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bien comprendre exposé la resistance aux efforts.ppt
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	6. This publication is  designed to provide accurate and authoritative information in
regard to the subject matter covered. It is sold with the understanding that the
publisher is not engaged in rendering legal, accounting, or other professional service.
If legal advice or other expert assistance is required, the services of a competent
professional person should be sought.
Library of Congress Cataloging-in-Publication Data
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results / Dave Nelson, Patricia E. Moody, Jonathan R. Stegner.
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Includes index.
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Jonathan, 1954– III. Title.
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© 2005 Dave Nelson, Patricia E. Moody, and Jonathan R. Stegner
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AMACOM, a division of American Management Association, 1601 Broadway,
New York, NY 10019.
Printing number
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Special discounts on bulk quantities of AMACOM books are available to
corporations, professional associations, and other organizations. For details,
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	7. Dedication
For R. Gene  Richter
Sept. 20, 1937 – July 28, 2003
When Gene Richter assumed the role of Chief Procurement
Officer at IBM, he knew he was taking on a tough, stubborn chal-
lenge. However, he also knew that purchasing held the key to un-
locking cash that IBM badly needed to attempt a turnaround. The
naysayers were predicting that Big Blue would be divided up into
a handful of Baby Blues—and that would have spelled the end of
the giant’s hold on technology and innovation. But Gene saw the
possibilities, and he left a fun and comfortable position at
Hewlett-Packard in California to return to the snows of upstate
NewYork, and to save “a national treasure.” It was an offer he could
not refuse.
Gene was a giant in the supply chain world, a consummate
professional known for his ethical and straightforward stance, the
same generous and demanding guy in both his personal and his
professional lives. His first training as a junior buyer at Ford was
succeeded by every other purchasing position, but he always con-
sidered himself a buyer.
Gene was the only person to receive Purchasing magazine’s
Medal of Excellence three times in a row, first for Black and Decker,
next for Hewlett-Packard, and finally for IBM. He understood the
incredible payback and what it took to organize and staff a power-
4948 Incredible Payback 10/20/04 5:32 PM Page v
 


	8. ful supply management  operation based on technology, the best
of the best professionals, and spend management. By the time he
retired from IBM, he had freed up $9 billion in cash, money that
enabled the turnaround.
We much appreciated Gene’s open and enthusiastic support of
this book project, and we only wish he could have been here to re-
ceive the first copy off the presses.
vi / Dedication
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	11. Preface
Spend Management,
the Twenty-First  Best Practice
In tennis, the serve is the only stroke that can be completely
controlled by the player—not the forehand, which can be
loaded with an opponent’s spin, not the backhand, which can
be tough for many right-handed players, not the volley, not the
lob, which puts good players in defensive positions. Only the
serve will consistently put properly prepared players in the
game, and allow them, if the serve is strong enough, to get to net
and take the advantage.
Practice your serve—your opening move, your product
launch routine—until it becomes second nature and your eyes
can visualize the target as your muscles do their work.
When we wrote The Purchasing Machine in 2001, we surveyed 247
companies to evaluate their Best Practices, and we found that al-
though none of them were high performers in all areas, there were
some twenty Best Practices that built success, and our winners ex-
celled at more than one of them. Honda, for instance, excels at
supplier development but has been less concerned with computer
systems. Others have the quality challenge knocked, but they have
not advanced to address the decentralization/centralization opti-
mization equation.
ix
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	12. Looking back on  our decisions that identified the twenty Best
Practices in supply chain management and the Ten Best compa-
nies, we realized there is a twenty-first Best Practice, which has the
most powerful message of all—Spend Management. We’re talking
about a method to capture billions of dollars of leveraged savings,
real cash freed up that can be sent directly to the bottom line to
enrich shareholder value; or, management can grow new prod-
ucts, new plants, new ideas, or reward employees, without robbing
another company initiative.
Spend Management is the intelligent leveraging of all financial
opportunities at high levels in the extended enterprise, and vet-
eran supply managers are well acquainted with its potential.
Spend Management is what IBM’s Gene Richter used to save his
company $9 billion. Richter’s aggressive redirecting of procure-
ment saved IBM and won his team the coveted Chairman’s Award.
It’s a powerful combination of supreme commodity expertise, and
competitive drive to be the absolute best in buying, worldwide.
Although it might be easier to focus solely on simple solutions
such as kaizen and lean methods, these are only one segment of
Best Practices that will create guaranteed returns for specific areas.
It is difficult to extend lean practices to all areas of the enterprise
because of the complexity of the task. Companies like Boeing have
discovered that this is a monumental task, and many teams have
been defeated by the never-ending challenge.
However, Spend Management works at the highest level of fi-
nancial control from the moment a buyer starts to think. Any time
a purchaser works with an engineering product idea, or when he
pulls out his credit card and places an order, the best principles of
Spend Management are activated. If this approach to money man-
agement can be used throughout the corporation, there is an op-
portunity to obtain a volume price. If the item has been sourced to
dozens of different suppliers, there is an opportunity to consoli-
date; if engineers could be persuaded to design in a simpler, fewer-
pieces part method there is a lifecycle cost-savings opportunity. If
x / Preface
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	13. technology has changed,  but the price has not, there will be sav-
ings available. And if suppliers can be persuaded to institute lean
manufacturing Best Practices, they will find great savings in the
elimination of waste. Spend Management finds the savings oppor-
tunities, weights the decisions, and points toward the best answer.
The probability of being killed in a lightning strike of a com-
mercial airliner is nearly insignificant at one in four million. Yet,
most of us are afraid to fly in a storm. The probability of dying from
cancer or heart disease is higher, but many of us still smoke or
have diets that destroy our health. But when we say that Best Prac-
tices can help any company take 3 percent, 5 percent, 7 percent, or
even 10 percent off its purchasing spend, we are not surprised when
even the best demand a good road map, with pictures and a
compass.
