an honest broker to help the team
navigate the complex task of reformulating their supply chain strategy.

Figure 32: Team of experts doing Progressive Formulation

Required Inputs

The starting point for the reformulation is the current supply chain
strategy of the organization. Therefore, one of the required inputs for the
exercise is the output from the capture exercise, the FSM, which charac-
terizes — in an activity-based manner - the current state of affairs. An-
other input is the result of the evaluation exercise. Knowing what is right
and what is wrong with the current supply chain strategy will make it
easier for the team to retain as many of the strong points of the current
supply chain strategy as possible, while allowing them to modify the
weaker ones. The extent to which the current state is retained will depend
on how drastic are the changes needed for the new supply chain strategy.

A third input that should be provided to the team is a clear statement
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of the overall strategy of the organization, composed at a minimum of a
core strategy statement and a set of strategy pillars that elaborate on it.
Finally, if the reformulation is done for a long time horizon and a scenario
planning exercise was conducted, the insights derived from it should also
be provided to the team, in order to be considered during the reformula-
tion of the new supply chain strategy. These last two inputs (external fac-
tors and overall strategy) are shown in terms of our model in Figure 33.

Driving
Forces

Local
Factors

Parent
Organization
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1
1
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Figure 33: Starting point for Progressive Formulation

Steps

Progressive Formulation starts at the highest level of abstraction that
will be reformulated. The team of experts is gathered in a well-lit room,
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with the sponsor and facilitator. The room’s walls are wide, accessible and
clear of obstacles, so that people can either post their ideas in pieces of
paper or (if walls are whiteboard) write them down directly on the wall.

Guided by the facilitator, the team will do the following tasks.

For each level, do Steps 1 through 6:

Step 1: Identify relevant areas of decision
Using the prerequisites as input, the team identifies the areas of decision
that matter at this level of abstraction. Identifying all the relevant areas

of decision is a first step towards satisfying the coverage criterion.

From the perspective of the working model, the objective of the Pro-
gressive Formulation exercise is to populate the supply chain strategy (e.g.
the space within the dotted line polygon of Figure 33). Towards this goal,
a useful first step is to demarcate the Thematic Range of the discussion by
identifying a list of areas that must be addressed by the new supply chain
strategy. These thematic areas that must be addressed by the new supply
chain strategy are what we call the areas of decision. Areas of decision are
the answer to the question, “What should our supply chain strategy talk
about?” A good area identifies a topic (e.g. “Inventory” is a good area),
without necessarily pointing towards a preferred direction (e.g. “Lower
Inventory Levels” is not a good area, since it points towards a preference.)
Areas of decision are placeholders across the thematic range (Figure 34.)

Y .
Areas of Decision

Figure 34: Areas of decision as placeholders across the thematic range
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Areas of decision fall, in broad terms, under two categories:

e Areasof interest are the themes that interest us and in terms of which
we define success, but that do not necessarily belong to anybody in
particular, being more of a shared responsibility for the whole organ-
ization. Areas of Interest from projects past are: Cost, Quality, Ser-
vice, Visibility, Flexibility, Traceability, Resilience, Efficiency, and
Sustainability.

e Areas of activity are the themes that occupy us. They describe a type
of activity for which someone is given responsibility. Areas of Activ-
ity from projects past are: Procurement, Manufacturing, Sales, Trans-
portation, Warehousing, Marketing, Customer Service, Inventory
Management, and Information Management.

In some cases, the distinction between an area of interest and an area of

activity is somewhat arbitrary: for example, Quality is an area of interest,

but quality control is an area of activity. These cases occur when the or-

ganization has already assigned responsibility for that area of interest to a

particular party or group within the organization.

Some of the areas of decision may be grouped by theme into a hierar-
chy of super-areas, areas and sub-areas. For example, under the area

» o«

“Costs”, the team could place sub-areas like “Transportation Costs”, “Pro-
curement Costs”, “Manufacturing Costs”, “Warehousing Costs” etc. As a
rule of thumb, based on previous projects, the team should strive to iden-
tify between three and five areas of decision for each Pillar. So, for a busi-
ness strategy with four Pillars, the team should identify between 12 and

20 Areas of Decision (including areas and sub-areas).

Step 2: Sequence the areas of decision
The team decides how to sequence these areas for decision-making. This
is done based on the relationships of precedence and dependency that may
exist among them, and their relevance for achieving the overall strategy.

Once the areas of decision have been identified and listed, the team is

asked to determine the sequence in which these areas will be considered.




