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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. I.   Supply Chain is in many cases a complex network of various players within a business organization that systematically move various products through the various stages of tiers within the supply chain to provide a finished product to the end user.  An effective modern supply chain will benefit the respective producers, suppliers and service providers since this will allow them to focus on their specific line of expertise and allowing them to obtain economies of scale.  Supply chains bridge the gaps which are created for an array of reasons between the producer, wholesaler, retailer and the end user, the consumer.  A major key player in the whole supply chain is Transportation.  Methods of transportation may vary from Air, truck, ship or rail.  This all depends on the nature of cargo, cost and lead times.  Every supply chain is unique to the company operating within it with different demands and challenges but with the same target of reducing costs, lead time and improving customer service.

II. The effectiveness and capabilities all depend on decisions taken in the following five areas: Production, Inventory, Location, Transportation and Information.  

Production which involves warehousing need to be on the same level as what is requested by the market and be able to react to market swings. Surplus capacity allows a producer to react quickly to market demands but a market swing may cause the surplus to become dormant non revenue generating capacity. In view of this factories may be constructed and managed to be Product Focused or Functional Focused. 


Inventory covers an array of items throughout the supply chain. Here again responsibility falls on administration to find the balance between efficiency and responsiveness.  The outcome relies on three types of inventory, Cycle, Safety and Seasonal Inventory.  

Location decisions are based on an array of factors which include costs, skill, transportation, taxes and tariffs and the proximity to suppliers and consumers.  The choice of location involves large amounts of money and planning.  Initial costs at the production level will be carried out through the whole supply chain hence, the right decision as where to locate the operation is an important one.  Companies set up operations for tangible products in non EU Counties such as Asia due to lower labour costs but must also consider transportation costs within the equation.  Decisions on location impact the performance and cost characteristics of the supply chain and may affect the final price at the consumer level.

Transportation is involved throughout the whole supply chain from raw material to the finished product.  With instances where the cost of transport can reach 1/3 of the cost of the whole supply chain making the right decision is significantly important.  Choice must be made between six modes – shipping, rail, pipeline, trucks, rail or electronic. Having products and material readily available for delivery is not enough if it cannot be delivered when and where needed at a cost effective price.  Even with transportation, the cost may influence the end user whose decision may affect the whole supply chain hence, the balance between responsiveness and efficiency must be stressed.

Without accurate timely information decisions would not be able to be taken properly in the previous four supply chain drivers.  It is, in my opinion, one of the most important drivers since the harmonization of the whole supply chain depends on it.  Information is used on a daily basis to coordinate activities whereas it is also the basis for forecasting and planning.

III.  Outsourcing is the key differentiating factor between the two supply chains.   The difference between the slow mass moving markets of the past versus today’s speedy pace required a change in perspective as how things were done.  Whereas, in the past a company would own the whole supply chain, from the sourcing of raw materials right up to retailing, today’s modern companies outsource the different levels of the supply chain allowing them focus on their level of expertise which allows them to obtain greater economies of scale leading to a better final product at a lower cost.   

IV.  Having the right materials in the required quantities in the right place, time and cost is key to acquire the desired results.  This is achievable by resourcefully managing the in and out flow of inventory in order to un-interrupt the chain while maintaining costs to a minimum.  Inventory managers need to ask, “what inventory in what quantities and why do we need to maintain these levels?”  They must always keep in mind that holding large amounts of inventory is costly whereas not having enough may not allow them to respond to variations in customer demands, hence inventory managers and administrators need to find the balance between efficiency and responsiveness.  This is achievable by taking into consideration three types of inventory, Cycle, Safety and Seasonal. 

V.  As mentioned earlier, information is key to the harmonization of the supply chain.  The flow of information allows the other four players within the chain to plan.  The information gathered has two functions, one is to coordinate daily activities and the other is to forecast and plan for the future.   The implementation of the results of the data gathered and shared allows the stakeholders within the supply chain to reach the desired level of excellence within their line of expertise.  Having the right data in hand decreases downtime leading to shorter lead times and allowing each player within the chain obtain higher economies of scale.  It is also important that the flow of information flows in both directions of the supply chain.  Information flowing from the production stage up to the consumer allows for planning and coordination. On the other hand, information flowing the other way allows producers analyze consumer market swings hence permitting them to  forecast and plan for future demands.

VI. As mentioned in a previous answer, inventory is divided into three different types namely, cycle, safety and seasonal inventories.  Inventory managers implementing Cycle Inventory are focused on obtaining greater economies of scale since it is based on buying or producing in bulk in order to take advantage of better price per unit and also improves carrying costs.  Inventory managers tend to apply the use of Safety Inventory to cushion a level of uncertainty within the forecasts and to be able to cater for any increase in consumer demand but holding safety inventory also comes at a cost.  Should there be a swing at the consumer level the amount of safety inventory is dormant and not generating revenue.  Here is where management needs to balance between the cost of holding safety inventory and the cost of losing out on sales due to insufficient levels.  The increase or decrease of certain products on the market depends on season… Here is where Inventory managers apply the use of Seasonal Inventory.  For example, an importer in the fashion industry must adjust stock levels according to season but must also take into consideration the change in fashion trends hence, any surplus items between one season or the other may not be in fashion the following season and that would be an incurred loss.

