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Why Supply Chain Management? 

Imagine this: an entrepreneur has an idea for providing affordable organic linens 

to a national discount chain. But how will she get her product from a factory in 

South America to customers in the Midwest who will shop at one of the chain’s 

stores? What processes are involved? Who will perform what functions? What 

about financing and shipping? What will she need to do to ensure satisfied 

customers? These are the questions answered through supply chain management.   

So then, what exactly is supply chain management? It is the management of 

interconnected businesses involved in providing goods or services to consumers. 

Supply chain management involves the finances, logistics, and delivery of products 

or services and requires integrated behavior and cooperation among the chain’s firms to be successful.  

Customer Satisfaction 

Customer satisfaction is a consequence of supply chain management that reflects the value 

created by the supply chain firms. It comes through delivering value of what is perceived by 

the customer as important not the firm members. Customer satisfaction influences 

purchasing behavior, customer loyalty, and also serves as an indicator of the supply chain’s 

collaborative success at creating a differential advantage. The differential advantage is what 

sets the chain apart from its competitors. In this topic, let’s look further at how we can create 

value and promote high levels of customer satisfaction.   
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Improving Performance 

Some decades ago, leadership and management experts Peter F. Ducker and Steven R. 

Covey contributed significantly to the field of performance management. Their ideas 

created new ways in which organizations both for- and non-profit functioned and they also 

set new standards for measuring both personal and professional success. Performance 

management is the system of activities involved in measuring and ensuring goals are met 

for individuals, departments, and organizations. Performance improvement is the concept 

of measuring processes or procedures and the changes made to improve the effectiveness 

of those processes or procedures. Performance improvement is a management approach. Because of the 

globalization of business and the rapid changes in today’s marketplace, an important aspect of the supply 

management puzzle is how to continually improve performance.   

 

Lowering Costs  

After assessing their environment, a supply chain manager might realize that they need 

to develop a low-cost strategy. In this case, the primary focus of this chain would be 

cost control. The output or end product is a major consideration in lowering cost. The 

gross margin (price of goods minus their costs) has to sufficiently cover overhead to 

turn a profit. Additionally, for cost lowering strategies to be effective, the supply chain 

must lower its costs without compromising the value or quality of the end product. 

Cost control might entail:  

 • Making some tasks routine  

              • Producing standard products  

              • Practicing economies of scale  

              • Trimming or reducing budgets  

              • Implementing process engineering  

 

 

Product Development  
Supply chain management is a set of management processes in which every step of the 

process should be on meeting the customer’s requirements. Product development is the 

process of supply chain bringing a new product to market. The product can be tangible 

(e.g., stainless steel countertops) or intangible (e.g., counseling services). The process of 

product development can be quite lengthy. It may involve steps such as:  

 • Idea generation  

            • Business analysis and market research  

            • Idea prototypes  

            • Beta testing  

            • Marketing testing  

            • Technical and legal requirements  

            • Product pricing  

            • Marketing and retailing  
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Case Study  

 
A small publishing company of “how to books for home repairs” initially experiences steady 

growth and success. It has several very popular authors, who have a loyal following. After 10 

years, the company decides to enter into the eBook business, but does not sufficiently market 

this new product. Moreover, the owner didn’t realize the work involved in converting and 

posting the books to formats that support the various reading devices on the market. The 

company’s focus on the eBooks caused them to lose focus on the sale of their printed material. 

Twelve months after the changes, the company is not making a profit. The owner calls in his 

board of directors one Sunday for an emergency meeting. They brainstorm and look at what made their company 

successful, and what initially worked. They also analyzed what they are currently doing with the eBooks. Someone 

asked the question, did they ever do a customer survey before they decided to offer the eBooks. The owner realizes 

he did very little market research before releasing the new product.  

 

--------------------------------------------------------------------------------------------- 

 

Review Questions 

 

1. What way does the supply chain improve customer satisfaction? 

a) Creating value  

b) Increasing production times  

c) Increasing costs  

d) Delaying shipping 

 

Correct answer: a) Creating value. Supply chains create value for the customer. This allows firms to better manage 

inventories, which lowers costs.    

 

2. What is customer satisfaction an indicator of?  

a) Decentralized operations  

b) Expensive technology  

c) Speedy production  

d) Collaborative success  

 

Correct answer: d) Collaborative success. Supply chain firm’s work together to create success. When customers are 

satisfied, this is an indicator of their collaborative efforts.  