100 | MIT SCS LAB

The sequence is determined on the basis of both precedence and rele-
vance. Precedence refers to the relationships of dependency that may exist
between decisions made within given areas. For example, it makes little
sense to make a decision in the area of Information Management until we
have decided what we want to do in other areas, like Inventory or Cus-
tomer Service. In general, areas of interest are given precedence over areas
of activity. Relevance refers to the relative importance that attention to an
area has for satisfying the overall strategy. For example, for a given busi-
ness strategy, Quality may be more relevant than Cost.

Y T
Areas of Decision

Figure 35: Sequenced areas of decision

Sequencing the areas for decision making is not the same as determin-
ing how valuable an area is to an organization or its public image. Teams
often struggle to determine a sequence for making decisions along the ar-
eas, because they mistake this sequencing with a ranking of the areas based
on their importance. There is a tendency, for example, to push areas like
“Environmental Impact” or “Workplace Safety” to the front of the line,
simply because leaving them for the end of the list makes them look like
an afterthought, as if they mattered less than other areas.

However, sequencing and ranking are different tasks. A useful analogy
to understand this difference is to compare the sequencing of the areas of
decision with the “right of way” of cars in an all-way stop. Since all the

areas of decision will have a chance to “move forward”, the sequencing is
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not about eliminating some areas in favor of others. Instead, it is about
establishing an order in which we want to make decisions regarding these
areas. Because of the layer-by-layer approach of progressive formulation,
it is possible to ensure that every area — even the last one in the sequence
— gets its say in the new strategy. Ensuring a minimal environmental im-
pact and maintaining high levels of workplace safety can be achieved even
if these were the two last areas in the decision-making sequence above.

Then, for each area:
Once the areas have been identified and sequenced, the team will do Steps
3 through 5 for each area, working one area at a time, and starting with
the first area in the sequence at the current level.

Step 3: Assess the current concept
If the current SCS has a concept for this area and level, the team evaluates
it in terms of the evaluation criteria. If the team is satisfied with the cur-
rent concept, they can skip Steps 4 and 5, and go to the next area.

Step 4: Generate several new concepts
Generation is about bringing innovative and creative thinking into the
strategizing process. The team is asked to generate new concepts, as al-
ternatives to the current concept in this area and level.

Step 5: Select the best concept
Selection is about bringing rigorous and selective thinking into the pro-
cess. The team selects the best concept for this area and level - in terms of
the evaluation criteria - from among those available.

Go to next area
Once a concept has been agreed upon for this area, we move to the next
area in the sequence, and repeat steps 3, 4 and 5 for that area. This process
is repeated until all the areas in this level have been addressed.

The purpose of Step 3 is to avoid unnecessary changes. For each area
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of decision and level of abstraction, the team discusses whether the cur-
rent concept satisfies the evaluation criteria presented in Chapter 6. This
is akin to asking: "Is the current concept good enough, or should we try
to do better?" If the criteria are satisfied, the concept can be kept, and
Steps 4 and 5 can be skipped.

The purpose of Step 4 is to innovate: since it has been determined by
the team that they could do better, a concept needs to be to found. Step 4
is about proposing as many new good ideas as possible regarding how to
improve this part of the supply chain strategy. The facilitator should fos-
ter innovative, and creative thinking when facilitating this step.

The purpose of Step 5 is selection: the goal is to select the best concept
among the alternatives to replace the weak or blind spots of the current
supply chain strategy, in a manner that is internally consistent and strate-
gically aligned with the business strategy.

In order to be selected, a concept should be (a) clear, (b) feasible in the
given context and environment, (g) more supportive of the concepts above
it and of the overall strategy than the alternatives, and (c) more parsimo-
nious in providing that level of support than the alternatives. It should also
be not only (d) compatible with every other concept that has already been
selected or retained, but also (e) more coherent (e.g. less detrimental to)
and if possible, (f) more synergistic with all other concepts already selected
or retained than the alternatives.

Step 6: Verify level-wide sufficiency
When Steps 1 through 5 have been done for all areas in the current level,
we examine whether the concepts at that level are sufficient to satisfy the
ones in the level above. If they are not, revisit Steps 1 through 5 as needed.
It is possible to modify the existing concepts and/or to add new concepts

in the areas, in a second pass, until sufficiency is achieved at this level.

Steps 1 - 5 are first applied at the level of Principles (Figure 36). Step
6 checks that, taken together, the Principles sufficiently satisfy the Pillars.
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Figure 36: First, steps 1 through 6 are applied at the level of Principles

Go to next level
When we are done with that level, we move to the level below it. The

same sequence of Steps 1 through 6 is repeated for that level.

