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Executive Summary
2009 marks the eighteenth year that the annual study on the trends and issues in logistics and transportation has been conducted.
During this time business conditions have fluctuated from good to challenging over several cycles. The current economic downturn,
however, is unprecedented in several ways. In addition to dealing with one of the deepest economic slumps since the Great Depression, firms
are grappling with a number of additional factors that makes managing in these times even more difficult such as customers that have grown
accustomed to customized products and services, the proliferation of product and service offerings for a global market has created a tremendous
amount of complexity for key supply chain activities such as demand management, production planning, inventory management and order
fulfillment, and product life cycles that are getting shorter and shorter making it much more complicated to efficiently and effectively manage
and control of global supply chain inventories. As if this were not enough, there is a tremendous amount of pressure on firms to achieve
short- and long-term financial results.
In response to the challenges presented by these conditions, some firms are trying to simply weather the current situation by taking past practices
and simply adjusting them to the present circumstances. Others are taking actions that we believe are reactionary to the situation. While these
changes may have an immediate impact, the concern is that they are not changes that will sustain the business in the long run. Experience has
shown that during economic downturns firms often focus on cost reduction without consideration given to the long-term impact it may have on
the business. They find that once the economy recovers they are not in a position to take advantage of growth opportunities. To successfully
navigate the current economic downturn and the challenges that operating in a global environment creates firms must be able to proactively
respond to changing and often unpredictable conditions. This led us to ask: What are the drivers of sustainable transportation, logistics, and
supply chain management practice that will enable companies to survive and thrive in both good and bad economic times?
This year’s annual study examines the trends and issues facing transportation, logistics and supply chain professionals during these unprecedented
times. This examination enables us to provide an assessment of the current state of practice and to identify opportunities for improvement.
More importantly, the study makes it possible for us to examine the five fundamental capabilities – optimization, synchronization, profitability,
adaptability and velocity - that firms must develop in order to build sustainable supply chain management practices. The first report from the
2009 annual study provided an overview of the drivers, a second report explored how “optimization” of supply chain resources facilitates the
success of the respective members, and the third report examined the role of synchronization in enabling the supply chain to function as a single
entity. This report, the fourth in the series, provides a more in-depth look at the next key driver, “Profitability.”
The integrated nature of supply chain management necessitates that each member be in good financial condition in order to make the needed
investments in plant, equipment, research or other assets that will lead to longer-term performance improvement for the entire supply chain.
During these current economic times many companies are putting their budgets under severe review. Many planned investments are being
delayed or cut entirely. Some of these decisions will constrain the firm’s ability to improve profitability when the economy recovers.
Some of the key findings regarding firms’ challenges and success in improving profitability during these difficult times include:


North American firms are increasingly being asked to “be all things to all people” which is one of the most challenging strategies to
deploy profitably.



Firms are achieving success in delivering differentiated service as evidenced by the fact that “best” customers are receiving significantly better
service than average customers for on-time deliveries and fill rates.

Excessive inventory in the supply chain led to a 12 percent decline in inventory velocity for large-size firms (annual sales revenue >$3 billion)
in 2009.
Successful companies understand that there is no middle ground between profitability and longevity. To endure, they must create value through
supply chain activities that results in increasing prosperity for the firm, regardless of economic conditions. We hope that this report will assist
you in your efforts to develop this capability that is a fundamental building block to sustainable supply chain management practice.


Sincerely,

Mary C. Holcomb, Ph.D.
Associate Professor
University of Tennessee

Karl B. Manrodt, Ph.D.
Associate Professor
Georgia Southern University

Belinda Griffin
Senior Manager
Capgemini, Inc.

Dawn Salvucci-Favier
Senior Director

JDA Software Group, Inc.
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Profitability is the result
of creating value through

supply chain activities. Asset
performance, working capital,
returns on investment for
infrastructure, technology and people,
are some of the critical parts that
create value in a global environment.

Sustainable
Supply Chain
Management
Practice
This report examines one of the five
drivers of sustainable supply chain
management practice – profitability.
This driver is particularly appropriate,
Drivers of Sustainable Supply Chain Management Practice
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as profound changes have occurred over
the past year in the global economic
community. Perhaps one of the largest
and most impactful changes has been in
the global financial sector. For example,
Bear Stearns was one of the first large
financial institutions to fail due to its
inability to find sufficient capital to
cover its obligations. The collapse of
Bear Stearns began a steady
deterioration in credit conditions,
during which time a number of banks
failed. Growing waves of bankruptcies
spread “from Wall Street to Main Street”
and negatively affected most sectors of
the economy. The recession’s downward
spiral affected businesses through
decreased demand and earnings, and
also led to greater difficulty in obtaining
credit to keep operations afloat.
Factories worldwide scaled down
production to combat excessive
inventory levels in the face of reduced
consumer demand. All of this has
placed tremendous pressure on the firm
to find ways to increase, or perhaps to
simply maintain, its profitability.
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In prior economic downturns,
companies turned to cost cutting as a
means of surviving and even boosting
the bottom line in the short term. What
we learned from their experiences is
that, in many cases, cost reductions
were made in areas where continued
investment should have been. That is
because many of the changes that firms
made during an economic downturn
were not ones that enabled them to lead
the competition when the economy
rebounded. Cost cutting was done
without an assessment of the long-term
strategic impact. The lessons learned
from these companies need to be
applied to today’s situation. That is,
firms should continue to build and
invest in supply chain management
practices that will be sustainable in good
times as well as bad. This perspective
will enable firms to make cost reduction
and investment decisions that will
position them to take advantage of
opportunities when economic
recovery happens.
The five drivers of sustainable supply
chain management practice were
introduced in an earlier overview report
entitled - Drivers of Sustainable Supply
Chain Management Practice 1. They
represent capabilities that will be
difficult for the competition to emulate,
and are fundamental to creating a
supply chain that will outpace the
competition. Furthermore, they are
critical to the success of the firm and its
supply chain because of the unique set
of capabilities, both individually and
collectively, that they represent.

