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"All	good	strategy	eventually	
degenerates	into	work."		

	

Peter	Drucker	
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Session	outline	

•  Firm	objecMves	
•  Excellent	supply	chains	
•  Strategy	alignment	
•  Supply	chain	strategy	formaMon	

Jarrod	Goentzel	©	2016	MIT	CTL	

FIRM	OBJECTIVES	
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	What	were	your	goals	in	the	simulaMon?	

Jarrod	Goentzel	©	2016	MIT	CTL	

Two	Goals	of	the	CEO	

•  Provide	Shareholder	Value		
•  …and	stay	out	of	jail	

Jarrod	Goentzel	©	2016	MIT	CTL	
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Goal	of	the	CEO	

•  Provide	Shareholder	Value		

•  Drivers	of	Shareholder	Value	
– Revenue	Growth	
– OperaMng	Margin	
– Asset	UMlizaMon	

Jarrod	Goentzel	©	2016	MIT	CTL	

Supply	chain	professionals	can	affect	all	three!	

Jarrod	Goentzel	©	2016	MIT	CTL	Source:	h]p://www.maaw.info/ArMcleSummaries/ArtSumKaplanNorton2001.htm	
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Source:	website,	
Trade	Dynamics,	LLC	

Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	website,	FinlisMcs	SoluMons	
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Deloi]e	Enterprise	Value	Map	

Jarrod	Goentzel	©	2016	MIT	CTL	

Drivers	of	Shareholder	Value	

Jarrod	Goentzel	©	2016	MIT	CTL	

Revenue	
Growth	

Asset	
U;liza;on	

Opera;ng	
Margin	

Risk	

Leverage	
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Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	Higgins,	R.	Analysis	for	Financial	Management.	10th	ed.	McGraw-Hill	Irwin,	2011	

“A	company’s	finances	and	operaMons	
are	integrally	connected.”	

	

Popular	Corporate	Finance	Textbook	

Firm’s	value	proposiMon	

Jarrod	Goentzel	©	2016	MIT	CTL	
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Operational 
Assets

Firm 
invests

Future cash flows: 
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Future portfolio 
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Finance	and	supply	chain	work	together	
to	create	shareholder	value	

Jarrod	Goentzel	©	2016	MIT	CTL	
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Firm

Investors
(Debt)

Operational 
Assets

Firm 
invests

Future cash flows: 
revenues, expenses, etc.

OperaMons	/	supply	chain:		
use	funds	to	generate	returns	

Finance:	acquire	funds	

Finance:	allocate	funds	

How	does	supply	chain	performance	
make	an	impact	on	shareholder	value?	

•  Tradeoffs	exist	
•  Which	one	do	you	focus	on?	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Opera;ng	Margin	

Revenue	Growth	

Responsiveness	(product	availability)	
Capability	(new	markets)	

Leanness	(reduce	assets)	
Agility	(adapt	capaci<es)	

Leanness	(reduce	cost)	
Segmenta<on	(iden<fy	opportuni<es)	
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Dupont	Analysis	

assets Total
SalesoverAsset turn =

Sales
incomeNet marginNet =

overAsset turn margin Net ROA ×=

Equity
assets Totalleverage Financial =

leverage FinancialoverAsset turnmarginNet ROE ××=

Inventory	Turnover,	a	narrower	focus	than	Asset	Turnover,	
is	omen	a	metric	for	supply	chain	professionals	

Gross	or	OperaMng	Margin	is	a	more	common	metric	
for	supply	chain	professionals	than	Net	Margin	

Jarrod	Goentzel	©	2016	MIT	CTL	

Dupont	Analysis	assesses	the	Margin	–	
Asset	UMlizaMon	tradeoff	at	a	high	level	

Asset	U;liza;on	Opera;ng	Margin	

Revenue	Growth	

“Profit	Path”	 “Turnover	Path”	

Same	Des;na;on:	ROA	
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Do	you	see	any	extreme	examples	of	
Profit	Path	and	Turnover	Path?	

Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	Higgins,	R.	Analysis	for	Financial	Management.	10th	ed.	McGraw-Hill	Irwin,	2011.	