Figure 37: Then, steps 1 — 6 are applied to the level of Imperatives

Once we are done with the level of Principles, we move to the next
level: steps 1 - 5 are repeated for the level of Imperatives (Figure 37). Step
6 checks that, taken together, the Imperatives sufficiently satisty the Prin-
ciples. Likewise, once we are done with the level of Imperatives, the same
process is repeated for the level of Policies and Choices (Figure 38).

When Steps 1 through 6 have been completed for all the relevant levels

of abstraction, the Progressive Formulation exercise is complete.
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Figure 38: Finally, steps 1 - 6 are applied to the level of Policies and Choices

The resulting set of Principles, Imperatives, Policies and Choices con-
stitutes our new supply chain strategy. What remains to be done is to de-
cide how to implement these Policies and Choices in the field, in the form
of Operational Practices across the supply chain. If it is deemed necessary,
it is possible to continue the process of Steps 1 through 6 unto the next
level of abstraction, that of Operational Practices. Although we expect it
should work out fine, however, we have never done that in practice.

From Specification to Elaboration

From our first-hand experience - first creating and then applying the
Progressive Formulation method in several projects — we have learned
that, even though the sequence of steps used in each level of abstraction
is the same, the way the sequence is applied --- more specifically, the way
the concepts are generated and selected --- at each level is not the same.
The nature of the concepts changes as we move down the strategy-oper-
ations continuum, and as such, the process of rethinking these concepts
feels different from level to level.

Since concepts in the higher levels of abstraction (such as Principles
and Imperatives) are more about purpose, generating and selecting con-
cepts at these higher levels is about clearly stating the objectives that the
business unit expects its supply chain strategy will fulfill. Taken together,
these objectives specify the desired outcome, and thus provide a definition
of success for the supply chain strategy. We refer to this stage of the Pro-

gressive Formulation as specification. Experts with strategic vision should
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be involved in this stage of the process.

Likewise, since concepts in the lower levels of abstraction (such as Pol-
icies and Choices, and Operational Practices) are more about practice,
generating and selecting concepts at these lower levels is about deciding
the means through which the supply chain strategy will support the ob-
jectives in higher levels. We refer to this stage of the Progressive Formu-
lation as elaboration. At this stage we decide on means for execution, and
experts with knowledge about the supply chain operations should be in-
cluded in this stage of the process.

Figure 39: The enabling elements must support the new strategy

A word on implementation

To implement the new supply chain strategy, what remains is not only to
determine how the Policies and Choices can be deployed as Operational
Practices, but also how the existing Enabling Elements (e.g. Assets, Cul-
ture and Capabilities) must be changed to support the new supply chain
strategy (Figure 39).

This may include developing new procedures, systems, roles within
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the organization, metrics, monitoring, etc. A roadmap for the changes is
prepared. Implementation, however, is no longer a formulation problem,

and thus lies beyond the scope of this method.



CHAPTER 9

reformulation examples

his chapter seeks to illustrate the Progressive Formulation method

using examples from past projects. Before we do so, a brief caveat is

in order. In the process of formalizing our methods in order to doc-
ument them, they have been revised and refined. A full project to rethink
the supply chain strategy of an organization is yet to be conducted after
the latest version of the methods. Because of this, none of the projects
completed to date can serve as a canonical example of Progressive Formu-
lation, strictly following the steps as they were described in the previous
chapter. Thus we will illustrate some aspects of Progressive Formulation
using fragments from our project with Libica, and other aspects using
fragments from a separate project. Both examples have been modified for

confidentiality, and to better reflect the new method.

Example #1: Libica

In the project with Libica, after the capture and evaluation exercises were
completed, we proceeded to conduct a reformulation exercise. Libica’s
Senior VP of Supply Chain served as sponsor and champion of the pro-
ject, and one of the authors served as neutral facilitator. The same team
of experts that participated in the capture and evaluation exercises (listed
in Table 1) was also involved in the reformulation exercise. The team had

at hand the outputs of the capture and reformulation. Since the supply
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chain strategy was being reformulated to address current issues, a vision-
ing exercise was not conducted before the reformulation. Before the re-
formulation started, the Senior VP revised Libica’s overall competitive
strategy. The original Core and Pillars (shown before in Figure 20 in page
60) were revised to read as shown in Figure 40.

Core Strategy Strategy Pillars

Delight the customer through exceptional
| customer experience and service levels. ]

Commit to uncompromised supply chain

Make our customer’s L integrity.
business cost effective Have very efficient supply chain services
so that they can focus in terms of cost and capital.

on the final consumer. Win in the market through customer

knowledge and innovative solutions.

