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2 Supply Chain and 
Operations Strategy

Chapter Outline and learning ObjeCtives

➊ Understand and Use Generic SC&O Strategies
• List and explain the three generic strategies.

• Explain how managers use alignment to achieve 
strategic goals.

• Describe how managers assess customer value.

➋ Explain How to Apply SC&O Strategy Process and 
Content
• Explain Hoshin Kanri strategy and planning.

• Define and differentiate between capabilities and 
competencies.

• Explain the resource-based view.

➌	Describe and Understand How to Use the 
Competitive Landscape and Porter’s Five Forces
• Define and explain Porter’s five forces.

• Outline how managers address each challenge in their 
strategies.

➍	Explain How Managers Use Supply Chain Strategy 
to Build Relationships
• Describe how the strategy has changed.

• Describe the types of relationships managers leverage.

➎	Execute Strategy
• Describe how managers align strategic levels.

• Explain why and how managers align incentives to 
achieve optimum levels of output.

• Explain why and how focusing on processes helps 
managers reach their goals.

➏	Understand and Apply Strategic Metrics and 
Measurements
• Describe correct strategic behavior and how it is 

implemented.

• Explain how managers use actionable and predictive 
metrics to achieve their strategic goals.

• List and describe commonly used supply chain 
metrics.

• Explain why managers need to think about their 
strategy in a holistic way.

➐	Describe the Changing Strategic Environment
•	Discuss	emerging	strategic	concerns	such	as	

globalization, sustainability, and innovation.
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Winning at Medrad through strategy

Medrad, Inc. was started in 1964, when Dr. M. Stephen Heilman created 

the first angiographic injector in the kitchen of his home near Pittsburgh. 

As an emergency room physician, Heilman realized that being able to 

precisely inject a liquid contrast agent into blood vessels would make X-ray 

images clearer, improving diagnosis of cardiovascular diseases. Today, 

Medrad is a worldwide leader in developing, manufacturing, marketing, 

and servicing medical devices that enhance imaging of the human body.

The success of Medrad’s strategic approach is demonstrated by overall 

customer satisfaction and Medrad’s strong financial performance. In an industry survey, 

Medical Imaging magazine asked readers to rate 57 medical imaging companies, includ-

ing Medrad, in 10 areas such as product quality, service, support and price, ability to 

capitalize on new and niche products, and company leadership. Medrad ranked among 

the top 10 in eight of the performance areas measured, including two first-place rankings. 

Medrad ranked second out of 57 for overall satisfaction and was in the top two in price, 

quality of products, ease of integration, and service and support. As a comparison, the 

company’s key competitor did not finish in the top 10 in any of the performance areas.

As you read through this chapter, think about the way Medrad uses strategy to 

achieve high customer service ratings. At the end of the chapter, we will return to this 

company’s philosophy and how Medrad executes its strategy by using some of the 

concepts and tools from this chapter.

Leaders establish vision and guide others toward achieving important goals. Supply chain and 
operation (SC&O) strategy addresses many issues that are essential for competitiveness. Much 
of SC&O strategy has to do with matching resources with business needs. Strategy is a long-
term plan that defines how the company will win customers, create game-winning capabilities, 
fit into the competitive environment, and develop relationships. Strategy includes long-term 
planning that is performed at the highest organizational levels.

Supply chain strategy is the supply chain portion of the strategic plan. It includes develop-
ing the ability of the firm to leverage internal relationships, supplier alliances, and customer re-
lationships to create sustained competitive advantage. Operations strategy focuses on allocating 
resources within the firm to provide value to customers. Our use of SC&O strategy encompasses 
both of these considerations. In this chapter, we will first discuss generic SC&O strategies. We will 
then discuss process (how to create strategies) and content (what is included in SC&O strategy), 
followed by the ways in which managers use the competitive landscape to drive strategy, the types 
of relationships supply chain managers have with their suppliers, and how managers measure their 
strategic success. The chapter concludes with a discussion of the changing strategic environment.

eneriC SC&O StrategieS and alignment
In this section, we define generic strategies. It is important to understand how firms compete 
so that managers can align SC&O strategy with overall company goals. In addition to align-
ment, you will learn about agility and adaptability.

g

Source: National Institute of Standards and Technology, “Medrad,” Profiles of Baldridge Winners, 2012, 
http://www.nist.gov.

strategy
A long-term plan that defines 
how the company will win 
customers, create game-winning 
capabilities, fit into the competitive 
environment, and develop 
relationships.

supply chain strategy
The supply chain portion of the 
strategic plan.

operations strategy 
Allocating resources within the firm 
to provide value to customers.

SC&O strategy 
A strategy that encompasses both 
supply chain management and 
operations management.
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22 Chapter 2 Supply Chain and Operations Strategy

generic Strategies
Before getting to the nuts and bolts of SC&O strategy, we first must define different strate-
gies and how firms compete. Michael Porter, a Harvard economist, suggests that there are 
three main ways that companies may gain an advantage over their competition (Figure 2.1). 
Some companies, such as Walmart, use a cost strategy and find ways to reduce costs and 
provide customers with a lower price than competitors. Others, such as Amazon.com, use a 
focus strategy and seek to service only select customers and provide these niche customers 
with a narrow range of unique products and services. Others still, such as Apple, Inc., use a 
differentiation strategy and seek to provide such distinctive products or services that com-
petitors cannot compete with them. In each case, the company focuses on unique ways to 
gain advantage over competitors and win customers. The company must then develop plans 
in order to achieve a life-long commitment from customers. SC&O Current eventS 2.1 takes a 
look at how three very successful firms have adapted these three generic strategies.

alignment
Each generic strategy discussed (cost, focus, and differentiation) must be in alignment with the 
company’s SC&O strategy. Alignment means that SC&O decisions will be consistent with the 
strategic directions for the firm. For example, companies with a low-cost emphasis will need 
processes, systems, labor, and policies that support low cost. The same need for alignment 
 exists for differentiation and focus.

FiSHER StRAtEGy MODEL Alignment in SC&O strategy matches capabilities with the sup-
ply chain needs of the customer. The Fisher strategy model in table 2.1 shows one example 
of alignment. In this model, managers match the type of supply chain they use with their 
customer’s needs. As a manager, you might ask yourself if customers want your products to 
be functional or interactive? Functional products, such as kitchen appliances, tend to be more 
mass produced, and interactive products, such as tailored clothing or custom-made shoes, 
tend to be more customized. Trade-offs between functionality and interactivity have to be 
made relative to efficiency and responsiveness in the supply chain.

cost strategy 
A generic strategy that focuses on 
reducing cost.

focus strategy 
A generic strategy that emphasizes 
select customers or markets.

differentiation strategy 
A generic strategy that emphasizes 
providing special value to 
customers in a way that is difficult 
for competitors to replicate.

alignment
Consistency among strategic, 
supply chain, and operational 
decisions.

Fisher strategy model
A model developed by Marshall 
Fisher that matches capabilities 
with customer needs.

Figure 2.1 >
porter’s generic 

strategies

FocusdifferentiationCost

generic 
strategies

Fisher’s Supply Chain Alignment Model

  Functional Products Interactive Products

Efficient Supply Chains Match Mismatch

Responsive Supply Chains Mismatch Match

table 2.1 > 

Based on data from Fisher, M., ‘What is the Right Supply Chain for Your Product?” Harvard Business 
Review, March-April 1997, pp. 105-116.
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<  SC&O Current  
eventS 2.1

Cost
Walmart is a good example of how using a cost advantage 
provides value to customers. Walmart shares point-of-sale 
cash register data with partners, reduces product lines to 
only the most profitable stock-keeping units, and reformats 
store shelves to reduce waste and variability. Walmart also 
teaches suppliers to produce consumer goods more ef-
ficiently and directs suppliers toward more cost-effective 
outsourcing options. In addition, Walmart is well known for 
ultra-efficient transportation, fast warehouses, and mini-

mized inventories to provide consumers with the lowest possible supply chain and logistics 
costs. Walmart’s unique, cost-saving capabilities appeal to consumers’ desires for low pric-
es. Walmart’s low-cost strategy provides it with a competitive advantage over other big-box 
stores and has allowed it to win and keep customers.

Focus
Amazon.com, on the other hand, does not outcompete 
competitors by charging lower prices but instead makes its 
considerable profit by employing a focus strategy. Before 
Amazon began selling goods, if you wanted to find a unique 
item such as a particular baseball card, you had to conduct 
a time-consuming search. Even if you found the card you 
wanted, you did not know if the price was competitive or if 
the card was in good shape. Amazon saw such consumer 
struggles and made it easy for customers to locate and com-

pare prices for hard-to-find products. Most companies reduce their product offerings to only 
very profitable items, and the companies strategically locate these “A” items at retailers (e.g., 
BestBuy, Target, Walmart). A large store wouldn’t stock rare baseball cards on the off chance 
that one customer may buy one. Amazon, on the other hand, sells a broad assortment 
of difficult-to-find goods and electronically presents these “C” items to niche customers. 
Amazon has also implemented processes that minimize its risk by asking suppliers to hold 
low-demand items in the supplier’s inventory until it actually sells the products. The supplier 
then ships directly to the customer. Amazon avoids the high inventory-carrying costs of niche 
items while also creating competitive advantage by selling to niche customers. Customers 
are faithful to Amazon because they know they can find their difficult-to-locate items at 
Amazon.com without much hassle.

Differentiation
Apple, Inc. is a good example of a company that wins cus-
tomers through differentiating its products. Apple does not 
attempt to make the lowest-priced products or sell products 
that only select customers will appreciate. Instead, Apple 
prides itself on making iconic, easy-to-use products.

Contrary to popular perception, the iPod was not the 
first MP3 player on the market. When Apple introduced the 
iPod, however, it also offered consumers iTunes, a system to 
download copyrighted music. By bundling both the hardware 

and content into an integrated package, Apple provided customers a product unlike any 
other on the market. This easy-to-use system soon drove products like Microsoft’s Zune and 
Dell’s MP3 music player out of the marketplace and dominated market share.