Chemical	Industry	Financial	Analysis	

Jarrod	Goentzel	©	2016	MIT	CTL	

Data	source:	Compustat	-	Capital	IQ;	Analysis:	Jarrod	Goentzel	

Five	Year	Average	(2010-2014)

RDS.A XOM BASFY DOW DD
Revenue	Growth 4.3% 2.5% 2.0% 2.2% 2.6%
Operating	Margin 11.1% 15.3% 14.7% 12.2% 17.0%
Asset	Turnover 1.25								 1.17								 1.15								 0.82								 0.74								

ROA 13.9% 18.0% 16.9% 10.1% 12.5%

Source:	Management	Day	Investor	Handout,	
Royal	Dutch	Shell,	3-4	November	2015.	
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Chemical	Industry	Financial	Analysis	

Jarrod	Goentzel	©	2016	MIT	CTL	

Data	source:	Compustat	-	Capital	IQ;	Analysis:	Jarrod	Goentzel	
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Jarrod	Goentzel	©	2016	MIT	CTL	Source:	Management	Day	Investor	Handout,	Royal	Dutch	Shell,	3-4	November	2015.	
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Financial	Analysis	for	PharmaceuMcals,	Wholesalers	
and	Retailers	(Annual	Reports	2007-2011)	

Jarrod	Goentzel	©	2016	MIT	CTL	
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•  Pharma	margins	are	
dropping	and	they	
need	to	increase	
inventory	turns,	i.e.	
reduce	inventory.	

•  Wholesalers	do	not	
have	the	margin	to	
take	on	addiMonal	
inventory.	Manufacturers 

Wholesalers 

Retailers 

PharmaCo	Inventory	Example	

Jarrod	Goentzel	©	2016	MIT	CTL	
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•  High	variability	in	inventory	posiMon	for	stable	sales	
•  Average	inventory	higher	than	inventory	policy	recommendaMon		
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Common	Bond	to	Manage	the	Tradeoff	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Opera;ng	Margin	

Revenue	Growth	

Source:	Dominic	Dodd	and	Ken	Favaro.	“Managing	the	Right	Tension,”	Harvard	Business	Review,	Vol.	84/12,	December	2006,	pp.	62-74.	

	What	were	your	goals	in	the	simulaMon?	

Jarrod	Goentzel	©	2016	MIT	CTL	
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Total	Margin	

Jarrod	Goentzel	©	2016	MIT	CTL	

MEAN
Forecast without option
Forecast with option
difference with option

Total Margin without option
Total Margin with option
difference with option

30 30 30 30
30 26 29 29

0 -4 -1 -1

2,700$    2,700$    2,700$    2,700$    
2,700$    2,340$    2,755$    2,610$    

-$        (360)$      55$         (90)$        

YEAR 1 OPTIONS

Price without option
Cost without option
Unit Margin without option

Price with option
Cost with option
Unit Margin with option
Unit Margin difference with option

CONSENSUS
Forecast without option
Forecast with option
difference with option

Total Margin without option
Total Margin with option
difference with option

WAP Color Stylish Infrared
240$       240$       240$       240$       
150$       150$       150$       150$       

90$         90$         90$         90$         

270$       255$       250$       243$       
180$       165$       155$       152$       

90$         90$         95$         90$         
-$        -$        5$           -$        

33 33 33 33
34 34 31 33

1 1 -2 0

2,970$    2,970$    2,970$    2,970$    
3,060$    3,060$    2,945$    2,970$    

90$         90$         (25)$        -$        

Model B
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Total	Margin	considers	the	OperaMng	
Margin	–	Asset	UMlizaMon	tradeoff	

Asset	U;liza;on	Opera;ng	Margin	

Revenue	Growth	

To
ta
l	M

ar
gin

	

How	does	this	commercial	strategy	
approach	fit	with	the	value	triangle?	

