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Common Business Practices make it Difficult to See
the Connection
Several business practices make it difficult to understand and substantiate relationships
between revenue generation and supply chain performance. A few of the more common
cases are examined here but they represent a small subset of the forces working against you.

Lost Sales Resulting From Poor Quotation or Delivery Performance
Although it has become common practice to measure delivery performance against a
production schedule or customer commitment date, very few companies track and
understand the magnitude of lost sales resulting from (1) the original delivery quotation
did not meet the customers needs or (2) poor deliver performance on previous orders.
Even when a company collects and analyzes this information, it is quite rare for the
results to make their way back into a business case for supply chain improvement.

Organizational Boundaries

ABST R A C T
Supply chain improvement initiatives
traditionally focus on delivering cost
reduction and improved utilization of
working capital. By concentrating on
these two levers, many organizations
overlook an opportunity to increase
revenue as part of their supply chain
initiative. While establishing a
connection between revenue growth
and supply chain improvement is
often challenging, a handful of
companies are reaping significant
benefits by understanding and
exploiting the relationship between
revenue growth and supply chain
performance.

In this paper, we begin by examining
several business practices that cloud
insight into the relationship between
revenue and supply chain performance.
From there, we describe several
market conditions you can look for in
determining whether an opportunity
exists for your company to increase
revenue though a supply chain
initiative. Finally, we provide brief case
studies to illustrate three distinct
uses of supply chain improvements
to generate increased revenue.

Managers responsible for supply chain performance are rarely measured on revenue
growth. Most organization structures have two people who span this responsibility gap,
the CFO and CEO. Given this situation, it is not difficult to understand why few Supply
Chain Management (SCM) business cases include a revenue component.

Margin Based Pricing
Some companies develop a “margin preservation” philosophy where they drop prices
while maintaining an explicitly mandated or implicitly accepted margin. A drop in the
cost of goods through supply chain improvement results in a roughly equivalent
percentage drop in price within a few months.
The drawback of this approach is that the majority of markets are neither monopolistic
where the sole player is a price setter nor purely competitive where all players are price
takers. Most markets lie somewhere in the middle, a loose oligopoly where everyone
has limited power over the market. Within this scenario, a company who uses a margin
based strategy often misses the price point which maximizes profit by pricing to preserve
unit margin. Optimal pricing involves many factors beyond the cost of goods.
Market Opportunities for Revenue Growth
Although this list is clearly only a subset, it includes some of the more common situations
that can be exploited for SCM based revenue growth. What are the drivers of revenue in
your market that could be leveraged through an SCM initiative?

Delivery Sensitivity Combined with a Differentiation Opportunity
In this environment, two factors combine to create an opportunity for SCM based revenue
uplift. The first factor is a market where customers use delivery performance, either speed
or reliability, as a key decision factor when placing orders. The second factor, which is
often overlooked, is that the market must present an opportunity to differentiate delivery
performance from the competition. A true opportunity does not exist unless you can
create delivery performance asymmetry between your company and its competitors.

Rapid Price Erosion, Frequent New Product Introductions,
and Long Cycle Times
Several markets, including most sectors of the semiconductor industry, exhibit this
combination of factors. When present, it creates a leveraged opportunity for companies
that can increase the slope of their cumulative production curve. Not only are they getting
more units out the door earlier in the product lifecycle, but these units intersect the price
curve at a higher point resulting in increased revenue per unit.

Market Demand Exceeds Capacity
Periodically, companies face a situation where the aggregate market demand exceeds
the collective production capability of the supplier base. The natural response is a profit
maximization strategy across the company’s product mix. Although there are situations where profit maximization results in lower revenue due to high margin but low cost
products, the optimal strategy usually results in increased revenue.

Cas e St udi e s

Condensed case studies are presented to illustrate how three companies identified and exploited different factors within their market segment
to produce a supply chain driven revenue increase. References to the corresponding full cases studies are provided for the interested reader.

Semiconductor (Currently Intersil){Robert C. Leachman, 1996 #1}
1 Harris
This case study explores tangible revenue growth achieved through improved delivery performance.
The Opportunity
At the time of the project, Harris Corporation was a $3.5 B
manufacturer of electronic systems with a $670 M semiconductor
division. Harris had recently acquired a semiconductor company which
tripled the number of products and facilities under the division’s
control. Prior to the acquisition, the semiconductor division focused
on a narrow niche of specialized, proprietary products for aerospace
and defense customers with little or no competition from other
semiconductor companies. By contrast, the newly acquired products
targeted the telecommunications and automotive market segments
which demanded on-time deliveries and competitive pricing strategies.
An internal study found:
• In the first three years after the acquisition, the division went
from sustained profitability to a $75M annual operating loss
• On-time delivery performance hovered near 75%
• 60% of customers indicated a desire to replace Harris as a
supplier
• Executives estimated lost sales of $100M annually due to
non-competitive delivery performance

The Results
Through a combination of centralized automated production planning,
improved capacity and capability modeling, improved data consistency
and integration, and a migration towards profit based production
plans, Harris was able to substantially improve their delivery
performance. The operational improvements were nothing short of
dramatic. In the three years after implementation:
•O
 n time delivery performance remained steady at 94-95%,
one of the highest rates in the industry
• Inventory held constant as a percentage of sales
•N
 ew customers were added who would not consider Harris
before the performance improvement, including Fujitsu in Japan
• Customer surveys indicated:
⇒
- Over 85% of customers would recommend Harris as a
supplier to other semiconductor companies
⇒
- 100% would continue to use Harris as a supplier
• L ost sales attributed to poor delivery performance reduced to
$0 from $100M annually before the project
•R
 evenue rose by 30%, despite a major decline in government
related sales
Increased delivery performance directly resulted in additional revenue
generated from customers who previously would not do business with
Harris. This effect likely carried over to many smaller customers who
increased order volume to Harris as delivery performance improved.