Because of the great demand for its highly sought-after products, Apple is able to 
charge a premium for its products. Apple’s capability to create highly differentiated products 
creates a sustained competitive advantage for the company.

Examples of Generic Strategies
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24 Chapter 2 Supply Chain and Operations Strategy

tHE iMPORtAnCE OF AGiLity Even when firms align their tactics with strategies, strategic 
planners must be prepared for the dynamics of supply and demand. In other words, SC&O 
strategic planners must be able to plan for and have the capabilities to adapt to the changes in 
the business environment.

Agility, the ability of a supply chain to quickly respond to short-term changes in demand 
or supply, is another key SC&O consideration managers must make when creating strategy. 
Manufacturers must be prepared to respond to short-term, rapid increases or decreases in 
demand as well as be able to react to interruptions in supply. Manufacturers that are unpre-
pared for short-term change lose out to manufacturers that are prepared. For example, Span-
ish fashion retailer Zara understood that fashion changes quickly and created the capabilities 
to respond in kind. So, rather than outsource its production to an Asian manufacturer far 
away from its target markets, Zara mostly manufactures within its own markets. While other 
manufacturers take months to design, create, and deliver product, Zara does so in five weeks. 
Manufacturing close to demand allows Zara to adjust to frequently changing customer de-
mand quickly. This agile capability allowed Zara to not only capture market share from slower 
competitors, but also reduced marked-down merchandise from an industry average of 50 per-
cent to 15 percent. Its agile capability, in part, has allowed this European company to become 
the third largest clothing retailer in the world.

ADAPtABiLity Although agility may be important to capturing the value in short-term 
changes, adaptability is equally as important when capturing the value of long-term changes. 
Sometimes, the capability to change your entire supply chain or entire manufacturing strategy 
keeps a business viable. Adaptability is the capability to adjust a supply chain’s design (i.e., the 
supply network, manufacturing capabilities, and distribution network) to meet major struc-
tural shifts in the market.1 For instance, a company should be able to judge when products 
are moving from an innovative, disruptive product to a more mature product. As products 
become more mature, companies must be prepared to shift their supply chain to focus more on 
efficiency and less on responsiveness. To execute an effective change strategy, SC&O strategists 
must identify the capabilities needed to make this transition.

ORDER WinnERS AnD QUALiFiERS Another method for achieving strategic alignment is 
by identifying how the firm generates business. Order winners are those attributes that 
differentiate a company’s products.2 For example, for some products, such as most anything 
purchased at Kmart, the reason people buy is low price. If that is true, marketing can sell 
products based on low price. Also, SC&O managers can provide processes, standardization, 
and high production volumes to support low price. Therefore, identifying how the firm 
wins orders allows marketing and SC&O to align their  efforts in a way that will satisfy the 
customer.

Order qualifiers are those necessary attributes that allow a firm to enter into and compete 
in a market, and a firm’s strategy must account for these necessities. For example, a minimal 
level of product quality may be required simply to allow a firm to compete. The U.S. auto-
mobile industry supports such a marketplace. For example, Kia, made in Korea, had to meet 
basic quality standards for North America before they were allowed in U.S. markets. Having 
done so, Kia now competes successfully in the United States. Identifying order qualifiers allows 
marketing and SC&O to align customer needs with operational choices, such as production 
technologies and process choices.

 Managing Across Majors 2.1  Marketing majors, the order-winning criterion occurs at the 
point of impact between SC&O and marketing. It can serve as a tool for marketing and SC&O 
managers to come to agreement on how the firm will compete at a strategic level.

1Hau L. Lee, “The Triple A Supply Chain” Harvard Business Review, Oct. 2004, 1–12.
2T. Hill, Manufacturing Strategy (Basingstoke: UK, Palgrave, 2009).

adaptability
The capability to adjust a 
supply chain’s design (i.e., the 
supply network, manufacturing 
capabilities, and distribution 
network) to meet major structural 
shifts in the market.

order winners
Those attributes that differentiate a 
company’s products.

order qualifiers
Necessary attributes that allow a 
firm to enter into and compete in 
a market; a firm’s strategy must 
account for these necessities.

agility
The ability of a supply chain to 
respond quickly to short-term 
changes in demand or supply.
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assessing Customer value
To achieve alignment in SC&O strategy, SC&O managers need to integrate closely with market-
ing managers, who are focused on customer needs. The need to win and retain customers mo-
tivates all three generic strategies and their alignment with a firm’s strategy. Customers provide 
all the profit and most of the capital for a firm. When a firm is beginning to develop its strategy 
of how to compete in a market, it must first identify key customers. Managers identify their 
customers through market studies and conversations between marketing and SC&O managers.

Furthermore, successful companies focus on the concept of the lifetime value (LTV) of the 
key customers rather than a onetime transaction. LTV examines the potential long-term worth 
that each customer provides to a company instead of the immediate profit that the customer 
may contribute. For example, if your new laptop breaks after only a few days of use and the 
retailer that sold it to you refuses to honor your warranty, not only will you never buy from that 
store again, but you will also make sure that all your friends know about the store’s predatory 
practices. Even though the electronics retailer received the profit from your one broken laptop, 
it will miss out on the potential profit that you and your friends may have provided them over 
your entire lifetime. Strategic decision makers must evaluate and consider the potential LTV of 
its customers instead of concentrating on the value of a single transaction.

SC&O managers understand that customers are not all equally valuable. Some custom-
ers simply are not worth the cost or effort to serve. The 80/20 rule, also called Pareto’s law, 
suggests that 20 percent of customers account for 80 percent of revenues. The key for strategy 
makers is to identify the very best customers and provide outstanding service to those top 
customers. Identifying your top customer is not always simple, but in the end it is worth the 
effort (as SC&O Current eventS 2.2 demonstrates). Other customers may still provide value, but 
your best service should be offered to high-value customers.

Strategists must understand key customers’ needs for a firm to survive and prosper. Customers 
are the judge and jury in competitive advantage. No matter how many of your shareholders, your 
competitors, or the media praise your company, your customer decides your long-term success.

<  SC&O Current  
eventS 2.2

WebTV (relabeled as MSN TV) was celebrated as the first tel-
evision set to allow viewers to surf websites. The product and 
service were envisioned by its originators as revolutionary 
steps forward toward interactive television.

Despite its technological advances, WebTV quickly en-
countered problems because of its customers. Technologi-
cally naive mainstream consumers were the typical subscrib-
ers. They checked e-mail and chatted with other WebTV 

subscribers through their television, but rarely interacted with television programs, did not 
shop online, and did not regularly click on Internet advertisements. In short, they did not 
interact with their interactive TV and failed to bring in any advertisement and sales revenue.

The people who used WebTV were not WebTV’s target customer. Because they had very 
little tech savvy, however, they created extensive customer service problems. They called 
when the connection timed out. They called for e-mail advice. They even called to ask about 
websites unaffiliated with WebTV. While the company was spending money providing them 
with customer support services, WebTV consumers were not bringing in any revenue to 
offset these costs, putting WebTV in the red.

“WebTV had clearly discovered where the TV enabled on-line market existed,” wrote 
Laura Buddine, president of Lacta, a consulting and applications company. “The problem 
was that it wasn’t the market they wanted.”

Microsoft scrapped the WebTV brand. It never passed the one-million-subscriber mark. 
However, this doesn’t mean that the market doesn’t have potential. Apple TV and Google Fiber 
have made significant in-roads into this market.

Sources: David Bank, “Foot in the Door: Microsoft Says It Already Has a Set-Top Box: It’s Called Web 
TV,” Wall Street Journal, June 15, 1998, R12; and A. Figler, “Why WebTV Failed to Grow,” Cable World, 
Feb. 18, 2002.

WebTV Attracts the Wrong Customers
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strategy process
The method pursued for creating 
strategy.

strategy content
That which construes a strategy.

operational subplans
Portions of the strategic plan 
pertaining to the differing 
functional areas of the firm that 
help ensure attainment of strategic 
objectives.

Hoshin Kanri planning
Policy deployment through 
a strategic planning process 
that utilizes project-based 
improvement. 

catchball
Strategic back-and-forth dialogue 
between successive levels of 
managers and their teams in 
Hoshin Kanri.

C&O Strategy PrOCeSS and COntent
We will now turn our attention from generic strategies to developing SC&O strategy. There 
are two main components to SC&O strategy: process and content. Strategy process is the 
method pursued for creating strategy. Strategy content is what construes the strategy and 
includes (1) the already-discussed generic strategies, (2) the recognition and consideration of 
your competitors, (3) the creation and maintenance of supplier relationships, and (4) how you 
measure and react to your strategies’ successes and failures.

Figure 2.2 shows a hierarchy for SC&O strategic planning, and table 2.2 shows definitions 
of all the steps in the hierarchy. All planning starts with a forecast and requires an under-
standing of the economic environment. Mission and vision also help inform strategic decision 
making. Managers use the forecast, mission, and vision, coupled with customer research and 
market analysis, to set strategic plans. From the strategic plan, operational subplans are estab-
lished in the areas of finance, operations, supply chain management, information systems, hu-
man resources, and marketing. These operational subplans are portions of the strategic plan 
pertaining to the differing functional areas of the firm that help ensure attainment of strategic 
objectives. Strategic alignment occurs when there is consistency in choices made in the sub-
plans to support the overall company strategy.

Hoshin Kanri Strategic Planning
One planning method that SC&O managers often use is Hoshin Kanri planning. Hoshin is 
Japanese for “a compass,” which indicates a vision or purpose to all existence. Kanri refers 
to management control; in English, it is generally referred to as policy deployment. Japanese 
managers have been using Hoshin Kanri (or Hoshin for short) planning since the 1960s as a 
means of implementing policy. Implicit in Hoshin is the use of the basic seven tools of quality 
and quality function deployment. We will discuss the seven tools in more detail in Chapter 13.