We would like to think that the incredible billion-dollar pay-
back potential of Spend Management—the twenty-first Best Prac-
tice—can be simply and powerfully adopted by virtually any
enthusiastic company. But it won’t. That’s the reason we wrote this
book. We know there is money out there, and we want to see pro-
curement lead the corporation and realize the opportunity. We
wish you luck in every one of your very profitable endeavors.
—Patricia E. Moody
Preface / xi
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	19. Introduction
The thrill is  gone.
You are in the first seat of the intergalactic thrill ride of your
life—you got on expecting a few twists and turns; the attendant
locked you in the seat; and now your neck hurts, your hands grip
the rail, pieces of clothing and popcorn boxes are flying by, and
you’ve had enough, you want to get off. But the attendant won’t hit
the stop switch, and you and a few remaining ticket holders are
hurled along at hundreds of miles per hour, until gravity slows the
car to a full stop and you stagger off to solid ground.
When manufacturing and supply chain managers experience
the losses and chaos of a big economic shift, their hearts stop, even
when they knew the next big “adjustment” was coming. But it’s the
tectonic power of the Internet that has made the enormous shock-
waves inescapably stronger and more immediate. Even managers
in predictably cyclic industries, such as holiday toys, know that al-
though good planning helps to soften the blows, bad news travels
at nanosecond speed down an integrated supply chain. It is easier
(and faster) to ramp up than to turn off the machines.
Cisco, for example, which is a model of planned outsourcing
over global supply networks, shocked the market with a wash of
red ink “adjustments.” Other high-tech producers push inventory
and capacity responsibilities back onto suppliers as they struggle
for a foothold during big swings. Book publishers, automobile
manufacturers, appliance producers, retail, and even some phar-
maceuticals continue to wrestle for control as violent demand
1
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	20. swings jerk them  up and down. Second- and third-tier suppliers,
the small- and medium-size companies whose growth rates have
enriched our economy for years, have had the life squeezed out of
them by their bigger customers. Life has gotten ugly out on the pe-
riphery of the supply chain, and we have no idea when the ride will
stop.
Dave Nelson, vice president of global supply management at
Delphi Corporation, and a forty-year veteran of the economic
thrill ride, has experienced contrasting responses. “Most compa-
nies—100 percent of American ones—don’t look at the long term,”
says Nelson. “When they do go into a downturn, it’s like it’s the first
time they ever went into one—they haven’t planned for it, and they
react based on what they think the street will think.”
Nelson sees different approaches from Toyota and Honda,
where he worked for ten years, however. “I was at Honda during
the 1991 recession. Honda had a ‘no-layoff policy,’ but the com-
pany sent a letter to everyone explaining the situation, and the
grave need for people to take vacation—we called it ‘no pay, no
penalty.’ Farmers, for instance, who wanted and needed to farm,
were happy to have the summer off. With the traditional layoff for-
mula, 1,260 people would have been targeted for cuts, but there
were seven or eight hundred who went for the no pay/no penalty,
leaving a few hundred.” These associates were deployed to track
quality issues; they placed phone calls to every customer who had
ever bought a Honda—“millions of phone calls—and all of them
added up to significant results,” says Nelson, “when Honda won
the J.D. Power Award.”
Not only was the company able to retain valuable human as-
sets, but the telephone campaign strengthened consumer rela-
tions. “Hundreds of surprised buyers took the trouble to write a
note saying this was the first time anyone had ever called to see
how they liked their Honda! So we survived a bad time with very
positive results.”
Why is a struggling economy and its deep swings so difficult to
2 / THE INCREDIBLE PAYBACK
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	21. manage, and so  severe and damaging to manufacturing and the
supply chain? With ten years’ talk about lean manufacturing and
the Toyota Production System, aren’t we finally in an era of instant
manufacturing flexibility, responsiveness, and speed? And what
happened to the power of giant ERP (Enterprise Requirements
Planning) control systems? Is there anything managers on the ride
can do to stop the pain and fear and just get through it ?
Yes and no. Yes, the manager of a well-constructed supply
chain can find ways to cut costs, other than squeezing suppliers
and launching another round of layoffs. Companies like John
Deere and Delphi have discovered simple methods to improve re-
sponsiveness and purchasing parts prices. But no, you won’t find
any of the survivors jumping off the ride until it’s absolutely over
and they have come to rest at the gate.
There is a basic imbalance right now between manufacturing
and supply chain capabilities that managers need to understand
in order to plan for market swings and to survive the current one.
Producers can ramp up at Internet speed, but production is less
responsive and infinitely less flexible to downturns; it’s nearly im-
possible to slow down once the start button has been pushed. Web
communications for procurement executives—buyers for compa-
nies like Flextronics, John Deere, Honda, and others—have pro-
vided purchasers with incredible global access and speed. For new
product designs, mainline assemblers can put themselves into full
production in a matter of months, and Internet auctions have fur-
ther opened global price opportunities. In the steel business, for
example, where companies like Deere continue to spend about 20
percent of their purchasing dollars, the World Wide Web and sim-
ple spreadsheet applications have allowed companies to save mil-
lions, without undertaking the more severe measures that a pure
cost cutting focus would require.
We wrote The Incredible Payback because we think that the
power of procurement to contribute to corporate financial health
is understood by only a few visionary leaders—the potential is
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	22. enormous, and barely  touched. But the timing for spreading the
good word could not be better.
Three critical supply chain strategies are proven high-payback
approaches for survival in a roller-coaster economy:
1. Staff up.
2. Maintain high-level relationships.
3. Use simple systems to understand your own business costs
and optimize wherever possible.