Semiconductor{Robert C. Leachman, 2002 #2}
2 Samsung
This case illustrates how decreasing manufacturing cycle times can increase revenue within an environment of rapidly decreasing prices.
The Opportunity
Samsung Electronics Corporation (SEC) is the largest manufacturer
of digital integrated circuits in the world, based on unit volume. SEC
produces dynamic random access memory (DRAM) devices and
static random access memory devices (SRAM) at facilities in South
Korea and Austin, Texas. SEC has sustained about a 20% market
share for DRAM devices every year since 1995.

The Results
An initiative was launched to compress manufacturing cycle times
while maintaining yield percentages and throughput rates. Significant
improvements were achieved in three months while it took about two
years to achieve full benefits. By 1998, SEC had reduced their sustained
manufacturing cycle times to less than 30 days from over 80 days
in 1996.

In late 1995, SEC benchmarked their manufacturing performance
against other major semiconductor companies. While yields and
productivity of equipment and labor were found to be excellent,
SEC’s manufacturing cycle time was found to be the worst of 29
manufacturing facilities surveyed. In SEC’s case, their cycle time
averaged over 80 days in duration, a total that was 35% greater than the
industry average and more than 2x greater than the industry leader.

In only three years, SEC transformed itself from the worst cycle time
semiconductor manufacturer, to the best. In general, prices for DRAM’s
and other memory devices drop dramatically over time, falling most
steeply during the first half of the products’ life, then stabilizing at a
low price point. By improving cycle times, SEC is able to sell more
devices at a higher price point, resulting in a significant revenue
increase for Samsung.

A price collapse occurred within the DRAM market in early 1996
due to overcapacity. This market shift, combined with SEC’s poor
cycle time performance, spelled potential disaster for Samsung.
The huge work-in-process inventory was losing value rapidly.
Simultaneously, customers were becoming more selective about
their DRAM suppliers. With non-competitive cycle times, SEC’s
customers could be enticed to switch to more nimble suppliers. The
company was vulnerable to significant loss of market share.

Conservative calculations for this project show:
• $954M increase in sales revenue from March 1996 to December
2000 attributable to cycle time improvement.
• Little or no additional costs incurred in delivering this revenue
This represents approximately a 4.4% improvement on the $21.9B
in sales Samsung generated over the course of the project. From
1996 thru 1998, other DRAM producers suffered enormous losses.
Samsung alone reported profits each year, and increased their
market share from 18% to 22% over that same time.

Merchant and Hardlines Vendor{Scott Bowman, 2000 #3}
3 Mass
This case illustrates show companies can work together using Collaborative Planning, Forecasting, and Replenishment (CPFR) techniques
The Opportunity
A large U.S. mass merchant enjoyed steady sales growth through
the late 1980’s and early 1990’s. Unfortunately, supporting this
growth was not sustainable by one of the suppliers of pet related
products. Indications of this strain were observed through falling
order fill rates, increasing order-to-delivery time, decreasing gross
margins, and decreasing in-stock fill rates. These growing pains
were compounded by the retailer’s poor forecasts, resulting in
excess inventory or markdowns on several products due to soft sell
through.
As a reaction to this decrease in performance, the buyer limited
the orders to the vendor and began using two alternative vendors
in an attempt to reverse the trend and reduce risk exposure to the
original vendor.
At approximately the same time, the retailer implemented a
collaborative planning and decision support tool to help vendors
better understand and predict sales. Although adoption and
understanding of the tool was slow to develop, the vendor acquired
the collaborative planning tool and embraced the collaboration
initiative. Although the two new vendors also acquired the tool, they
did not embrace the initiative and gained very little from the effort.

The Results
As a result of their hard work with the collaborative planning tool,
the original vendor was able to institute a plan of action which:
• Eliminated non-performing low margin product
• Introduced new high-margin products
• Replenished all items on a flow through basis
Results of the effort included:
• A reduction in markdowns from 5.1% to 3%
• An increase in order fill rates from 92.2% to 97.6%
• An increase of in-stock rates from 91.5% to 96.5%
After observing the increase in performance for several months
to ensure that the change was sustainable, the retail buyer began
directing increasing order flow back to the original vendor. The
increased order volume allocated to the original vendor increased
their revenue via an expanding market share.
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Observations
Although expense reduction and improved capital usage will remain the prominent focus
for supply chain business cases, revenue growth should be explored as a third component to
the benefits picture. Establishing a relationship between supply chain improvement and revenue
growth can be challenging as a result of common business practices and organizational
structures. To compound the problem, a relationship between supply chain performance
and revenue does not always exist, making it extremely difficult to distinguish between the
failure to recognize a relationship and the absence of one.
On the other hand, the difficulty in recognizing existing ties between revenue and supply
chain performance presents an enormous opportunity for those companies able to identify the
connection and understand how to exploit it. As the case studies illustrate, tremendous return
can be captured when revenue growth is properly linked to supply chain improvement initiatives.
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