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Guest of Honour

The Hon. Frank CHAN, JP, The Secretary for Transport & Housing
Ir. Dannies HO,

Mr. David LEE,

Professor Stephen NG,

Mr. Liming HE,

Ladies and Gentlemen,

Good morning! First of all, it’s my honor to share the happiest of
IPSHK’s 45th anniversary. Congratulations on this special day of
achieving a list of appreciations. Wishing a very happy
anniversary and many wishes for future success!
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What is Supply Chain Integration?
(T et fEEE S 2

* To understand integrated supply chains, it’s first important
to grasp just what a supply chain is. A supply chain is a
collection of suppliers required to create one specific
product for a company. Each supplier is a “link” in the chain
that adds time and monetary costs. Supply chain
management is the collection of methodologies, theories,
and practices that go towards keeping a supply chain
running and improving its efficiency for the benefit of most,
if not all of the links.
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e Supply chain integration is a large-scale business strategy
that brings as many links of the chain as possible into a closer
working relationship with each other. The goal is to improve
response time, production time, and reduce costs and waste.
Every link in the chain benefits. An integration may be done
tightly through a merger with another firm in the supply
chain, or loosely through sharing information and working
more exclusively with particular suppliers and customers. In
the latter case, the supply chain isn’t truly “owned” by one
company, but the various links operate almost as if one
company to increase efficiency and benefit everyone through
steady, reliable business.
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Horizontal Integration

Purchase of Competing Companies in Same Industry

Independent CPU manufacturers
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Horizontal Integration vs. Vertical Integration
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* Horizontal integration involves any moves related to the
same “level” of the chain as the organization making them.
Integration could include merging with or purchasing firms
that supply similar products, such as a central processing
unit (CPU) manufacturer buying another in order to serve a
larger swath of the CPU market. This type of relationship
could help the firm gain many more customers, and give
them greater control over the price and supply of CPUs.
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Vertical Integration

es at All Levels of Production
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 Vertical integration refers to any moves that include different
levels of the chain. It could involve merging or buying out a
link ahead of or before your organization, or possibly
developing your own capabilities for handling the entire
supply chain, front to back. For example, if the CPU
manufacturer mentioned earlier also purchased a
smartphone product development firm, they would control
more levels of their supply chain - the major parts and the
product. This type of acquisition could gain the firm greater
control over their costs, net them a larger share of profits,
and reduce waste and time spent in production.
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Who Invented Vertical Integration?

Since 1880s

Andrew Carnegie
Scottish-American industrialist

1835~ 1919

Carnegie led the expansion of the American
steel industry in the late 19th century and is
often identified as one of the richest people.
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Who Invented Vertical Integration?
SR TS 7

The concept of vertical integration as it exists today came in
the 1880s from Andrew Carnegie, contemporary of fellow
tycoon John Rockefeller. With an early interest in steel,
Carnegie expanded his operations by buying iron mines and
railroad companies, effectively lowering his costs and
increasing productivity across the board. This move helped
Carnegie rise to a status that set many lasting institutions into
place, and didn’t trigger the same monopoly fears as
Rockefeller’s horizontal integration strategy of buying up all his
competition. Being able to grow without antitrust suits is one
of the major benefits of vertical integration over horizontal
integration, but it does require significantly more investment.



« WS E 1T Qa2 2k B 191 40 80 & X 1Y %2 13
& -~WNAE (Andrew Carnegie) ° FARFL -
% 7 JEE] (John Rockefeller ) - FHYH Y ¥ i
Y B R - R A A U B IR R S N B R OR T
E1S o AR ER T AR S 7 A E T o HEmEE
EEFRNE TR —EH A > {535 2% 5 2R %
B WA RER EIEYFEE M A B F
HFBERESRKEHEBNEREESE - EWELE
S FE R Hr dRaA BY B O D B & 2 4k (1] B2 & M S e
BMENTEES Y - HEMEEFEFLNKRE -



The biggest challenges in supply chains
[]
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The Biggest Challenges in Supply Chains
R 1 B Pk R

Before bothering with the specifics of integration, it’s important
to understand what problems plague supply chains in the first
place:

Order Changes and Cancellations: This happens at the end of
the supply chain, and sends reverberations throughout. The
retailer is stuck with excess product, the wholesaler deals with
fewer orders and backing up inventory, and every other
supplier feels the waves. Plus, consumer whim dictates changes
and cancellations, meaning there’s little way to predict it, and
every case could have different reasoning.
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 Workers Unavailable: Companies provide quotes and
production orders based on expected capacity, and when
workers are ill or otherwise unexpectedly absent, that can
dramatically affect a supplier’s capability. This scenario is
especially true in the age of automation, where fewer
workers are required but each is responsible for overseeing
the smooth production of many more units.
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* Production Facility Failure: Like with workers, unexpected
mechanical or software problems with manufacturing plants
can devastate a supply chain, especially if it is operating on
just-in-time, Lean manufacturing methodologies.