Staff Up
Whoa! During layoffs and shutdowns, is it really the time to
staff up? Among the company leaders we named the Top Ten Sup-
ply Chain operations in our 2001 book The Purchasing Machine,
How the Top Ten Companies Use Best Practices to Manage Their
Supply Chains are American Express, GlaxoSmithKline, Harley-
Davidson, Honda of America, IBM, Flextronics, Sun, and Deere. In
these companies, supply management commands a leveraged key
position in the enterprise. Purchasing staff are better prepared and
compensated than the average purchasing geek; engineers rule,
and managers understand the full value of their contribution to
the corporate bottom line. And they are not afraid to talk about it.
Maintain High-Level Relationships
Close customer supplier communications, like the ones Del-
phi enjoys with other enterprise leaders, require high-level main-
tenance and trust around key issues—such as what products are
on the launch pad, and where commodity risks prevail, or fore-
casts for key raw material prices. In the long term, these assets are
difficult, if not impossible, to recapture.
Managing through a downturn requires that supply chain
leaders identify those few critical commodities or value streams
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	23. that must be  closely watched; shift these items to high-level man-
agement monitoring, with daily operations handled by the best
team members. Raw materials like steel, for instance, high volume
items whose fluctuating price contribute a lion’s share to many
products cannot be left to manage themselves through traditional
or routine distribution center channels.
For Big, Visible Payoffs, Use Simple Systems to Understand
Your Own Business Costs and Optimize Wherever Possible
The payoff for massive manufacturing systems like ERP has,
for many enterprises, never come. Companies like Buell Motorcy-
cle and Auburn Industries, both suppliers with enormous product
complexity and variety, have found alternative solutions however.
They have innovated themselves into flexibility and responsive-
ness with smaller, off-the-shelf systems. Their stories are a fresh
departure from two extremes of management thinking rampant in
industry today: the lean thinkers who insist on pure process, un-
fettered by computer assists, and the ERP behemoths, who believe
bigger (systems) are better. Each of these camps has found itself
truly limited by a rigid approach to manufacturing management.
Unable to see beyond their current obsessions, they find it difficult
to build production capabilities that respond as quickly as the
market demands.
For example, Dave Meyer, an engineer formerly working out of
Deere’s supplier development group, used Evolver, an off-the-shelf
genetic algorithm package, combined with an Excel spreadsheet,
to design in less than one week a simple but powerful scheduling
method that determined best parts flow over a variety of machine
tools, an exercise too complex for ordinary human minds, but one
disregarded by traditional lean thinkers. Meyer knew that the end-
less combinations of parts and routings could be simplified with
the power of the computer, and he knew that only a few combina-
tions would truly meet all scheduling parameters for due dates
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	24. and quality. And  he recognized that this was a problem that only a
computer could solve. The genetic algorithm approach to handling
variety and complexity has been successfully implemented on a
larger scale at GM, and at Deere’s planter assembly line. Meyer
made history for supply chain organizations who are stepping into
the shoes of manufacturing planners. He found a better way, and
he taught suppliers themselves how to harness this powerful but
simple solution.
Managing through a downturn is still a painful and confusing
experience, but there is a better way. In The Incredible Payback, we
offer strong examples of smart management and systems strate-
gies that will lighten the workload and even prepare an organiza-
tion for better times ahead. Our recommendation to besieged
managers is to look for The Incredible Payback—to employ the
best of the best, continue to talk regularly with key customers and
suppliers, and work for innovative solutions.
—Patricia E. Moody
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	25. Chapter 1
The Incredible  Payback
HOW WOULD YOUR COMPANY LIKE TO SPEND 20 TO 30 PERCENT LESS
every day on materials and services and still obtain even higher-
quality finished products? Every day, companies lose billions of
dollars in potential bottom-line profits because they are not doing
strategic sourcing. Yet, it is much easier and faster for companies
to deliver better profits through intelligent sourcing than it is for
them to struggle to find and develop new markets or new products
and plants, or new revenue streams.
Supply chain managers are currently in the best position they
have ever been, capable of making significant contributions to en-
terprise profitability and growth because they control 50 to 90 per-
cent of product costs. Outsourced materials and services have
risen to the point of 85 to 90 percent in many industries, including
automotive, where suppliers contribute most of the parts, sys-
tems, and design help to final assembly plants. In the best supply
management organizations—for example, companies such as
Honda—the supply managers’ power and span of responsibility is
7
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	26. growing. The top  purchasing departments are designed to do
more than buy or move material; the functions of manufacturing,
distribution, and logistics all report into the head of strategic sup-
ply management, as well as planning and buying of big spends.
And the best procurement groups have discovered that by com-
bining functions—from inbound material, through processing,
and out to logistics—they can make an even bigger contribution to
high-impact profit generation.
If companies want to realize the full potential of supply man-
agement in their drive for better profits, they need to look carefully
at the capabilities of supply management as the strong and signif-
icant contributor to a company’s income statement. They need to
recognize the power of an increased purchasing spend and put the
responsibility where it belongs, in the hands of supply manage-
ment professionals.
Unfortunately, even in difficult and changeable economic
times, too few companies have discovered and begun mining the
full power of high-performance strategic sourcing. For many oper-
ations, Spend Management is an intriguing phrase that is not con-
nected with the way they buy. However, the leading supply chains
in companies such as Honda of America, John Deere, IBM, Mo-
torola, and Delphi Corporation are organized and staffed to create
and execute high-level strategic visions that generate significant
profits—paybacks that reach multiples of original investments in
procurement people and systems. In these high performers, pro-
curement goals are aligned with corporate objectives, and prof-
itability is key. The winners and their enterprise partners,
producers who emphasize the power of strategic sourcing and
purchasing, are organized to take a longer-term view. To capture
lost profits, they have transformed the way manufacturers buy;
they know that every dollar spent in people, systems, and espe-
cially materials, must show big paybacks. And they are looking to
create an ongoing stream of increased savings.
