







Advance Praise for The Purchasing Machine




“A compelling business case for why procurement and supply chain management have beome so important for all companies who want to be leaders in their respective fields.”

—Helmut F. Porkert, Chief Procurement Officer, Chevron Corporation


“From strategy to early supplier involvement and cost modeling . . . offers a detailed playbook on how to drive bottom-line profitability.”

—Jack Futcher, Senior Vice President and Manager, Worldwide Procurement, Bechtel Group, Inc.


“Transform the supply chain into a strategic moneymaking machine by applying the best practices outlined in this book.”

—Thomas J. Piersa, Vice President, Global Procurement, Maytag Corporation


“My prescribed antidote for years of bad practices and management neglect of this strategic process.”

—Ken Stork, President, Ken Stork & Associates, Inc.


“A virtual gold mine of best practices from top firms with exemplary supply chain reputations. . . . Read this to discover best practices across the gamut of supply chain dimensions.”

—Bradley J. Holcomb, Vice President & Chief Procurement Officer, Waste Management, Inc.


“A gourmet’s delight of recipes for success. . . . Pick the recipes that look interesting for your company . . . then adapt them to fit your system.”

—Jeffrey Liker, Professor of Industrial and Operations Engineering, University of Michigan


“For any leader who has a passion to transform traditional purchasing into an inspired force of professionals intent on deeply impacting financial results.”

—John R. Oakland, Staff Vice President, Sourcing Operations, 3M Procurement Operations 


“Insightful view of the challenges and opportunities facing global enterprises . . . . Illustrates the contribution of effective supply chain management on bottom-line profitability and market share growth.”

—Willie A. Deese, Senior Vice President, Worldwide Purchasing, Worldwide Supply Operations, SmithKline Beecham Corporation


“Apply just two of the best practices to your organization, and the bottom-line benefit will be large.”

—Richard Bombardieri, Director, TradeMC


“Will be helpful to any business professional who knows that a company can no longer perform in isolation, and who seeks to create strategic partnerships with suppliers.”

—Anand Sharma, CEO, TBM Consulting Group


“A brilliant and vivid description of the next generation. Their ‘twenty best practices’ should be embraced as the new minimum standards for supply chain relationships.”

—Dr. Sherrie Ford, Principal, Change Partners, LLC


“Showing how great companies excel at one or two best practices gives all of us out here hope.”

—William F. Given, General Manager, Logistics, SBC Services, Inc. 
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For Larry Hopcraft

Sept. 30, 1942–Sept. 2, 1998








When we think of Larry, we can see him leading a group of suppliers to Honda in the first conference to showcase the very powerful improvement methodology called BP. Larry stood at the front of the auditorium looking tanned and gloriously successful. After many years of struggle with outdated quality improvement drives, Larry’s organization at Parker Hannifin, where he was a group president, raised their hands and volunteered to try a different approach. The results were stunning, and we all thrilled to watch the videotape of the first employees’ reaction, down in Batesville, Mississippi.

Larry was, as we learned much later, unbelievably successful in his personal life as well. His wife, Polly, was credited by some with helping him make big choices that took him down a different path; together they “adopted” a foster child in Florida and helped maintain a broken family while the mother found a new path. Together, they embarked on other quietly charitable gifts. And sadly, flying together for the first time in their marriage—too soon—they left our earth off the coast of Nova Scotia. We gratefully dedicate this book to their memory, to their courage and beneficence, and to the honor of lives well lived. Blessings. 
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IBM’s Transformation Leads an Industry Movement

The mantra for corporate America in the 90s was “outsource everything you can and focus on your core competencies.” In this new decade, the emphasis has to be on leveraging and managing these outsourced activities to maximize the effectiveness of the corporation’s new vital partners—the suppliers of these outsourced products, components, and services.

As early as 1988, IBM spent less than 28 percent of annual revenue with outside suppliers. By 1999, almost 54 percent of annual revenue was entrusted for the first time to non-IBMers, i.e. suppliers. What suddenly became essential was having a procurement function that could sort out the followers, a group that could find the few very best leaders in the world and actually help those suppliers improve their performance. Then, it became the role of purchasing to manage these core suppliers within a supply chain that balanced price, quality, delivery, and technology.

The new IBM suppliers had to be convinced that procurement people would take the long view. We knew that solid, long-term relationships built on pragmatic trust would foster the financial confidence necessary to support supplier investment in new plant, equipment, technologies, and people. But without the suppliers pushing the technology envelope, as IBM supplying plants had in the past, IBM’s new products and services would not be competitive in the demanding B2B marketplace.

The new type of team that was needed had to be more than multi-functional. A multi-company supply chain had to be created and made to work, real-time, everyday, under every potential business and market condition.

My Role

Lead by CFO Jerry York, IBM brought together the best procurement leaders to be found from inside and outside IBM to centralize procurement, to improve supplier relationships, and to ensure that IBM’s billions of dollars were being spent with only the world’s best suppliers. I was fortunate enough to be at the head of this procurement team. The total spend was $40 billion in 1994; by August of 1999 the total spend had grown to $45 billion.

I had learned the procurement craft at Ford Motor Company over twenty-three Job #1’s (Job #1 is the industry’s name for new model start-ups). Ford’s procurement operations, in the last few of those twenty-three years, were learning fast from the Japanese—and particularly from their partner Mazda. A greater emphasis was being placed on quality and long-term supplier agreements that would support supplier investment in new technologies and equipment.

The lure to head up a procurement operation took me from Ford to Black & Decker, with a spend of $4 billion, and then on to Hewlett-Packard—spend $10 billion—and the fast-moving, very global, high tech industry. All these experiences were great preparation for the challenge of bringing together the decentralized, somewhat demoralized procurement people of IBM. The company’s willingness to let me recruit inside and outside IBM for key leaders made the assignment fun and doable.

Over the next six years, the IBM procurement team racked up an impressive list of accomplishments, including: 


	Savings of $9 billion, over 5 percent per year of the total spend.

	Improved satisfaction rating by their internal clients from 43 percent to 89 percent.

	Greater responsiveness to suppliers’ expectations. Improved effectiveness assessment by suppliers rose from rating IBM almost last among suppliers’ major customers, to rating IBM first. IBM developed its effectiveness survey jointly with Michigan State University’s Bob Monzka; Michigan State conducted the survey as a third-party facilitator. The survey questions were designed to rank IBM relative to its competitors. Supplier feedback the first year was a shock—in 1995, IBM placed number five or six out of seven or eight competitors. By round two in 1997, we rose to number 3, and in 1999 IBM captured first place.