In the Hoshin process, after firm leaders develop a three- to five-year plan and senior 
executives develop the current year’s Hoshin objectives, catchball occurs. Catchball is the 
strategic back-and-forth dialogue between successive levels of managers and their teams. The 
development of the Hoshin plan results in the cascading of action plans that are designed to 
achieve corporate goals.

Many successful companies, such as Solectron and Motorola, use Hoshin planning. By 
using Hoshin strategic planning processes, Solectron established itself as a market leader in 
electronic component production.

SC&O Strategy Content
Once a firm completes catchball, it needs to ensure that it possesses capabilities to best meet its 
strategic objectives. A company must first have employees with the skills and training necessary 

S

Figure 2.2 >
supply Chain and 

Operations strategic 
planning hierarchy

Informations Systems 
Human Resources 

Marketing, etc.

Other 
subplans

voice of 
Market

economic 
Outlook

supply Chain 
subplans

Company 
strategy

Operations 
subplans

voice of 
Customer

Forecasts

Financial 
subplans

Mission 
and vision
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Elements of the Strategic Planning Hierarchy

Planning Step Definition What It Really Involves

Forecast A prediction of future events Demand patterns, costs, budgets, etc.

Economic outlook An examination of how the macroeconomic 
environment will affect the firm

What do we expect to happen with the 
overall economy, legal environment, and 
regulations?

Mission A statement of the purpose of a firm Why does the firm exist?

Vision A statement of possibilities for the company What are upper management’s aspirations 
for the organization?

Voice of the customer An understanding of customers’  
requirements

What are customers’ needs, wants, desires, 
preferences, and expectations?

Voice of the market An understanding of the competitive  
environment

What are your competitors up to?

Company strategy An elicitation of near- and long-term plans 
for the firm

What are our key objectives for the  
coming years, and how are we to  
accomplish them?

Financial subplans How the company strategy will be financed What are the needed funding, allocation 
of scarce resources, risk analysis, and 
economic decisions? Budgets are set  
that provide a foundation for what is  
accomplished from the strategic plan.

Operational subplans How we support the company strategy 
operationally

What choices are relative to production 
technologies, process choice, 
infrastructure, and capacity?

Supply chain subplans How we partner to satisfy customers and 
satisfy company-wide strategic objectives

What strategic partnerships, logistics  
planning, supplier development, and  
supply chain performance management  
are possible?

Information systems subplans Planning to provide software, hardware, 
and support to meet company strategic 
objectives

What information system projects get prior-
ity, and what expenditures will be needed 
for the coming year?

Human resources subplans Plans for selecting, training, and developing 
employees to help to achieve company-wide 
strategic objectives

How many people will be hired and trained 
during the strategic planning cycle? What 
plans are needed to meet educational goals 
for the firm?

Marketing subplans Based on the company strategy, goals and 
plans, sales and promotion for the strategic 
planning cycle are created.

Based on forecasts, what are the sales 
goals and resources needed? What plans 
and budgets should be established for 
promotional activities, and what marketing 
channels should be evaluated?

< table 2.2

to provide its unique brand of service. Then, a firm ensures that it has the correct assets, poli-
cies, and processes needed to provide customers with outstanding service. When a company 
has capabilities that align with key customers’ needs, it can gain competitive advantage.

A firm’s SC&O capabilities are key to competitiveness. Capabilities are the network of 
people, knowledge, information systems, tools, and business processes that create value for 
customers. Capabilities vary widely between firms. SC&O Current eventS 2.3 discusses capabili-
ties for three retailers.

capabilities
The network of people, knowledge, 
information systems, tools, and 
business processes that create 
value for customers.
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SC&O Current > 
eventS 2.3 An Examination of the Operational and Supply Chain  

Capabilities of Three Retail Giants

In SC&O Current Events 2.1, we discussed how Walmart’s ultraefficient logistic capabilities 
complement its low-cost strategy. Amazon realizes its niche strategy with its unique capa-
bility to provide consumers with a portal to many different suppliers. Apple had a visionary 
leader in Steve Jobs who provided customers with innovative and practical products. These 
qualities are all unique capabilities. Capabilities support strategies because they provide 
the company with the tools to carry out strategic plans. When a firm develops strategy, it 
develops an understanding of both its customers and its capabilities. If there is a mismatch 
between what capabilities provide and what customers expect, the firm will not succeed.

In 1962, three stores were founded: Kmart, Walmart, and Target. Kmart was the early 
leader in the race for competitive dominance, largely due to its capability to create an excit-
ing shopping experience. Kmart stores frequently had “blue light specials,” unexpected sales 
that were identified by a flashing blue light in the store, to entice buyers to immediately 
purchase a product. The blue light special was so effective that it quickly became a part of 
the fad culture of the 1960s and 1970s. Kmart was not as concerned about the quality of its 
sourcing and the cost of its distribution network; it ignored its supply chain and focused on 
marketing as its core competence.

While Kmart was focusing on an exciting shopping experience, Walmart was creating 
capabilities to make its supply chain more efficient. Walmart invested in technology, distribu-
tion centers, and suppliers that allowed it to provide quality merchandise at a consistently 
low price. Over time, the customer’s excitement for unannounced sales wore off for Kmart, 
and customers switched to the everyday low prices that Walmart provided them.

Target, at the same time, had developed suppliers that understood its drive to provide 
fashionable products at reasonable prices. Target’s fashion-conscious yet frugal consumers 
rewarded its unique capabilities.

Kmart had built an effective capability to create a fun shopping experience and built 
short-term success, but it neglected the capabilities that customers really wanted in the long 
term. Kmart declared bankruptcy in 2002 and subsequently merged with the Sears Corpo-
ration. Not surprisingly, one of management’s key goals after the Kmart and Sears merger 
was to create more efficiency in the supply chain. Companies must have or be able to gain 
customer-valued capabilities for this strategy to succeed. When the capabilities they have 
are no longer valued, such as Kmart’s shopping experience, they must be able to change to 
more successful strategies, such as Sears’ efficient supply chain.

This example illustrates two important distinctions. First, effective SC&O firms focus their 
supply chain strategy on those competencies that create lasting value. Kmart’s shopping expe-
rience strategy was clearly meant to appeal to consumers emotionally. Consumers can only be 
entertained for a brief moment before they look for more lasting value. The longer-term strategy 
of Walmart to focus all its competencies on lowering costs had a much longer-lasting effect on 
consumers. In addition, Target’s competency of focusing on effectively delivering a distinctive 
product to a targeted consumer segment also provided a longer-term effect.

Second, the effect of a company selecting the wrong supply chain strategy can be 
deadly. When firms ignore the importance of supply chain, they buy themselves an expen-
sive, wasteful, and ineffective system. Each firm must have a supply chain, and good firms 
deploy these supply chains strategically.
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Another problem many companies face in their strategic content is that they try to master 
too many capabilities. One such case is General Motors, which has suffered from trying to be 
“all things to all people” in the auto industry and produced vehicles to satisfy every possible 
consumer desire while not doing anything particularly well. Companies that focus on their 
core competencies hone only those capabilities that tie most closely to their customer values 
and that provide companies with a unique competitive advantage.

the resource-based view
A firm achieves competitive advantage by applying tangible and intangible resources to operate 
effectively. In this section, we will discuss how to apply resources.

CAPABiLitiES’ FOUR CORE ASPECtS As shown in Figure 2.3, the resource-based view 
(RBV)3 of the firm suggests that there are four specific aspects to a capability that provide a 
company with a core competency: (1) value, (2) rarity, (3) imitation-proof, and (4) substitu-
tion-proof.

The first of these ideas is that a resource must be valuable. Specifically, effective SC&O 
companies have a resource that is valuable to customers. Without value to the customer, a 
company has a resource that may give it some short-term, tactical advantage but will not pro-
vide the company with longer-term, competitive advantage.

Second, the company’s resources must be rare. Rare resources provide the firm with com-
petitive advantage because competitors cannot utilize these resources.

Third, resources must be difficult to imitate. Imitation-proof resources provide the firm 
with resources that cannot be re-created or reverse engineered because of their uniqueness and 
allow the firm to sustain its competitive advantage.

Finally, the RBV states that resources must be nonsubstitutable. Substitution-proof re-
sources cannot be easily replaced, and the firm therefore sustains its competitive advantage.

An example of a valuable, rare, inimitable, and nonsubstitutable resource is the design 
capability of Apple. Apple was able to design products that consumers saw as cool and valu-
able. As a result, Apple has established a lead in personal computers, tablets, and phones. This 
design capability has been a core competency for Apple. 

DynAMiC CAPABiLitiES AnD REtAininG VALUE A final consideration that companies must 
evaluate is that capabilities that win customers one day may not win the same customers the 
next day. For example, Kmart’s blue light special was the early winner, but it did not create 
sustained competitive advantage because the competition for customers changed. Capabilities 

core competencies
Abilities that companies compete 
on that are difficult for competitors 
to replicate. 

resource-based view (RBV)
The view of the firm that suggests 
that there are four specific aspects 
to a capability that provide a 
company with a core competency: 
(1) value, (2) rarity, (3) imitation 
proof, and (4) substitution proof.

3J. B. Barney, “Firm Resources and Sustained Competitive Advantage,” Journal of Management 
17, no. 1 (1991): 99–120.
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must be able to change as the competitive landscape changes. Dynamic capabilities4 are the 
firm’s ability to integrate, build, and reconfigure internal and external competencies to address 
rapidly changing environments.

Once a company understands its customers and capabilities, it is on its way to establishing 
a winning strategic plan. Traditionally, there is one final aspect of the content of the strategic 
plan for which firms must plan: the competitive landscape.

