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Overview

Globalization is a much discussed 
phenomenon in India. The free 
economy that India is attempting 
through the liberalization process, 
naturally culminates in the 
opening up of the markets and 
the beginning towards this has 
been made. This has ushered in 
new challenges and the Indian 
companies are facing higher 
levels of competition in the market 
place, not only from the other 
local players, but also from 
multinationals, who are better 
organized and have considerable 
hands-on experience competing 
in more matured markets. To 
retain existing market share and 
to grow in such a competitive 
business environment, the 
companies necessarily have to 
respond to the urgent needs for, 

l Improving Quality of product
l Competitive Pricing
l Quicker Response to change (in 

volumes, models, designs, etc.)
l Reducing Lead Times (of 

inquiry, supply, development of 
new products)

l Increasing Flexibility (in 
commercial, payment terms, 
etc.) 

stage is reached, when the 
unwanted inventory thus built up, 
ties-up working capital, in 
addition to restricting the ability of 
the company to respond quickly to 
the changing customer demands. 
Supply Chain Management 
concept eliminates this inter-
functional protectionism drive, by 
accepting the whole supply chain 
as a 'single entity'. All functions 
along the chain share the 
common objective of 'supply' and 
are involved in strategic decision-
making. The emphasis is on 
integration rather than on 
interfaces between the different 
functions. The Supply Chain 
becomes responsible for total 
inventories in the supply pipe line, 
and also for satisfying customer 
needs and expectations, while 
meeting all agreed customer 
service parameters and company 
targets.

A Definition

Supply Chain may be defined as 
the network consisting of 
Customer, Retailer, Distributor, 

In other words, they will have to 
improve the quality of services in 
addition to the quality of products 
and implement Total Quality 
Management (TQM) philosophy 
at all levels of their organizations.

The Concept

To be successful, the best 
companies need to be efficient in 
managing the 4 key business 
resources of Man, Material, 
Money and Information. Effective 
planning and efficient 
management of flows of material 
and related information from 
Supplier to the Customer through 
the Organization, forms the major 
responsibility of Supply Chain 
Management.

As markets become more volatile 
and uncertain, it is a common 
experience that operating 
functions within companies, such 
as Sales, Marketing, Distribution, 
Logistics, Production and 
Purchase, seek to hedge their 
positions separately to minimize 
risks related to their own areas. 
They resort to forecasting of 
demand, over-stocking, over- 
producing and over-purchasing to 
create safety nets for each 
function separately. Quite often a 

Supply Chain Management covers flow of goods from supplier through 
manufacturing and distribution chain to the end user.
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Manufacturer and Supplier, 
closely linked through efficient 
flows of,
- Material, involving physical 

product flow from Supplier to 
the End-customer including 
reverse flow of returns for 
servicing and repairs.

- Information, involving 
Customer order receipts in the 
Supply Chain to delivery from 
the warehouse, till goods reach 
the End-customer.

- Finance, involving credit terms, 
payment schedules, change of 
title and ownership 
arrangements, penalties, etc. at 
every stage in the Supply 
Chain.

The  Characteristics
In a company, the Supply Chain 
links the Customer orders/ 
expected orders (Sales forecast) 
with Finished Product Availability, 
from Production Availability and 
from Supplier Availability. The link 
is so fine tuned that any change in 
the status in any of the stages gets 
reported throughout the link 
immediately, enabling corrective 
actions and adjustments at every 
stage, without any loss of time. 

The Supply Chain organization 
has an active role in improving 
the bottom line of the company by 
taking advantage of its systematic 
influence upon the 3 cost 
categories,
Ø Material costs

Raw material
Semi-finished goods (WIP, 
working in progress)
Finished goods
Indirect material

Ø Working capital costs
Interest on all material 
and goods value adjustments

Ø Overheads
Infrastructure expenses

Supply Chain attempts to set free, 
capital tied up in inventories in the  
chain from Supplier to Customer 
without sacrificing the desired 
levels of customer service.

1) Core processes

2) New organizational structure

3) Infra-structure technologies

1) Core Processes
Supply chain has 2 major 
functions viz. Physical and Market 
Interface functions.
Physical functions are related to 
procurement, production, storage 
and transportation. 
Market interface functions ensure 
that the right product is available 
at the right time, in the right place 
and in right quantity, exactly 
meeting customers' needs and 
expectations.

Effective execution of these 
functions is possible only when the 
key processes in new product 
development, production, 
production planning & 
scheduling, logistics, distribution 
and other support and service 
functions are planned, developed 
and implemented in line with the 
targeted customer service criteria, 
global performance matrix and 
benchmarking for best practices.