	Audit readiness rose from 66 percent to 100 percent. Audit readiness is a measure of business control; IBM’s internal auditors spend a week or two with various procurement people to assess business controls, the manner in which the company spends its money. They review operations procedures around quotes, and ask questions like “did you get three quotes?” or “did you document the reason why you did not get three quotes?” or “what was the reason why supplier A was chosen?” to evaluate the goodness of our procurement procedures. The first-year audit results showed procurement to be horribly out of control. By my last 24 months in office, however, we did not fail a single audit.

	Purchases over the Internet from zero to $13 billion in two years.

	Contracts reduced from 40+ pages to 6 pages.

	Winning Mr. Gerstner’s Chairman’s Award for e-procurement excellence. At the annual meeting of the senior management group, the four hundred most senior managers in IBM, Chairman Gerstner presents two Chairman’s awards. For IBMers, this is an enormous honor and recognition among the best. Winning team members from all over the world receive a standing ovation, shake hands with Mr. Gerstner, and take away a crystal star and certificate.

    For years I sat in the audience wishing that procurement would win an award. Although we were nominated every year, it wasn’t until 1999 that we left the ranks of the also-rans and joined the winners on stage.

    Lou Gerstner is a very customer-oriented guy, and one of the many brilliant things he has brought to IBM is customer focus, apart from internal IBM measures. Gerster put an end to the inevitable and legendary result of assembling a “couple hundred top ten percent of their class college grads, and turning them loose with no focus on the customer-intertribal wars.” But Gerstner had come to IBM as a customer, and he viscerally understood the power of a shift in focus to the customer’s point of view.

    Procurement does not appear at first glance to be a customer-focused activity, so we thought our chances of winning were slim. Every year teams of marketing and sales people, like the other 1999 winner who pulled together a multibillion-dollar global sales breakthrough, walked off with the award. It was hard—we were outwardly focused too, but toward the supplier.

    But in my area, our e-procurement team had moved $13 billion onto the Internet. Twelve multifunctional pros who assembled the systems to accomplish that remarkable breakthrough stepped on stage to receive a Chairman’s Award that was actually inscribed with the names of some forty team members. We knew that winning was testimony to the critical role purchasing played in IBM’s newest transformation and recovery.

	Winning Purchasing Magazine’s Medal of Excellence 1999.



However, the most important accomplishment of IBM procurement and of all ten of the outstanding procurement groups described in this book is to have become a vital, critical factor in making their companies successful.

No longer is procurement viewed as a necessary evil, a back office function that doesn’t play a key role in determining success or failure in the competitive world marketplace. 

What must follow the intense focus by corporations on only their core competencies? Without a doubt, the next step is to make procurement their most critical core competency—or else these corporations won’t win in the marketplace. Read on and find out how ten procurement organizations achieved the excellence their companies had to have. The future is now.


R. Gene Richter

Retired Chief Procurement Officer and VP

Global Procurement, IBM Corporation






PREFACE




WHEN IT WAS TIME for me to get serious about a mortgage and car payment, I turned to manufacturing, specifically the slice called purchasing, for relief. I had grown up in manufacturing and “knew” that materials management—the energy, coercion, and negotiation highs one could obtain only from the thrill of the hunt—was where the action was. Manufacturing was a black box, but purchasing was about money, and the rules were clear. We never set foot on the factory floor, we never chatted up suppliers, and we never, ever shut the machines down. Our measure of success was the twenty-pound purchased price variance report—Christmas bonuses and vacations ran hot or cold on this document. It was a severely limiting environment for someone headed for a career writing business books and columns, and although I was unaware of the exact path things would take, it did not take too long for the hardening boundaries to press my “restless” nerve.

From an entry-level position grounded by a two-ton Frieden calculator, the electronics industry looked exciting for all the reasons that short life cycles and market swings the size of rogue waves attract creative types. And I was not disappointed. All the excitement of making things—first cables, then memory boards, and disk drives, and finally entire systems destined for real customers like newspapers and scientific labs—caught me in their adrenalin rush. The first week of every new quarter was a dazed lull as we struggled to recover from the previous two weeks’ marathon push to make shipments; the second week of the month established a rhythm that by week three paralleled the push and pulls sparking the production area; by week four we were fully engaged—both purchasing and manufacturing personnel moving in parallel to push, push, push those machines. Marketing and finance people had no appreciation for the eighteen-hour rush to completion that every one of us shop floor types lived.

For most supply management professionals, the changes from what we now self-consciously label traditional purchasing, to partnering and the extended enterprise, has been overlaid with changes on the other side of the wall, in the manufacturing area. Now, at the turn of the millennium, most supply management professionals can safely look back on their beginnings—fortunately most of us reach a limit of our memories at twenty-five to thirty years max!—and see how clearly we were headed to an acceleration of process that would have made no sense in the era of punch cards and expedite orders when it all began. But we were right all along—manufacturing, and specifically materials management, was exactly the right place to be.

Supply management—purchasing, money and material flows, ownership of acquisition and sourcing strategies, and even intellectual property movement and control—is absolutely the most exciting spot to be in today for a manufacturing professional. For the next ten to twenty years the decisions and structures we put in place to run our operations will determine whether our companies and our teams—call them the extended enterprise—will be among the winners, losers, or hangers-on. It has become very clear that the winners have already mapped their strategy and secured a few of the necessary resources for their journey. And it is equally clear that the losers, the arthritic companies in whom no creative heart beats, and who are unable to build or draw on sheer power, will occupy sad spots in the depths of a networked hierarchy of their own making, a seventh ring of hell populated by low margins, missed bids, failed deliveries, questionable quality, and management clinging by the raw tips of their fingers to a perceived home advantage.

For those emboldened professionals who want to be on the right side of the field when the scores are posted, we offer the best path to success—learn from the leaders who have continuously practiced creative excellence, take the lessons, and apply them to your own organization. You must create real change and leapfrog the competition with out-of-the-box ideas. It’s not enough to simply improve on winning performance. The histories of companies like IBM, Chrysler (now Daimler/Chrysler), Honda, and Toyota are long enough to prove their turnaround muscle and lasting hearts.

The downside of benchmarking and adopting Best Practices is that you are only as good as the process benchmarked at a particular time, and for many companies, this in itself may be a huge leveling up. For others, it may be only a fraction of what is possible with out-of-the-box thinking and process transformation. Use Best Practices as the launching pad, not the destination.

Hire the very best supply management and manufacturing professionals, pay them well, and expect that they will inevitably be tempted to move. Build your company’s team with an eye to building your enterprise—your competition even now is one enterprise against another—and you must assemble the best suppliers, the best planners, the best engineers, and the best systems if you are to maintain your customer base and grow.