OmPetitive landSCaPeS and  
POrter’S Five FOrCeS

Even when a firm understands its customers and has the right capabilities, the firm must out-
compete rival firms to succeed. DHL, the global market leader of international express deliver-
ies, announced that it was entering the U.S. express delivery market. DHL invested $1.4 billion 
in infrastructure, created important relationships with U.S. business partners, and mapped out 
plans for the future. Later, DHL abandoned its U.S. express shipment business and returned to 
a focus on Asia and international express shipping. Many analysts say that DHL simply could 
not compete in the established home markets of FedEx and UPS. DHL did not sufficiently plan 
for the third important aspect that all businesses must focus on when preparing strategic plans: 
the competitive environment.

There are many different ways to analyze the competitive environment when planning 
strategy. One frequently used model is Porter’s five forces model (Figure 2.4). This model is 
used because it helps companies understand how all competitors and supply chain members 
influence their ability to compete. There are five considerations in this model:

 1. Threat of new competitors
 2. Threat of substitutes
 3. Bargaining power of customers
 4. Bargaining power of suppliers
 5. Rivalry within the industry

C

Apple is known for its 
dynamic and exemplary 

product design.

dynamic capabilities
Abilities that allow a firm to adapt 
quickly to market changes.

Porter’s five forces
Five competitive dynamics:  
(1) the threat of new competitors, 
(2) the threat of substitutes, (3) the 
bargaining power of customers, 
(4) the bargaining power of  
suppliers, and (5) rivalry within  
the industry.

4D. J. Teece, G. Pisano, and A. Shuen, “Dynamic Capabilities and Strategic Management.” Strategic 
Management Journal 18, no. 7 (1997): 509–33.
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threat of new Competitors
A profitable market attracts new competitors, but too many new entrants decreases every 
company’s market share and makes the industry less profitable. Unless your company can 
use barriers of entry, such as patents or high start-up costs, to hinder new firms, your com-
pany’s profits will suffer. When DHL wanted to enter the U.S. market, it believed that the 
potential profit was substantial enough to justify the high start-up costs. DHL also saw 
that there were very few new companies that could afford the type of investment needed to 
compete in the U.S. express delivery service and concluded that competition would not be 
as fierce. When the threat of new competitors is high, competition is more difficult. Manag-
ers must take the likelihood of new competitors into account when planning their SC&O 
strategy. For example, Amazon.com recently challenged Walmart’s highly regarded supply 
chain. Walmart knows that consumers do not buy from Walmart because of its in-store 
experience; they come for the low prices. More and more frequently, however, consumers 
are doing price comparisons online (sometimes while in a Walmart store) and purchasing 
the cheaper product from Amazon. Amazon even promised next-day delivery on prod-
ucts ordered online. In response to this new competition, Walmart recently announced 
that it would guarantee same-day delivery of online customer orders. Walmart strategically 
changed from a low-price provider to a just-in-time delivery service because of the new 
online competitors.

threat of Substitute Products or Services
Sometimes products or services exist outside of the realm of a company’s product lines that 
allow customers to satisfy the same need as the company’s product or service. If there are many 
credible substitutes to a firm’s product, the substitutes will limit the price that firms can charge 
and will reduce the firm’s profits. Two crucial strategic areas that SC&O strategists must ad-
dress in the area of substitutes are (1) the willingness of consumers to switch to or from their 
product and (2) how differentiated consumers perceive their product or service to be from the 
competitor’s products or services. Both of these factors, switching costs and differentiation, 
can enhance the likelihood of capturing the lifetime value of a customer.

BUyER SWitCHinG COStS Often, consumers have invested so heavily in a certain prod-
uct that switching to another product carries a high cost. For example, despite being the 
world’s largest beverage provider, Coca-Cola had a very difficult time gaining significant 
market share in Peru due to a local soda called Inca Kola. Inca Kola is a source of national 
pride; Peruvians served this sweet soda at birthday parties, soccer matches, and even official 
government events. Coke initially attempted to take over Peru’s market by creating strong 
relationships with fast-food restaurants and getting commitments from these restaurants to 
serve only Coke products. Most of the restaurants, however, eventually asked Coke if they 
could also offer Inca Kola because so many patrons wanted it. Coca-Cola found that con-
sumers were unwilling to switch to a new product because they were culturally invested in 
Inca Kola. Rather than fight these high customer switching costs, Coke eventually bought a 

< Figure 2.4
porter’s Five Forces
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Adapted from Porter, M.E., Competitive Advantage, Free Press, New York, 1985
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controlling stake in Lindley Inc., Inca Kola’s manufacturer, and Coca-Cola is 
now a producer of Inca Kola in Peru. When switching costs for customers are 
high (emotionally or financially), competing becomes more difficult. Coca-
Cola had to change its supply strategy once it saw that Peruvians would not 
make the switch from Inca Kola to Coke.

 Managing Across Majors 2.2  International business majors, the Inca Kola 
story illustrates that strategy becomes more difficult in global cultures. Students 
interested in international business need to understand that country culture plays 
a role in company strategy.

PERCEiVED LEVEL OF PRODUCt DiFFEREntiAtiOn Firms also discovered 
that consumers must understand and appreciate the differences between their 
products and their competitor’s products. When consumers have a difficult 
time perceiving the difference between products, competition becomes much 
more intense. For example, Microsoft first introduced the Zune, a portable 
media player, in 2006. The Zune faced several major challenges: namely, com-
parisons to Apple’s iPod. Promising initial sales of the Zune fell when consum-
ers began comparing the Zune to the iPod. Customers did not see the Zune 
as an improvement over the iPod. In December 2008, Microsoft reported that 
Zune sales had decreased by $100 million and in late 2011 announced that it 
would no longer produce the Zune. When consumers cannot see how a firm’s 

newly introduced product creates an appreciable difference from existing products, compe-
tition is more difficult. Unless SC&O managers work closely with marketing managers to 
ensure that significant differentiation exists in products and services, SC&O strategy is forced 
to compete solely on price.

bargaining Power of Customers and Suppliers
The bargaining power of customers is called the market of outputs. It is the ability of customers 
to put the firm under pressure, and it affects the customer’s sensitivity to price changes. A good 
example can be seen in the passenger airline industry. The Internet makes price comparison 
between airlines very simple. Therefore, the ability of consumers to price shop puts tremen-
dous pressure on airlines to make sure their prices are as low as possible.

The bargaining power of suppliers is called the market of inputs. Suppliers of raw materi-
als, components, labor, and services (such as expertise) to the firm can be a source of power 
over the firm, especially when there are few substitutes. When suppliers have great power, they 
may refuse to work with the firm or may charge excessively high prices for unique resources. 
Intel holds this kind of power over the companies with which it works. Computer manufac-
turers frequently must wait for Intel to release its most recent chip before releasing their next 
generation of laptop computers. Consumers want the latest technology, and Intel holds manu-
facturers hostage until it releases its newest products. Dell, HP, and Apple all wait until Intel re-
leases its next generation of microchip to build their next computers, giving Intel tremendous 
industry power. In effect, Intel forces the manufacturers into releasing their newest computer 
models at the same time as their rivals. Therefore, these rival firms must create a strategy that 
helps them differentiate on something other than the best processing power. When suppliers 
have great power, industry competition is increased.

intensity of Competitive rivalry
For most industries, the intensity of competitive rivalry is the major determinant of the com-
petitiveness of the industry. Few competitive rivalries are as well known as the Pepsi–Coca-Cola 
rivalry. Because this rivalry has been so fierce, other soft-drink companies have rarely been 
able to penetrate the U.S. soda market. New entrants to this market would have a very difficult 

Inca Kola is an example of 
emotion-based switching 

costs.

M02_FOST2403_01_CH02_pp020-050.indd   32 19/11/14   5:40 PM



 Supply Chain Strategy 33

time succeeding because of the intensity of the conflict and the well-drawn battle lines 
between consumers. When competitive rivalry is high, strategic success becomes much 
more difficult because strategic objectives such as gaining market share, increasing dif-
ferentiation, and opening new markets are fiercely contested.

Strategic plans that take environmental conditions into consideration can win. 
For instance, it is noteworthy that Jones Soda has successfully carved some market 
share from the fierce Coke–Pepsi rivalry. Jones Soda’s SC&O strategy specifically grew 
out of its roots as an early beverage distributor for Arizona Iced Tea and Thomas 
 Kemper soda. Jones realized that these smaller soda brands survived due to their high-
quality product and unique consumer base. Jones Soda successfully created a niche 
strategy to target younger consumers by creating a very distinctive soda with inter-
esting, high-quality ingredients, using unique and rotating packaging, and employ-
ing very targeted distribution strategies. Specifically, Jones placed its own coolers in 
skate, surf, and snowboarding shops; tattoo and piercing parlors; individual fashion 
stores; and youthful retail clothing and music stores. Once it had gained a loyal fol-
lowing, Jones Soda expanded its distribution to grocery stores, convenience stores, 
and some restaurants. Its niche strategy allowed Jones to compete in the very fierce 
soda  marketplace.

uPPly CHain Strategy
Although companies traditionally focus on understanding customers’ values, developing ef-
fective competitive capabilities, and fitting within the competitive landscape as the main areas 
of strategic planning, these elements do not tell the entire story. Companies are quickly real-
izing that strategic planning must also include planning to create and maintain important 
business relationships.

Changes in Strategy
For many years, business theories have assumed that managers created strategic advantage 
within the four walls of the company. The business landscape, however, has dramatically 
changed as the digital revolution created the opportunity for rapid sharing of information. 
Almost simultaneously, the markets of Eastern Europe and Asia opened after decades of rela-
tive isolation. These new markets and new producers coupled with information connectivity 
created a globally connected world.

The first realization of this global expansion was found in a worldwide web of information. 
Rapidly shared information meant that coordinated global communication could be quickly 
established. People quickly connected with friends in far-flung parts of the world. The Internet 
truly became the World Wide Web.