Optimization is the alignment of
global supply chain resources –
both tangible and intangible, own
or outsourced – to facilitate the
success of supply chain members.
Synchronization is the ability to
coordinate, organize and manage
end-to-end supply chain flows –
products, services, information,
and financials – in such a way that
the supply chain functions as a
single entity.

Profitability is the result of creating
value through supply chain
activities. Asset performance,
working capital, returns on
investment for infrastructure,
technology, and people, are some
of the critical parts that create value
in a global environment.
Adaptability is the degree to which
respective supply chain members
can change practices, processes
and/or structures of systems and
networks in response to
unexpected events, their effects
or impacts.
Velocity is the speed at which endto-end flows occur in the supply
chain. It encompasses speed-tomarket for new product introduction
and execution when conditions are
rapidly changing.

The “New
Normal”
These are truly extraordinary times. At
a macro level, the U.S. overall debt is
now slightly over 80 percent of the
annual output of the U.S. economy as
measured by GDP. The U.S. is not the
only nation struggling with this issue.
Japan, Italy, India, France, Germany and
Canada have comparable debt as a
percentage of their GDPs. The
international monetary system is also
facing the possibility of major changes.
The use of the U.S. dollar as a global
reserve currency is being questioned.
This can be attributed to developing
countries’ growing unease about the
status of the U.S. dollar considering the
enormous national debt, and the desire
by other countries to create a more
resilient and fair international monetary
system. Currently we have seen an
increase in the use of Special Drawing
Rights by the International Monetary
Fund as a unit of account defined as
“the value of a fixed amount of yen,
dollars, pounds, and Euros, expressed in
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dollars at the current exchange rate.”
The composition of the basket reflects
changes in the importance of different
currencies in the world trading system.
This trend could lead to the end of U.S.
dominance and the emergence of a
multi-polar world with regional centers
of influence. This type of change would
have a tremendous impact on supply
chains as major shifts in the way the
business is conducted would occur.
Factors such as regulatory and exportimport policies would need to be more
heavily considered when making
procurement and sourcing,
manufacturing, and/or distribution
decisions, potentially driving an even
greater impact on supply chain design.
At the micro-level individual companies
that are seeking to thrive in the new
conditions would need to adjust to the
new reality. Many have suggested that
the unprecedented circumstances that
we are dealing with today represent a
“new normal,” which is characterized
by continual economic, social and
technological change. This constant
state of change suggests that reorienting
to changing conditions will not be
possible. Instead, firms must build
dynamic supply chains that are
capable of evolving and adjusting to
new conditions.

The Role of
Profitability in the
“New Normal”
In the midst of a global recession and
uncertainty around everything from
commodity and fuel prices to supplier
viability, companies are faced with
making critical supply chain decisions
that are intended to assist the firm in
getting through the current economic
conditions. These decisions, which are
strategic and tactical in nature, will
impact the firm well beyond recovery of
the global economy. The best strategic
and tactical decisions will be those that
position the firm and other supply chain
partners to be profitable in good and
bad economic times. While factors such

as sales revenues, market share and/or
product innovation are indicators of a
firm’s success in business, the bottom
line cannot be ignored. Particularly
during a time of concern about cash
flow, as well as availability of credit and
financial soundness for both suppliers
and customers, overall profitability is a
paramount concern for the firm. In
some cases, the firm is being asked to
extend customer credit terms beyond
the stated arrangements. On the other
end of the supply chain, suppliers are
asking for shorter payment cycles in
order to improve their liquidity position.
Suppliers that are unable to secure
credit may need even greater financial
assistance from their customers in order
to make and deliver the needed goods
or materials.
Internal to the firm, there is a concerted
effort to ensure that working capital is
increasingly productive. Over the past
several years, large manufacturers have
realized revenue and profitability growth
that allowed them to build up sizable
cash reserves. There is pressure from
investors to use those cash holdings for
productive purposes, such as buying
back stock to boost their stock’s value.
Smaller manufacturers, which are
typically suppliers to the supply chain
leaders, do not have cash reserves as
deep as those of large manufacturers.
They may have to use some of their
liquidity to finance supply chain activity
if credit markets aren’t accessible, or as
noted above they may need the
assistance of the large manufacturers to
help in weathering the recession. This
use of cash by small, medium and large
firms will put increased pressure on
them to optimize another working
capital category – inventory. While there
has been some progress in reducing the
amount of inventory held by individual
companies, the study results indicate
that one of the major challenges during
this past year has been the excessive
amount of inventory in the supply
chain. For some firms inventory levels
have been rising faster than revenue.
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PROFITABILITY:
IMPLICATIONS
FOR STRATEGIC
FOCUS
The inventory management issue is just
one of many examples that demonstrates
the difficulty of operating in the “new
normal” business environment. The
ability to handle the complex challenges
in this environment will to a certain
extent depend on the global supply
chain strategy that the firm chooses.
The direction and scope of the
organization over the long-term is
defined by its strategy. The firm’s
strategy also determines the
configuration of resources to meet the
customers’ needs and to fulfill
stakeholder expectations. The business
strategy should enable the firm to align
decision making across the various units
through a set of principles that guide
the allocation of resources in order to
accomplish key objectives. A good
strategy provides a clear direction of
what actions should be taken and the
priority of those actions to achieve the
desired goals of the firm. In other
words, the strategy should determine
how resources should be allocated to
accomplish the firm’s mission in the
context of their supply chain.
Furthermore, it is assumed that the
“right” strategy will result in profitability
for the firm in both the short- and
long-term.
Data from the 2009 study indicate that
the majority (48.8 percent) of North
American (NA) firms have chosen a
mixed business strategy of “being all
things to all people.” In other words,
instead of being either customer or cost
focused, they are both. We have seen
consistent growth in this strategy for
several years. In 2006 it passed
customer service as the top ranked
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strategy utilized by the survey
respondents. In 2009, customer service
and cost leadership combined are a
smaller percentage than the mixed
strategy illustrating just how dominant
this approach is becoming.
Should we be concerned about the
increasing number of firms that are
choosing this strategy? The short
answer is yes. For the mix strategy to
be successfully deployed, service and
cost tradeoffs must be carefully
evaluated for each and every customer
interaction. This strategic direction
requires that firms carefully differentiate
service levels for customers in order to
maximize their profitability. Without
this segmentation firms deliver “one
size fits all” service. Not only is this
approach too costly for the firm in the
short and long run it also results in the
“best” customers receiving the same
service as everyone else.
The strategies employed by EEA firms
are significantly different than NA
companies. The largest set of
respondents in the EEA (40.4 percent)
reported that ‘customer service’ best
described the overall strategy. This is
compared to 26.3 percent of NA
companies that indicated that this was
the strategic focus. Some 36.0 percent
of EEA firms stated that they follow a
mix strategy; this percentage is
significantly lower than NA firms.
Interestingly, the percentage of EEA
firms that have a product/innovation
strategy (2.2 percent) is also
significantly lower than their NA
counterparts where 7.8 percent of firms
noted this as the strategy for the firm
or business unit.