We believe that right now, a few simple changes in traditional practice can have enormous impact on markets, customers, and suppliers, and we urge you to implement them immediately. Intelligent cost systems, new product innovation teams, and web-based communications will take your group very far into the competitive arena. By the year 2020, when the game will change again, if your enterprise has been structured to move fast and accurately against new performance targets, your successors should enjoy equally satisfying successes. We urge you, now, however, to move quickly and to keep your eyes moving to the horizon; learning to see is your first and most valuable survival skill. Everything that follows is athletics—toned, flexible, and persistent; the best enterprise—customers and suppliers both—will cross and recross the finish line together. The next twenty years for the winners will be a time of group successes, group work, some individual brilliance, and for some stragglers, group survival. Good luck to you all!


Patricia E. Moody
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INTRODUCTION




WHENEVER INSTITUTIONS begin to crack and crumble, people feel the tremors and wonder, “Is this the end?” Churches, schools, companies, countries, even families seem to pass through stages of development and decline that cannot be easily graphed or plotted. But we know something is changing because we can feel and sometimes see the movement.

Manufacturing and purchasing as important contributors to the creation of wealth and real growth are being reexamined because technology pushes forward so fast that we humans feel as if we are losing our direction. And the reality is, no Global Positioning System, no cell phone network or satellite linkage can tell us precisely where we are going, when we will arrive, and if anyone will be there to greet us.

Some organizations live on the eternal edge of chaos and transformation. Others seek a more predictable route. This book is written for professionals who understand and truly expect that the next ten to twenty years will carry them into a changed organization. They are the change leaders and adopters who believe that groups of enlightened workers and thinkers can prepare for change and meet its challenge.

We believe that training, education, and persistence—and occasionally luck—are the talents that will make the difference. And we especially believe in the power of education and training, because each of us has lived a personal success story that could have happened only with many different types of learning experiences—some happily transparent successes but others well-deserved “failures.”

Well-Deserved “Learnings”

Co-author Nelson was raised in Indiana in a farm family, where responsibility and hard work were taught and expected, even of five-year-old boys. One spring Dave’s mother handed each of the four boys a small bag of pinto beans, with instructions that they were to go out to the field and drop three beans into each of the furrows. She carefully explained that each planting should be spaced two feet from the next one. The older boys rushed out to finish their task, patting down each fresh mound and dousing the hill with the watering can. But ole Dave, the sunny dispositioned child whose mind tended to wander, thought he would take a shortcut. He carefully planted the first two rows of beans, but by row four, the seeds were falling heavier in the holes—first three, then a half-dozen, and finally entire handfuls of beans found themselves covered with dirt and patted down, firmly. Not a trace.

With good water and the warm spring sun staying longer in the sky, beans sprout fast, and their shoots push up through the soil to announce the new crop’s upcoming harvest. Beans have been known to grow over six inches a day in Pike County, Indiana, and unfortunately for Dave, his sowing produced visible evidence of good intentions diverted by springtime idylls—a few large, tangled clumps of fresh sprouts crowded higher and higher, next to his older brothers’ ordered plantings of exactly three young shoots spaced exactly two feet in all directions.

As a schoolteacher, Mamma Nelson had seen it all: the forgotten homework, the missing notebooks, and a few unfed chickens. And as Dave learned just before supper that night, there is no easy way—nowhere to hide—and there are not too many shortcuts to getting the job done right that won’t eventually show themselves, even at considerable distance. Next morning before school he was out in the field, separating and replanting the bean sprouts, . . . one at a time. Getting it right.

We could say life is like that. There are lessons in the garden, lessons in nature, and lessons in the marketplace. Sometimes the job teaches us persistence and cleverness, and sometimes that’s what we bring to the work. Every part of manufacturing, including procurement and the supply chain, is being redesigned for better, more predictable performance, the kind of performance that can be achieved only by doing the work very well, every time. The Best Practices companies we have chosen to highlight are not perfect in all areas; for some, success is enough to be exceptionally skilled in new product introductions, or to be brainiacs with systems innovation; a few others rank highest in supplier development. But what they have learned is to do some things extremely well, and we would bet that as they rewrite the rules, they will do the next job equally well because of their very demanding leaders.

In the process of talking with these Top Ten companies, and a few of the leading runner-up contenders, we discovered that while we started the Best Practices project thinking that we would be looking at mechanics, we very quickly were drawn to leaders. Because each of the Top Ten is distinguished, by one—seldom more—gloriously positive, smart, and sometimes procurement-aggressive leader. During the study our focus moved somewhat to listen to what the leaders had to say, because we came to the conclusion that they made all the difference.

We were interested in where they came from, and how they managed to take a path that led them into supply chain, the heart of manufacturing. Nelson, for his part, found his way from manufacturing into purchasing as a natural transition, part of a career rotation that led out of production into a white-collar job. Moody, however, found herself in purchasing as a way of moving into manufacturing, out of the white-collar world onto the shop floor, where she truly loves to be. Stegner, trained in Economics, first learned manufacturing systems as he sold and implemented computer systems in the late 1970s. He decided to change from the sales to the purchasing side of the desk because he believed he could affect greater organization and process change in that role.

We found that the best purchasing executives have strong credentials from other areas. They may or may not be engineers, but each one of them is an outstanding communicator. Each of the Top Ten leaders is charismatic. Willie Deese of SmithKline Beecham listens well and can place very high demands on his people without losing them; Garry Berryman from Harley speaks and the crowd listens; his credibility smoothes the way for many difficult changes, especially among supplier groups. Roy Armes of Whirlpool has command of very “heavy” numbers, and he uses them well and strategically to drive what was a low-margin business to globally competitive levels. Mike Doyle of NISCI (National Institute for Supply Chain Integration), a former Army Intelligence officer, is as smart as the old McNamara Kids were at Ford, his former corporate employer. The list continues, through the Top Ten, leading us to the thought that what we were profiling was not just the best practices of the world’s leading supply chain organizations, but we were really drawn to the ten best leaders, the guys most likely to be winners in a future filled with a few winners, a few more losers, and many lost corporate souls.

We came to the conclusion—but we’ll leave it to you to see if we were right—that for this difficult growth and transition phase of supply chain transformation, especially in its linkage to lean manufacturing—charismatic, tough, brilliant leaders have made all the difference.

Learning to See

Our second insight reflects a bias that the three co-authors share. Each of us has great respect for the power of education, whether it is delivered as classroom training or degrees, internships or apprenticeships, mentoring, books, or occasional forays into after-hours classes. Although we don’t subscribe to the credo that a guaranteed fifty-two hours of required training per year will produce the perfect workforce, we believe that rigorous exercise builds muscles, whether they are on the legs or in the brain.

Learning to read and becoming completely comfortable with the basics is so terribly important. And we happen to think that laying a solid foundation in manufacturing and supply chain is equally important, because only good solid skills will carry us through this transition. 