Jarrod	Goentzel	©	2016	MIT	CTL	


Commercial Value Levers 
Margin
 Volume
X

Source:	Ethylene	Oxide/Glycols	COMMERCIAL	STRATEGY	REFRESH	2016-2018,	June	2015	

Asset	U'liza'on	Opera'ng	Margin	

Revenue	Growth	
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Asset	UMlizaMon	–	supply	chain	

Jarrod	Goentzel	©	2016	MIT	CTL	
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How	would	you	plot	these?	
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Asset	UMlizaMon	–	commercial	

Jarrod	Goentzel	©	2016	MIT	CTL	

T&R	Chemicals	2016	-	credit	metrics	

DSO	

Target	2015	 Target	2016	

Product	line	 EUAF	 AMER	 APME	 GLOBAL	 EUAF	 AMER	 APME	 GLOBAL	

EOG	 									35.0		 									37.8		 									64.4		 									49.7		 									34.6		 									37.1		 									64.2		 									49.5		

Overdue	%	

Target	2015	 Target	2016	

Product	line	 EUAF	 AMER	 APME	 GLOBAL	 EUAF	 AMER	 APME	 GLOBAL	

EOG	 3.0%	 2.5%	 0.5%	 1.1%	 2.7%	 2.3%	 0.5%	 1.2%	

Source:	Ethylene	Oxide/Glycols	COMMERCIAL	STRATEGY	REFRESH	2016-2018,	June	2015	
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Asset	UMlizaMon	–	property,	plant	and	
equipment	(PP&E)	

Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	Shell	Annual	Report	2014.	

Chemical	Industry	Financial	Analysis	

Jarrod	Goentzel	©	2016	MIT	CTL	Data	source:	Compustat	-	Capital	IQ;	Analysis:	Jarrod	Goentzel	
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Five	Year	Average	(2010-2014)
RDS.A XOM BASFY DOW DD

Modified	AT	(=COGS/Total	Assets) 1.06								 0.95								 0.79								 0.66								 0.49								
IT	(=COGS/Inv) 13.58						 20.97						 5.11								 5.79								 3.22								
InvInt	(=Inv/Total	Assets) 0.08								 0.05								 0.15								 0.11								 0.15								
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Chemical	Industry	Financial	Analysis	

Jarrod	Goentzel	©	2016	MIT	CTL	
Data	source:	Compustat	-	Capital	IQ;	Analysis:	Jarrod	Goentzel	
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Jarrod	Goentzel	©	2016	MIT	CTL	Source:	Management	Day	Investor	Handout,	Royal	Dutch	Shell,	3-4	November	2015.	
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Asset	U'liza'on	Opera'ng	Margin	

Revenue	Growth	

Jarrod	Goentzel	©	2016	MIT	CTL	

How	would	you	posiMon	RDS	and	its	
compeMtors?	

Five	Year	Average	(2010-2014)

RDS.A XOM BASFY DOW DD
Revenue	Growth 4.3% 2.5% 2.0% 2.2% 2.6%
Operating	Margin 11.1% 15.3% 14.7% 12.2% 17.0%
Asset	Turnover 1.25								 1.17								 1.15								 0.82								 0.74								

ROA 13.9% 18.0% 16.9% 10.1% 12.5%

Asset	U'liza'on	Opera'ng	Margin	

Revenue	Growth	

Jarrod	Goentzel	©	2016	MIT	CTL	

How	would	you	posiMon	petrochemicals,	
pharma,	and	mobile	phones?	

Petrochemicals	

Pharma	

Mobile	phones	
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Asset	U'liza'on	Opera'ng	Margin	

Revenue	Growth	

Jarrod	Goentzel	©	2016	MIT	CTL	

How	would	you	posiMon	the	business	
units	for	Shell	Chemicals?	

Discuss	in	a	group	of	3-4	people.	

EXCELLENT	SUPPLY	CHAINS	
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MIT	Research	on	Excellent	Supply	Chains	

•  Defined	myths	regarding	an	excellent	supply	chain	
–  It	is	part	of	a	profitable	company	
–  It	is	not	part	of	an	unprofitable	company	
–  It	is	comprised	of	supply	chain	“best	pracMces”	

•  Conducted	qualitaMve	research		
–  Explored	drivers,	challenges,	and	supply	chain	responses	
for	nine	industries		

–  Profiled	supply	chains	of	21	case-study	companies		
–  IdenMfied	important	linkages	that	exist	among	
compeMMve	strategies,	operaMng	models,	operaMonal	
performance	objecMves,	and	business	pracMces.	