Lagging behind this information revolution, due to the need for more significant structure 
and intense business to business relationships, was a network of global trade.5 Every country 
that desired global trade quickly found that remote manufacturers could cheaply produce and 
deliver goods to almost any available market. As a result of this realization, most people in 
North America right now are wearing clothing sewn in Asia.

The ability to cheaply manufacture products, materials, or supplies anywhere in the world 
and inexpensively ship them to worldwide markets creates a “world wide web of production.” 
Business strategy will never be the same. SC&O management has emerged as a major strategic 
imperative. Firms must effectively and efficiently tap into the world wide web of production 
to be competitive.

S Zune quickly left the  
marketplace after losing 
market share to Apple.

5An excellent book about this phenomenon is T. Friedman, The World Is Flat (New York: 
Picador, 2007).
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Business executives looking for ways to compete in this new reality have discovered that 
relationship management is the key capability that allows them to maintain sustained com-
petitive advantage. As stated earlier, supply chain strategy is the ability of the firm to leverage 
internal relationships, supplier partnerships, and customer relationships to create sustained 
competitive advantage.

There are three main reasons that firms use a supply chain strategy:

 1. Leverage relationships to reduce costs
 2. Create relationships to appropriate value from a partner with complementary core 

competencies
 3. Establish long-term, intense relationships to create synergistic value

types of relationships
Before discussing how businesses leverage relationships, let’s first discuss the different types 
of relationships managers encounter. There are various types of relationships, including trans-
actional relationships, complementary relationships, and synergistic relationships. Each of these 
distinctions is important, and managers must understand which strategy best serves their 
company.

tRAnSACtiOnAL RELAtiOnSHiPS A firm that pursues a cost advantage through its sup-
ply chain partners generally employs a transactional relationship, such as a reverse auction, 
to find the lowest-cost providers for supplies. For example, for Schneider National trucking 
company to purchase diesel fuel, it may contact all the known suppliers of diesel and ask them 
to submit bids to supply the contract. Once the diesel bidding begins, all the suppliers see the 
lowest bid and can keep bidding until no one bids lower than the lowest bid. Schneider then 
agrees to purchase the diesel from the lowest bidder. Although transactional relationships have 
a tendency to keep both the buyer and supplier at arm’s length, industries that rely on com-
modity supplies frequently engage in transactional, cost-reducing relationships.

COMPLEMEntARy RELAtiOnSHiPS A complementary relationship occurs when a com-
pany that clearly understands its core competencies needs another firm’s competencies so as to 
maintain world-class service. Generally, such a company understands that it holds a competi-
tive advantage in one area but does not have expertise in another.

Despite Apple’s strong research, development, and software development competencies, it 
does not excel in manufacturing and has therefore turned to the Chinese company Foxconn, 
one of the world’s largest manufacturers of consumer technology products, to do its manufac-
turing. Because Foxconn inexpensively manufactures for many consumer technology brands, 
establishes intimate relationships with major suppliers, and complies with quality expecta-
tions, it is an ideal supplier for Apple. Apple’s ability to create its products in the United States 
and to manufacture them in China gives it the ability to bring high-quality, innovative prod-
ucts to a consumer at a competitive price point.

SynERGiStiC RELAtiOnSHiP The synergistic relationship is a relationship between two 
companies that are committed to work together in a way that the result is greater than the sum 
of the individual parts. In a survey of 90 companies, researchers found that ten of these com-
panies committed to an intense, long-lasting relationship in order to create new product ideas, 
increase their productivity, and create a greater ability to change.6 Firms that engage in these 
types of relationships generally work very closely with their partners to develop relational 
capabilities that help create more novel products and find ways to better serve customers.

For instance, Honda has long been considered one of the best automobile manufacturers in 
the world. As Dave Nelson, the retired senior vice president for Honda, explained, “Ironically, 

transactional relationship
An arm’s length relationship with 
supply chain partners that is 
managed by scripted interactions.

complementary relationship
A relationship that occurs when 
companies understand that their 
core competencies need another 
firm’s competencies in order to 
maintain world class service.

6S. E. Fawcett, A. M. Fawcett, B. J. Watson, and G. M. Magnan, “Peeking Inside the Black Box: 
Toward an Understanding of Supply Chain Collaboration Dynamics,” Journal of Supply Chain 
Management 48, no. 3 (2012): 44–72.

synergistic relationship
A relationship between two 
companies who are committed to 
work together in a way that the 
result is greater than the sum of 
the individual parts.
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many of Honda’s supplier development programs and activities—supplier awards programs or 
supplier incentives, for example—appear very similar to those found at most automobile manu-
facturers. But the difference is in how much time, money and effort Honda invests in building 
and sustaining its supplier relationships. When we select suppliers, we expect to be with them 
for years.”7

Honda’s return on this commitment to its suppliers is innovation. The Honda Accord’s 
success is partially from process innovations and product innovations that suppliers provide 
to Honda. Therefore, the synergistic supply chain strategy is about creating relationships that 
provide value greater than the sum of the parts.

Managers must consider the strategic importance of partnerships when developing strat-
egy. The firm must decide which type of partnership provides the outcome that it is seeking 
and develop its relationship accordingly. Once the customer, capabilities, competitive envi-
ronment, and partnerships are understood, a company generally will have most of the pieces 
needed to create strategic plans.

trategy exeCutiOn
The most carefully made plans often underperform. In the business environment, execut-
ing your plans often becomes more difficult than creating the plans. We discuss three major 
points to help you understand how to make your supply chain’s strategic plans more effective: 
(1) aligning strategic levels, (2) aligning incentives, and (3) focusing on process.

aligning Strategic levels
First, it is important to understand how the levels of strategies within a company all function 
together. There are three strategic levels in a company: (1) strategies, (2) functional tactics, and 
(3) operations.

StRAtEGiES Strategies are the long-term goals that define how the company will win cus-
tomers, create game-winning capabilities, fit into the competitive environment, and develop 
relationships. Strategies form the rationale for tactics and operations because they drive what 
middle-tier management must accomplish to win and keep customers. For example, once a 
company determines that it is going to be a low-price competitor, its tactics are also going to 
focus on cost reduction and efficiency, and its day-to-day operations are going to focus on 
efficiency. Strategy sets the stage for tactics and operations.

Functional strategies or operational subplans are one- to two-year goals that help the firm 
“win a battle, but not necessarily win the war.” These subplans include events such as improving 
product quality through continuous improvement, reducing costs through improving ware-
house flows, and improving supplier relationships through giving awards to key suppliers. Even 
though these tactics generally help create sustained, competitive advantage, they are generally 
part of a bigger, longer-term strategic plan.

FUnCtiOnAL tACtiCS There are some well-recognized tactics for sourcing, operations, and 
logistics. To have a good fit between tactics and strategies, managers must understand the right 
tactics for the given strategy. Tactics are short-term steps used in implementing strategies. 
table 2.3 illustrates how certain frequently used functional tactics may complement a firm’s 
strategy.

When supply chain managers select the correct functional strategies to complement their 
needs, strategies are supported, and execution becomes easier. Simply having functional tactics 
is not enough, however. These tactics must be executed correctly.

S

7T. M. Laseter, “Balanced Sourcing the Honda Way,” Strategy + Business, Oct. 1, 1998, www 
.strategy-business.com/article/13515?gko=ce6a5.

functional strategies or  
operational subplans
One- to two-year goals that 
help the firm “win a battle, but 
not necessarily win the war.” 
These subplans include events 
like improving product quality 
through continuous improvement, 
reducing costs through improving 
warehouse flows, or improving 
supplier relationships through 
giving awards to key suppliers.

tactics
Short-term steps used to achieve 
strategic goals.
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OperatiOns Operations are the daily activities that a firm must perform to achieve success. 
Managers over operations in both service and manufacturing firms generally make sure that 
schedules are met, enough employees are present to meet customers’ needs, and enough ship-
ping is available to deliver the company’s goods or services. Companies cannot succeed with-
out effective operations. In addition, for firms to successfully meet strategic goals, tactics must 
complement strategies, and operations must fit with the firm’s functional goals.

Aligning Incentives
After supply chain managers determine strategic levels, they must avoid the dangers of local 
optimums during execution. A local optimum occurs when a firm rewards each functional 
area for achieving goals without regard for the company-wide effect of its actions. For instance, 
sales managers often give their salespeople commissions to sell products and motivate them to 
sell as many products as possible. Salespeople love having an expansive product line because it 
allows their product line to appeal to many different consumers. At the same time, manufac-
turing managers are often given bonuses for meeting cost-reduction goals. One of the easiest 
ways for manufacturing managers to reduce costs is to reduce the number of products in the 
product line. Reducing the product variety means that manufacturers can make longer batch 
runs and require fewer component parts. Therefore, the sales managers incentivize their sales 
teams to have an extensive product line, whereas production managers incentivize their supply 
chain team to offer a minimal product line. These goals clearly do not align.

Complementary Tactics for Firm Strategy

Functional Tactics  
Related to:

Purchasing Operations Logistics

Low-cost strategy Purchasing for 
Nonstrategic Transactions

Cost Efficiency

  The buyer seeks to buy the 
right supplies or products with 
an appropriate quality level at 
the lowest possible prices.

The manufacturer produces 
products and services in the 
lowest-cost ways.

The logistician creates logis-
tics systems that maximize 
efficiency and reduce total 
logistics costs.

Differentiation 
Strategy

Purchasing for 
Contractual Relationships

Quality and Dependability Market Strategy

  The buyer seeks to build 
partnerships and appropriate 
partner’s value through the life 
of the contracted relationship.

The manufacturer produces 
products and services with 
no defects, and production 
and service meets or exceeds 
scheduling deadlines.

The logistician creates logistics 
systems to reduce the com-
plexity faced by customers.

Niche Strategy 
(Customer 
Relationship 
Strategy)

Purchasing to Build a 
Long-Term Alliance

Dependability and 
Flexibility

Systems Approach

  The buyer seeks to build a 
long-term relationship with a 
single (or very few) suppliers.