Provide a work environment that allows
employees to develop their talents.

Figure 40: Revised overall strategy for Libica

A word on levels of abstraction. As opposed to the canonical three levels
(Principles, Imperatives, and Policies and Choices) shown in our model,
the reformulation exercise with Libica was conducted using a simpler
two-level model: Objectives and Means. For the first level of abstraction,
that of Objectives, the team conducts Steps 1 through 6, as follows.

Step 1: Identif'y relevant areas of decision. The team identified the areas
of decision that matter for their supply chain strategy at the level of ob-
jectives. As a starting point, they identified the areas of activity and inter-
est addressed by the objectives in their current supply chain strategy, as
described in the FSM shown in Figure 17 (page 42). These areas are:

e Outbound logistics: How do we deliver?

e Competency: How do we compete? What is our focus?

e Internal logistics: How do we operate internally?

e Profitability: How do we make our profit?

e National Accounts: What do we do for national accounts?
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e Specialty Accounts: What do we do for specialty accounts?

e Independents: What do we do for independents?

e Other customers: What do we do for other customers?

e Customer interaction: How do we interact with the customer?
e Collaboration with suppliers: What kind, if any?

e Management: How do we manage our organization?

e  Workforce: How do we interact with our workforce?

The team added two areas that they considered were missing in their
current supply chain strategy, so that they would be present in their new
supply chain strategy (therefore improving two coverage shortcomings):

e Interaction with suppliers: How do we interact with suppliers?
e Collaboration with customers: What kind, if any?

Step 2: Sequence the areas of decision. Given the large number of areas,
the team decided to identify common themes and group the areas into a
hierarchy. They identified five common themes in the fifteen areas listed
in Step 1. These five common themes are: (i) competition and profitabil-
ity, (ii) serving the customers, (iii) managing the organization, (iv) inter-
action and collaboration, and (v) logistics.

I - Competition &{ 1. Profitability
profitability |_ 2. Competency
[ 3. National Accounts
Il-Serving the | 4. Independents
customers 5. Specialty
L 6. Other customers
1 - Managing the__” 7. Management
organization |_ 8. Workforce
[ 9. Collaboration with customers
IV - Interaction & | 10. Collaboration with suppliers
collaboration 11. Interaction with customers
L 12. Interaction with suppliers
[~ 13. Outbound logistics
V - Logistics 4 14. Inbound logistics
15. Internal logistics

Table 9: Sequencing the areas of decision
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The team then decided on a sequence of these five themes for making
decisions, and after that, they sequenced the areas within each theme, as
shown in Table 9. The team found these five themes to be more useful
than the fifteen detailed areas. So the decision was made to use these five
themes as the new areas of decision for the rest of the exercise.

The team now proceeds to do Steps 3 through 5 for each area, working
one area at a time, starting with Area I: “Competition and Profitability”.

Step 3: Assess the current concept
Based on the FSM from the capture exercise, the facilitator prepared a
summary of what the current SCS has in place for this area at the level of

objectives. This summary was provided to the team, and read as follows:

"Today Libica makes its profit through distribution. As part of its focus
on efficiency, Libica tries to eliminate or reduce waste in distribution.
Libica tries to improve profitability through better customer and prod-
uct mix: adding profitable customers and increasing profitable sales
through existing customers. Libica wants to find ways to make added-
value services one of its core competencies and a source of profit.

The team was asked to consider whether they were satisfied with what
Libica had in place. They felt they could do better, so steps 4 and 5 were
conducted next.

Step 4: Generate several new concepts

The experts were asked, individually at first, to propose new ideas of
objectives that Libica can pursue in this area. Eighteen different ideas
were gathered from different experts. A summary was prepared and

shared — without attribution — with the whole team for consideration.

Step 5: Select the best concept
The team selects the best concept for this area and level - in terms of
the evaluation criteria — from among those available. It was the following:



RETHINKING YOUR SUPPLY CHAIN STRATEGY | 111

Compete by being a supply chain solutions provider. Change the game:
move away from price, and into value and solutions.

Once a concept (only one!) has been agreed upon for this area, we
move to the next area in the sequence, Area II: “Serving the customers,”
and repeat steps 3, 4 and 5 for that area. The team assessed the current
concept for Area II (Step 3) and thought they could do better. They pro-
posed fifteen new ideas (Step 4). From these, they selected the concept

(Step 5) they considered was the best in terms of the evaluation criteria:

Offer several service-level categories, with different service options at-
tached to cost. Allow customers to choose the category/options they want,
and suggest to them what category we think would better serve them.