Jarrod	Goentzel	©	2016	MIT	CTL	
Source:	Larry	Lapide.	“The	Essence	of	Excellence,”	Supply	Chain	Management	Review,	April	2006,	pp.	18-24.	

MIT	Research	on	Excellent	Supply	Chains	

Research	confirmed	that	an	excellent	supply	chain:	
1.  Supports,	enhances,	and	is	an	integral	part	of	a	

company’s	compeMMve	business	strategy.	
2.  Leverages	a	(not	necessarily	unique)	supply	chain	

operaMng	model	to	sustain	compeMMveness	
3.  Executes	well	against	a	balanced	set	of	operaMonal	

performance	objecMves/metrics	
4.  Focuses	on	a	few	“tailored”	business	pracMces	that	

reinforce	each	other	to	support	the	operaMng	
model	and	best	achieve	operaMonal	objecMves.	

Jarrod	Goentzel	©	2016	MIT	CTL	
Source:	Larry	Lapide.	“The	Essence	of	Excellence,”	Supply	Chain	Management	Review,	April	2006,	pp.	18-24.	
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Excellent	Supply	Chain	Framework	

Jarrod	Goentzel	©	2016	MIT	CTL	

Supports,	enhances,	and	is	an	integral	part	of	a	
company’s	compeMMve	business	strategy	

Leverages	a	(not	necessarily	unique)	supply	chain	
operaMng	model	to	sustain	compeMMveness	

Executes	well	against	a	balanced	set	of	operaMonal	
performance	objecMves/metrics	

Focuses	on	a	few	“tailored”	business	pracMces	
that	reinforce	each	other	to	support	the	operaMng	
model	and	best	achieve	operaMonal	objecMves	

Source:	Larry	Lapide.	“The	Essence	of	
Excellence,”	Supply	Chain	Management	
Review,	April	2006,	pp.	18-24.	

1.	Supports,	enhances,	and	is	an	integral	part	
of	a	company’s	compeMMve	business	strategy	

Some	compeMMve	strategies	
linked	to	supply	chain	
	
Supply	chain	may	not	be	
integral	with	the	enMre	
business	strategy,	but	should	
be	part…otherwise,	you	have	
your	work	cut	out	for	you	

Lowest	prices	
Highest	margin	products	
Highest	quality	
Fastest	customer	response	
Most	innovaMve	
Highest	Return-on-Assets	
Broadest	product	line	
Best	customer	service		
Best	post-sales	support	
Most	environmentally	responsible	

Jarrod	Goentzel	©	2016	MIT	CTL	Adapted	from	Larry	Lapide	
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2.	Leverages	a	supply	chain	operaMng	
model	to	sustain	compeMMveness	

Jarrod	Goentzel	©	2016	MIT	CTL	

Compe;;ve	Strategy	 Opera;ng	Model	
Lowest	prices	 •  Lowest	operaMng	costs		

Highest	margin	products	 •  Maximum	availability	at	point	of	sale	

Highest	quality	 •  Highest	quality	of	suppliers	
•  Strongest	manufacturing	quality	controls	

Fastest	customer	response	 •  Shortest	order-to-delivery	cycle	
•  Fastest	request-to-promise	date	

Most	innovaMve	 •  Most	efficient	new	product	launch	

Highest	Return-on-Assets	 •  Highest	plant	uMlizaMon	
•  Lowest	inventories	

Broadest	product	line	 •  Adept	at	managing	complexity	

Best	customer	service		 •  Specific	service	for	each	customer	segment	
•  Maximum	availability	at	point	of	sale	