Both Efficiency and Effectiveness Drive the Firm’s Strategy - North America 2009

Cost
leadership
17.0%
Mix: Be all
things to
all people
48.9%

Customer
service
26.3%
Product/market
innovation
7.8%

Focusing on a Services Strategy - EEA 2009

Product/market
innovation
2.2%
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Mix: Be all
things to
all people
36.0%
Customer
service
40.4%

Cost
leadership
21.3%

Strategic
Direction and
Corporate
Objectives –
The Profitability
Mound or Pit?
A strategy determines what the firm
wants to accomplish – it sets the
direction the firm will head and guides
managers in making decisions. The role
of the strategy is to articulate what the
firm wants to achieve. The objective
determines how resources will be
allocated and used to accomplish the
strategy. Together the strategy and the
objective form the strategic direction
that determines the course the firm will
take. It is assumed that in most cases
there is alignment between the strategy
a firm sets forth and the objectives it
puts in place.
The results from our 2009 study
indicate that both NA and EEA
companies are focusing their efforts on
Shifting corporate objectives during tough economic times - 2009

50.0%

43.8%

44.4%

40.0%
27.3%

30.0%

23.3%

23.3%

17.4%

20.0%
11.4%
10.0%

8.9%

0.0%
Reduce costs

Maximize
Increase customer Maximize
asset utilization
satisfaction
profitability
North America

EEA
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improving the efficiency of their
organizations. The percentage of firms
that cited reducing costs as their
primary objective for 2009 has increased
from the previous year for both NA and
the EEA. The most dramatic shift
occurred in the EEA where the number
of firms that are focusing on reducing
costs increased by 56.8 percent from
2008 to 2009 (compared to a 16.8
percent increase for NA firms for this
same time period). Before 2009, the
primary objective for EEA firms was
increasing customer satisfaction (32.7
percent in 2008), followed closely by
profit maximization and reducing costs
(28.3 percent for each category in
2008). In North America the shift in
focus from increasing customer
satisfaction to reducing costs occurred in
2006. Since this time the primary
objective for NA firms has been on
improving efficiency.
Over the eighteen years that this study
has been conducted, the data suggest
that in times of economic hardship or
uncertainty firms direct their efforts
towards efficiency much more so than in
times of economic growth when
effectiveness – or service – becomes
more important. The approach used by
many firms to endure difficult times is
one of relentless cost reduction. There
is an expectation that firms will be able
to generate double-digit savings on an
annual basis and enhanced service in
response to increasing customer
requirements. The economic slide since
2008 has placed tremendous pressure
on firms to become much more efficient
and effective than ever before – with far
fewer resources. It is somewhat
uncommon, however, for firms to place
a priority on increasing or achieving
high levels of customer satisfaction
before concentrating on achieving
profitability. While customer satisfaction
is a key component of the firm’s success,
there is a great deal of pressure on the
firm to achieve short- and long-term
financial results. The ability of the firm
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to achieve the desired financial
results depends to a certain extent
on cost management.
Does size of firm (in terms of annual
sales revenue) affect the choice of
objectives and goals? The analysis of
respondents by size of firm based on
sales revealed that large- (greater than
$3 billion in sales, defined as Masters)
and medium-sized ($500 million to
$3 billion in sales, the Contenders) firms
are much more focused on reducing
costs than small-sized firms (less than
$500 million in sales, the Challengers).
Small firms are placing more emphasis
on increasing customer satisfaction.