 

3. What is Performance Improvement?  

a) Measuring and ensuring goals are met  

b) Financing opportunities  

c) Providing customers products  

d) Predicting outcomes  

 

Correct answer: a) Measuring and ensuring goals are met. Performance improvement is a method to measure 

activities in businesses. It measures and provides information on how well businesses are achieving their goals in 

different areas.  

 

4. What kind of approach is performance improvement? 

a) Operational  

b) Production  

c) Management  

d) Research  
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Correct answer: c) Management. Performance improvement is a management approach. It should be aligned with 

the strategic goals of the business.  

 

 

5. What is a cost control strategy from this module? 

a) Trimming or reducing quality  

b) Producing specialized products  

c) Practicing economies of scale  

d) Implementing the latest technology  

 

Correct answer: c) Practicing economies of scale. Companies can control cost by practicing economies of scale. 

Practices that increase costs include producing specialized products and implementing the latest technology. When a 

company reduces the quality, this act may reduce costs temporarily but in the long run it actually increases cost.  

 

6. What is the most important factor in lowering costs? 

a) Value  

b) Accessibility  

c) Reproducibility  

d) Flexibility  

 

Correct answer: a) Value. When companies lower their costs; they must be concerned about how it will affect their 

customers. The most important criteria are being able to maintain value with cost reduction.  

 

7. Which activity is involved in developing a product? 

a) Beta testing  

b) Shipping  

c) Invoicing  

d) Purchasing  

 

Correct answer: a) Beta testing. Product development can involve many activities, such as market research and 

testing. Beta testing is a method used to tests products.  

 

8. What is an example of a non-tangible product in a supply chain? 

a) Raw materials  

b) Consulting services  

c) In-progress goods  

d) Finished goods  

 

Correct answer: b) Consulting services. Consulting services are intangible “products.” Examples of other intangible 

products may include knowledge transfers and ideas.  

 

9. What type of how-to books does the company publish? 

a) Books on investing  

b) Books on cooking  

c) Books on home repairs  

d) Books on sewing  

 

Correct answer: c) Books on home repairs. The small publishing company is known for its work on books that give 

how-to information on home repairs.  

 

10. After how many years of business does the company decide to explore EBooks? 

a) 5 years  

b) 3 years  
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c) 15 years  

d) 10 years  

 

Correct answer: d) 10 years. The Company finds great success with the traditional method of publishing books and 

decides to venture into EBooks. At the beginning of this venture, however, it does not market it well.  

 

------------------------------------------------------------------------------------------------------------------------------ 

Supply Chain Management 
 

Procurement 

  
Procurement and purchasing are similar terms. 

Purchasing is the process of locating a supplier, buying, 

negotiating, and ensuring delivery. Procurement on the 

other hand is a much broader term that includes 

purchasing. It also includes storing, transporting, 

receiving, inspecting incoming materials/supplies, and 

salvaging items. Proactive procurement is a process 

reflected in five outputs:  

• Quality  

• Cost  

• Time  

• Technology  

• Continuity of the supply  

 

The Product Flow  

 
The product flow in supply chain management involves 

the conveyance of goods, products, and services from 

the supplier to the customer. This process also includes 

all back end processes as well as returns. Sometimes 

returns are also grouped as an activity under reverse 

supply chains. The product flow can be one of the 

following:  

• Basic Supply Chain  

• Extended Supply Chain  

• Ultimate Supply Chain  

 

Basic supply and extended supply are quite simple and 

linear. They essentially include a supplier(s), a focal 

firm, and customer(s). However, Ultimate Supply 

Chains are more complex and are more like networks 

rather than pipelines. In addition to the same groups 

that basic chains have, they also include third party 

firms and all other entities from the initial supplier to 

the end customer.  

Inventory Calculator  

 
An inventory calculator measures the inventory turnover rate. Inventory calculations provide supply chain 

managers important data for setting inventory levels. Inventory calculators help determine the rate inventory 

items are sold and replaced in a specific period of time, such as a year. Inventory calculations can also help supply 

chain managers determine the quality of goods and set benchmarks. The calculation for inventory turnover is  

Turnover = Cost of goods/Average inventory  

Managers can use the above calculation to determine the average days in inventory using the calculation below:  

Average days in inventory = 365/Inventory turnover  

 