Best	post-sales	support	 •  Maximum	availability	of	service	parts	

Most	environmentally	responsible	 •  Minimize	waste	and	maximize	recycling	

2.	Leverages	a	supply	chain	operaMng	
model	to	sustain	compeMMveness	

Jarrod	Goentzel	©	2016	MIT	CTL	

Company Operating Model 
Dell Inc. Consumer Direct/ MTO 

Zara Speed to Market 
Intel Copy Exact 

Nike, Cisco Virtual Integration/Network Master 
Agrenco Coordinating Many-to-many Customer/Supplier Network 

Nokia Early Detection Systems, Multi-point Relationship etc 
Whirlpool Direct Fulfillment 

Caterpillar Shared Operations 
Walmart Flow Distribution 

Adapted	from	Larry	Lapide	
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Jarrod	Goentzel	©	2016	MIT	CTL	

3.	Executes	well	against	a	balanced	set	of	
operaMonal	performance	objecMves	

Source:	Larry	Lapide.	“The	Essence	of	
Excellence,”	Supply	Chain	Management	
Review,	April	2006,	pp.	18-24.	

How	supply	chain	performance	makes	an	
impact	on	shareholder	value	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Opera;ng	Margin	

Revenue	Growth	

Responsiveness	(product	availability)	
Capability	(new	markets)	

Leanness	(reduce	assets)	
Agility	(adapt	capaci<es)	

Leanness	(reduce	cost)	
Segmenta<on	(iden<fy	opportuni<es)	
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Balanced	operaMonal	objecMves	vary	by	
industry	in	absolute	terms	

Jarrod	Goentzel	©	2016	MIT	CTL	

High	Margin	and	Short	
Life	Cycle	Products:	
• PharmaceuMcal		
• Fashion	apparel	
• Media	&	Entertainment	

Low	Margin	&	Mature	Products:	
• Food	&	Beverage	
• Basic	goods	retail	
•  Industrial	supplies	

Asset	U;liza;on	Efficiency	

Customer	
Response	

Capital	Intensive	Industries:	
• Petrochemical	
• Semi-conductor	fab	
• CommodiMes	(steel,	paper,	coal)	

Adapted	from	Larry	Lapide	

Balanced	operaMonal	objecMves	vary	
within	industry	in	relaMve	terms	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Efficiency	

Customer	
Response	

PharmaCo	2	

PharmaCo	1	

ChemCo	2	 ChemCo	1	FoodCo	2	

FoodCo	1	

OperaMonal	objecMves	may	further	vary	within	a	company	by	business	unit	

Adapted	from	Larry	Lapide	
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4.	Focuses	on	a	few	“tailored”	business	
pracMces	that	reinforce	each	other	to	
support	the	operaMng	model	and	best	
achieve	operaMonal	objecMves	
•  Tailored	(not	best)	business	pracMces	
•  Align	to	performance	objecMves		

–  Fit	
–  Consistent	(make	sense	together)	
–  Reinforcing	(support	each	other)	
–  Cross-opMmized	(work	together	to	achieve	common	goals)	

•  Leverage	fundamental	operaMng	principles	/	theory	
Jarrod	Goentzel	©	2016	MIT	CTL	

STRATEGY	ALIGNMENT	
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Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	Larry	Lapide.	“The	Essence	of	Excellence,”	Supply	
Chain	Management	Review,	April	2006,	pp.	18-24.	

Aligning	Corporate	Strategy	and	
OperaMonal	Performance	ObjecMves	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Efficiency	

Customer	
Response	

	Customer-focused	performance	
objec;ves	

• Highest	supplier	quality	standards	
• Shortest	Mme-to-market	
• Shortest	manufacturing	changeover	
Mmes	

Customer-focused	corporate	strategy	
• Highest	quality	products	
• Most	innovaMve	
• Broadest	product	line	

Aligned	

Adapted	from	Larry	Lapide	
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Aligning	Corporate	Strategy	and	
OperaMonal	Performance	ObjecMves	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Efficiency	

Customer	
Response	

• Lowest	procurement	costs	
• Highest	plant	uMlizaMon	
• Lowest	inventories			

Efficiency	and	asset-focused	
performance	objec;ves:	