2.  Following an in depth study based on information gathered, a company will decide where to set up its operation.  The target of every company is to offer a product at the best competitive price.  This is done by obtaining greater economies of scale.  Here is where the decision between responsiveness and efficiency must be taken. Should the company stick to fewer locations hence increasing economies of scale and being more efficient or should it take the being more receptive position and set up operations closer to the end user?  The location from where a company operates is a major factor.  Companies producing labour intensive tangible products tend to move their operations to Countries where the cost of labour is cheaper but a number of other factors come into play.  The cost of setting up the operation, climate, the level of expertise offered by the workforce, taxes and transport must also be seriously considered.  With the involvement of large amounts of money, the decision of where to set up operations reflects the company’s long term plans and commitments.

3.  Producers – Are in the prime position within the chain.  These can be split into two.  On one hand you have producers of raw materials i.e. oil, gas, timber and mineral. On the other hand you can have producers that utilize the raw materials to produce a finished product for example, a carpentry business uses timer to produce furniture or a refinery that produces fuels from crude oil etc. The term producer does not only refer to that entity that produces tangible goods.  The production of music, computer software and even those offering a service all fall under this segment.

Distributors – Distributors play a key role within the chain.  Also known as the wholesaler, the distributor buys from the producer in bulk and sells to the retailer in larger number than a consumer would buy.  A distributor may also opt to operate a warehouse outlet offering highly reduced prices to the final consumer but this is usually done outside his customers (the retailer) area as to avoid any conflicts of interest.  By stocking a large amount of inventory and also doing a lot of sales work, the distributor also tends to buffer the producer from variations in consumer demand.  The work of the distributor is quite vast and the also includes inventory management, warehousing, transportation and customer care.  Up to a certain extent such a distributor operates the old supply chain.  A distributor may also broker sales between the producer and the retailer and never actually handle the product. 

Retailer - Depending on the size of operation the retailer is buying products from the distributor in large amounts allowing him to offer his customer a combination of price, service, selection and convenience. In this final stage of the supply chain the retailers operation varies.  You may come across retailers willing to stock large amounts of inventory targeting the mass consumers with better prices, on the other hand, you find retailers who are unable to store large amounts of inventory and hence target the up market consumer that is willing to pay a higher price for a better service.  It is also at this level of the supply chain that information from consumers is gathered and relayed back through the chain allowing the key players in the chain plan and adjust to accommodate any market swings.

Case Study:

Supply Chain of Milk:

Producer - Milk, in its raw form is produced at the dairy farm and collected via bulk containers and taken to a processing centre where it is pasteurized and processed.  This product then moves to the secondary stage where it is then used to produce and package a variety of different dairy products ranging from milk, butter, yogurts etc.   




Distributor – The distributor receives the various dairy products in bulk in order to cater for his customers, the retailer.

Retailer – With dairy products the retailers are usually large supermarkets and local convenience shops catering and acting as a one stop shop for the end consumers general daily needs.

Within this case study PE Dairies is at the Retailer level selling dairy products covered by a delivery service in a declining market.

Although the delivery service offered by PE Dairies adds value to dairy products being delivered, in today’s fast lifestyle consumers tend to prefer purchasing their daily needs from a one stop shop i.e. supermarket, even placing online orders for all their needs, including the dairy products and have them delivered to their door.  This way, they only have to wait on one delivery rather than two. 
The approach taken by Simon at PE Dairies to attempt to retain old customers and maybe target new ones is by broadening the services offered by introducing “canvassing, delivering leaflets, offering special offers and a variety of other products”.  This way, Simon is targeting a whole different array of potential customers.

The logistical challenges faced by PE Dairies are that with the declining needs for deliveries of dairy products need to be increased to generate enough profit to stay in business.  The variation in daily demand also poses challenges since Simon has to carry surplus stock to cater for but cannot carry too much since dairy that is not sold / delivered would have to be disposed resulting in further  losses.  He also faces challenges with covering deliveries during public holidays and when faced with difficulties with deliveries, possibly transportation breakdowns.  Dairy products all have expiry dates and those not delivered and consumed within the specified date are disposed of and PE Dairies incur further losses. 

As mentioned earlier, in today’s fast pace large businesses are turning to the internet to reach a broader array of consumers allowing them to view the variety of products being offered and having them delivered to their door.  Since PE Dairy stuck to a relatively old supply chain system the new chain has had a negative effect on their operation and those offering similar services. As a matter the decline in business has led to the decrease of the amount of milkmen from 10 to 3 in 17 years.  Unless PE Dairies adopts a more modern approach resorting to inexpensive means of promotion by using the internet and social media rather than the costly leaflets and canvassing, allowing them to reach a wider audience and unless they start offering additional innovative services in addition to those already being offered the request for deliveries of dairy products by PE Dairies is bound to continue declining with the possibility of PE Dairies going out of business.
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