1

THE SEARCH FOR THE BEST

Unseen Gains, Lost Profits

EVERY DAY, thousands of companies leave billions of dollars on the table, hard-earned dollars that could have appeared in lower consumer prices, exciting products or fatter shareholder returns. The losses are not leveraged cuts demanded by Lopez-type leaders, but invisible, unrealized savings that could put their organizations in the top tier of healthy, resilient supply management leaders. And every day, those same millions—lost opportunities—slip into someone else’s pocket as the silver certificates flutter and drift farther away from their original owners. Profitable majors like Daimler/Chrysler, Honda of America, Harley-Davidson, IBM, and John Deere all recognize the power of profits realized when supply management professionals focus their attention on best practices in all areas of their operations, and these winners continue to reap the benefits of their intense cost focus. In these unique and powerful supply management leaders, the discipline of acquiring and moving material has become a key strategic advantage that enables lean manufacturing and responsive customer focus.

Unfortunately, although most industries cannot afford to let their profits blow away, many of them don’t even notice the constant slipping away of cash. Sure, they have studied and struggled with MRP systems, ERP, outsourcing, and supplier development, and some of these techniques have produced temporary, noticeable gains. But their central focus is tuned to tracking everyday purchasing challenges of delivery and quality, and their peripheral vision is not engaged. Some of them may be too preoccupied with manufacturing to see the areas at other ends of the supply chain.

Opportunities for enormous savings in time and money lie at the far ends of the supply chain, most notably in procurement and design and development. In the middle, where manufacturing occupies a thin slice that converts an idea through the delivery process to consumable cash, processing operations account for an increasingly smaller slice of the continuum, because most world-class organizations have for the past fifteen years or so addressed and conquered manufacturing weak points. The problems of excess inventory, waste in the process, bad quality, inflexibility in scheduling, and a better and more professional workforce are well on their way to extinction. The expected result—truly flexible, lean manufacturing—will have been achieved among the winners in most manufacturing sectors within the next ten to twenty years or so.

What remains, therefore, is the challenge of bringing procurement in an extended enterprise into an equally powerful and responsive strategic position.

Manufacturing’s Transformation

The past two hundred years have seen a long series of process and human innovations in the area of manufacturing, starting with Francis Cabot Lowell and Paul Moody’s reintegration of the disparate textile processing functions in a single mill on the banks of the Charles River. These entrepreneurs, and a few other members of an enterprising elite called the Boston Manufacturing Company, realized 200 percent and more profits through use of simple economies of scale and expansion: bigger brick mills; longer days; faster machines; more 


The Manufacturing Continuum
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Figure 1.1 The Manufacturing Continuum*

*From Patricia E. Moody and Richard E. Morley, The Technology Machine: How Manufacturing Will Work in the Year 2020 (New York: The Free Press, 1999).

workers; taking raw material—cotton—and carding, dying, weaving, rolling, and shipping finished goods from a single location. Issues around purchasing and logistics—where and when to acquire the next raw material shipment, where to store the in-process goods, and how to ship out to a market screaming for North American goods—were smaller questions than issues involving direct labor and the machinery that drove the looms. Innovation, therefore, centered on improving, which usually meant going faster, basic production operations. Workforce policies around productivity focused on speed rather than intelligence, perhaps even more than quality.

Limitations of Bigger, Faster Growth

This profit model preceded what we have come to call Taylorism, the perfected system of standards and incentives that further controlled and “improved” how human hands worked. Finally, as competitive threats shifted profits out of the Western world to Eastern production centers like Japan, North American manufacturing leaders adopted in quick succession a series of episodic moves toward better quality, MRP systems, workforce teams and profit sharing, reengineering, and finally lean manufacturing.

Purchasing—Unscathed by “Improvements”

Still, although the huge improvement waves rolled through the ranks of manufacturing planners, purchasing remained relatively untouched. As late as the early 1990s, many organizations could point to no integrated systems assist that completely eliminated paperwork transactions, for example, or that linked purchasing to other production operations. Purchasing systems were an afterthought, frequently too complex to manage quickly or too awkward to change directions. Headlines about procurement tended to focus on cost-cutting drives and limited efforts to roll procurement into the picture.

The Manufacturing Continuum

To some degree, purchasing professionals have enjoyed a pleasant separation from other siloed functions (see Fig. 1.1); twenty years ago few buyers, for example, set foot in their shops or at their suppliers’ sites. It was even possible to plan and manage entire commodities in the computer industry without ever having touched a motherboard or heard the hum of a disk drive. The typical buyer/planner’s day centered on acquisition and tracking of materials at what was considered competitive prices. Strategically, few purchasing professionals participated in business planning decisions; tactically, purchasing planners, buyers, and expediters could not be overlooked because they frequently compensated for system and supplier failures—missed performance in deliveries or quality—a conflicted position from which no human could easily find resolution or progress.

Where manufacturing pioneers evidenced a dedication to bricks and mortar, and more and bigger machinery, purchasing studied and practiced the art of negotiation, business travel, gifting, and locating back-up supply strategies. For a few years, this approach worked, but as operations professionals redrew their landscape, procurement was challenged to get involved. Technology advances—the CNC machine, the PLC, the personal computer, and the Toyota Production System—took large chunks of direct and indirect labor dollars out of product processing and shifted the mix of labor to materials.

Further, as some companies examined their dedication to vertical integration, they migrated toward perfecting a few single competencies. They chose to “offload” certain processing steps, for example, “to the experts.” Where companies like St. James Paper owned forests, shipped and stripped logs, and transported finished product on their own trucks, other commodity producers began to disinvest, freeing up cash to be more carefully applied among competing suppliers.

Shifting a percentage of in-house produced components and assemblies grew the second tier producers, which raised purchasing’s strategic importance within large organizations. It is not unusual for final assembly producers to purchase over 50 percent of the components, making them the assembly and procurement experts and a world of specific commodity competitors. So as manufacturing trimmed down and tried to speed its own processes, procurement found itself with more of the dollar responsibilities for sourcing into final assembly plants, a task most purchasing professionals were unprepared for, and surprisingly, were somewhat blind to. The shift happened almost overnight.

Life Cycles—From Seasons to Months, from Days to Hours . . .

The electronics world grew and adopted new technologies the way farmers used to plan and harvest crops. Computers, for example, during the seventies and eighties were built to a lurchy, spastic rhythm dictated by huge market swings and technology challenges. Pioneers struggled with the movement from core to semiconductor memories, proprietary software and extremely specialized equipment supported massive in-house production of everything from motherboards, to displays, to simple cable assemblies. Completely vertically integrated companies had essentially created a deadly mutual dependence between manufacturing and purchasing; manufacturing pros felt they were all-powerful and decisive, as did purchasing, but all were ruled by marketing and accounting gurus.