STRATEGIES TO
THRIVE IN THE
“NEW NORMAL”
Both NA and EEA firms agreed that the
economic downturn overshadowed all
other factors that impacted the firm’s
logistics strategy. This was not,
however, the only mega-trend that
influenced how the firm’s resources
would be used. For NA companies the
cost of logistics services, increasing
customer requirements, and changes in

the firm’s organizational structure were
driving factors in the logistics strategy.
These issues were also the top concerns
for EEA firms; the difference being the
rank order. Outside of the economy,
the second most impactful factor for
the deployment of logistics strategy
for EEA firms was increasing
customer requirements.

Renegotiation of supplier contracts;
and



Lean inventory.

EEA firms chose different paths to
achieve improved profitability than
NA firms. The top three initiatives
completed by EEA firms in the last year
were more focused on improving
profitability through cost savings.
They were:

An analysis by size of firm revealed that
this aspect did indeed influence the
firm’s logistic strategy. Unlike
Contenders (medium-sized firms) or
Challengers (small-sized firms),
decisions on how to use resources by
large firms (the Masters) was effected by
new product introduction. The logistics
strategy for medium-sized firms was
more impacted by increasing customer
requirements more so than their
counterparts, while small-sized firms
dealt with mega trends that were the
same as large- and medium-sized firms.



Renegotiation of supplier contracts;



Distribution network redesign; and



Reduced order-to-cash cycle time.

All of the initiatives completed by NA
and EEA firms have both short- and
long-term implications for profitability.
Of note is the EEA effort over the past
year to redesign their distribution
networks with the goal of creating
supply chains that are capable of
delivering goods faster at a lower cost.
Many NA firms took on the redesign of
their distribution networks in 2006
when they realized how the structure of
the supply chain impacted the
effectiveness and efficiency of their
operations. In 2008 the spike in fuel
costs was an added impetus to complete
Distribution Network Optimization
(DNO) projects. Supply chains have

How did the mega trends influence the
strategic initiatives that firms undertook
during the past year? For NA
companies, three key initiatives were
aimed at revenue generation and cost
reduction. They were:




Expansion to new markets;

Rankings of Mega Trends Impacting Logistics Strategy in 2009 - NA Firms

Masters

Contenders

Challengers

(>$3 billion annual
sales revenue)

($500 million $3 billion annual
sales revenue)

(<$500 million
in annual
sales revenue)

Economic downturn

1

1

1

Changes in the firm’s
organizational structure

2

New product introduction

3

Mega Trend

3

Increasing customer requirements

2

Cost of logistics services

3
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become increasingly complex
with ever-rising customer
requirements, the geographical
spread of suppliers, manufacturing
facilities and markets, and the
unpredictable nature of demand. These
difficult economic times have added
even more pressure to drive down supply
chain costs from product concept to
delivery. This can only be done through
the design (or redesign) of a supply chain
to encompass a global scope.
Unfortunately many firms continue to
optimize locally or regionally missing the
opportunity to maximize profitability.
The current economic situation has every
firm focused on improving their
profitability – whether through revenue
generation, cost reductions, or a
combination of both. The efforts that
firms took on in 2009 to improve the
efficiency and effectiveness of their
operations varied significantly by size
of firm. The move by the Masters to
implement EDI messaging with trade
partners and service providers, as well
as the move to increase intermodal
shipments, suggests that this group is
positioning itself to take full advantage
of an economic rebound. While not
completed, the study results indicated
that the Masters are also working on

improving the integration of information
systems with external supply chain
partners. This move would enable
them to create seamless end-to-end
information flows between members of
the supply chain.
For medium-sized firms (the Contenders)
and small-sized firms (the Challengers)
a variety of actions have been taken to
improve their position ranging from
increased use of intermodal shipments to
greater use of dedicated transportation.
A common effort across all firms was
improved carrier tracking. The visibility
of material flows – both for inbound and
outbound shipments – is critical to
optimal supply chain operations.
The initiatives and efforts that firms have
completed or started during this past year
lead us to ask:
What areas are the key strategies that firms
should employ to survive and thrive
during these difficult economic times?


Leverage transportation spending



Improve supply chain visibility



Increase inventory velocity



Differentiate service



Leverage the supplier network

Improving Operating Efficiencies and Effectiveness in 2009 - NA Firms

Masters

Contenders

• Implemented EDI
messaging with trade
partners and service
providers

• Improved shipment
consolidation

• Increased use of
intermodal shipments
• Improved carrier
tracking

• Improved carrier
tracking
• Increased use of
intermodal shipments
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Challengers
• Shifted more
transportation activities
in house
• Increased use of
dedicated
transportation
• Improved carrier
tracking
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The following case studies and analysis
from the 2009 study discuss how each
of these will assist the firm in increasing
its profitability during good as well as
bad economic times.



Used various tariff schedules and
pricing structures, complicating
pricing and contract comparisons.



Maintained varying levels of
contractual exposure to changes in
fuel prices, making even basic risk
assessment a daunting task.



Was unable to properly hedge fuel
price exposure, leaving it with little
or no protection against rising
fuel prices.

Leveraging Transportation
Spend – A Case Study
While the recent economic downturn
has created pressures on the overall
profitability of many shippers, as one of
the world’s largest media and
entertainment conglomerates recently
discovered the current economic climate
has also created new opportunities to
generate cost savings that will translate
directly to the bottom line. This media
company that owns and operates
150+ different business units across
6 continents ships over 125,000 tons
of media products annually. However
because many of the 150+ business units
joined the company through acquisition,
many of them typically retained
independent transportation sourcing
and procurement practices. With few
exceptions, most of the business units
contracted independently for domestic
and international freight and parcel
shipping services.
While a decentralized approach to
transportation sourcing afforded
business units greater autonomy
in meeting local requirements, the
company recognized it was not
leveraging its sizeable aggregate
transportation spend. Furthermore,
it faced considerable challenges in
analyzing and optimizing its spend. The
company’s many and varied vendors,
rate cards, tariff schedules and contract
terms had created an overwhelmingly
complex system that precluded any kind
of high level analysis. As a result, the
media company:


Paid higher rates, due to a lack of
negotiating leverage with vendors.