After this concept has been agreed upon for this area, we move to the
next area in the sequence and repeat Steps 3 through 5. For Area III:

“Managing the organization,” the summary of the status quo read thus:

“Today in Libica management is done through clear and well commu-
nicated objectives. A high-level road map is developed and followed.
Those in a leadership position are taught to be metric-driven and open
to communication and change. Managers are encouraged to work cross-
functionally to satisfy the customer’s needs. Today Libica seeks to edu-
cate and empower its workforce, and to develop its capabilities.

The team assessed the current concept for Area III (Step 3) and decided
to retain this status quo, but to do more in addition to it. So they proposed
fourteen new ideas (Step 4) to be done in addition to what they do now.
Among these, they selected the best concept (Step 5) in terms of the eval-

uation criteria, to be done “in addition to the goals being pursued today”:

Learn how to use metrics wisely.

This process is repeated for Areas IV and V.
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Step 6: Verify level-wide sufficiency

Now that Steps 1 through 5 have been done for all five areas at the
level of objectives, the team examined whether the objectives selected so
far are sufficient to satisfy the five pillars stated in Figure 40. The team
deemed the pillars were not yet satisfied.

A second pass of concept assessment (Step 3), concept generation (Step
4) and concept selection (Step 5) was conducted at this level. In this second
pass, new concepts were added in each one of the five areas of decision.
After this second pass was done, another check for level-wide sufficiency
was carried out (Step 6). The team found the pillars were still not satisfied.
So, a third pass of Steps 3 through 5 was conducted at this level, in which
concepts were added to areas I, I and IV. After this third pass was com-
pleted, another check for level-wide sufficiency was done (Step 6). At this
point, the team assess that the five pillars were satisfied. Table 10 shows
the objectives that the team selected for all areas except Area IV. Having
achieved sufficiency at the level of objectives, the team moved to the next

level: the means to support these objectives.

For the second level of abstraction, that of Means, the team conducts
again Steps 1 through 6. When the team of experts deems that level-wide
sufficiency has been achieved (i.e. when the experts think that the support
provided by all the selected means sufficiently satisfies the objectives in
the level above them) the Progressive Formulation is complete.

Example #2: Convenience Stop

The Libica example illustrated the mechanics of Progressive Formula-
tion within a level. However, we would like to finish this chapter with a
second example, the output from another project done with a conven-
ience store franchise that we will call Convenience Stop. Their Progressive
Formulation was conducted at two levels: Objectives and Decisions. The
output for this project is rich in detail for both levels, and a better example
of what the output of Progressive Formulation looks like today.
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Area of Decision I: Competition and profitability
- Objective: Compete by being a supply chain solutions provider.
Change the game: move away from price, and into value and solutions.
- Objective: Make our profit by helping our customers to become prof-
itable, and then sharing this profit that we have created for them.
- Objective: Explore new markets in areas that look promising for de-
velopment.

Area of Decision II: Serving the customers

- Objective: Offer several service-level categories, with different service
options attached to cost. Allow customers to choose the [one] they want,
and suggest to them what category we think would better serve them.

- Objective: For value-oriented customers, work to better understand
what the customer wants, what they value, what they’re struggling
with, what’s going to help them. Develop the capability of looking at
the customer and helping them run their business better.

- Objective: For large customers, offer tailored supply chain solutions,
and charge accordingly. Distinguish our pricing and costing models,
so that we can have greater flexibility in our offerings. This requires
an informed way to cost out our services, based upon activity.

Area of Decision III: Managing the organization

In addition to the goals being pursued today, do the following:
- Objective: Learn how to use metrics wisely.
- Objective: Align the compensation of personnel whose decisions and

actions impact the SC, at least in part, with the overall profitability.

Area of Decision V: Logistics

In addition to what we do today, do the following:
- Objective: Invest in capabilities to deliver.
- Objective: Find a way to deliver multiple service levels out of the

same logistics facilities.

Table 10: Areas and objectives from Libica’s reformulation (Area IV not shown)
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What follows are the areas, objectives and decisions that were selected
for thirteen out of twenty-two areas of decision during Convenience

Stop’s Progressive Formulation exercise.