But when, in the mid-seventies, the twin stars of predictable, consistent quality aligned with leakage of technology to smaller company experts, the big computer makers—Digital, Data General, Computervision, IBM—found good reason to “get out of town,” to outsource bigger and bigger pieces of their products. Who wanted to be in the business of forecasting, stocking, sourcing, building, storing, shipping, and redesigning thousands of varieties of cable assemblies, for example? Why not shift the burden to the folks who really wanted to be in that high-volume, custom business? That shift to outsourcing—from 10 or 20 percent outsourced material to 50, 60, even 70 percent—marked the rise of professional purchasing and supply management, the birth of the extended enterprise, and the need for this and the next generation’s purchasing executives to rise to the challenge of becoming strategic enterprise leaders. Quite a challenge.

The Vision—Supply Management Twenty Years Out

When Fujitsu joined with EMS (electronic manufacturing services) provider EFTC, of Denver, Colorado, the result was a movement in the electronics industry’s restructuring—the next stage—that will take supply management professionals out of the world of purchasing into strategic sourcing that will direct sourcing and allocation of ideas, as well as materials. If what we see for the next twenty years happens as quickly as the demassification of vertically integrated electronics giants in manufacturing of the 1980s, we believe that purchasing is not ready for a shift of such amplitude.

The EFTC/Fujitsu alliance proves the point. Like another success story, EMC, the Massachusetts Miracle producers of high-end mass storage devices, EFTC started its corporate life in a less glamorous, dirtier career, making boards for big customers. The company discovered and enlarged on its repair and logistics talent to transform a piece of its business into an original equipment provider. In other words, EFTC made history in the computer world by taking on the assembly and order administration of Fujitsu computer orders through a third-party provider remote to Japan—a Tennessee plant site. This restructuring of the building blocks of a typical computer introduced yet more demands on sourcing that sought to manage not only material being purchased, used, and shipped but also designs. Completing manufacturing in an area remote to headquarters is distributed, intelligent manufacturing; purchasing and supply management professionals must be able to support this new production method in other industry sectors all over the world. It is the biggest challenge procurement professionals have faced in over twenty years, and most of them are not ready. The shift for purchasing, therefore, over the past 150 years is historic:
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Figure 1.2 The Procurement Continuum to E-ManufacturingSM


E-Manufacturing (E-Man),SMIntelligent Manufacturing Distributed Globally


The progression of the procurement continuum visibly demonstrates several key challenges facing overwhelmed purchasing professionals today:


First, they must broaden their vision to understand and possibly direct the quick and perfect completion of many high-technology tasks.

Second, they must understand and broaden their vision, in preparation for leading their enterprise team in both material and intellectual property acquisition and use.

Third, they must continue to “mind the store” by working to chisel out better costs from more perfect process management—they become technology as well as costing and communications experts, another seemingly impossible and gigantic challenge for a profession in transition.

An Impossibility?

With such seismic shifts under their feet, it would not be unreasonable for many purchasing professionals to pack up their cell phones and head out to the parking lot. Given the technological forces in their paths, however, they would soon find escape blocked by a number of barriers: the market, customers, systems developments, global competition, and internal competition from their “brother” functions—manufacturing, engineering, design and development, and customer administration. Dazed and stumbling supply managers must come to understand that the earth is moving for everyone, and the safest survival tactic is not to duck and cover under your desk—it is to run, dodge, and find the security of the right enterprise from which you can make forays into foreign territory. 


The Extension of Excellence, theNextProcurement Challenge


Any process contracted for by a provider and intended to make customers happy belongs under the eye of procurement—from the front end of the system, design and procurement, logistics, packaging, to customer service. Any processing of input—ideas or material—belongs in manufacturing unless that process is in itself outsourced, when it also falls into the management domain of supply managers guided by technology experts back home.

In Plain Sight

In clear view of such bottom line results as experienced every day by companies in our Top Ten list, winners like Honda, Daimler/Chrysler, Flextronics, IBM, and others, why do so many supply managers still struggle with the basics? Why do they appear to be so shortsighted and tactically driven by pieces and parts? Having wrung all the gains out of manufacturing facilities by perfecting efficiencies of flexibility and flow, quality and workforce improvements, too few are proficient in target costing, value engineering, and supplier development—the “new basics of supply management.”

These practices, as well as extension of excellence throughout the supply chain—laterally, and downward into the second, third, and even fourth tiers—remain the biggest challenge for supply management professionals of this decade.

It is time to throw out the college textbooks that detail how to market before the arrival of the Internet, or how to measure the value of labor via cost accounting, or even how to develop a forecast that takes its shaky place at the top level of a complex, push-driven MRP system. Fortunately, or perhaps unfortunately, because fewer academic programs have been created to train purchasing professionals, we are faced with a smaller stack of books to burn. A few dedicated innovators are changing the way markets function, and the way goods flow in and out of processing operations, and the way cash is farmed at the point of electronic capture. And they are effectively rewriting the supply management rules for a new group of process professionals.

Companies like Dell and Solectron are benchmarked innovators within their fields of final assembly and customer administration. Indeed, they are not far from achieving an integrated vision of manufacturing and supply in the year 2020. Their competition—Compaq, Gateway, and smaller EMS suppliers—have lost competitive advantage and must run twice as fast simply to stay in the race.


The 2020 Vision—Intelligent Systems, Distributed Manufacturing, E-ManSM, and the Chinese Box


For those procurement executives drawn to adventure, let us paint a picture of the production function twenty years out. We call it the Island of Excellence, and it is a world torn by interenterprise rivalries, an area of prosperity bordered by a chasm marking the line between the excellent enterprise and The Others. There will be simply these two classes of enterprise, and the choices will be clear.

The Island of Excellence organization will do many things extremely well—processing, idea movement, realtime customer design of product, and simultaneous production. The workforce and other resources required to fulfill customer needs will be technologically better prepared and trained than even the best facilities today, the ones typically found in Ph.D.-staffed Intel plants, for example. In the winners’ circle, enterprise workers will appear as an elite corps united by their complete commitment to lifelong enterprise alignment. Their language, culture, clothing, training, hobbies, and families will all blend in a way not ever dreamed of in the post–World War II conformist 1950s.

The Island will present a picture of balance and harmony among well-trained corps of engineers and technology experts. People will live where they work and work where they live, much as they did in eighteenth-century factory villages.

The Chinese Box

Another earthshaking redesign of the manufacturing process should reinforce our new vision of the procurement professional. Picture a complex molded resin product, a twenty-one-foot speedboat, for example. Traditional manufacturing and procurement require weeks of advance planning, slotting, layup, grinding, polishing, and trip work before the unit can be completed. Further, the process is fraught with possible quality issues, and rework and repair take additional time. Boat making, even in the fiberglass sport arena, is an art enveloped by science.