Bore the cost of managing a large
number of regional, national and
international vendors and their
associated contracts.

A team was established and began by
developing the necessary baselines for
current state analysis, and defining the
Key Performance Indicators (KPI’s)
that would track the success of the
engagement. They collaborated with the
business unit teams throughout the US
and Canada to determine overall
expenditure, existing carrier
relationships, service levels and local
business unit requirements. This
analysis produced the following:


The company spent a combined
$30M+ annually on domestic and
international freight shipments across
58 different vendors.



To support those vendors, the client
managed between 60 and 70 separate
contracts of varying lengths, terms
and conditions.



Service levels and transit time
requirements varied across the
organization, depending upon the
business unit and the capabilities of
local carriers.

As a result of the collaboration across
business units and geographies during
the negotiation process, the team was
able to discover additional opportunities
for consolidation and cost savings. In
parallel with TL and LTL discussions,
the project team worked with business
units to uncover a $10M global
expenditure on parcel shipping services.
As with the existing freight contracts,
parcel services were contracted
independently, often at suboptimal rates.
In fact, many business units had no
service contract at all, and paid full retail

9

2GO: Growing Profitability through Optimization and Visibility
2GO, the largest inter-island mover of passengers and cargo in the Philippines embarked on its first
shipping venture more than 100 years ago. A division of Aboitiz Equity Venture, 2GO offers more
than 300 terminals nationwide and operates its own fleet of vessels, aircraft, trucks and other
delivery vehicles.
Prior to embarking on its improvement project 2GO was challenged with manual load planning for its
cargo consolidation operation, limited visibility to key financial and operational performance metrics,
lacked the systems capabilities required to truly optimize its delivery network across multiple timedefinite service offerings and lacked the ability to provide customers with visibility to delivery status.
The primary business challenge for 2GO was how to drive the business in a more strategic direction,
enabling it to effectively improve visibility to key performance indicators, automate load planning and
optimization for its cargo consolidation and Metro Manila courier operation, and improve customer
responsiveness while increasing the profitability of the company. The change in strategy necessitated
the investment in technology that would assist 2GO in achieving the desired results.
The results of the project exceeded expectations as the implementation of a “best-of-breed”
transportation management system produced considerable returns for 2GO. The company was able to
implement several cost-reduction programs that improved the overall profitability of the organization
while still improving on-time delivery and visibility of delivery status for customers.
Through advanced optimization and load consolidation the company was able to significantly improve
the utilization of its truck assets by increasing the average cube per load, average payload and number
of stops per load. By making better routing decisions, the company was able to increase the average
number of loads per vehicle on a monthly basis, therefore allowing them to decrease the number of
vehicles required to support the operation—a significant savings in fixed asset costs such as insurance
and maintenance.

rates for domestic and international
shipments. The project team again
worked with teams in each country and
business unit to define requirements and
qualified opportunities to rationalize
vendors. By adding parcel services to the
scope of ongoing negotiations with TL
and LTL vendors, the project team was
able to gain greater leverage on both
services and realize additional savings.
Finally, to expedite the finalization
process and simplify contract
management moving forward, all winning
vendors were consolidated onto a single,
consistent set of terms under a Master
Service Agreement (MSA).
Overall, the project enabled the media
conglomerate to extract significant savings
through an improved transportation
sourcing model. The team met or
exceeded its target for each of the KPIs
established at the outset of the project,
achieving over $10M in total savings.
Specifically, the project:


Reduced total spend on Truckload (TL)
services by 10%.



Cut spend on Less-than-Truckload
(LTL) services by 31%.



Reduced parcel shipping expenditure
by 7%.



Rationalized transportation carrier
relationships from 58 to 15 globally, a
reduction of 74%.

Being All Things to All People – Improving service levels while reducing cost and
improving profitability



Overall, the project was a tremendous success. 2GO was able to implement processes and technology
to help them be more competitive in their market by delivering differentiated service to the customer and
exceeding financial goals for the shareholder. The benefits 2GO achieved include:

Consolidated over 60 existing carrier
contracts onto a single Master Service
Agreement (MSA).



Standardized accessorials, fuel
surcharges and other contract terms
across all vendors.



Created a consistent set of Key
Performance Indicators (KPIs) for
scorecarding and performance
measurement.



Achieved greater insulation from fuel
price volatility, as well as greater
transparency in total exposure.



Achieved a 29-day return on
investment over project costs.

Because their technology solution provided improved, real-time visibility, the company was able to
identify low-volume customers with long wait times – which were imposing an undo drain in productivity
on their inner-city delivery operations. 2GO quickly implemented a program to maintain delivery service
levels for these customers while eliminating the long dwell times and improve the productivity of their
assets. And finally, they are now able to provide customers with visibility to the exact time for pickup
and delivery of loads as well as to proactively alert customers of shipments that are at risk of missing
committed pickup or delivery timelines.

