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Integrating the supply chain management system operated

by multinational corporations within global logistics

Peter J. Rimmer and Mary Krome Hamilton™

Abstract

Intersectionist, unionist and relabelling models have largely superseded the subsumption of
supply chain management within logistics that formed the basis of the traditionalist model. As there is
little congruence between logistics and supply chain management in the emergent intersectionist model,
this is eliminated from consideration at the outset. However, an examination of the new unionist and
relabelling models, offering differing permutations of the relationship between logistics and supply
chain management, suggests that they offer a misleading foundation for examining the costs involved
with the dispersal of supply chain activities across the world. The root problem is the failure to integrate
the industrial goods transformation network operated by multinational corporations with the global
transport and communications network. Reverting to privileging the global transportation and
communications network over the industrial goods transformation network in a revamped traditionalist
model can overcome this difficulty and open up new research vistas.

Keywords: global transportation and communications network, industrial goods transformation network;
logistics, multinational corporations, supply chain management.

1. Introduction

The key to successful supply chain management (SCM) by multinational corporations hinges
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on integrating the network transforming industrial goods with the global transportation and
communications network. Studying this phenomenon has proved elusive because the two
networks have been studied as separate entities with few cross-linkages.

The dominant analytical trend in logistics and supply chain management identified by
Frédéric Masbongon (2005) has been to abandon the ‘traditionalist model’ in which supply chain
management is subsumed in logistics and to pursue one of three variants identified by Larson and
Haldorsson (2002, 2004). As depicted in Figure 1 these variants, derived from surveying experts in
logistics and supply chain management in the United States, are generated either by:

(i) retaining logistics and supply chain management as overlapping separate entities in an
‘intersectionist model’;

(i) subsuming logistics into supply chain management in an ‘unionist model’; and

(i) redesignating logistics as supply chain management in a ‘relabelling model’.

Other ways of distinguishing between logistics and supply chain management are available in
the literature (e.g. Christopher, 1998), but these three representations should suffice for our

discussion, which is designed as an alternative framework for further exploration and research.

(a) Traditionalist Perspective

Logistics

Supply
Chain

Management
(SCM)

SCM SCM

(b) Intersectionist Perspective (c) Unionist Perspective (d) Re-labelling Perspective

Source: Adapted from Larson and Haldorsson, 2004: 19; and Masbongon, 2005

Figure 1. Four different permutations of the relationship are shown between
logistics and supply chain management
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Implementing the intersectionist model requires considerable care: logistics issues such as
internal transport that do not involve inter-organizational relations are only considered in the
logistics field; supply chain management issues such as marketing matters and financial issues are
not covered in logistics; and the overlapping congruence between logistics and supply chain
management is restricted to inter-organizational logistics collaboration. As the intersectionist model
is still emerging as an analytical framework (see Sandberg, 2005), it is not pursued further in this
study and attention centred upon the unionist and relabelling models.

The unionist and relabelling models turn out to be different from what they claim when we
seek to comprehend the costs associated with dispersing supply chain activities across the globe. In
effect, these two variants of the traditionalist model lead to a misunderstanding of how international
supply chains should be managed by multinational corporations (i.e. at the industry level).

This misunderstanding raises a series of issues. Why are the alternative models different from
what they claim? How can we resolve this matter? More specifically, what are the implications of
reversing the dominant analytical trends in studying international supply chain management and
returning, albeit in a revitalized form, to the traditionalist model?

Initially, in addressing these issues we outline the fundamental shortcomings of the unionist
and relabelling models in international supply chain management by highlighting their failure to
accommodate the intersection between the multinational production system and the global
transportation and communications network. Then we demonstrate how their shortcomings can be
overcome by prioritising the global transportation and communications network over the
multinational supply chain system. This strategy involves the re-adoption of the overtly
traditionalist model that subsumes supply management into logistics (see Fig. 1).