Remote, Distributed Manufacturing

Enter the Chinese Box, an automated, portable, perfectly consistent trailer-sized production unit that produces boats or bathtubs, custom colored, to customer orders, in hours rather than weeks or months. The possibilities for new designs and varying applications loom on a horizon that twenty years from now will be populated by manufacturing on wheels and electronic sourcing. Who will be the keepers of the design instructions and the processing formulas? What unit in the advanced manufacturing group will control the acquisition of raw materials and resources? Quite probably the superhero of our story, the fully prepared and highly leveraged supply management professional.

For other living examples of the Chinese Box that extend the possibilities into small appliance production—VCRs, TVs, communication boxes, textiles, and other customer-designed apparel—all that will be required will be smaller active replication centers, like the sport boat example, drawn from Pyramid Molding in Greenville, Pennsylvania. Replication units enjoy the benefit of movement; boxes can be helicoptered to Third World countries that have limited internal manufacturing resources, or they can be set up on Antarctic bases, or even in space.


Remote,IntelligentManufacturing


Earthbound, family-centered operations with a power source and wheels will be capable of downloaded licensed product design and process data from the Internet, for immediate located production. And supply management professionals will be in charge of maintaining ownership of localized manufacturing intelligence.

At Long Last . . .

For purchasing professionals, the picture of long-anticipated levels of professionalism will be welcome. Their strategic positions within the enterprise will signal finally the accomplishment of long overdue dreams. And for those fortunate and extremely well-directed associates on the Island, this enterprise will indeed be a dream come true.

And for the Others . . .

But for the sad inhabitants of groups on the other side of the chasm, the daily struggle to make things—marginally useful kitchen appliances, hastily assembled three-wheeled motor vehicles, plastic dolls, and entertainment chips—will bring out all the worst qualities of a struggling, underpowered lower-class paradise. Health, safety, education, food, entertainment will all be marked with a scratched plastic veneer of second-class cheapness, and workers will appear to have a jumpy, unrestrained muscle movement suggestive of pharmaceutical deprivation and lack of exercise. The contrast between life on the Island and across the chasm with The Others is so clear that choices will hopefully be made at birth, choices and paths guaranteeing lifetime affiliation with the Island. Because with no border zone and little hope for undereducated and undercontrolled workers to bludgeon their way to the top tier, the remaining inhabitants of Mad Max’s world will enjoy short, unpleasant lives marked by chaos and a never-ending struggle, a kind of twenty-first-century 7th ring of Hell. For purchasing and manufacturing professionals, we urge, make your choice, prepare well, and don’t look back.

Beyond World Class

One of the most overused phrases from the 1980s is “world-class”—a nonspecific, overly defined view toward enterprise excellence coined in reaction to global competition’s wake-up call. Over time, we have developed our own understanding of what constitutes world-class supply management. World-class organizations share the following traits:


	Top leadership understands purchasing’s importance and provides needed resources.

	Benchmarking is used to assess performance and set tough goals.

	A culture of shared knowledge prevails—collaboration flourishes internally and with suppliers.

	The view of supply management includes the entire supply chain.

	Best practices are institutionalized.



Clearly, commitment from top leadership is vital to sustain world-class supply management. But world-class organizations don’t wait for the CEO to get on board. They make sure that supply management’s agenda becomes part of the CEO’s plan.

World-class supply management organizations use internal and external benchmarking to gain perspective about overall performance. But they don’t stop there. They use that information to establish tough supply chain objectives and metrics. They reward, rather than punish, the risk-taking necessary to meet these goals.

Best Practice organizations recognize that no individual—and no single partner in a business relationship—has all the answers. They share knowledge tapped from the supply chain and their own companies to understand and meet customer needs.

They do not view supply management as a functional silo. They understand that the dynamics of organizations and different groups must work together as an extended enterprise.

Finally, world-class supply management organizations use Best Practices to continually improve. A short survey asking fifty purchasing execs to name the practices that in their opinion were the most important yielded these responses:


	Cost management

	Supplier development 


	Value analysis/engineering

	Maintenance, repair, and operating supplies (MRO)

	Supplier quality circles



Exponential Excellence

The real power of Best Practices derives from applying them at more than one level of the supply chain. World-class procurement professionals not only seek out the best today—the best suppliers, the best improvement aids, the best metrics—but also seek to understand and see what is coming tomorrow, no matter how challenging and surprising the vision may be.*

*R. David Nelson, “The World-Class Organization,” Purchasing Today, August 1999, page 2.

The Performance Gap

Clearly, there is a big gap between the reality of what most supply management organizations are now doing and their great potential to contribute enormous growth and savings that fall immediately to their bottom line.

But leading supply management organizations, companies like Honda, Harley-Davidson, and Flextronics that understand and focus on Best Practices understand the power and energy trapped in their supply management organizations. They work hard to unleash the terrific financial potential in every one of their supply management centers. These companies want to be smart and rich, and we call them the Top Ten.

Two other young organizations attracted our attention—Intellimet, a start-up in Arizona, and a nonprofit think tank, NISCI (National Initiative for Supply Chain Integration). Each of these groups has created innovation much needed by supply chain management, and each of them continues to tackle bigger challenges that can only benefit industry.


TOP TEN


American Express

SmithKline Beecham

Daimler/Chrysler

Harley-Davidson

Honda of America

IBM

John Deere

Whirlpool

Flextronics

Sun Microsystems

Top Ten, Excellence in Supply Chain Management

Each of the Top Ten companies can point to at least one area of outstanding excellence, the kind of performance that breaks records in innovation and causes competitors to scramble for a quick win.


	American Express shines in breakthrough computer systems and creative new product ideas.

	SmithKline Beecham’s procurement organization is structured to run aggressively after commodity market goals and metrics.

	Daimler/Chrysler enjoys a well-deserved reputation among its supply base partners for trusting relationships, especially in the area of platform teams and savings shared under the program called SCORE.

	Harley-Davidson/Buell is an exciting story of an American company living its fourth new life, as is

	IBM, a continuously amazing source of innovation and purchasing power in a complex organization.

	Honda of America, of course, set the benchmark for supplier development and training, which has been met and bettered by John Deere (indeed, quite a few Honda veterans have found their way out of transplant territory in Ohio up to Iowa’s all-American soil). 


	John Deere, in our opinion, has now passed Honda of America in supplier development strength. Testimony from seven supplier companies who have experienced the Deere development method, among other customer programs, support the validity of the process and its results.

	Whirlpool, in an incredibly tough global market, continues to aggressively leverage purchasing and cost management skills that positioned them as the number one.

	Flextronics, a California start-up run by CEO and grand visionary Michael Marks, moved quickly and quietly to invent systems for procurement that locked in superior partnerships with companies like Cisco, 3Com, Hewlett-Packard, and others.