• Improved on-time delivery to 98%—surpassing the service level target of 95%
• Reduced billing cycle time – resulting in shorter “order-to-cash” cycle
• Increased cubic utilization of assets by 11%
• Increased average # of loads per vehicle 4%
• Reduced cost per kilo 11%
• Reduced cost per cubic meter 7%
• Reduce number of vehicles required to support delivery operations 15%
• Gross profit margin increase from 18% to 25
• Reduced freight expense
• Improved billing accuracy
• Increased equipment utilization for sea movements
• Increased gross profit from 18 percent to 25 percent

The 2009 Drivers of Sustainable Supply Chain Management Practice
18th Annual Trends and Issues in Logistics and Transportation

Finally, the media company’s newly
realigned transportation sourcing model
now provides a foundation for future
operational improvements. With
improved transparency and consistent
data, the company can now explore
ways to better align transportation
requirements with services requested.
This ensures that not only will the
savings generated through this initiative
be sustainable but also allows the media
company to reduce transportation costs
even more in the future thus further
contributing to long-term profitability.

Improving Supply Chain
Optimization & Visibility
In our previous reports – Drivers of
Sustainable Practice: Synchronization
(October 2009)2 and Optimization
(September 2009) – the topics of supply
chain optimization and visibility and the
current state of these capabilities was
discussed in detail. Visibility is a critical
factor to achieving coordinated flows in
the supply chains. Optimization is the
alignment of global supply chain
resources to facilitate the success of
supply chain members. Both are also
key components of profitability. The
dynamic nature of a global supply chain
can create complexity that leads to
increased costs and reduced profitability.
These costs must be linked with related
products and customers in order to
understand the true landed costs.

Upstream in the supply chain, suppliers
must be able to “see” actual sales in
order to be responsive to changing
demand. Monitoring and managing
supply chain flows requires end-to-end,
seamless, real-time visibility to be both
effective and efficient. Unfortunately,
many firms have disparate systems that
manage supply chain activities in an
isolated fashion. Disparate systems
make it difficult to understand
profitability at any level. What is
needed is the ability to automate and
optimize the flow of materials and
goods, services, information and
financials in order to maintain control
of costs.
The importance of visibility and
optimization to profitability is best
exemplified by the company 2GO
which realized significant short-term
benefits through increased supply chain
visibility.

Increasing Inventory
Velocity
Over the past few years firms have
struggled to achieve the level of
inventory turnover that is needed
to improve profitability. Outside of
unpredictable demand, excessive
inventory in the supply chain was
cited by EEA firms as the second
most difficult aspect of managing and
operating the supply chain. While not

as critical an issue for NA firms, the
amount of inventory being held at all
echelons of the supply chain was a
concern for this group as well. The data
for NA companies by size of firm
indicates that the Masters struggled with
inventory velocity much more than
other size firms. In fact, inventory
turnover for the Masters (firms with
annual sales revenue >$3 billion)
declined 12.2 percent from 2008 to
2009, dropping from 13.1 to 11.5. This
is compared to the Challengers (firms
with annual sales revenue $500 million
- $3 billion) who improved inventory
turnover by over fifty percent, going
from 10.6 turns in 2008 to 16.1 turns in
2009. The Contenders (firms with
annual sales revenue of <$250 million)
also reported significant improvements
in inventory velocity from the previous
year posting a 42.7 percent year-overyear improvement.
Managing inventory is a balancing act.
A firm with too much inventory ties up
cash resources that could be used in
more profitable ways. Moreover, too
much inventory causes higher-thanneeded insurance, storage and interest
charges that lead to an erosion in
profitability. In addition to tying up
cash, excess inventory can put the firm
at risk as the probability of older
inventory becoming obsolete by newer
products increases. On the other hand,
too little inventory can result in delays

A Challenging Year for Inventory Management for NA Firms

2

Average Number
of Turns

Average Days
Sales in Inventory

2009

2008

2009

2008

2009

2008

The Masters

11.5

13.1

41.4

35.1

32.8

34.5

The Challengers

16.1

10.6

30.0

41.9

32.2

38.7

The Contenders

11.7

8.2

35.1

38.1

41.5

38.1

This report can be downloaded at: www.transportation-trends.com.
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Average Days Sales
Outstanding

Meijer
Founded in 1934 as a supermarket chain, Meijer is a
regional American hypermarket chain based in Walker,
Michigan, and is credited with pioneering the modern
supercenter concept in 1962. From the 1960’s with
26 grocery stores in Michigan, Meijer has grown to more
than 180 grocery and general merchandise supercenters
and 60,000 associates in five states. Meijer needed a
systematic approach to all areas: people, processes,
technology, and metrics. They required streamlined
processes to build consumer-driven product assortments,
strategic advertising campaigns and an accurate storelevel forecasting system.
To address their needs, Meijer partnered with a best-inbreed technology provider and utilized a handful of tools
to integrate demand planning, replenishment , and
inventory allocation. The technology investment resulted
in real significant results for the company. Specifically
Meijer was able to:
• Reduce inventory by more than $100 million
• Dramatically improve system performance
• Achieve in-stock level goals
• Improve forecast accuracy
• Increase profitability
The benefits also extended to the consumer. Meijer’s
improved inventory stock levels contributed directly to
the customer’s ability to make desired purchases. In
addition, advertised products are in better stock positions
during promotional events for the customers’
convenience. Now, Meijer’s customers have an overall
better shopping experience.

for customers through backorders, and
could potentially lead to lost sales, and in
the worst case lost customers. A sufficient
amount of inventory enables the firm to
meet customer needs on a timely basis.
Most firms deal with both issues. Recent
estimates (July 2009) from the U.S.
Department of Commerce indicate that in
the U.S., $1.33 trillion in inventory is
spread out across the supply chain, with
$442.2 billion at retail locations, $387.2
billion at wholesalers or distributors and
$503.1 billion with manufacturers,
resulting in an inventories to sales ratio of
1.36.3 This ratio was 1.27 in July 2008.
Clearly there is a lot of room for
improvement, and our study data suggests
that the most opportunity lies with the
large-sized firms (the Masters).
Effective cash flow management depends
on good inventory management. Many
supply chain processes and systems are
designed to support a push inventory
system. This approach is not the most
effective or efficient for global supply
chains that depend on speed and agility to

compete in today’s environment. When
unpredictable demand and multiple
channels of distribution are added to the
mix, firms are being challenged to manage
inventory in a manner that improves the
firm’s profitability position.