* Late Delivery of Materials: This logistical problem can stem
from a number of transportation issues, from as mundane
as a traffic collision to as severe as genuine theft and piracy,
depending on which regions the supply chain serves.
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» Suppliers’ Conflicting Obligations: Independent suppliers all
have one honest goal - make as much money as possible by
taking on as many orders as possible. In non-integrated chains,
this means they might have some tolerance for overlap
between different customers’ orders. Should one customer
decide to increase production, another suddenly might be out
of a production facility because the supplier overcommitted.
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* Adversarial Relationships: Whether for the conflicting
obligations cited above, or for simple reasons of maintaining
secrecy and negotiation advantages, customers and
suppliers may have a relationship that’s more foe than
friend. They don’t share risks or benefits and lose out on
potential gains from working more closely together.
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* Limited Communications: Non-integrated supply chains may
only talk to firms just one or two links away from them,
whether up or down the chain. If they have a buying
relationship with the link before them, focused on minimizing
cost, and a selling relationship with the next link, focused on
maximizing profit, they can’t learn about bigger impending
problems or greater opportunities further up or down the
chain.
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How to a
supply chain strategy”
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How to Create a Supply Chain Strategy
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* When deciding how to position your organization in the market,
knowing which of the above challenges you face is a good first
step. From there, use this framework to make some honest
choices on what supply chain strategy you need to make to be
competitive.
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1. Define the strategy and the
vision of the role that supply
chain management plays
within the organization.
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* Define the strategy and the vision of the role that supply
chain management plays within the organization.

* |s it a practice for reducing waste and speeding up delivery,
for tightening relationships with partners, or for market
dominance and increasing barriers to entry for new
competitors? You should refer to every part of your strategy
and methods for growth in this vision.
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2. Decide what your firm, and
ultimately your supply chain,
will compete on: low cost or
differentiation.
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* Decide what your firm, and ultimately your supply chain,
will compete on: low cost or differentiation.

* Low cost supply chains require cutting out middlemen,
limiting transportation needs, and reducing specialization to
save dollars at every stage. Differentiation may require
special relationships with manufacturers who can respond
to specific customer requests way down the supply chain
promptly.
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3. Divide every supply chain
activity into insource or
outsource.

EATIVITY IN MATCHING HORIZONTAL PURCHASING & SUPPLY CHAIN VERTICALLY

* Divide every supply chain activity into “insource” or
“outsource.”

* Determine what your firm does better than anyone else, and
double down on all activities that fall under this facet. If your
company creates value in something that others can’t, insource
it. Then, determine if you can reasonably invest in new core
competencies, or if it will never be profitable or efficient, and
partner up with outsourced suppliers accordingly.

- REEGREREEE R TR K M

o WEE Y A B LA A4 - WRiFTE BN E
T HEAEENIME o ARG A S e RS R EE T2 EA
NIEAECRIRY > ARt R AR - 2418 - HEE K
e ] DL I BT Iz LSt 07 » B ek EAn
A MBS > RIHE S MR & 1F -

15



4. Assess your supply chain

architecture.

| Product BBl Information RO _ Finances g

Supplier Manufacturer Retailer Consumer
) Product  [ERQQER  Information RGN Finances |
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* Assess your supply chain architecture.

* How is the chain “designed,” what are your logistics realities,
how are information flows set up, and what is the timeline for
cash flows? Without deliberate management, these different
supply chain attributes may have formed a tangled web over
time as your organization grew, born out of convenience or
necessity. Each represents an area for improvement as you
create your strategy.
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5. Consider your organization’s
current abilities and future
plans in product and service
design.
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* Consider your organization’s current abilities and future
plans in product and service design.

* If you want to create more customized, made-to-order
experiences, for example, investing in vertical integration
may be worth it. If you want to be the go-to parts supplier
for your industry, horizontal integration would be a strong
choice. Make supply chain decisions that cause your
organization to be more like the one it claims and aims to be
for customers.
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6. Determine the level of
integration you have, the
level you want, and the
tolerance for each your
organization has.
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I —————

Determine the level of integration you have, the level you
want, and the tolerance for each your organization has.
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Baseline: This level of integration has siloed information as
each department in one company works on issues separately.

Functional Integration: Information and operations are shared
throughout all departments in one company, working to
increase efficiency.