2) New Organizational Structure
 Transforming from a functional to 
a process-oriented organization is 
crucial for success of the Supply 
Chain concept. In addition to a 
thorough understanding of all the 
basic flows, cross-functional 
collaboration is of utmost 
importance for such an 

The Objectives
Objectives of Supply Chain 
Management are to optimize pre 
and post-production inventory 
levels, obtain greater efficiency 
from labor, equipment and space 
across the company, and provide 
flexible planning and control 
mechanisms. Supply Chain 
management strives for a single 
chain of supply having the 
following objectives :
l Controlled customer service 

performance 
l Reduction of pre and post-

production inventory
l Minimum variance 

(Standardization)
l Minimize total cost of 

operations and procurement
l Product quantity control
l Maximize efficiency in using 

labor, capital and plant through 
out the company

l Flexible planning and control 
procedures

Building effective Supply Chain 
Organizations

For transforming a traditional 
company with functional 
organization to a successful 
Supply Chain Organization, the 
key challenge is to build a 
platform (supply chain network) 
that facilitates the 3 flows i.e. 
material, information and 
financial flows. Such a platform 
can be built on 3 pillars,
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organization to be effective. Co-
operation across functional and 
even Organizational boundaries 
ensuring free flow, is the core 
essence of the supply chain 
concept. This needs change in the 
ways of working and setting 
targets. It also needs change in 
the attitude of personnel at every 
level in the company, that calls for 
running sustained Human 
Resource development programs.
People are the managers' greatest 
resource, and Supply Chain 
managers must organize this 
resource by demonstrating 
effective leadership and team 
management acumen, while 
removing any obstacle to high 
performance and unifying 
potentially divisive interests.
Successful Supply Chain 
organizations have a cross-
functional framework with well-
synchronized co-ordination and 
integration between all functions, 
both internally as well as between 
suppliers, distributors, retailers 
and end users.  

3) Infrastructure Technology 
IT support systems are the key 
enablers in transforming 
companies and re-defining                     
supply chain relationships. In 
addition to the Enterprise 
Resource Planning (ERP) package 
other infrastructure technologies 
e.g. Electronic Data Interchange 
(EDI), Internet and Bar coding 
have to be used profitably in 
developing the Supply chain in the 
company. Choosing the correct 
systems, to meet the 
organizational needs, is of vital 
importance. This is critical, as 
there are various IT packages now 
available in the market, which 
cater to different needs and 
requirements.
Advances in Information 
Technology, artificial intelligence 
and expert systems, generate 
models representing the entire 
material flow, tracking goods as 
they move from suppliers through 
manufacturing facilities and 

to the customer. This is possible 
because the focus of the Supply 
Chain is always on the 
parameters of customer service 
and it has the responsibility, 
authority and competence to 
manage them in the best interest 
of the company as a whole. 

Conclusion
The progress made in developing 
a total approach to supply chain 
is attributed to the emergence of 
systems application to 
management. The traditional 
functional organisations set 
performance goals for each 
function, to be managed in 
isolation with little or no explicit 
attention given to inter-functional 
relationships. Systems approach 
assert that by determining the 
inter-relationships and their 
interactive effect on each other, 
the total system will achieve its 
overall goals, possibly at lower 
costs, which is usually achieved by 
sub-optimising one or more 
functions. Central to this 
approach is the idea that rather 
than optimisation of individual 
functions, these individual 
functions are subordinated to the 
optimisation of the total system. In 
the Supply Chain system, this 
implies that the organisation is 
regarded as a whole and its 
performance is optimised either 
by maximising customer service 
levels within a budget or 
minimising the total cost for a 
given or targeted service level.
The potential for savings and at 
the same time improving 
competitiveness,  when supply 
chain related activities are 
organized and managed 
strategically  would necessarily 
improve process efficiency thereby 
enhancing effectiveness of the 
total  systems.

through distribution channels to 
the end customers. These models 
even stimulate human thinking 
and they are based on feedback 
at all points in the supply chain 
and can modify the decision rules 
by itself, if and when required.    

Customers Benefits
Ultimate benefits that will accrue 
to customers by dealing with a 
well-managed vendor (with an 
effective Supply Chain 
Organization in place) are,
l Improved customer service 

through fewer shortages
l Better delivery performance
l Quicker response to changes in 

demand
l Optimal purchase cost due to 

possibility of long-term 
purchase contracts.

Company Benefits
l Reduction in tied-up capital 

and administrative costs
l Reduction in time and money 

lost through production line 
stoppage

l More flexibility in planning 
l Sustained growth to Increased 

shareholder value
A company with a well functioning 
Supply Chain organization has 
the competitive edge, as it is 
capable of satisfying customer 
needs for flexibility, competitive 
price, quicker response time and 
shorter lead times, all of which 
help provide overall cost benefit 
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