	Sun Microsystems, a matured start-up that won the 1996 Purchasing Medal of Excellence, continues to innovate in its partnerships with suppliers, its new applications and creativity around systems, and its continued focus on networking issues.



Finally, the nonprofit supply chain think tank NISCI and Arizona start-up Intellimet are included as honorable mentions because of the innovation they continue to bring to supply chain management. To NISCI’s dedicated members—companies like IBM, Trane, Daimler/Chrysler, and Harley-Davidson—NISCI represents an absolutely necessary coming together of the highest-level executives in North America’s most influential procurement positions to change the world of supply base management.

NISCI

NISCI CEO Mike Doyle, as well as members of the group, recognize that the company is taking a high-risk approach to reformation of their profession. Since the beginning, when founding members like Honda coughed up $60,000 for membership, everyone felt that this coming together, although overdue, would be a management challenge. And members have not been disappointed as each took on a critical supply chain challenge. Harley-Davidson, for example, worked through an entire chain on a trust model. Next on the list of tasks facing NISC is a more complex challenge—understanding and measuring the entire economics flow of a complete supply chain, including efficiencies, money flows, blockages, and hidden problems—supplier development at the macro level.

Co-author Dave Nelson believes early NISCI experience with its trust building across the chain software had an unexpected benefit: participants learned that in some areas, “You may never have trust, but you damn well will have a system”—simulation and realtime control systems, for example.

Chrysler, for instance, has credited its SCORE program with cutting thousands of dollars in costs on a single new vehicle, while Honda of America points to its 1998 Accord, a totally redesigned vehicle, as a brilliant example of the power of strategic sourcing; this one vehicle cashed in on over 26 percent in purchased cost savings. John Deere’s Best Practices initiative, a program similar to Honda’s, recaptured millions of “lost” savings opportunities within months of its start-up.

Purchasers Speak

We surveyed 247 heads of purchasing and supply management at companies—OEs (original equipment producers) and suppliers—headquartered or operating in North America, and we found amazing similarities in their responses to questions about Best Practices. We wanted to understand what makes their procurement groups so effective and what areas of their operation are the most important to procurement and supply chain success. We started by reviewing our respondents’ priority ranking on about thirty Best Practices. Gradually, the Best Practice list trimmed down to approximately twenty key areas of competence.

Next, co-authors Nelson, Moody, and Stegner followed up responses to our survey questionnaire with over one thousand hours of interviews and site visits; not surprisingly, the interviews and visits pretty much confirmed company leadership’s perspective on their relative performance. Although respondents were not made aware of their comparative ranking, most executives “knew” where their groups were on the excellence journey, what they did well, and where they had considerable challenges.

Manufacturing Precedes Procurement in Best Practice

We visited all the top contenders for the Top Ten, and we can say that the “performance gap”—the gap between what companies and their suppliers are capable of achieving and what they currently demonstrate through their cost controls, quality performance, and customer responsiveness—is real.

Unfortunately, most North American purchasing groups have trailed the progress made in manufacturing as the movement into Best Practice—away from a purely tactical focus—has taken longer to catch on. We are not clear on all the exact causes of this gap between manufacturing and procurement, but we think that the answer may be quite simple: as manufacturing groups have learned and moved ahead with innovative, better methods—like Six Sigma quality, kaizen, or lean manufacturing—they have hit the operations side of manufacturing first, shop floor followed by white-collar areas such as engineering, new product design, and order administration.

Drivers for improvement have rippled out laterally to what may at the time have been considered the second targets for improvement—“collateral” groups like purchasing, logistics, and order administration. We think that this priority for change is flawed, given the uneven distribution of money and other resources in manufacturing, compared with order administration, for example, but as a rule this is the pattern that most companies have followed.

Visual Excellence

Further, we noted as we visited organizations throughout a range of industries—aircraft, automotive, pharmaceuticals, electronics, foods—as well as first, second, and third tier suppliers, that high performance is somewhat predictable from a good look at the surroundings. In other words, if the data and the survey indicated that an organization was a possible Best Practice procurement leader, it was usually true that a visit to the plant with some time spent in purchasing and out on the shop floor would also reflect a predictably high performance level. Excellence tends to shine throughout an organization, even though there may be some unevenness among pockets of high performance in purchasing or operations, for example.

Benchmarking the Best

Toyota and its suppliers, for example, tend to model all their processing on the Toyota Production System guidelines; one would naturally expect to see excellent housekeeping, ergonomic improvements, and perfectly designed lines and work cells. Even at the first and second tier levels, usually that is what we see. And within procurement, among the planners and suppliers for the material that flows down these lines and through the work cells, we tend to find the same attention to detail, the same quality and performance measurements that guarantee consistently good practices.

Struggling for Profits

Companies at the other end of the performance gap, unnamed organizations struggling with overwhelming performance challenges, primarily in quality and delivery, can’t seem to get control of their own processes. We visited a big, very profitable producer of high-end cabinetry. This southeastern producer offers unlimited variety in a strong consumer market that will hopefully carry them well into the next millennium; they enjoy the advantage of relatively cheap and available raw material and a semi-educated workforce. But operations like production and purchasing clearly occupy lower priorities than marketing and sales.

The performance gap assaults the senses the moment a visitor steps foot in this plant. The air is filled with sawdust; health and safety violations abound that in an earlier era would have seen OSHA on their doorstep daily; expediters on foot and in a fleet of fork trucks keep lines flowing from final assembly, an erratically unpredictable flow, all the way to raw material cutting operations. Moreover, inventories at all levels of processing fill every square foot of racks and side aisle storage, as tractor trailers line up in the parking lot to disgorge days’ worth of raw material input. This supply management nightmare will continue as long as the market holds up. Because although this company is leaving hundreds of thousands of dollars of waste—lost material, unnecessary movement and processing, bad quality, and missed delivery dates—on the floor, as long as customers are willing to wait two, three, or even four months for their complete orders, nothing is driving management to make any major “disruptive changes,” and all this is clear to the trained visitor within fifteen minutes of arrival.

Manufacturing Is Hardwired to Procurement

Bad processes breed bad quality, missed deliveries, painful new product introductions, and missed profit opportunities. There is a direct connection between excellence in manufacturing operations—single-minded dedication to quality such as we see every day at Honda, for example—and quality metrics in the supply base that are rewarded with increased business and supplier recognition conference awards.

There is a direct connection between making the delivery schedule with no “just-in-case” excess days, as most automotive assemblers and their suppliers know, and their ability to manage high-performance logistics suppliers. In North America particularly, the location and travel requirements for managing suppliers located twenty-four hours or more away is challenging. It takes the very best purchasing and logistics people and systems to bring in seats from Michigan, carburetor assemblies from Tennessee, and radios from Mexico, to keep lines moving at the rate of one perfect vehicle every minute.