Customer-focused	corporate	strategy	
Customer-focused	corporate	strategy	
• Highest	quality	products	
• Most	innovaMve	
• Broadest	product	line	

Non-aligned	

Adapted	from	Larry	Lapide	

Aligning	Corporate	Strategy	and	
OperaMonal	Performance	ObjecMves	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U;liza;on	Efficiency	

Customer	
Response	

	Customer-focused	performance	
objec;ves:	

• Highest	post-sales	upMmes	
• Shortest	product	launch	cycle	Mmes		
• Lowest	stockouts	

Customer-focused	corporate	strategy	
• Highest	quality	products	
• Most	innovaMve	
• Broadest	product	line	

Aligned	differently	

Adapted	from	Larry	Lapide	
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Strategy Alignment Process 

Jarrod	Goentzel	©	2016	MIT	CTL	

Business	
Strategy	

Supply	Chain	
Strategy	

OperaMng	
Model	

Tailored		
PracMces	

Performance		
ObjecMves	

Step	1	
• 	Discuss	how	supply	chain	strategy	supports	business	strategy	
• 	IdenMfy	supply	chain	compeMMve	strategy	elements	

Step	2	
•  Develop	operaMng	model	that	supports	SC	
compeMMve	strategy	elements	

•  IdenMfy	operaMonal	performance	metrics	
that	are	aligned	with	strategy	

Step	3	
•  Develop	SC	pracMces	tailored	to	the	
operaMng	model	

•  Discuss	trade-offs	and	alignments	

Strategy Alignment for Ethylene Oxide/Glycols   
  

Jarrod	Goentzel	©	2016	MIT	CTL	

Commercial	
Strategy	

Supply	Chain	
Strategy	

OperaMng	
Model	

Tailored		
PracMces	

Performance		
ObjecMves	

Step	1	
• 	Discuss	how	supply	chain	strategy	supports	commercial	strategy	
• 	IdenMfy	supply	chain	compeMMve	strategy	elements	

Step	2	
•  Develop	operaMng	model	that	supports	SC	
compeMMve	strategy	elements	

•  IdenMfy	operaMonal	performance	metrics	
that	are	aligned	with	strategy	

Step	3	
•  Develop	SC	pracMces	tailored	to	the	
operaMng	model	

•  Discuss	trade-offs	and	alignments	

Complete	Steps	1-2	for	EOG.	
Discuss	in	a	group	of	3-4	people.	
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SUPPLY	CHAIN	STRATEGY	
FORMATION	

Supply	Chain	Strategy	Audit	

1.  What	levels	of	service	(a)	do	our	customers	expect?	(b)	do	our	compeMtors	provide?	
2.  How	do	compeMtors	achieve	the	service	levels	that	we	think	they	achieve?	
3.  Through	how	many	outlets	should	we	distribute	our	products?	Of	what	type?	Where?	
4.  Are	our	plants	located	and	focused	properly	to	support	corporate	strategy?	
5.  Where	is	our	company	on	the	logisMcs	life	cycle	for	all	or	a	porMon	of	its	business?	
6.  Have	we	taken	advantage	of	the	full	potenMal	for	postponement	and	speculaMon,	

standardizaMon,	consolidaMon,	and	differenMaMon	in	our	logisMcs	programs?	
7.  To	what	extent	have	we	assured	ourselves	that	our	strategy	meets	desired	levels	of	

costs	and	services	where	it	counts	most,	to	the	end-user?	
8.  To	what	extent	have	we	employed	“channel	vision”	in	determining	who	should	do	

what,	when,	where,	and	how	in	our	channels	of	distribuMon?	Have	we	taken	steps	to	
ensure	that	all	parMes	carry	out	their	funcMons	as	planned?	

9.  What	implicaMons	do	technological	trends	have	for	our	company?	
10.  What	implicaMons	do	regulatory	trends	have	for	us?	
11.  Does	our	logisMcs	strategy	support	our	corporate	strategy?	To	what	extent	should	our	

strategy	be	logisMcs-oriented?	

Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	Heske],	J.	L.	(1977).	"LogisMcs--essenMal	to	strategy.”	Harvard	Business	Review	55(6):	85-96.	
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1.  Corporate	strategy	alignment:	financial	structure/objecMves,	product	life	cycle,	market	
segments	

2.  CompeMtor	strategy	
3.  Service	to	end-users	/	service	to	customers	(bundle	of	products	AND	related	services)	
4.  Channels	of	distribuMon:	funcMonal	allocaMon,	coordinaMon,…	
5.  Geography	of	distribuMon:	retail,	warehouse	locaMons	,…	
6.  Sourcing	strategy:	plant	locaMons,	supplier	selecMon,…	
7.  Inventory	policies	&	processes	
8.  TransportaMon	policies	&	processes	
9.  InnovaMve	pracMces	
10. Trends:	technological,	regulatory,	market	
11. OrganizaMonal	capability,	culture,	and	communicaMon	

Sexng	Supply	Chain	Strategy	

Tailored	

Segmented	

Adapted	from:		
Heske],	J.	L.	(1977).	"LogisMcs--essenMal	to	strategy.”	Harvard	Business	Review	55(6):	85-96.	
Shapiro,	R.	D.	(1984).	"Get	leverage	from	logisMcs."	Harvard	Business	Review	62(3):	119-126.	

Jarrod	Goentzel	©	2016	MIT	CTL	

Supply	Chain	SegmentaMon	

	Supply	Chain	SegmentaMon	creates	clear	and	meaningful	
groups	of	products	and	customers	for	the	purpose	of	

strategic	supply	chain	management.	

•  The	supply	chain	prioriMes	and	operaMng	strategies	that	support	
the	needs	of	each	segment	will	be	different.	

•  This	does	not	imply	separate	physical	chains.	The	supply	chains	
that	serve	the	segments	will	likely	share	resources	and	acMviMes.	

Jarrod	Goentzel	©	2016	MIT	CTL	
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SegmenMng	for	LogisMcs	

Source:	Fuller,	J.	B.,	et	al.	(1993).	"Tailored	LogisMcs:	The	Next	
Advantage."	Harvard	Business	Review	71(3):	87-98.	

Jarrod	Goentzel	©	2016	MIT	CTL	

SegmenMng	for	LogisMcs	

Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	“How	Many	Supply	Chains	Do	You	
Need?”	A.	T.	Kearney	Report,	2004.	
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LogisMcally	DisMnct	Businesses	

Jarrod	Goentzel	©	2016	MIT	CTL	

IMATEL	
example	

Source:	Fuller,	J.	B.,	et	al.	(1993).	
"Tailored	LogisMcs:	The	Next	
Advantage."	Harvard	Business	Review	
71(3):	87-98.	

Jarrod	Goentzel	©	2016	MIT	CTL	

Source:	“How	Many	Supply	Chains	Do	You	
Need?”	A.	T.	Kearney	Report,	2004.	

LogisMcally	DisMnct	Businesses	
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Jarrod	Goentzel	©	2016	MIT	CTL	

Framework	for	DisMnct	Supply	Chains	

Source:	Shapiro,	R.	D.	(1984).	"Get	leverage	
from	logisMcs."	Harvard	Business	Review	
62(3):	119-126.	

Jarrod	Goentzel	©	2016	MIT	CTL	

Framework	for	DisMnct	Supply	Chains	

•  Strategy	is	choices	about	
–  customer	integraMon	
–  value-add	focus	
–  supplier	structure	&	
relaMonship	

–  capacity		
–  asset	deployment	

Source:	“How	Many	Supply	Chains	Do	You	
Need?”	A.	T.	Kearney	Report,	2004.	
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Grocery	Retailer	–	one	store	but	complex	
operaMons	
•  Products	

–  Dairy,	meat,	produce,	frozen,	floral,	bakery,	deli,	health	&	
beauty,	general	merchandise,	pharmacy	

–  Common	or	disMnct	DCs?	
– MulM-temp	or	disMnct	trucks?	