Area of Decision 01: Supply Chain Quality
o Objective: Continually improve our rate of perfect delivery
o Decision: Continually improve fill rate to stores
o Decision: Ensure the product arrives in the highest quality con-
ditions possible
o Decision: Deliver to stores within the promised window
o Objective: Protect the quality of product through the SC
o Decision: Use appropriate equipment to handle products (espe-
cially frozen food and fragile items)
o Decision: Ensure people handle the product appropriately
e Objective: Be invisible to the guest
o Decision: Timing deliveries to non-peak hours
o Decision: Ensure appropriate delivery behavior

Area of Decision 03: Supply Chain Efficiency
o Objective: Make better use of resources in our SC
o Decision: Identify and reduce the waste in the supply chain
o Objective: Reduce the cost of delivery, subject to quality requirements
o Decision: Find opportunities to improve transportation
o Decision: Route outbound distribution more efficiently
o Decision: Look for improvement opportunities in front-haul
and backhaul in inbound transportation
o Objective: Maintain efficient movement of goods within the SC
o Decision: Avoid ‘dead items’ in the supply chain
o Decision: Increase the number of inventory turns

Area of Decision 05: Supply Chain Flexibility
o Objective: Adapt the supply chain to changing store and guest needs and

expectations
o Decision: Design the warehouses and transportation for
adaptability
o Decision: Develop the ability to recognize the new needs of the
customers

o Objective: Be able to respond to emergency needs
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o Decision: Develop Business Continuity Plan
o Objective: Retain the ability to adapt the supply chain to changing reg-
ulatory requirements
o Decision: Develop a Regulatory Compliance Role

Area of Decision 06: Product Assortment
o Objective: Make sure the supply chain is considered in product assort-
ment decision
o Decision: Grow awareness throughout the company of the im-
pact of product assortment on the supply chain
o Decision: Have a senior voice with veto power in product as-
sortment decisions

Area of Decision 08: Supply Chain Scalability
o Objective: Retain the ability to ramp up the SC’s capacity to support de-
mand as needed
o Decision: Obtain real estate or buildings with capability/ space
to expand when needed
o Decision: Build in options for scalability in our SC systems,
processes and infrastructure
o Objective: Make sure the supply chain is considered in all major deci-
sions
o Decision: Have a senior voice with veto power in all major de-
cisions, including mergers and acquisitions (M&A)

Area of Decision 09: Human Factor
e Objective: Have a competent workforce
o Decision: Hire high quality, capable people for all functions
o Decision: Provide our employees with targeted, role-specific
training
o Decision: Provide constructive feedback to our employees
o Objective: Establish a common culture, based on sound leadership prin-
ciples
o Decision: Train and develop ‘servant leadership’ qualities in
our personnel
o Objective: Have a diverse workforce
o Decision: Institute hiring practices that lead to a diverse work-
force
o Decision: Promote diversity of thought in our organization
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Area of Decision 10: Safety and Security
o Objective: Provide a safe and secure working environment
o Decision: Enforce rules and regulations for safety and secu-
rity, with incentives
o Decision: Develop internal policies and identify relevant
safety regulations
o Objective: Provide, to the extent possible, a tamper-proof environment

for our supply chain
o Decision: Continuously monitor (as in ‘surveillance) our sup-
ply chain

o Decision: If a product is compromised, prevent further move-
ment towards guests
e Objective: Provide, to the extent possible, a theft-proof environment
o Decision: Continuously monitor (as in ‘surveillance) our sup-
ply chain (same as above: this serves two objectives)

Area of Decision 14: Inventory Management
e Objective: Balance the cost of warehouse with the cost of potential out-
ages
o Decision: Be able to estimate the opportunity cost of lost sales
0 Decision: Develop the ability to analyze and control the rela-
tive costs of warehousing and lost sales
o Objective: Achieve timely visibility of inventory in our supply chain
o Decision: Track inventory at key points of the supply chain,
with timely updates

Area of Decision 18: Sourcing and Procurement
o Objective: Procure the best value goods and services in a timely manner

o Decision: Leverage the scale of the business to maximize the
profit of a purchase

o Decision: Employ strategic sourcing techniques: deal buys, for-
ward buys, diverting, efc.

o Decision: Have the right team in sourcing, made up of knowl-
edgeable, strategically-minded people

Area of Decision 19: Warehousing
o Objective: Maintain and continually improve warehouse operations
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o Decision: Understand how warehouse operations are done to-
day.

o Decision: Identify opportunities for improvement in ware-
house operations.

o Decision: Implement these improvements in the operations of
the warehouses.