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	27. More, More, More  . . .
When companies discover the power of strong financial re-
turns—that is, the power of procurement to send more profits to
their shareholders, to hit the market with more new products than
the competition, and to hire new talent for growth—they want
more. Spend Management and strategic sourcing leverage enable
companies like United Technologies and Delphi Corporation as
well as smaller ones to cut through tactical issues and raise perfor-
mance to higher-than-ever levels.
The Domino Effect
Big numbers attract big commitment, and inevitably, strategic
sourcing execs report that their substantial gains capture manage-
ment’s attention. And with the positive momentum generated
when The Incredible Payback is put into play comes greater suc-
cess, more responsibility, better rewards, and even greater chal-
lenges for supply management professionals. As Honda and
Delphi understand, the power of procurement executives who can
visualize, propose, and deliver The Incredible Payback is irreplace-
able. The Incredible Payback is vital to long-term growth and prof-
itability.
Just What Is The Incredible Payback?
Every day we make dozens of little decisions, and occasionally
big ones, that we hope will pay back big. A hundred-thousand-
dollar college degree, for example, over a lifetime of work, should
pay off more than ten times its original investment. Smart real es-
tate investments in San Francisco and Boston have paid off over
tenfold in twenty years. One-dollar lottery tickets paid off twice for
a Massachusetts contractor who purchased both winning scratch
tickets four months apart at the same variety store; the first $1 in-
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	28. vestment yielded $25,000  in pre-tax earnings, but the second came
in at $10 million—“enough,” said the laconic carpenter and winter
plowman, “to give up snow plowin’”!
Or, consider the expected payback made when a homeowner
installs a new heating system. With a $5,000 initial investment, the
projected monthly savings of $50 to $100 are significant and real,
but it will take the homeowner five to ten years to reach the
breakeven point. How much quicker that payback would be if he
were not only using fifty dollars less fuel per month but the price
of home heating oil dropped to a half a cent per gallon! Now that
would be an Incredible Payback!
Some decisions, like lottery tickets, carry higher risk than oth-
ers. A good market analysis of San Francisco real estate trends in
the post–World War II boom years would have shown a strong up-
ward trend with not too much risk. The trick to bet making, of
course, is to find or create investments whose risk is predictably
minimal or nonexistent. And where shareholders want to see a
steady stream of nice dividend and stock price appreciation, cor-
porate executives may choose to minimize risk and take the surer,
safer route to profits.
Manufacturers and retail operations look at investment pay-
back in similar ways. Requests for new equipment, new people
and plants, even new materials, undergo sharp scrutiny when they
require borrowing to meet payments or spending from projected
cash flows. Every dollar spent represents a hoped-for return in
profits and growth; even once-sacred categories of capital equip-
ment and materials come under the lens of budget-conscious
managers with an eye toward doing better with what they have.
Downward market shifts, technology change, and consumers’
taste for better, bigger, and faster guarantee that the game stays ex-
citing and unpredictable.
How many new CNC machines or robotic welders, or even En-
terprise Resource Planning (ERP) systems, have companies
bought, for example, and based their breakeven projections on
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	29. huge start-up volumes,  full-speed ahead runs that never ap-
peared? On paper the purchase justification for that multimillion-
dollar machine looked unbeatable, but then, when management
watched a kaizen project replace the behemoth with a single
work cell of seven smaller machines, the numbers told a different
story.
Supply Chain Executives Manage Risk
Supply chain professionals are critical power players in the fi-
nancial risk/reward games all companies play. They manage the
numbers that make the difference in corporate profits; they con-
trol big spends; and they have the power to put that spend where
they will make an immediate impact on future growth. They can
grow a capable and loyal supply base, or they can accumulate
hundreds of average performers. They can make new product
launches successful and profitable events, or they can cause de-
lays and create unhappy customers. They can reward good suppli-
ers and develop partnerships that grow everyone’s profits, or they
can misuse their power to leverage short-term price and contract
advantages that drive good suppliers away.
Smart supply chain executives can make other departments
shine; they can make design engineers happy and take the
headaches out of production schedules. The spend they manage
touches just about every company’s functions, from engineering
and even marketing down through production and distribution.
Given manufacturing flexibility and instantaneous communica-
tions, they can deliver on creative and powerful ways to beat the
game and win.
The power of a high-performing supply chain team combined
with excellent suppliers and a brilliant central control system is
what separates average performers from superior ones. Excellent
supply chain management can meet all the basic market demands
of flexibility and quality, plus it will raise the bar on price perfor-
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	30. mance four or  five notches by achieving billion-dollar cost savings
that hit the bottom line again and again.
With such great and rich potential sitting at desks and cubicles
scattered around headquarters and division plants, why aren’t
more companies seizing the billion-dollar opportunities lying in
supply chain management? Would the transformations achieved
with huge savings not carry company dreams farther than they
ever hoped? If every supply management group and each pur-
chasing buyer or planner knew how to achieve The Incredible Pay-
back, why would companies struggle with insignificant projects
and ineffectual methods?
Big Plans, Big Numbers, Big Results
The answer, of course, is that far too many good companies—
even those operations skilled in people management and teams,
cost accounting, and all the other discrete challenges of making a
company work and grow—are operating procurement at a
kindergarten level. These companies do not see the potential for
substantial gains; and they have few examples to lead them to-
ward an Incredible Payback. They use supply management as a
material flow device, a disintegrated, loosely organized pipeline
or network in which production opens valves that spill out neces-
sary materials. If they could see that same network, however, as
an enormously complex cash transaction system with currency
flowing in and out of dozens of ATMs, they might be able to tally
up the grand total of the spend as well as the possible savings (see
Figure 1–1).
