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Supply Chain to Extended Enterprises

Need for Improvements in Supply Chain -1

• Traditional procurement activities between buyer-seller gave way to materials management, 
where suppliers and buyers entered into mutual agreement and:
– buyer and seller began to better appreciate the importance of a more coordinated approach in 

dealing with each other

– longer term contracts existed among supply chain members, and some integration was achieved 
between purchasing and the other support functions (e.g., logistics)

– key objective was to improve the efficient flow of goods from supplier to buyer

– Price, quality, and delivery were the buyer’s major response to competitive pressures

• these linkages became stronger during strategic sourcing but control was still a primary driver, 
and the buying firm was motivated mainly by its own needs

• The current age of supply chain management (SCM) represents a step towards building strategic 
relationships with key suppliers
– leverage is now based on competence, and buyers look for suppliers who have critical skills/capabilities that 

bring value to the marketplace

• Despite these gains, procurement performance metrics still were internally focused and only 
rarely showed a consideration for other members of the supply chain
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Need for Improvements in Supply Chain -2

• low-cost strategy drives suppliers to continuously lower prices either 

through:

– economies of scale or

– business processes that remove waste, inefficiencies, and/or redundancy from the system

• the burden for cost reduction would fall proportionately on the supply base, and 

the related performance metrics would be driven by cost-related factors

• despite efficiencies are achieved; focus on costs might lead to behaviors that are 

destructive in the long term 

– example: if suppliers are constantly under pressure to reduce costs, innovation is likely to get 

compromised

Need for Improvements in Supply Chain - 3

• the costs associated with weak coordination and cooperation in the supply chain are quite 
profound

• According to a Georgia Tech study in 2001, supply chain glitches torpedo shareholder value;
– the total shareholder value loss associated with a glitch can be as high as 25%

– during the period from 1989 to 1998, 861 glitches were reported

– the average change in a firm’s stock value was around $120 million

• A study by Bain & Company showed that companies employing sophisticated supply chain 
methods enjoyed 12 times greater profit than companies with unsophisticated methods

• According to Boston-based AMR Research, the average total return of companies in AMR’s 
“Supply Chain Top 25” in 2007 was 17.89%, compared with returns of 6.43% for the Dow 
Jones Industrial Average and 3.53% for companies in Standard & Poor’s 500 Index
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Extended Enterprises: Introduction

From Traditional Methods to Extended Enterprises
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Need for Extended Enterprises: Oil Industry

Supply Chain vs Extended Enterprises



9/24/2015

6

Comparison of Supply Chain and Extended Enterprises

Extended Enterprise: Chrysler
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Developing Extended Enterprise Thinking

• to examine the characteristics and factors that distinguish the extended 
enterprise from other supply-chain relationships

– strategic intent drives extended enterprise thinking

• a firm focusing solely on a low-cost strategy makes very different demands on its supply base 
than a firm that competes through differentiation

• in a differentiation strategy, cost is a concern but the focus is on bringing value to end-use 
customers through innovation, value-adding capabilities, and/or an intimate understanding of 
customer requirements, processes etc

• criteria established for selecting the set of suppliers can include measures that capture 
characteristics other than price

Strategic intent is the process of linking business goals with an understanding

of the key relationships, skills, and competencies that are essential to future

success

Example: Strategic Intention by Ford

• Ford’s goals:

– improve productivity and continue to develop processes that lead to faster cycle 
times, shorter lead times to move to a make-to-order manufacturing process

• Ford  took an equity stake in Executive Manufacturing Technologies (EMT) 
that provided software for tracking real-time shop floor production

– Ford recognized that it could not achieve its objectives by relying on internally 
generated capabilities because its core skills are not in ERP related software

– it acknowledged that these skills were important enough to take a partial 
ownership stake in the firm

• partial ownership brings the skills and capabilities offered by EMT closer to 
Ford’s goal
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3 C’s for Extended Enterprises: Connectivity

• extent to which members of the extended enterprise are linked and the nature of the bonds that unite 

them for a common purpose

• communications and information exchange should meet the following  principles:

– Customer feedback should be shared systemwide, and a formal mechanism should exist.

– Demand forecasts should be shared with suppliers, as should information about product 

development/obsolescence

– Quality issues dealing with products and processes should be shared in real time with all the supply 

chain members

– Visibility is essential throughout the system and should be accomplished in real time

• As an example of these principals, Cisco monitors quality (defect rates) at the source and shares customer 

feedback with these same suppliers

• ability to monitor at the source also enables better performance metrics and criteria for partner selection

3 C’s for Extended Enterprises: Community

• firms with a set of compatible goals and objectives willingly work 

together to achieve a common vision or set of objectives

• Many companies hold supplier council meetings where information is 

shared and expectations around performance are developed

• suppliers have the decision making power and are treated with respect

• determines how members will relate to each other when problems 

and/or crises arise
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3 C’s for Extended Enterprises: Collaboration

• at core is a set of principles, processes, and structures that 

foster collaboration among the supply chain members

• occurs when firms share compatible goals and work jointly to 

achieve results that each could not achieve easily alone

– Aerospace/defense suppliers often engage in collaborative product 

commerce where engineering data are shared in real time. These 

data are generated from CAD, ERP, and other planning systems, and 

they span the life cycle of the project.

Characteristics of Extended Enterprises
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Role of IT in Extended Enterprises

Case Study - - Dell
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Case Study - - Dell

Successful Extended Enterprise: Suggestions
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Discussion!

• Name some Indian Manufacturing companies whom you think 

can be examples of extended enterprise!