Bad Practices Cost Millions

Bad performance at any one of the many stages of production—at the final assembly line, at the first tier carburetor assembly plant, even at the machine parts level—is expensive. At one Midwest transplant the cost of stopping the assembly line for just one minute is $26,000. With six lines running, the price tag for output down time is well over $150,000 per minute. Every day that suppliers produce bad parts that must be recycled for repair or discarded, every minute that operators must stop their work and consult with materials and purchasing buyers about in-transit missing pieces, and every day that trucks continue to transport significant excess materials carried on the books as “in-transit inventory” reinforces the cost of the performance gap between what purchasing is for many North American organizations and what it could be.

Last year, visiting an engine supplier to a major OEM, we walked into an atmosphere of anger and denial. It seems that the president felt that they could not earn their 5 percent after-tax profit. The supplier felt they were being squeezed by their biggest customer for big cost cuts; their relationship was at rock bottom, and even the customer’s purchasing vice president acknowledged that this supplier was only barely making the grade.

With such negative findings, we knew that this customer could be hard-pressed to find a way to reach their own desired quality, delivery, and price performance goals. This was an unhappy conclusion to a fifteen-year partnership, and it was caused by a customer that demanded price cuts—in blood—and ignored all the other valued performance benefits that this supplier had been producing. In the end, the customer won their price cuts but also lost cooperation, design input, and above-average delivery performance.

The supplier was unwilling to go the extra mile for this customer, because they felt they had been violated. The bottom line is that companies will gain tremendous savings, not 5 or 6 percent cost cuts, when they attack the seven wastes, reduce manpower and inventory, and practice continuous improvement. They will achieve better yield on raw materials as specifications improve. The gains from all these changes add up to at least 25 percent of total purchasing costs, a huge amount of unrealized profit potential for even the smallest supplier.

The postscript to this story is that the new vice president of purchasing understood where the relationship with his engine supplier had gone wrong, and he worked quickly to reverse the damage. He traveled the following day to the supplier’s plant and offered them a “price up”—unheard of among this level of suppliers—he would meet their demands of a 5 percent price increase to satisfy the lost 5 percent after-tax profit, in exchange for a new commitment to work with him, shoulder to shoulder, to wring the real excess costs out of the process. The VP knew that no matter what the level of improvements, they would realize 10 to 15 percent gains with reasonable attention to the task, totaling tens of millions of dollars of improvements in quality and delivery, as well as development speed. Further, the development speed that the customer and supplier generate together would move both businesses along, well out of the marginal operations into the first tier of excellent performers. What a reversal!


ExcellenceCanBe Replicated


We believe that if companies address purchasing Best Practices the way the high performers have for the past ten or fifteen years, they will experience the same remarkable results that adopters of JIT, lean principles, the Toyota Production System, and Six Sigma quality have experienced. We know that when companies put procurement and development of a high-performance supply base in the center of the universe, at the heart of their list of change initiatives, they will attract and retain better purchasing leaders and more responsive suppliers. And as the Top Ten organizations are proving every day, when companies deliberately, with speed and thoroughness, bring performance excellence into their purchasing organizations, the millions of unclaimed dollars left lying on the table every year by unaware producers will find good homes in the bottom line of reenergized supply management leaders.

What we call “leveling up” is a great challenge for most organizations, but as Honda, Toyota, and their suppliers are proving every day, it is not an impossible one. Let’s look at the change in performance metrics among procurement leaders as we rounded the fifteen-year mark in quality and delivery systems:
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Quality measured in parts per million rejected among the leaders continues to improve exponentially; a Six Sigma goal of 99.996 percent perfection translates to 3.4 defects per million. Delivery performance, an on-time measurement that typically looks at days before and after the committed delivery date, is a direct reflection of cost of expediting and cost of lost customer orders; here the performance gap, the difference between 90 percent performance to promise or better and only three-quarters of orders delivered to promise, becomes painfully obvious in the wasted profits spent on premium tracking, expediters, and overtime at the bad performance level. You cannot run a very profitable facility when three quarters of incoming material isn’t there, or when over a month of twelve months’ potential profits sits untouched in inventory.

The last metric, training hours per person, at first glance seems to indicate enormous differences from one company to another. Companies with a long history of well-structured and well-funded in-house universities, like Motorola University and the Nypro Institute, believe that to retain a professional workforce, serious training initiatives are an absolute requirement. They would not agree, however, on how much funding is required to deliver the training. This is one area that should encourage small and medium-sized suppliers, because with careful, piggybacked initiatives, like Web-based training, and curriculum shared with established colleges and universities, they have found ways to deliver high-quality and cheaper training to more workers without establishing a bricks-and-mortar, dedicated in-house operation.

When organizations compare the performance of the Top Ten to their own demonstrated current performance and to the unrealized potential of their own people, they will undoubtedly be surprised, not just by the range of improvement possible with a small amount of attention focused on the right places, but with the excitement and positive energies unleashed when people are encouraged to do better. But we understand that moving a single organization, and then an entire supply chain, along an aggressive improvement journey that started about 150 years ago in manufacturing, can be a blinding challenge for a single dedicated individual. We don’t recommend that anyone attempt this alone. It will take a small team of focused, multi-skilled professionals to attempt any of our Twenty Best Practices.

Be forewarned: some of the Twenty Best Practices will show results immediately, and others will reveal great potential only after first-pass efforts. Certainly improving quality and delivery is easier when performance is in the low 50 or 60 percent range—any improvement is bound to realize big results—but once organizations move into the high 90 percent range, close to Six Sigma and zero defects, they must completely understand their process and their supplier’s process. They will need to carefully evaluate new technologies for performance potential, and they will demand superior systems to extend the limitations of the human hand, eye, and mind.

A Superhuman Challenge?

This is an enormous challenge, not an impossible one. In the next chapter, we take you through the Twenty Best Practices and the companies that have closed their performance gaps by perfecting them. Not all Top Ten Practice companies excel in all Twenty Best Practices; Honda of America has enjoyed a superior reputation in quality training and quality performance, but its computerized systems have always lagged behind other large-vehicle producers’ systems.

American Express, however, is brilliant at data management, but its business tends not to involve actual conversion of raw material through processing into shippable products. And among our long list of possible Best Practice groups, we surprised ourselves by uncovering Wild Cards like Buell Motorcycles, now joined with Harley-Davidson, and Auburn Industries, the seat of great systems innovation in the John Deere supply base—smaller organizations whose innovation and energy gained them recognition in certain outstanding performance characteristics, but whose overall operating performance still does not match the smooth and consistent superior performance that marks their more established colleagues and competitors. 
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