Spend Management demands, however, that companies look
at their networks of rapidly moving materials, and slower moving
inventories, as real money, cash.Visualize the network of some five
hundred suppliers required to produce a single automobile con-
structed with five or six thousand pieces. Every dollar spent to
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	31. mine aluminum, ship  it to the foundry, run the furnaces, cast the
engine block, trim the raw castings and polish them to a jeweler’s
finish, and then test the results, is a dollar that flowed through nu-
merous pipeline nodes. Tracking the cash flows for an aluminum
engine would be a challenge, especially if we wanted to repeat the
process with five thousand other automotive components in order
to construct a series of snapshots capturing all the components’
cash flows in and out of various operations.
But what if we concentrated on the $2,000 per unit cost multi-
plied by one thousand units per month that it took to build $2 mil-
lion worth of cars, and managed it so well that we made it work?
Stated simply, one year’s production runs would total a spend of
$24 million, and even a 1 percent change in that spend would have
an immediate impact. A 1 percent increase can throw the retail
price out of the market, but a 1 percent cost reduction would im-
mediately free up about one quarter of a million dollars. That kind
of aggregate potential is the focus of Spend Management, not the
endless focus on too many details. When the big number, the $24
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	32. million, comes into  focus for the first time, it clarifies what should
be done tactically with the thousands of smaller numbers.
The Incredible Payback is a way to see big numbers, a magni-
fication lens that allows companies to think big and aim for signif-
icant returns. No company wants to turn itself inside out to
produce decimal point returns over a twelve-month period, yet
that is what happens on a daily basis in traditional operations that
work with disappointing incremental gains.
Investors and shareholders want returns that at least match
the inflation rate; beyond that, companies need cash to grow in
order to fuel new products, new technologies, new plants, new
hires, and more training, as well as capital equipment and ordi-
nary operating expenses.
The Incredible Payback Opportunity Areas
Every company that buys materials such as plastic resin, chips,
packaging, and services (including travel, employee benefits,
training, and other nonphysical but important items) has the op-
portunity to find The Incredible Payback because being in busi-
ness means moving cash—taking it in, counting it, and spending
it—for material, labor, and services to create profit. In the com-
puter industry, for instance, material purchases include raw mate-
rials, components, assemblies, and even complete units, ready to
be labeled and shipped off to retailers and consumers. For out-
sourced electronics, the cash movement in and out of the network
nodes is incredibly complex to follow, while in the automotive in-
dustry, where design-to-ship times stretch out to a year or more,
dozens of opportunities lie waiting for managers to find The In-
credible Payback. Every purchase and every transaction is an op-
portunity, and in total, all these cash transactions tally up to The
Incredible Payback. The trick is to find the tools that allow man-
agers to focus in on the best opportunities and the richest payback
areas.
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	33. It’s Not Just  a Hammer
In the 1980s and 1990s, many companies looked for savings
opportunities by focusing on a single powerful cost-reduction
tool. Reengineering, for example, took layers of “excess” organi-
zation structure and communications links out of operations;
self-managed work teams displaced foremen, supervisors, and
managers. Huge ERP computer systems, which replaced manual
transactions and tied dozens of disparate functions together
to make every task visible and measurable, were expected to gen-
erate big savings. Each of these single-minded approaches,
however, had short-lived results that damaged other critical
functions.
Our approach to achieving The Incredible Payback is equally
focused and single-minded; the methods are also relatively simple
and straightforward. However, there is more than one path to great
paybacks. When companies are strong in supplier relationships
and supplier development, they will achieve huge gains very
quickly. In fact, that is what many companies have tackled; for
more than ten years, many manufacturers and their suppliers
have applied kaizen and other lean methods to production with
encouraging results. Unfortunately, although these gains can be
sustained at good levels year after year, they frequently stall out
and require a big effort to restart the process. However, there are
many other ways to achieve significant savings. We know that
companies at the very beginning of their journey can easily
achieve 1 or 2 percent reductions in their spend without even a
headache. For million-dollar supply chains, those savings trans-
late to millions of dollars of profits for new plants, new people,
training, equipment, or just plain shareholders’ returns.
Let’s look at a simple example of how powerful an impact sup-
ply chain focus on Spend Management can have on a company’s
income statement.
Allied Auto is an established automotive supplier with some
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	34. very demanding customers.  The car industry is restructuring and
growing in new global opportunity areas, but consumers expect
better prices and performance all around. Naturally, Allied’s big
customers transfer the pressure right on to their supplier.
Allied’s CEO is not happy with corporate profitability, but he is
not eager to undertake the measures so many other companies
have taken—layoffs and plant closings. Sales are predicted to be
strong and spread over a diverse product portfolio, but the board
is impatient with Allied’s profit picture. They want margins and
better yields, and they want to see the money flow immediately!
Allied’s current income statement shows 88 percent of its rev-
enues spent on purchased materials and services, and manufac-
turing, with the balance going to engineering, research and
development (R&D), and salary, general and administrative
(SG&A), thereby leaving nothing for profits.
Revenue from sales $2.5 billion
Cost of goods sold:
Cost of purchased goods and services (55% of sales) 1.375B
Manufacturing in-house (33%) .825
Engineering and R & D (6%) .15
SG & A (Selling, General and Administrative) (6%) .15
Profit $0
Five year plan for 10% savings = $.25B, or $50M/year.
CEO Richard Daniels would like to see a solid 10 percent mar-
gin, or $.25 billion, over five years, which would release millions of
dollars annually to the coffers.