Differentiating Service
From a logistics operations perspective,
having one or a few standard service levels
that applies to all customers would be
easy to execute. Unfortunately, this
approach is neither the most efficient nor
effective. As companies became more
customer-focused they began to look
increasingly at the profitability of
customers. There is a lot at stake in being
able to manage customers effectively.
Many companies have long recognized
that there is considerable advantage in not
treating customers as if they were
homogeneous. Some customers are
simply more profitable than others.
Research has also shown the importance
of customer service levels on purchase
decisions, and how service can be used to
differentiate the firm from its competitors.

Differentiating Service Between “Best” and “Average” Customers

2008

2009

98.3%

Correct
Invoice

Achieving success and differentiating from the
competition
With a more accurate forecasting system, Meijer is able
to differentiate itself by ensuring the right product is on
the shelf when the consumer needs it by minimizing outof-stock situations and therefore minimizing lost sales
opportunities. Also, with the right mix of advertising
campaigns, Meijer is increasing the volume of sales at
each store. The right technology helped Meijer to stay
ahead of the competition by supplying stores with
product only when and where required therefore
increasing the number of inventory turns per year. By
supplying the right quantity of product, to the right place,
at the right time, and at the right price, Meijer maximizes
profitability while maintaining its competitive edge in the
retail sector.

96.8%

95.7%

Perfect
Order

93.1%

97.4%

On-time
Delivery

80%

93.6%

85%

90%

95%

100%

Mean of Respondents

98.1%

Correct
Invoice

96.3%

95.5%

Perfect
Order

92.7%

95.4%

On-time
Delivery

80%

91.1%

85%

90%

95%

Best
Customer
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http://www.census.gov/mtis/www/mtis_current.html
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100%

Mean of Respondents

Average
Customer
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More than a few firms, however, are
not prepared for what it takes to do
this well. The implementation of
differentiated service requires
comprehensive changes that are based
on rigorous analysis, and organized
policies and processes across the
organization for successful execution.
The goal of the organization should be
to ensure that customers are getting the
“right” level of service.
The results from the 2009 study
indicate that firms are indeed delivering
service that distinguishes between “best”
and “average” customers. The largest
gap in service was reported for on-time
deliveries. In 2009 best customers
reported on-time deliveries of 95.4
percent versus 91.1 percent for average
customers. The gap between best and
average customer for this service
element increased from 2008 to 2009.
For two other service elements – correct
invoice and perfect order – the gap is
essentially the same from 2008 to 2009.

Even the perfect order scores
themselves remained virtually
the same over the past year.
An examination of three other customer
service elements revealed that the gap
between best and average customer for
shipments resulting in complaints,
backorders, and damage increased from
2008 to 2009. Backorders for best
customers was 6.5 percent as compared
to average customers who reported
backorders of 8.3 percent. The gap
between best and average customer for
damage grew from 1.3 percent in 2008
to 1.7 percent in 2009.
Perhaps the most disturbing thing about
the results is not that the gap between
best and average customer grew from
2008 to 2009, but rather that for these
three service elements there was a
significant loss of service from year to
year in a particular service element. For
example, there was an 88 percent
increase in the number of shipments
that resulted in complaints from best
customers from 2008 to 2009.

“Best” Customers Do Receive Better Service

2008

Shipments
resulting in
complaints

2009

1.7%

Shipments
resulting in
complaints

2.9%

3.2%
4.9%

3.4%

6.5%

Backorders

Backorders

8.3%

2.4%

1.8%

3.9%
Damage

Damage

5.6%

3.1%
0%

5%
Mean of Respondents

10%

0%

5%

10%

Mean of Respondents

Best
Customer
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Average
Customer

Oxnard, Thornton, “Stretch! How Toyota Reaches For Big Goals,” Supply Chain Management Review,
March 2004, p. 33.
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Understanding how customers and the
service they receive impacts the bottom
line is the first step in delivering
differentiated service that leads to
increased profitability. This knowledge
is necessary for developing strategies
that will make the firm as profitable as
possible in the short term and it is
essential to long term success. When
companies fail to understand the
strategic implications of differentiated
service they do worse than just miss
revenue and savings opportunity. The
greatest miss is the lost opportunity to
build competitive advantage through
sustainable practice.