Area of Decision 20: Inbound Transportation
o Objective: Ensure the most efficient inbound transportation solution
that meets our quality requirements

o Decision: Encourage the use of full truck transportation when-
ever possible.

o Decision: Schedule inbound deliveries and coordinate with
supplier and warehouse.

o Decision: Employ the purchase order as a communication
piece: allow the buyer to include comments. Include delivery
conditions and considerations in it (due dates, etc,)

Area of Decision 21: Risk Management
o Objective: Anticipate, and prepare for, disruptions to the supply chain
o Decision: Identify the risks that could affect the supply chain,
and estimate their probability
o Decision: Develop and test mitigating responses to the risks
that have been identified.
o Decision: Do the things stated above on an ongoing basis.

Area of Decision 22: Customer Service
o Objective: Resolve customer service problems in a timely manner
o Decision: Create our own customer service organization, with
a well-defined role within the supply chain
o Decision: Build integration between the SC customer service
center and other customer service centers



CHAPTER 10

connecting the dots

et us circle back to the first issue we raised in this text: the complex
nature of supply chain strategizing. In the first pages of Chapter 1 we
argued that rethinking the supply chain strategy of an organization

presents practitioners at least three distinct, but interrelated, challenges.

Challenge 1 : Challenge 2
Assess your current Anticipate future

supply chain strategy i supply chain needs

¥ ¥

Challenge 3

Craft an improved
supply chain strategy

Figure 41: The basic challenges of rethinking a supply chain strategy

Let us explain now how our approach to supply chain strategizing —
as described in Chapters 3 through 9 - addresses each one of the three
basic challenges. (As we do so, we will refer in parenthesis to the seven
fundamental tasks that — as mentioned in Chapter 2 — must take place in
order to rethink the supply chain strategy of an organization.)

Challenge 1, as we mentioned, is to assess the current supply chain
strategy. Our response to this challenge is twofold.
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First, we conduct a capture exercise. We have developed an approach,
that we call Functional Strategy Mapping (FSM) Method, to explicitly ar-
ticulate the current supply chain strategy of a firm in the form of a con-
ceptual map. This map is thoroughly grounded on factual activities, and
shows the relationships of activities with their immediate goals, and of
these with more abstract goals. This method is presented and illustrated
in Chapters 4 and 5. (The capture exercise is a way to execute fundamental
task #4.) A necessary step before the capture exercise can be conducted is
to define a clear scope of what will be included in the supply chain strategy
map. (This takes care of fundamental task #1.)

Second, we conduct an evaluation exercise. We have developed a set of
evaluation criteria, which are applicable to the organization irrespective
of its industry or field of concern. We have developed mechanisms to ap-
ply many of these evaluation criteria for the evaluation of the current sup-
ply chain strategy of the organization. The evaluation criteria and their
use are discussed in Chapters 6 and 7. The result of the evaluation is a
diagnostic of the strengths and weaknesses of the current supply chain
strategy, and indicate what can be kept and what must change for the fu-
ture. (The evaluation exercise is a way to execute fundamental task #5.)

The capture exercise provides a solid foundation for the subsequent
evaluation of the current supply chain strategy. Both serve then as a start-
ing point for the elaboration of a new and improved supply chain strategy
that better serves the future needs of the organization. We have argued
that developing a factual understanding of what your supply chain strat-
egy is today takes time and effort, but it is the best way to ground the
subsequent strategy reformulation in the reality of the organization.

Challenge 2 - relevant mostly when considering medium- and long-term
horizons, but not so much for the short-term - is knowing what new fu-
ture expectations we want to set for the supply chain strategy. Our re-
sponse to this challenge is to conduct a visioning exercise. Our tool of
choice for visioning is a method for scenario planning that was tailored
to supply chain strategizing, as presented in Phadnis (2012). The philos-
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ophy behind using a scenario planning approach has at its core the prem-
ise that it is possible to prepare for the effects of unpredictable future
events. This method calls for generating a set of complementary and in-
dividually challenging, plausible and relevant scenarios, and then for the
distillation of insights regarding the implications that different futures
may have for the supply chain. These implications — some robust, others
contingent on future developments — will be priceless in informing the
supply chain strategy formulation later on. (This visioning exercise takes
care of fundamental task #5.)

Challenge 3 is to know what our supply chain strategy should look like,
given our future expectations. Our response to this challenge is to conduct
a strategy reformulation exercise using a method we call Progressive For-
mulation, as discussed in Chapter 8. The starting point for this reformu-
lation is the assessment of the current state, an understanding of the
future needs (from the visioning exercise), and an agreed-upon overall
strategy for the organization.

Progressive Formulation starts by defining the areas of decision that
will be included in the reformulation process. (This, again, addresses fun-
damental task #1.)