Allied’s choices are numerous. The board could simply edict a
10-percent-across-the-board price increase and wait to hear the
fireworks from Allied’s bigger, and more powerful, customers. The
next—and more likely—possibility, one that no one is eager to
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	35. contemplate, would be  to take plant capacity and personnel down
by 10 percent. The board knows, however, that taking millions of
dollars in savings and restructuring charges would not inspire
market confidence in the company’s future, nor would it allow Al-
lied to retain the heart and soul of its future, its cadres of engineers
and technologists. Plant closings would also cascade down and
decimate the supply chain, a hit that would work to the benefit of
competitors.
But wait, might there be another savings route, one that would
have collateral benefits as well? That is where The Incredible Pay-
back comes in!
Any good purchasing operation can deliver 1 or 2 percentage
points in savings simply by paying more attention to purchases
and suppliers. This is the beginner’s level, and Allied could easily
capture a few million dollars without adding personnel or restruc-
turing the supply chain. But Daniels and his impatient stockhold-
ers want more, without a price increase.
By far the biggest segment of product costs lies in the $1.375
billion line item for the purchasing spend. A 10 percent savings
here, the CEO’s $50 million annual target would represent only 3.6
percent of the total annual spend. But how realistic is it for Allied
to try for it?
Savings Levels—First, Beginners
The average, traditional purchasing operation can, without
too much difficulty, cut its spend by 1 to 2 percent just by paying
closer attention to how it buys. This is the beginner’s level, and it
does not require big organizational changes or significant invest-
ment to earn 1 percent savings. Operations can easily achieve 1 to
2 percent payback by simply instituting suggestion systems or by
doing some preliminary supply base consolidation.
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	36. Intermediate- and Expert-Level  Savings
Companies that use some of our Best Practices can achieve 3
to 5 percent year to year with steady attention to the basics and
continuous improvement. Surpassing 5 percent savings every year
is a challenge best suited for expert supply chain groups with high-
performance suppliers, excellent communications, and very re-
sponsive operations—that is, the best of the best.
The first year is always the easiest as sharp eyes spot low-
hanging fruit throughout the supply base. In general, years two
and three open up opportunities for deeper savings with strategic
sourcing and supplier development. Taking spend reduction per-
formance to the levels that companies such as Honda and Toyota
consistently reach is the big challenge, one that requires the best
people and tools throughout the supply chain.
Exponential Savings
Most companies start a “lean journey” without first addressing
Spend Management’s bigger opportunities. They may do lean
projects first because they are visible and approachable, or be-
cause they have seen fabulous results from Toyota or Honda. Per-
haps they don’t think of starting Spend Management because they
do not have a centralized procurement structure that facilitates
high-yield Spend Management.
Manufacturing and purchasing occupy such politically sepa-
rate and different worlds in most organizations—reporting into
different managers—that many operations tend to stick to very
visible process work in manufacturing: Lean implementations and
Spend Management appear to occupy different areas of the supply
chain. Good supplier development and internal kaizen methods
are powerful, but they are not enough, however, nor do they ad-
dress the bigger payback potential at the shop floor level, so they
cannot address the total spend.
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	37. Furthermore, it is  difficult to sustain the gains from good
kaizen, and the challenge of taking lean methods to all operations
internally, as well as to all suppliers, is overwhelming for many op-
erations.
Kaizen Payback
Payback for BP
, Honda’s kaizen methodology, has been contin-
uous and impressive, as it grew expertise inside the company and
outside in the supply base. In less than twenty years, Honda built
a self-reliant automobile/motorcycle complex in central Ohio.
What started as a knockdown assembly plant largely dependent
for direction and materials on headquarters in Japan, quickly grew
to include many high-performing suppliers located within twenty-
four hours of the assembly lines.
Some suppliers were brand-new start-ups, that is, greenfield
sites open to building product “the Honda Way.” Others were joint
ventures between Japanese and U.S. companies that were already
familiar with Honda’s lean method, called BP (for Best Position,
Best Productivity, Best Product, Best Price, and Best Partners). But
for many suppliers, this well-sought-after business was a chal-
lenge. They needed help, such as extra hands in the form of Honda
purchasing engineers, to smooth out glitches and remove waste.
The objective for both partners—customer and supplier—was to
produce perfect product and make a healthy profit, and so it made
sense that Honda and its suppliers would take advantage of Honda
BP to enable the best production possible.
Honda BP
In total, Honda BP
, launched in 1976 in Japan and in 1990 in
North America, had touched almost 100 companies and over 120
projects after eight years at the transplant. More than 120,000 sup-
plier associates were affected by the BP approach. Best of all, the
BP report card showed the following paybacks:1
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	38. Productivity gains overall  47%
(total pieces per man per hour before BP compared
to pieces per man per hour after BP)
Quality improvement overall 30%
Cost-down overall 7.25%
Furthermore BP
, as well as other Honda improvement tech-
niques such as Value Analysis and Value Engineering, helped to re-
duce the actual cost of purchased parts for the 1998 Accord by
more than 20 percent. These savings were generated not from cost
avoidance but from actual savings in material and labor on pur-
chased parts.
In Japanese, the word kaizen means “to make better” (see Fig-
ure 1–2). By the late 1990s, many other progressive innovators had
heard about Honda and started their own kaizen projects with
amazing, even better than expected, results. For most early
adopters, kaizen was a survival strategy that came along just in
time to free up buckets of cash and save customers. Kaizen saved
Lantech, a Louisville, Kentucky, packaging equipment producer,
a pioneer in lean or kaizen methods. Lantech used kaizen to re-
design products and power new product introductions, as well as
to take waste out of shop floor production and material flows.
In general, companies can expect to see efficiency improve-
ments rise from 20 to 50 percent; inventory reductions (raw mate-
rial, in process, and components) are drastic and immediate, from
20 to 80 percent; distance traveled on the production floor, an-
other way of looking at inventory cost and inefficiency, is usually
cut in half, with some areas showing reductions up to 90 percent;
productivity, a measure of how well production uses labor, equip-
ment, and materials—as in number of pieces produced per hour—
improves by 10 to 50 percent.