2. Shortcomings of the unionist model

The prime focus at the firm level has been on goods transformation rather than global
transportation and communications. Invariably, the Chief Executive Officers (CEOs) of Multinational
Corporations (MNCs) with headquarters spread around the world indicate that international supply
chain management is a priority. However, a survey by Charan and Colvin (1999) suggests that
some 70 per cent of them say that they have not been able to evaluate their supply chain’s
performance. We argue that the reason their performance cannot be evaluated is that they are using
an analytical framework with narrow global logistics concepts.

This leads to the preoccupation of MNCs with firm level systems such as inventory
management. As reported by Bain & Company (2002) and Sheppard and Kent (2002), surveys
showed that three-fifths of all managers consider inventory management as the most important
attribute. Firm level concentration on transportation and information management emphasizes the
traffic flows inherent in inbound and outbound logistics. Transport costs and shipment issues are
transferred to the customer at the next stage of the supply chain along with ownership of the
inventory. In the case of Wal-Mart, control at the firm level can be established by exercising power
over the individual components (Olmsted-Teisberg, Freeman and Mead, 2003; Freeman and Mead,
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2006; Brunn, 2006). This preoccupation leads to the fundamental assumption that individual firms
can manipulate supply chain activities through vertical integration and supply chain control to
create a competitive advantage (Porter, 1985).

The firm focus makes it difficult to integrate the industrial goods transformation systems of
multiple firms with the global transportation and communications network. Fundamentally, this
irreconcilability stems from a clash in the rules of engagement involving transactions between the
two networks. One is intrinsically competitive and the other, by its very nature, seeks to be
cooperative. As long as we subsume logistics under supply chain management what we have is
behavior dictated solely by the rules of competition that favor the strongest individual firm on the
supply chain rather than integrating rules that also favor cooperation. There is no attempt at
developing a hybrid behavioral pattern that Brandenberger and Nalebuff (1996) have referred to as
‘co-opetition’.

3. Shortcomings of the relabelling model

Switching the focus to relabelling is designed to broaden logistics so that it covers all goods
transformation activities along the supply chain. At the supply chain level this perspective, as
typified by the computer company Dell Inc., keeps individual firms focused on their core
competencies and on cooperation between supply chain partners in transforming natural resources
into consumer goods. The interests of a group of individual firms within a consortium center upon
horizontally integrated inter-group linkages so that individual firm efficiencies can be attained
while still meeting overall market requirements. The focus on transportation and information
management, however, is still at the firm level. Without this emphasis at the group level,
efficiencies in transfer activities cannot be attained. Adoption of a group strategy would move
logistics beyond considerations of inbound and outbound flows within an individual firm to all the
linkages along the supply chain.

In the Dell case the linkages within a consortium are ‘pooled’ around one central assembler
and distributor; each component in this cooperative arrangement, including the central assembler
and distributor, are joined by the necessity of contributing one component to the final product
(Magretta, 1998; Kraemer and Dedrick, 2000; Kapuscinski, et al., 2004). This enables the
consortium to address individual customer needs.

The problem with the Dell case is that the system is closed and no consideration is given to the
efficiencies that may be attained through transportation management. Essentially, we are still
dealing with a closed system as little consideration is given to any logistics issues outside their
respective domains.
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4. A revamped traditionalist model

Without looking at the global transportation and communications network it would not be
possible to have seamless connections between geographically dispersed supply chain activities.
This network is a group of both related and unrelated firms across industries that propel the
movements of goods around the world. Conversely, individual firms create value for themselves in
the other analytical framework. In this instance the global transportation and communications
network is essential for the operation of individual firms. Therefore, the network itself creates value
for the firms (e.g. airlines and telecommunications).