The manufacturer creates the 
capability for quick changes 
in products, product mixes, 
production volume, or service 
delivery.

The logistician creates a logis-
tics system that can quickly 
adjust to changing supply 
chain needs. These systems 
focus on coordinating flows 
between supply chain func-
tions and the customer.

< TAble 2.3
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Good strategy aligns the incentives to both the sales team and the SC&O team to create 
greater profits for the firm. Good execution recognizes that there may be competing incentives 
and modifies these incentives so that profit, not revenue or cost, is rewarded. Once again, firms 
must come to agreement as to how they win orders.

A number of alignment issues must be addressed in SC&O strategies. They include:

	 •	 Information systems: What kinds of enterprise systems are needed to satisfy the needs of 
the entire supply chain? How do you link upstream and downstream? What are data rela-
tions? What data do you need to manage your supply chain effectively?

	 •	 Logistics: When will you ship? Does this schedule align with operations expectations? 
How do you optimize shipping practices to meet customer and manufacturing needs?

	 •	 Suppliers: Who are your preferred suppliers? What is your process for supplier selection? How 
do you develop suppliers? How do you link with your suppliers? Do you source globally?

	 •	 Inventory management: Where do you optimally store inventory? How much? How long? 
Do you have perishable stocks? Where do you carry safety stocks? Are you maintaining 
good levels of services?

Focusing on Process
Finally, managers must focus on processes throughout the supply chain rather than individual 
functions within their supply chain. A manager who focuses on one functional area often 
incurs trade-offs in other areas. For instance, an inbound logistics manager who decides to 
reduce transportation costs by fully filling trucks will increase inventory costs for the purchas-
ing manager. An effective way to ensure that a cross-functional viewpoint is taken is to focus 
on processes.

An often used model that helps managers consider the holistic effects of their decisions is 
the supply chain operational reference (SCOR) model. The Supply Chain Council developed 
the SCOR model to help managers understand and implement strategic, supply chain initia-
tives by focusing managers on five standard supply chain processes found within most supply 
chains. As shown in Figure 2.5, the three main emphases of the SCOR model are

 1. Process modeling
 2. Performance measurements
 3. Best practices

Five well-defined sets of standardized processes that describe the entire supply chain (found 
in table 2.4) form the SCOR model. When managers have a common understanding of the 
processes involved in implementing strategy, alignment throughout the supply chain becomes 
much easier.

Furthermore, the SCOR model encourages managers to consider these five processes not 
only within the company but also outside the company in the interfaces with suppliers and 

< Figure 2.5
the sCOr Model

Your Company Customer Customer’s 
Customer

suppliersupplier’s
supplier

Internal or ExternalInternal or External

source
return

enable enable enable

returnreturn return

deliver

return return
return

deliverdeliver

return

Make

plan

Make

plan

source deliver sourceMake

plan

source

Reprinted by permission from Supply-Chain Operations Reference Model, Overview of SCOR Version 8.0,  
Copyright 2006, Supply-Chain Council.
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suppliers’ suppliers on the upstream side. The SCOR model encourages managers to also con-
sider how these processes influence customers and customers’ customers on the downstream 
side. The SCOR process then suggests that the company should benchmark its processes 
against firms that are very good at doing similar processes and find where their processes dif-
fer. Managers can then compare process measurements and metrics to ensure that their supply 
chain processes are causing the holistic behaviors needed in a supply chain. In short, the SCOR 
model gives the manager an effective tool for understanding and controlling how supply chain 
processes affect the entire supply chain. An application of SCOR is provided in SC&O Current 
eventS 2.4.

Companies use process thinking because even though a process flows internally through 
several functions, the customer only sees the outcome of the process. For example, Harley- 
Davidson Motor Company almost went bankrupt in the mid-1980s. Its processes were designed 

SCOR Model Processes

Plan Balances aggregate demand and supply to develop a course of action 
that best meets sourcing, production, and delivery requirements.

Source Includes activities related to procuring goods and services to meet 
planned and actual demand.

Make Includes activities related to transforming products into a finished state 
to meet planned or actual demand.

Deliver Provides finished goods or services to meet planned or actual demand, 
typically including order management, transportation management, and 
distribution management.

Return Deals with returning or receiving returned products for any reason and 
extends into post delivery customer support.

table 2.4 >

Reprinted by permission from Source: Lambert, D., Supply Chain Management: Processes, 
Partnerships, Performance. Supply Chain Management Institute, Tempe AZ, 2008.

SC&O Current > 
eventS 2.4

A good example of a company that used SCOR to be-
come more effective is Ford Motor Company. The parts, 
supply, and logistics division of Ford used SCOR to 
improve its forecasting, inventory planning, electronic 
supplier communication, and management. Ford’s ex-

tremely complex supply chain contains thousands of parts, thousands of suppliers, and 
millions of end consumers. Although Ford’s functional areas within purchasing and logistics 
were individually effective, they were not structured to make integrated supply chain deci-
sions. Ford identified the problems in its as-is state and then used SCOR to map and describe 
important inventory processes that flowed through the functional silos. Understanding how 
these processes affected each area of the company helped employees understand the ho-
listic nature of their siloed decisions. Ford managers used SCOR to measure and benchmark 
these processes against others doing similar processes. Ford was then able to standardize 
processes and help each business area understand its responsibility for the entire process.

Ford has benefited substantially from using SCOR. Ford’s recurring inventory has been 
greatly reduced due to attention on variation in inventory policies. Focusing on customer 
requirements has led to a 20 percent reduction in open back orders, improved customer 
satisfaction, and a 25 percent reduction in forecast inaccuracies. Because employees are 
focused on the total process rather than their own silo, Ford has reduced total inventory cycle 
time by 30 percent. Ford’s return on investment was calculated to be five times the cost of 
implementing the SCOR system.

SCOR at Ford
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to make large batches of motorcycles to keep costs low. Each functional area of the supply chain 
optimized its own functions so as to meet company goals. When it became obvious to Har-
ley that this strategy was not working, Harley began to focus on improving its processes. This 
process focus allowed Harley to holistically view its supply chain. It keyed in on the quality 
problems it was facing, and using total quality management tools created a successful supply 
chain turnaround. Harley’s customers appreciated the improved, reliable motorcycles, and the 
company reaped the benefits.

trategiC metriCS and meaSurementS
The success or failure of a strategy can only be assessed if managers can recognize and mea-
sure the results of their strategy. A final obstacle that supply chain managers frequently strug-
gle with is creating effective metrics. Good metrics have two common properties: (1) they 
drive correct, strategic behavior, and (2) they are actionable and predictive. In addition, an 
important aspect of measuring the success of the company is creating incentives that reward 
systems thinking. These strategic measures all help managers understand the effectiveness of 
their strategies.

Correct Strategic behavior
If a firm decides to be the innovative leader in an industry, it should also create metrics that ana-
lyze and predict innovation, but firms often measure the wrong things for the right reasons. A 
2008 study done on a riding lawn-mower manufacturer highlights this point.8 The lawn-mower 
manufacturer’s marketing department found out that its competitor’s innovative tractor designs 
were attracting more key customers. To appeal to its key demographic, the lawn-mower com-
pany created innovation measures to help drive more research and development, and engineers 
created several different gas caps for five different mowers. The lawn-mower company metrics 
had driven meaningless innovation because no customer was really buying a new lawn mower 
because of its cool gas cap.

Great metrics drive not only strategic behavior, but also the correct strategic behavior. The 
lawn-mower company later altered its metrics by measuring innovation only on “customer 
touch points” (the areas its customers believed influenced their intent to purchase the mower). 
As a result, the lawn-mower company greatly reduced the complexity of its mowers, which re-
duced its manufacturing costs. Astonishingly, revenues simultaneously increased as customers 
were no longer confused about order winners when comparing lawn mowers. The company 
rededicated itself to a strategy that focused on producing meaningful differentiation and put 
the metrics in place to drive this correct behavior.

actionable and Predictive metrics
A good metric also allows managers to make decisions based on facts. Therefore, an effective 
metric must provide information that they can act on. As a good rule of thumb, when you 
develop a measure, ask, What would I do if the metric lowers or rises?

If a clear action plan results from this question, you have probably created a meaningful 
measure of the strategy. This clear action plan results because you can clearly see the cause-
and-effect relationship driving the metric. For instance, project managers commonly use 
cost and schedule as their metrics. If a project is over the budgeted cost, managers clearly 
understand that they need to impose greater cost controls. If a project has extended past 
its initial schedule, project managers must speed up the project. These measures are clearly 
actionable.

S

8D. Closs, M. Jacobs, M. Swink, and S. Webb, “Competencies for Managing Product Portfolio 
Complexity: Six Case Studies,” Journal of Operations Management 25, no. 6 (2008): 590–610.
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A metric that merely measures completed actions and cannot predict future success is 
only good for managers interested in the past. Metrics must show trends and thereby trig-
ger appropriate corrective action. Data that direct future actions provide supply chain man-
agers predictive power and create management by fact. When these leading indicators also 
help align functional strategies and provide proper incentives to operators, executing strategy 
becomes scientific rather than a gut reaction.

Commonly used Supply Chain metrics
table 2.5 lists a number of commonly used supply chain metrics, including strategic, financial, 
relationship, and operational metrics. Managers often use these types of metrics to determine 
the status of a supplier or supply chain partner. Many of these metrics can also be used opera-
tionally within the firm.

Systems thinking
The common theme in strategy alignment, incentive alignment, and measuring important 
things is the ability to think in a holistic way. Systems thinking makes strategy execution 
more effective because it allows managers to act in ways that help the entire company. The 
new SC&O manager is no longer a functional expert; she is a strategic orchestrator. An 
effective SC&O manager takes a process-oriented approach to management. She realizes 
that production’s end goal is to please the customer. She communicates freely with cus-
tomers about their expectations and their customer experience. She also seeks to integrate 
production with distribution to make sure precise distribution processes meet customer 
targets at lowest possible prices.