For many companies, Best Practices means continuous im-
provement, and when companies want to work hard on continu-
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	39. ous improvement, they  start with kaizen. Whether the projects are
called Honda BP
, Kaizen Blitzes, lean manufacturing, or simply the
Toyota Production System, they use many of the same simple tools
to rethink the way manufacturing works, usually starting with a
good pilot project that captures low-hanging fruit to build enthu-
siasm and process understanding. Investment is minimal; and in
fact, many kaizen projects remove costly capital equipment as well
as inventory.
The Kaizen Blitz
Honda’s BP process was designed as a thirteen-week experi-
ence, from training and data gathering through implementation.
Other methods, however, were developed to see rapid payback in
as little as four or five days. One of these techniques, dubbed The
Kaizen Blitz by the Association for Manufacturing Excellence, in-
troduced thousands of employees to Japanese methods. Kaizen
Blitz’s claims were enticing: “When was the last time your com-
pany improved productivity from 20 percent to 60 percent in only
four days? Or cut inventory by 50 percent in the same amount of
time?” These remarkable results were delivered by teams of em-
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	40. ployees guided by  facilitators. Employees learned how to work as a
team to tackle problems from the shop floor and, more important,
how to solve them quickly. The Kaizen Blitz teaches a highly fo-
cused process aimed at producing incremental performance im-
provements in narrowly targeted areas. It is a powerful technique
that delivers rapid, breakthrough improvements at lighting speed.
A Blitz involves everyone across an organization—managers and
workers alike. It is a low-cost, hands-on process in which all team
members are equal and everyone gets his hands dirty.
Paybacks are significant, with a range of performance data de-
pending on the level of expertise of team members and degree of
difficulty of the project. However, Kaizen Blitz experts generally
track big paybacks in the following areas:2
Kaizen Blitz Paybacks:
Set-up time reduction 70–90%
Productivity improvement 20–60%
Process time reduction 40–80%
Inventory reduction 30–70%
Walking distance reduction 40–90%
These results were compiled from more than fifty Kaizen Blitz
companies, including Critikon (a Johnson and Johnson Com-
pany), Hamilton Standard, Jacobs Manufacturing, Pratt & Whit-
ney,Wiremold, Microtouch, Nypro, Boston Scientific, US Robotics,
and Rockwell Automation.
Sustaining the Gains
Not all results have been perfect, however, because many com-
panies stall out after initial gains. Blitz projects tend to have great
initial impact; companies plateau, however, when they attempt to
apply the new methodology to all work areas. They have difficulty
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	41. sustaining the gains,  and they may rest at improved, but not excel-
lent, performance. Nearly every company that has begun its lean
journey reports great learning experiences, solid productivity
gains, and, initially, freed-up cash. The challenge is to maintain
that same rate of progress. Delphi Corporation, however, a
frequent winner of the Shingo Prize and a leader in lean manufac-
turing—one of the components of The Incredible Payback—con-
tinues to report huge and significant gains in production as well as
in its supply base.
The Challenge of Migrating Lean to the Whole Supply Base
Although most operations start with simple lean pilot projects
conducted on one line or one internal production area, it is more
difficult to take internal lean methods quickly or easily “outside” to
the supply base. Small- and medium-size suppliers may not have
the resources in-house to work on kaizen, and they may need help
with the lean development assists. Plus, their processes must be
well understood before they can be changed. Not all customers
can offer their suppliers the kind of skilled lean development re-
sources that these projects require.
But, when organizations combine strong Spend Management
and strategic sourcing with high-yield lean or kaizen processing
performance from excellent suppliers, they realize the full power
of The Incredible Payback. If management and control of the cor-
porate spend is in place, but supplier processes are unpredictable
and costly, companies can achieve The Incredible Payback by ad-
dressing their weaknesses in the supply base first. Either way, by
first managing and controlling the strategic spend a new way, then
improving the supply base, the results are significant.
We will talk more about proven results and how to plan and
measure gains as we look at success stories. But let’s be clear about
the potential for gains. If you follow the example of our leading
purchasing operations, your company can expect significant pay-
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	42. back to appear  quickly—in less than a year. When gains are easy to
achieve and quite significant, as your organization’s skill levels
rise, cumulative gains continue and the game will become more
challenging.
Benchmarking the Possibilities
In the late 1990s, three consulting firms—McKinsey, Arthur D.
Little, and AT Kearney—benchmarked a group of companies, try-
ing to identify what supply chain practices differentiated them
from other firms, and what practices were best and worst.
McKinsey looked at six best practice groupings—strategy, or-
ganization, execution, specifications and make buy, supplier man-
agement, and logistics and inventory management. AT Kearney
ranked the best of the best in manufacturing, resource conversion
(companies like Boise Cascade and Chevron), and services. One of
the benchmarked companies was Honda of America.
Honda: Best Practices Results and Data
Key supply management metrics showed significant differ-
ences among companies as well. In the critical area of quality per-
formance, or parts per million (ppm), Honda showed quality levels
well above other leading U.S. competitors’ scores of 300 ppm. De-
livery performance, a critical measure of on-time delivery capabil-
ity, is vital in the automotive industry, where shutting a line down
for even one minute has been estimated to cost about $26,000.
Honda’s delivery performance ranked at 99.9 percent—nearly 100
percent of all parts (components and systems) arrived at the as-
sembly plant on time, complete—not early and not late—to the
line’s requirement date. The third measure of supply chain perfor-
mance, inventory, stood at less than twenty-five days among the
leaders. But again, Honda showed far superior control, running
with less than four days total inventory in 1997. Two more mea-
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	43. sures of superior  supply management, the amount of material
sourced to preferred suppliers (100 percent at Honda and 85 per-
cent among other leaders) and training hours per person (greater
than eighty at Honda) showed the gap between procurement Best
Practices at this transplant and its sourcing competitors.