If you look at supply chain management encompassed within global logistics, attention shifts
from firm level attributes to the architecture of the global transportation and communications
network. As evident in switching from pull to push supply chain systems, the priority changes from
inventory management to an emphasis on accessibility and utilization of transportation and
communications services (Table 1). In particular, interest is centered upon network promotion and
contract management, service provisioning and infrastructure operations (Stabell and Fjeldstab,
1998). In the process we have moved from inter-linked chains to layered and denser networks that
cross industries. In this arrangement the system is opened up not only to related firms in a
cooperative grouping (e.g. Dell) but also to unrelated firms.

Table 1
Change in relative importance of transportation and communications, information and inventory in
switching from push to pull supply chain systems

Transportation & .
Informati Inventory
System communications o ™
percent per cent percent
Push 20 10 70
Pull 35 50 15

Source: Derived from Figures 34a and 34b in AASHTO (2002:49).

What becomes important is the network itself, which interconnects the movement of goods
and services across the globe. Moving from the industry or consortium level to a cross-industry
level results in subsuming supply chain management under a broader global logistics framework.

5. The way ahead

Supply chain management is a smaller proportion of global logistics. It becomes important for
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multinational corporations examining logistics to consider network attributes in supply chain
management. In consequence, business logistics cannot concentrate solely on inbound and
outbound flows; it has also to incorporate network connections. Thus, any consideration of logistics
has to be as broad as the transportation and communications network within which the industry or
consortium operates. In other words, the firm’s purview has to be global.

Inevitably, this raises the issue of how to deal with the complexity within the coterminous
multinational supply chain and global transportation and communications network. All we can do
at a conceptual level is to indicate how the global transport and communications network (sea-land,
air and telecommunications) is enmeshed with a series of multinational supply chains across
industries (Fig. 2).

Logistics

SCM

Figure 2. The global logistics network in which supply chains are embedded.

The implications of our approach require the abandonment of the trend towards the unionist
perspective, which subsumes logistics into supply chain management within a closed system. Also
our approach does not entertain relabelling logistics as ‘supply chain management’ to accommodate a
bigger arena of corporate interest.

Rather than resorting to an ‘intersectionist’ approach, which we abandoned at the outset
because it examines two systems with little overlapping congruence, we return to the so-called
traditionalist model in which supply chain management is subsumed under a global logistics
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framework.

At the multinational level you have the simple traditionalist model. However, at the
transportation network level there are a series of supply chains across industries within the global
logistics framework. This suggests that they are not completely parallel systems.

Instead the supply chains are nested within a broader global logistics framework (Fig. 2). The
difference between the two lies in how they are evaluated. At the multinational level supply chain
management still takes priority but also must incorporate the network attributes that affect the cost
structure, timing of the shipments, conditions of consignments as the goods move through the
supply chain. Thus the transportation infrastructure is of paramount importance to supply chain
management.

In the transportation network the focal point is on global logistics with a secondary emphasis
on accommodating numerous supply chains that cross industries. Therefore, from either side, it is
important to look at both global logistics and supply chain management.

6. Conclusions

This study has presented a conceptual framework to examine supply chain management within a
global transport network. The focus has involved disregarding the emergent ‘intersectionist’ model at
the outset.

Also we have demonstrated that the other dominant trends in studying supply chain
management — the unionist and relabelling models — are inadequate and that we need to return to
a traditionalist model. In moving back we have recast the model to accommodate both the
management of multinational supply chains and the larger global transportation and communications
network under a single umbrella.

In returning home to the traditionalist network approach we have gone beyond the original
framework to develop a new nested model in which the larger transport network is able to
accommodate almost innumerable supply chains. Clearly, we are not dealing with a homogenous
process.

This broader framework, incorporating both location and linkages, enables component
specializations to focus on activities that are industry and service specific (e.g. supply chains and
transport companies involved in sea-land and air operations). This specialization improves the
quality of the network and enhances the autonomy of the individual components without ceding
controlling power to any dominant member (i.e. the overarching umbrella itself is not under the
control of any dominant member). It is the parties involved and the alliances that are developed
which make the network effective or ineffective. This enables complex phenomena like global
logistics to be comprehended at either the firm level or at the network level.
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