In addition, the SC&O manager works closely with suppliers to not only meet cost targets 
but also to help suppliers improve their production quality. She focuses on the entire acqui-
sition process to develop strategic advantage rather than just to ensure production has suf-
ficient inventories. The modern SC&O manager worries less about her functional expertise 
and worries more about leading the entire supply chain.

Commonly Used Supply Chain Metrics

Strategic Metric Financial Metric Relationship Metric Operational Metric

Number of units purchased 
from supplier

Revenue resulting from 
supplier

Degree of mutual understanding 
Trust

Number of joint R&D projects
Time to order

Value of products purchased 
from supplier

Profit generated by  
supplier

Ratio of investment/marketing/
strategy plans shared
Service level

Receipt time (cycle time)

Supplier product innovations 
(number)

R&D return on  
investment

Satisfaction level Parts per million defects

Success rate for new  
product launches

Marketing return on 
investment

  Agility (response to changes)
Invoice accuracy

Process innovations Total cost of ownership   Productivity ratios

Supply continuity risk Price stability    

Corporate responsibility Cost avoidance    

Sustainability Asset utilization    

Contribution to brand equity Return on assets  
Return on investment

   

< table 2.5
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 Managing Across Majors 2.3  Accounting majors, when performing the type of cost account-
ing called “activity based costing,” you must find the drivers of performance to effectively measure 
the correct things.

Finance majors, you cannot squeeze suppliers to the point that they are insolvent. Good fi-
nancial management involves finding a price that is good for the customer and the supplier so that 
they both are successful.

He CHanging StrategiC envirOnment: 
glObalizatiOn, SuStainability, and innOvatiOn

Today’s SC&O managers also have additional worries beyond creating and executing strategy. 
Their biggest worry is the rapidly changing environment. Only those firms that are able to 
accommodate this change will be able to succeed in the future. Three strategic environmen-
tal changes have been recently noted that greatly influence SC&O managers. First, all supply 
chains are becoming increasingly global. Second, sustainability has become increasingly im-
portant to SC&O managers. Third, innovation is increasingly becoming a necessity. All three 
of these environmental conditions are changing SC&O strategy.

globalization
In 1990, multinational companies, parented in the United States, had sales of $3.33 trillion; by 
2010, these multinational companies had increased sales to $9.84 trillion.9 The real problem 
for SC&O managers is that when suppliers, producers, and distributors are located around the 
world, the supply chain never rests. Real-time information is constantly exchanged, problems 
occur around the clock, and decisions are required hourly. In addition, to be effective, SC&O 
managers must be prepared to understand the cultures, economics, and infrastructure of many 
different countries. Many companies have learned painful lessons as they try to penetrate prom-
ising new international markets. The modern strategist must not only be prepared to create 
strategy but must also be able to accommodate the change and sensitivity that globalization 
demands. glObal COnneCtiOnS 2.1 talks about a supply chain disruption in a global supply chain.

t

9Bureau of Economic Analysis, News Release, “Summary Estimates for Multinational Com-
panies: Employment, Sales, and Capital Expenditures for 2010,” Apr. 18, 2012, http://www.bea 
.gov/newsreleases/international/mnc/2012/mnc2010.htm.

The entire world is interconnected in a way that can 
create unexpected supply chain disruptions. The 
Korean firm Hynix produces dynamic random access 
chips (DRAMs) for personal computers and smart-
phones in a production facility in Wuxi City, China. 
A fire at the gigantic Chinese factory cause several 
problems around the world. This situation was exac-
erbated by the fact that the Hynix plant produces one-
sixth of the world’s DRAMs.

Although large plants provide lower costs as a result of improved economies of scale, 
firms can find that relying on such factories mean that they have too many eggs in one 
basket. The April 2012 fire in Wuxi was caused by a gas leak, and the plant was shut down 
for three days. “Memory chip prices surged mainly because of expectations” of short supply, 
stated Kevin Wang of IHS iSupply, a Chinese market research firm.*

The Hynix fire reminds managers of the interconnectedness of firms in global supply 
chains. Relatively short-term disruptions can have larger effects. Firms must work together 
to plan for and mitigate these disruptions.

China Fire Disrupts Global Computer Chip Supply Chain <  glObal  
COnneCtiOnS 2.1

*http://www.foxnews.com/world/2013/09/11/china-fire-rattles-world-chip-supply-chain/
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Sustainability
Sustainability is also driving considerable change to the SC&O strategist. In the past, firms 
could produce and distribute in the most economical way possible without regard for un-
intended consequences such as pollution. Sustainability is frequently defined as the ability 
to operate today in a way that does not threaten the future. This commitment to sustainable 
business practices means that strategy must take into account not only the profitability of 
the firm but also the future effects of their strategies. As firms realize economic benefit from 
sustainable practices, more and more firms are attempting to adopt sustainable business 
practices.

Walmart is a good example of a company that has shown how sustainable SC&O prac-
tices can also be profitable. In 2008, Walmart announced that through a joint effort with 
its suppliers, all liquid laundry detergents sold at Walmart stores would be concentrated, 
thus removing any extra water from the detergent. This initiative both reduced the water 
usage in detergent and also shrank the size of the package holding the detergents, greatly 
reducing the plastic resin used in the containers. Analysts estimate that Walmart’s initiative 
saved more than 400 million gallons of water, more than 95 million pounds of plastic resin, 
and more than 125 million pounds of cardboard in three years. In addition, because the 
detergent package was now smaller, the suppliers and Walmart could more efficiently move 
and store the product, saving Walmart money. This packaging initiative saved money in 
the Walmart supply chain because Walmart was no longer moving or storing unnecessary 
water. The smaller cube and lower weight of the greener product was a win for the environ-
ment and a win for Walmart.

Because of regulatory pressures, both domestic and international firms understand that 
they must integrate environmental concerns into their strategic plans. As Ed Woolard of Du-
Pont Corporation stated:10

As we move closer to zero (emissions), the economic cost which society must ulti-
mately bear may be high (when considering reduction of pollution). Or the energy 
expenditure necessary to eliminate a given emission may have more ecological im-
pact than trade emissions themselves. Society will have to decide where the balance 
will be struck and may conclude in some cases that zero emissions is neither in the 
environment’s nor the public’s best interest.

Companies have to address many environmental issues. Besides regulatory require-
ments, firms realize more and more that environmental friendliness is part of being a good 
corporate citizen. Therefore, tasks such as environmental protection, waste management, 
product integrity, worker health, government relations, and community relations compose 
the environmentally related strategic issues that must be addressed. As a result, firms are 
implementing quality-based environmental management systems, sometimes referred to 
as sustainability management. These systems involve a holistic “systems” view of the pro-
cesses causing environmental degradation. Measurements are implemented that identify 
indicators of environmental performance, with a focus on preventive rather than reactive 
cleanup.

Another technique used in environmental management, life-cycle costing, uses value 
analysis to identify the total costs of products from a worldwide perspective.11 Figure 2.6 is 
an example of life-cycle costing for a typical hamburger. You might ask, How much does a 
hamburger cost? One answer is that a hamburger can be purchased at Burger King for less 
than $1. Indeed, that is the immediate price to the consumer. As proposed by some environ-
mentalists, however, if one considers the environmental costs associated with deforestation, 

10E.S. Woolard speech presented at the Second World Congress on Zero Emissions, Chatta-
nooga, Tennessee, May 31, 1996.

sustainability management
Improvement-based environmental 
management systems.

11The Wall Street Journal provides an interesting article on calculating the carbon footprint of 
six products at http://online.wsj.com/article/SB122304950601802565.html.

life-cycle costing
Using value analysis to identify 
total costs from a supply chain– 
environmental perspective.
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degradation to riparian habitats resulting from cattle grazing, and health problems because of 
the overconsumption of fatty foods, another cost emerges that is much higher than $1. Regard-
less of one’s political stance concerning these issues, the debate will rage for many years, and 
regulation likely will not decrease over time. Therefore, it is in the best interest of management 
to address these issues in a proactive manner.

Figure 2.7 shows a supplier sustainability scorecard from Procter and Gamble. A score-
card is a tool used in strategy to monitor results. In this case, this scorecard is used to monitor 
the performance of suppliers around the world. More and more, companies are getting serious 
about ethical and sustainable practices in their supply chains.

REVERSE LOGiStiCS Another important consideration in sustainability initiatives is 
reverse logistics, the ability of a company to move product upstream while managing waste 
streams in an effort to reduce the cost of the waste stream or make the waste stream profitable. 
Reverse logistics takes three main forms in the elimination of waste: reduction, reuse, and 
recycling. Reduction is the elimination of waste before waste occurs. Although we could give 
several examples of reduction, waste reduction is a core tenet of lean management, which will 
be covered in great detail in Chapter 15. Reuse of waste is also assisted by good reverse logistics. 
For instance, reuse is very common in the automobile spare parts industry. When a consumer 
takes a car to have the alternator replaced, the customer receives money for turning in the old 
alternator (the “core”). When the new part is swapped for the old, the core can be returned and 
can go back to the part manufacturer for reuse. Finally, reverse logistics concerns itself with 
recycling. Recycling is a type of reuse that is more concerned with breaking down used items to 
reuse base materials. For instance, the ConAgra turkey processing plant in Carthage, Missouri, 
has recently partnered with a company called Changing World Technologies (CWT) to recycle 
ConAgra’s organic waste streams. CWT built a factory next to the ConAgra turkey processing 
plant and uses a proprietary process to break down the organic waste of the turkeys into light, 
sweet crude oil; biodiesels; and other valuable products. ConAgra has taken a waste stream, 
recycled it, and reduced the waste stream’s cost to the company.