Leveraging the Supplier
Network
As discussed earlier in this report, one
of the key initiatives undertaken by
both NA and EEA in the past year was
the negotiation of supplier contracts.
The current economic situation has
prompted firms to get the most out of
their strategic sourcing contracts by
engaging suppliers to help achieve cost
reduction goals. Suppliers may be in a
position to suggest areas where
efficiencies can be realized, or be able
to provide more appropriate and
cost-effective service options.
One of the examples of how a firm’s
profitability can be impacted by
suppliers was illustrated by Toyota’s
North America Parts Organization
(NAPO). NAPO was spending over
$1 million per month on packaging
materials; the stretch goal was to reduce
these costs by 50% without increasing
damage rates. Going through their
initial analysis they asked each of the
warehouses to use fewer box sizes. The
response was that the warehouses only
used 20 different sizes; interestingly,
however, each facility used a different
set of 20! In reality NAPO was using
nearly 200 different boxes. By using
best-practices to pick the best 20 boxes,
and using a single national vendor, the
cost per box went down, inventory was
reduced, and packaging expenses were
cut by 20 percent.4

MAXIMIZING
PROFITABILITY
Macro-level world events have the
potential to fundamentally change the
nature and structure of supply chain
management through financial and
trading systems. There is a growing
feeling that the changes we are currently
dealing with are defining the “new
normal.” This environment will be
characterized by continual economic,
social and technological change. One
of the things that will remain the same,
however, is the firm’s need to create
value as the result of its supply chain
activities. While there are many ways to
define value, there is almost universal
agreement that a manifestation of valuecreating activities is profitability.
The current economic conditions are
challenging even the best of firms to
achieve the profitability they desire and
shareholders expect. Data from our
study indicate that many firms are
attempting to improve their financial
position through relentless cost cutting.
This was the stated goal for the majority
of NA and EEA firms. In contrast,
approximately 25 percent of all firms
(both NA and EEA) understand that
“maximizing profitability” has to be
more than just reducing costs. When
cost cutting is not done within the
framework of the firm’s strategy, these
decisions can be detrimental to the firm’s
long-term profitability. Nowhere is this
more important than investment
decisions that involve infrastructure,
technology and people.
Yet, even leading-edge supply chain
companies are putting budgets under
severe review. New investments for
companies of any size will be focused on
cost savings with an emphasis on shorter
payback periods. Because of the impact
on profitability any expenditure that the
firm makes will be assessed using a
cost/value lens. The constraints on
capital will put supply chain and other

information technology (IT) budgets
under critical review. Many companies
are using zero-based budgeting
techniques, which entails going back to
a blank sheet of paper and building
spending back up rather than just
assuming a growth rate that keeps IT
within an acceptable percentage of
revenue. Capital spending will favor
projects with fast implementation times
and even faster benefit realization.
The case studies presented in this report
present a compelling argument as to
why the goal of maximizing profitability
in the short- and long-term involves
well-crafted planning and investment on
the part of the firm. The media and
entertainment conglomerate understood
that leveraging their transportation
spend would make them more
profitable. The delight was in how
quickly the investment met or exceeded
its target for each of the KPIs. By
investing in technology that improved its
visibility, 2GO was able to position the
company for new revenue potential that
will most certainly improve their
profitability. The approach taken by
Meijer to improve profitability involved
strategic cost reduction of inventory that
was made possible by a more accurate
forecasting system.
What makes profitability a sustainable
supply chain management practice? As
supply chain professionals move into the
boardroom, the common language used
will revolve around reducing costs and
increasing profitability. The decisions
made by today’s supply chain
professionals significantly impact the
cost of products as they plan to enter in
to a new marketplace, as well as a
platform for competing upon arrival. It
is simply a fact that focusing on
profitability is the key to surviving and
thriving in today’s economy.
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FOR MORE
RESEARCH ON
SUSTAINABLE
SUPPLY CHAIN
MANAGEMENT
PRACTICES
This year’s annual study examined a
variety of issues and trends ranging from
supply chain mega trends to
transportation management techniques
and approaches. We are taking a
different approach in the dissemination
of the study results this year. An earlier
report – The Drivers of Sustainable
Supply Chain Management Practice –
presented an overview of the
fundamental capabilities that firms must
develop in order to build sustainable
supply chain management practices. The
overview report will be followed by a
series of five reports that will provide a
detailed examination of specific driver.
The reports for the optimization and
synchronization drivers precede this
publication on profitability; they are
currently available for download. The
next report in the series will focus on the
adaptability driver.
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Who Participated
in this Research?
This year 830 individuals across the
globe participated in the study.
Aggregated as a profile group, 63.4
percent of the companies that responded
to the survey have annual revenues
under $1 billion, while those with
annual sales of $1 billion to $3 billion
accounted for 12.1 percent of the
sample. Those firms with sales greater
than $3 billion accounted for 24.6
percent. The latter group has been
defined as the Masters of Logistics.
More than 14 industry sectors from
energy/chemical/mining to retailing
participated in this year’s study with the
core group of participants in the
manufacturing sector (48.3 percent).
Consumer products and general
manufacturing represented the largest
sub-sectors of this group (18.3 and 16.6
percent, respectively). The next largest
sector that participated in this year’s
study is retail, accounting for 12.1
percent of the total participants.

Annual Sales Revenue of Study Respondents

$5 - $9 billion,
3.7%

> $9
billion,
11.3%

$3 - $5
billion, 9.6%
$2 - $3 billion,
4.2%

< $250 million,
40.8%

$1 - $2
billion, 7.9%
$500 million $1 billion,
12.3%

$250 - $500
million, 10.3%

Study Participants by Industry Sector

Retail
Manufacturing - High tech
5.0%
Manufacturing - General
Manufacturing - Consumer …
Manufacturing - Automotive
5.7%
Manufacturing - Aerospace
2.7%
Transportation service provider
Life sciences
7.4%
Energy/chemical/mining
5.7%
Agriculture/food
3.2%
Communications
1.4%
Utilities
0.5%
Health managed care
0.7%
Other
5.7%
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12.1%
18.3%
16.6%

14.9%
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