Internal Integration: All departments are connected in one IT
structure, but each link in the chain is still functionally separate
and working off their own motivations.

External Integration: All companies in the supply chain are
sharing information and operating nearly as one to fulfill
customer needs, and increase efficiency and profits all around.
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The Benefits of Supply Chain Integration

-0

>
Better understanding of More cost effective and Less risk and
customers and better ability efficient, with increased enhanced
to serve them ROI and profit margins competitiveness
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Get early warnings for problems Keep up with demand

anywhere in supply chain and be more flexible to

due to information sharing changing markets
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The Benefits of Supply Chain Integration
it fE SR SR 4

Just how does integration help companies overcome the
challenges in their supply chains and meet the strategies they
set forth? Supply chain integration benefits include:

» Better understanding of customers and better ability to serve
them

* More cost effective and efficient, with increased ROl and
profit margins

* Reduce wasted material and time, and redundancy in
supplier function
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* Less risk and enhanced competitiveness

 Keep up of demand and be more flexible to changing
markets

* Better opportunity for investment when operating with
collective power

* Get early warning for problems anywhere in supply chain
due to information sharing
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Vertical Intergration-Specific Benefits

Better quality control Lower costs for Eliminated reliance

since all links are end consumers with on competitors and
working in the same elimination of suppliers with

goal and products middlemen conflicts of interest
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Vertical Integration-Specific Benefits
4t M1 BE SR E WY U i

* Better quality control since all links are working to the same
goal and products

* Lower costs for end consumers with elimination of
middlemen

* Increased control of market share and raised barriers to
entry for competitors

* Eliminated reliance on competitors and suppliers with
conflicts of interest
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How to
YOUR supply chain?
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How to Integrate Your Supply Chain
Qo] B (R HY (L i

* With a strategy in hand and benefits to your company on the
books, it’s time to look at how to get everyone else on board.
This includes people in your firm and organizations throughout
the supply chain.

* Start by convincing all relevant parties in your organization that
integration will benefit the firm. Use the benefits of integration
from this article, and find data specific to your company that
can support this.
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* Reduce redundancy by carefully selecting partner suppliers
with whom you want to tightly integrate information and
logistics flows. Create an end-to-end plan that makes
integration logical, touches as few hands as possible, and
covers the variances in your production needs with the
possibility of increasing as all companies grow.

* With your preferred suppliers selected, demonstrate to them
that it’s in their best interests to integrate with you and the
others using compelling data on wasted time, warehousing
costs, and more. The bottom line is it’s important for
suppliers, manufacturers, product developers, wholesalers,
shippers, and retailers alike, so be sure to have sales
projections as well.
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* In pitching the integration to partners, find ways to add value
to all buyers and suppliers that will be in the final chain.
Improve service levels through closer commitment with all
parties.

Once you have your partners on board, it’s time to begin
integrating functions and data. If you can all use the same
logistics and supply chain management software, it will be
ideal, but this depends on the chains desired level of
integration:
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Extended Enterprise: At this level, information is shared
throughout the chain’s  organizations, improving
relationships, and blurring the boundaries to allow better
outcomes for all involved.

Virtual Integration: At this level, all partner organizations
use the exact same information system and software, so
you’re not only sharing data, but it is also accessible to all
relevant parties in the chain. Everyone can operate on the
same data.
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» Super efficient Company: At the highest level, not only are
you sharing information, but so are all the processes. You
behave like different departments at the same company,
smoothly receiving orders, manufacturing products, and
transporting them where they need to be. You might even
appoint inter-organizational managers to oversee and
coordinate specific transition points.

Implement Lean and Agile Supply Chain practices to make
this feasible.

* With the supply chain fully integrated, all partner
organizations can now have reliable order quantities,
increased profits, gather intelligence via the supply chain,
and be aware of what competitors are planning months
ahead of time. From here on out, it is the job of all
members to find ways to increase efficiency that mutually
benefits everyone throughout the chain, helping each
other grow and be stronger in their industry.
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of effective
supply chain
INTEGRATION
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Elements of Effective Supply Chain
Integration

AU e SRR

* When supply chain integration is done correctly, companies
can reap a multitude of rewards. Here are some key
elements to keep in mind when discussing a move toward
supply chain integration within your organization:

» Ten Key Elements of Effective Supply Chain Integration
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* 1. It puts the customer first, keeping the motive for every
collective decision in perspective.
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e 2. It has the total commitment of upper management
throughout the chain so that every small setback doesn’t risk
destroying the partnership.
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* 3. The entire process should be within one database, so all
partners have equal access to information, which encourages
open communication.
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4. The integration doesn’t just link Enterprise Resource
Planning (ERP) and technology, but it also links mindsets and
goals.
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e 5. The purchasing department is at the center, and is the final
authority on decisions in order to keep costs down and benefits
mutual.
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6. Segmented customers help to anticipate changing needs to
determine the true requirements of the supply chain.
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7. Work is relocated to whoever performs them best to
strengthen the chain.
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8. Activities are not performed more than once, so you eliminate
redundancy in the chain.
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9. Trading partners should agree on same metrics and rewards
systems so that different organizations aren’t working towards
conflicting objectives.
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10. Face-to-face contact is encouraged, as this allows for
cultivating the best ideas and forming trust among the chain
members.
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Vertical and Horizontal
Integration -

KEY ISSUES

TO CONSIDER
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Vertical and Horizontal Integration - Key issues
to consider:

e IR ) R - A5 25 e YR S e

30



e Similarities

e Differences

e Departmental Functions
e Stakeholder Management
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e Similarities

* Vertically and horizontally integrated supply chains are
usually complex and capital intensive to implement. Both
are also similar in the sense that they are business models
that are aimed at optimizing value chain processes and
performance in other to achieve competitive advantage
through economies of scale and scope. However,
organizations need to consider several factors to ascertain
the right strategy and whether it will be a profitable
investment, including:

* 1. Are there economies of scope to make it cheaper for the
company to own or control subsidiaries involved in the
supply and production of its inputs and outputs?

* 2. Is there need to establish entry barrier in the industry or
obtain monopoly power by controlling the value chain in
order to have competitive advantage?

* 3. Is it cheaper overall for the company to perform the role
of suppliers and distributors than to conduct business with
arm's length suppliers and distributors?
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e Differences

 Companies pursuing vertical integration may also pursue

horizontal integration and in fact many do. However, the
underlying principles and the operational implications of
implementing both strategies have very clear differentiators.

* In a vertical integration, the company enters new industries to
support the business model of its core industry, whereas in a
horizontal integration, the company competes in a single
industry but expands through mergers, acquisitions and
strategic alliances/collaborations. Vertical integration is more
closed/proprietary model compared to horizontal integration
which is more open because of the involvement of partners and
the need to cooperate/collaborate. The differences in the
operational implications include:
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Vertical integration

Less control due to dependence on others cooperation.

Benefits are from the success of everyone in the value
chain

Flexibility over maximum efficiency

Lower capital requirements due to shared ownership.

Horizontal integration

* More control through ownership of the value-adding stages.
* The vertically integrated company reaps the higher benefit.
* Efficiency over flexibility

* Intensive capital required to create, produce, and distribute
all components of the end product.
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Departmental Functions

One of the challenges faced by organization in managing their
supply chain is that of integrating internal functions as well as
the entire supply chain. Understanding the supply chain begins
with understanding internal processes as this directly impacts
performance. From a supply chain perspective, key internal
processes include:

Purchasing, responsible for buying process inputs

Operations, responsible for the transformation of raw materials
into final outputs

Logistics, responsible for the management of processes involved
in the production and delivery of outputs to customers

The key task in managing these functions is to ensure a process
of interaction and collaboration in which purchasing, operations
and logistics work together to achieve the mutual objectives of
the supply chain.
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 Stakeholder Management

* In vertical integration, the proprietary nature of the
investment creates a more closed/not very trusting approach
in the interaction with partners as the organization will seek to
protect its trade secrets/intellectual property. In horizontal
integration however, companies adopt a more open and
trusting approach with partners, as this is integral to the
success of their business model (Hill and Jones, 2012). For
example, Microsoft and Google have adopted a more open
approach to working with partners in their values chain as the
success is achieved collaboratively and through open source
platforms. Apple on the other hand operates a proprietary
model, which tightly protects its intellectual property through
its vertically integrated supply chain (Pomfret & Soh, 2010).
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CONCLUSION

43 (niay)

o YO\

W5 (wo2)

{ING HORIZONTAL PURCHASING & SUPPLY CHAIN VERTICALLY

Conclusion

The decision between vertical or horizontal integration will
determine an organization’s operating strategy and the supply
chain dynamics in terms of how functional departments and
stakeholders interact. The challenge is to analyze how new
emerging technologies will impact their business models, how
and why these technologies might change customer needs
and customer groups in the future, and what kinds of new
distinctive competencies will be needed to respond to these
changes. In the end it is all about what is right for the
organization in terms of its objectives, capabilities and
customer value proposition and how that can be achieved
efficiently and profitably.
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Thank you very much!
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