•  Services	
–  Direct	Store	Delivery	(Coca-Cola,	Frito-Lay,…)	
–  PromoMonal	items,	store	displays	
–  Returns	(packaging,	product)	

•  Fulfillment	
–  Cross-dock	replenishment	from	manufacturer	
–  Stock	at	DC	

Jarrod	Goentzel	©	2016	MIT	CTL	

Grocery	Retailer	SegmentaMon	

Segment	1:	Dry	goods	that	are	supplied	in	high	volumes	on	pallets	to	large	urban	stores	
Segment	2:	Dry	goods	that	are	supplied	on	pallets	to	rural	stores	
Segment	3:	Cold	chain	items	for	urban	and	rural	stores	
Segment	4:	Short	shelf	life	items	for	urban	and	rural	stores	
Segment	5:	Products	supplied	directly	by	suppliers	to	stores	
Segment	6:	Planned	adverMsed	or	promoMonal	items	and	special	buys	for	urban	and	rural	stores,	etc.	

Jarrod	Goentzel	©	2016	MIT	CTL	
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Ford	Parts	Supply	Chain:	IniMal	
SegmentaMon	

Jarrod	Goentzel	©	2016	MIT	CTL	

Stock 
Orders 

Service 
Orders 

Emergency 
Orders 

Slow 
movers 

•  60k SKUs 
stocked at all 
Regional DCs 
•  Once per 
week on truck 
route 
•  Dealer carries 
high inventory 

•  60k SKUs 
stocked at all 
Regional DCs 
•  Twice per 
week on truck 
route 
•  Dealer 
carries low 
inventory 

•  From Regional 
DC or National 
Replenishment 
Center 
•  On request 
from Dealer for 
“critical” repairs 
•  Express 
shipment 

•  140k SKUS  
stocked only at 
the National 
Depot 
•  Shipped 
directly to 
Dealer via LTL 

8 regional 
distribution 

centers 

Replenishment 
center 

Dealers 

Suppliers 

Packagers 

Product segment 1 Product 
segment 

2 

"large, one-size-fits-all 
local warehouses 

carrying high volumes 
of a broad selection of 

parts” 

Oil change Water pump, 
bumper A/C on luxury car Out-of-

production 

Service 
segment 1 

Service 
segment 2 

Service 
segment 3 

Ford	Parts	Supply	Chain:	Final	
SegmentaMon	

Jarrod	Goentzel	©	2016	MIT	CTL	

High 
Volume 

Low 
Volume / 

Low Cube 
High Cube 

•  19 HVCs 
carrying fewer 
SKUs 
•  Smaller, 
high-volume 
parts  
•  Delivered 
daily to 
dealers 

•  1 LV/LCC 
•  Small, slow-
moving parts 
based on 
critical orders 
available within 
24 hours 
(express not 
LTL) 

•  3 HCCs  
•  Large-size 
inventory items 
(e.g. sheet metal, 
bumpers) 
provided to 
dealers within 24 
to 48 hours 

3 
HCCs 

Daily Parts Advantage (DPA) program 

LV/LCC 

19 HVCs 

Replenishment 
center 

Dealers 

Suppliers 

Packagers 

Three distinct fulfillment approaches to give 
the same next-day service to dealers 
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1.  Corporate	strategy	alignment:	financial	structure/
objecMves,	product	life	cycle,	market	segments	

2.  CompeMtor	strategy	
3.  Service	to	end-users	/	service	to	customers	(bundle	of	

products	AND	related	services)	

SegmentaMon	

Jarrod	Goentzel	©	2016	MIT	CTL	

Define	the	disMnct	segments	of	products	
and	services	for	Shell	Chemicals.	
Discuss	in	a	group	of	3-4	people.	

Supply	Chain	Strategy	

Jarrod	Goentzel	©	2016	MIT	CTL	

Asset	U'liza'on	Opera'ng	Margin	

Revenue	Growth	

Commercial	
Strategy	

Supply	Chain	
Strategy	

OperaMng	
Model	

Tailored		
PracMces	

Performance		
ObjecMves	

SEGMENTATION	
(products,	services)	