The early stages of the reformulation consist of stating a set of strate-
gic objectives for the supply chain (Principles and Imperatives). These ob-
jectives are the answer to the question: what do we expect our supply
chain to be able to do moving forward? The process of defining these ob-
jectives is what we call specification. Its importance lies in the fact that -
taken together - these strategic objectives for the supply chain represent
the definition of success for a supply chain strategy. (Specification takes care
of fundamental task #3.)

The way we reformulate our supply chain strategy alternates between
generating new ideas (which takes care of fundamental task #6) and select-

ing the best among them (which takes care of fundamental task #7).

Even though implementation is beyond the scope of the strategy for-
mulation process, implementing a new supply chain strategy generated

through our approach is relatively straightforward: since both the current
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and the new supply chain strategies are articulated in a similar manner, it
is easy to identify areas that require change. Sequencing those changes in
a logical manner allows the organization to develop a roadmap for the
implementation of the new supply chain strategy. Some ideas on imple-
mentation were presented at the end of Chapter 8.

Finally, in the last few pages of Chapter 1 we presented a list of seven
prescriptions to help you reduce the complexity of rethinking your supply
chain strategy. We promised that, by the time you were done reading this
text, you would have received guidance regarding how to apply each one
of these prescriptions. Table 11 summarizes how each one of the seven
fundamental tasks outlined before are in line with the seven prescriptions
to reduce complexity.

Rx#1 | Rx#2 | Rx#3 | Rx#4 | Rx#5 | Rx#6 | Rx#7
Task #1 4
Task #2 4 4 4
Task #3 4
Task #4 4 4 v
Task #5 4 4
Task #6 v
Task #7 v

Table 11: Relationship between tasks and prescription

- By defining a reasonable scope (Task #1), the extent of the supply
chain to be considered in the strategizing effort can be kept within
manageable bounds, which reduces the objective complexity of the
system (Rx #1).

- By clearly articulating the current supply chain strategy (Task #4),
your ability to understand the system is increased (Rx #2).

- By anticipating the future needs of the supply chain through vision-
ing (Task #2), you reduce the likelihood and impact of surprises,
which tends to reduce the time pressure in decision making (Rx #3).

- By stating the objectives that the supply chain strategy is expected to
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support (Task #3), you clearly specify the desired end state (Rx #4).

- By identifying conflicts through evaluation (Task #5) and reformulat-
ing the strategy to include only internally consistent concepts ( Tasks
#6 and #7), you address conflicts between partial goals (Rx #5.)

- By developing a better understanding of the current supply chain
strategy (Task #4) and its flaws (Task #5), as well as of the driving
forces and local factors that shape its environment (Task #2), we get
more complete information about the system (Rx #7) and increase our
knowledge about its structure (Rx #6).

O

It has taken us a whole decade of collaborative research with organi-
zations to rethink from scratch the way in which we, as academics, ap-
proach the problem of supply chain strategy and strategizing. No doubt,
the list of questions we have identified so far is incomplete, and for sure
the answers we have advanced for those questions are imperfect. But we
are convinced that the new approach to supply chain strategizing that we
propose in this text — flawed as it may be - represents a significant im-
provement over the currently predominant approach to the subject.

There is a long road ahead. In order to continue researching the sub-
ject of supply chain strategy, the twelve-year old Supply Chain 2020 Pro-
ject at the Center for Transportation and Logistics has been transitioned
into the newly created MIT Supply Chain Strategy Lab. With the help of
partner companies and researchers, the SCS Lab will continue to explore
key questions about supply chain strategy. If you are interested in finding
out more about the MIT SCS Lab, or maybe even collaborating with us
in a project, you can find our contact information in the copyright page.

In the meantime, it is our hope that this brief guide may prove useful
as a starting point for practitioners looking to rethink the supply chain

strategies of their organizations.
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complexity, 7
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evaluation, 21, 34, 63

avoid early..., 41
evaluation criteria, 64
executed strategy, 43, 44
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external wisdom, 17
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example, 75
FSM Method, 46
Functional Strategy Map, 46
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assembling, 61
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imperatives, 26
implementation, 22, 106
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inertial elements, 29
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internal wisdom, 17
local factors, 31
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parent organization, 30
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combining, 59
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precedence, 101
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Progressive Formulation, 96
reformulation, 34
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riskiness, 69
Rumelt's Challenge, 63
scenarios, 20, 95
scoping, 18
selection, 21
sequencing, 100

vs ranking, 101
specification, 20, 106
strategizing, 7

strategy-operations continuum, 24,
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sufficiency, 68, 90
example, 90
level-wide, 103
supply chain strategy
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taming complexity, 13
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