CUStOMER PREFEREnCE A final sustainability consideration that SC&O managers must 
consider is customer preference. Customers frequently claim to want environmental products 
but may purchase in ways that are less sustainable than alternatives (Figure 2.8). In this case, 
companies must decide if they are going to try to alter customer lifestyles or if they are going 

scorecard
A strategic tool to communicate 
strategic metrics. Often used with 
suppliers.

reverse logistics
Logistics used to move products 
up the supply chain. Often used in 
managing recycling.

< Figure 2.8
examples of 
“throwaway” products

swiffer Wetjet Mops use 
reusable inserts that bring 
customers back again 
and again. The problem is 
that they replace reusable 
mops that were just fi ne. 

Frisbees fl y so well they 
end up in trees.

umbrellas are cheaply 
made and don’t last.  Over 
100,000 umbrellas end up 
in landfi lls yearly.

lightbulbs. There is 
now a bulb that lasts 20 
years. How can that be 
profi table?  

solo Cup, a $1.8 billion 
company, makes products 
that last as long as one 
quarter in a football game.

razors. Do you realize 
that before disposable 
razors and blades, people 
rarely bought razor 
equipment? 

Much furniture such 
as Ikea is made out 
of particle board and 
it doesn’t last. By 
comparison, if you watch 
the Antiques Roadshow, 
you will see that some 
furniture was built to last 
hundreds of years.

Items That Fill Junk Yards

Based on Spencer Bailey, “Keeping Landfills in the Black,” Business Week, June 25, 2012 p. 91.
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to continue manufacturing for existing customer demand. This decision is one of the most dif-
ficult ones that you might make as a strategic planner.

innovation
Innovation is a requirement that is rapidly encroaching into the SC&O world. For many years, 
firms could compete on low cost or product quality. SC&O managers have gotten very good at 
incorporating quality practices, lean supply chain practices, and other tactics that clearly have 
created great value in terms of lowering costs and increasing quality. It is becoming increas-
ingly clear that to win in tomorrow’s supply chain, SC&O managers must also be able to sup-
port and help create innovative new products and services. Today’s customers expect highly 
customized and innovative products. To support these customers, SC&O managers must be 
able to create flexibility and adaptability into their supply chain strategies to get customized 
products to market quickly. Tomorrow’s SC&O managers must therefore be not only very good 
at functional tactics; they must be culturally astute, sustainability minded, and innovative.

At the beginning of the chapter, we discussed Medrad, Inc.’s success in 

the medical imaging field. Here we discuss how Medrad’s managers used 

the concepts from this chapter to plan and follow through on their winning 

strategies.

Medrad’s sustained success is based on three strategic priorities known 

as the Medrad philosophy:

1. To improve the quality of health care

2. To ensure continued growth and profit

3. To provide an enjoyable and rewarding place to work

Outlining its philosophy helps fulfill Medrad’s mission: “to be a worldwide market leader 

of medical devices and services that enable or enhance diagnostic and therapeutic 

imaging procedures.” To achieve its mission, five strategic corporate scorecard goals 

guide decision making at all levels: (1) exceed the financials, (2) grow the company,  

(3) improve quality and productivity, (4) increase customer satisfaction, and (5) improve 

employee growth and satisfaction.

These strategic objectives guide Medrad’s hand in making decisions. Medrad’s  

executive committee uses a systematic strategic planning process to review the compa-

ny’s five goals, to set one- and five-year targets, and to identify annual top 12 objectives 

to achieve those targets. A “waterfalling process” is used to deploy the scorecard goals 

and top 12 objectives throughout the organization. Managers create departmental objec-

tives and plans to support the corporate scorecard and top 12, and then they work with 

employees to develop supporting individual goals. This process results in the alignment 

of the strategic corporate scorecard goals to the individual employee. Focusing on the 

SC&O element of service in strategy has helped Medrad succeed and prosper.
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In this chapter, we have discussed many of the strategic SC&O concerns facing organizations 
today. These issues are not simple, but strategy lays the groundwork for the smooth function-
ing and growth of today’s firm.

 1. We discussed generic strategies such as cost, differentiation, and focus. These forms of 
competition allow us to provide value to customers.

  a.  We discussed how and why a manager’s strategy must align with the company’s SC&O 
strategy and specific alignment strategies managers use.

  b.  We also emphasized the importance of assessing customer value and the various meth-
ods managers use to do so.

 2. Strategy process and content are two major areas of SC&O strategy. The process is how we 
plan strategy, and the content is what construes the SC&O strategy. The crux is that the 
topics being discussed are of importance to firms today. Without effective SC&O, firms 
will fail.

  a.  We reviewed Hoshin Kanri strategic planning and provided examples of successful 
companies that have put this particular strategy to use.

  b.  We also discussed SC&O strategy content and emphasized the importance of capabili-
ties and competencies.

 3. Even with the right capabilities, companies will not succeed if they do not understand 
and outcompete their competitors properly. To do so, managers must take the competi-
tive landscape and Porter’s five forces into account when forming their strategies. These 
outside forces are:

  a. The threat of new competitors
  b. The threat of substitutes
  c. The bargaining power of customers
  d. The bargaining power of suppliers
  e. Rivalries within the industry
 4. Managers must also understand how their strategy works within the industry and how 

changes in the marketplace may affect their strategies.
  a.  We described the three types of relationships managers maintain to remain competi-

tive: transactional, complementary, and synergistic.
 5. After successful SC&O firms have formed their strategy, they must successfully execute 

their strategy. They do so by
  a. Aligning strategic levels
  b. Aligning incentives
  c. Focusing on processes
 6. Managers also use metrics and measurements to make sure their strategy is working.
  a.  Measurements must be able to correct strategic behavior, not simply measure levels of 

failure.
  b.  Measures must explain and predict what is happening to the strategic direction of the 

firm.
  c.  Successful execution also relies on systems thinking. All members of the supply chain 

must align their functions and operations on the firm’s strategic goals.
 7. Great SC&O companies that sustain a competitive advantage also understand the chang-

ing environment. They create the capabilities to adapt to a constantly changing environ-
ment while holding tight to their strategic identity. Wielding adaptability is how successful 
managers outcompete their competition.

Summary
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adaptability 24 
agility 24 
alignment 22 
capabilities 27 
catchball 26 
complementary relationship 34 
core competencies 29 
cost strategy 22 
differentiation strategy 22 
dynamic capabilities 30 
Fisher strategy model 22 

focus strategy 22 
functional strategies 35 
Hoshin Kanri planning 26 
life-cycle costing 42 
operational subplans 26, 35 
operations strategy 21 
order qualifiers 24 
order winners 24 
Porter’s five forces 30 
resource-based view (RBV) 29 
reverse logistics 45 

SC&O strategy 21 
scorecard 45 
strategy 21 
strategy content 26 
strategy process 26 
supply chain strategy 21 
sustainability management 42 
synergistic relationship 34 
tactics 35 
transactional relationship 34 

Key terms

Identify a company in your region. Research the company’s 
supply chain and operations planning process. Identify the 
company’s strategic plan and mission. What are the company’s 
core competencies? How does the company integrate the voice 
of the customer and the voice of the market into its company 

strategy? Identify at least three functional area subplans (e.g., 
finance, supply chain operations, information technology, 
marketing, human resources). How do the subplans support 
the corporate strategy? How does the company create, foster, 
and maintain important business relationships?

integrative learning exercise

Together with a study group, visit a local company. Identify 
how the company positions itself to gain an advantage over 
its competitors. Does the company employ a cost strategy, a 
focus strategy, or a differentiation strategy? Identify the order 

qualifiers for the market in which the company competes. 
Identify the order winners the company uses to differentiate 
its products and services from the competition.

integrative experiential exercise

 1. What is the purpose of strategy?
 2. What are the steps of strategic planning?
 3. Why is it important for strategic planning to consider the 

lifetime value of the customer?
 4. Why are customers important to the strategic planning 

process?
 5. Why should strategic planners not treat all customers the 

same?
 6. What is the difference between a company’s core compe-

tency and a skill that the company is really good at doing?
 7. How does a firm know which capabilities it should create 

and foster?
 8. What is the five forces model and why is it important to 

strategic planning?

 9. How do relationships create sustained, competitive ad-
vantage for firms?

 10. How are complementary relationships different from syn-
ergistic relationships?

 11. How do aligning strategic, functional, and operational 
plans help strategic execution?

 12. How do firms ensure that execution of strategic plans is 
effective?

 13. How does aligning strategic levels help make strategy 
 execution more effective?

 14. What role do functional strategies have in strategy 
 execution?

 15. How can firms achieve SC&O sustainability?

discussion Questions
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zara

Zara is a fast-fashion company from Spain. Although the Spanish economy has crum-
bled, Zara is a rare success story. Fashion is highly perishable, quickly influenced by the 
latest thing seen on the catwalk or on the back of a celebrity. Zara’s designers follow such 
fashion trends closely, but whereas a typical clothing company manufacturing in Asia could 
take six to nine months to get a new design into the shops, Zara completes the process in 
around five weeks. It buys some garments and material from Asia, often partly finished or 
undyed, but approximately half of its clothing is manufactured in-house at its base in La 
Coruña in northwest Spain or by a cluster of small contractors in the same area. The cloth-
ing is delivered by truck to Europe and by air to the stores Zara is now opening in other 
parts of the world.

Zara avoids mass production. Although some stock is replenished, its clothing, for 
both men and women, is deliberately made in small batches, which helps create a scarcity 
value: buy now in case it is gone tomorrow. It also keeps shops looking fresh and reduces 
markdowns. At Zara, the number of items that end up in a sale is about half the industry 
average.

Questions
 1. What is Zara’s competitive advantage?

 2. How has Zara aligned its processes with its marketing requirements?

 3. What problems do you see looming for Zara?

 4. What opportunities has the company created through excellent SC&O management?

CaSe

 49

M02_FOST2403_01_CH02_pp020-050.indd   49 19/11/14   5:40 PM



M02_FOST2403_01_CH02_pp020-050.indd   50 19/11/14   5:40 PM