Furthermore, the measure of procurement’s ability to manage
a spend well, to keep costs within the inflation rate, or to beat in-
dustry average increases, showed great disparity between the best
and the worst performers. The best performers were able to de-
velop a five-year savings plan and execute it. Clearly, companies
like Honda and its suppliers were doing something vastly different
with purchasing.
Deere and Company’s Experience with Best Practices and
Spend Management
In the late 1990s, John Deere, the global agriculture and heavy
equipment manufacturer, was doing quite well for itself.With sales
of $13 billion and worldwide employment of more than 45,000
people, the company was able to weather periodic sector down-
turns and continue to show nice profits.
Deere could have done better, however, because the supply
management operation was not structured to yield The Incredible
Payback. Highly decentralized, with more than 14,000 active sup-
pliers worldwide, it was hard, if not impossible, for the company to
get a handle on its spend—what the company was buying in raw
materials and production components and where—the first step
toward understanding The Incredible Payback. No single system
summarized exactly what the company was buying in raw materi-
als and production components, and from whom, and how often.
Individually, Deere’s decentralized plants could point to very
successful operations, but centrally, it was impossible for Deere to
leverage its global size and optimize supply chain power. Manu-
facturing’s global operations numbered seventy-two, each of
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	44. which maintained a  separate supply chain, with different prices
and specifications.
And the redundancies appeared in global product distribution
as well. For example, bearings that were used in production in Swe-
den, Japan, and South Korea were each sourced locally to a different
supplier. Steel, another heavy hitter and a common denominator in
many of Deere’s globally produced products, was controlled and
bought by a highly decentralized group of supply chains. And yet,
with a $13 billion spend, even a savings of 1 percent per year would
have returned $130 million to corporate coffers, more than enough
to fund a run of new products or a couple new plants.
But like many big and successful corporations, the problem
was not worrisome, and there was little incentive to struggle with
major change. Best Practices dictate, however, that to improve re-
turns, big changes in supply management are the proven way to go.
The Two Proven Paths to The Incredible Payback
There are two approaches to achieving bigger profits driven by
supply chain returns. These two comprehensive approaches, com-
bined, produce The Incredible Payback:
1. Best Practices—twenty maturity index points that define
high-level supply chain operations practices
2. Spend Management—strategic sourcing that manages and
controls the spend
Payback for Best Practices and Spend Management
Let’s look at the expected payback, or yields, for these two dif-
ferent approaches. Since most operations started to upgrade some
of their supplier relationship and procurement programs well be-
fore Spend Management, we’ll start with paybacks for Best Prac-
tices first.
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	45. Best Practice Paybacks
We  took a look back at procurement leaders as we rounded the
fifteen-year mark in quality and delivery systems, and the perfor-
mance gap was striking. We know that if companies address pur-
chasing Best Practices the way the high performers have, they will
experience the same remarkable paybacks that early adopters of
just-in-time (JIT), lean principles, the Toyota Production System,
and Six Sigma quality have experienced.3
Metrics Leaders’ performance 1993 1996
Quality (ppm) under 300 ppm 5426 2339
Delivery performance Over 95% 76% 85%
Total Inventory in Days Under 25 40 31
% Sourced Preferred Over 85% 75% 80%
Training hours/person Over 80 46 32
With a Six Sigma goal of 99.9996 percent perfection (only 3.4
defects per million), our data showed that there is always oppor-
tunity to improve. Delivery performance—the number of days be-
fore or after the promise date when the material is actually
received—truly reflects how well the supply chain is meeting mar-
ket demand. Clearly, the difference between over 95 percent on
time performance and 76 percent reflects the enormous cost of
missing schedule—payroll for dozens of expeditors, overtime, and
premium shipments, all unnecessary expenses eliminated by Best
Practices. How profitable can a facility be when a quarter of sched-
uled incoming material is not there, or when more than a month
of twelve months’ potential profits sits untouched and rusting in
inventory?
Best Practices in quality, inventory, and delivery clearly cost
less than bad performance!
Most companies are familiar with a few of the twenty Best
Practices applied to raise the manufacturing performance of pro-
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	46. ducers and suppliers  in critical quality, performance, and cost
areas. In manufacturing and in white collar areas like order ad-
ministration, engineering and quality, quality methods, JIT, the
Toyota Production System, and other lean manufacturing meth-
ods have enabled many producers to streamline processes and
eliminate waste, as they increase productivity, cut lead times, and
improve quality. These efforts usually fall under Best Practice #2,
Supplier Development, because purchasing, which is concerned
with quality and delivery problems with purchased material, will
take a hard look at supplier processes first.With each new method,
producers have been able to improve quality as they lay out new
production flows, train workers, and redesign work to improve
productivity and reduce waste.
z
The Twenty Best Practices That Define High-Level Supply Chain
Operations Practices4
Best Practice #1: Cost Management—Cost management
includes target pricing, cost tables, jikon (Japanese-style
customer/supplier meeting), and kaizen productivity im-
provement techniques.
Best Practice #2: Supplier Development—Included in sup-
plier development are quality teams and supplier engineer-
ing. Honda, the leader in supplier development, measures
the effectiveness of supplier development by percent of lo-
calization, ppm (parts per million) quality, on-time delivery,
supplier involvement in new product and other technical is-
sues, and training time.
Best Practice #3: Value Analysis (Value Engineering)—The
careful analysis of design early in the new product cycle to
determine best materials, best tooling, and best manufactur-
ing processes.
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	47. Best Practice #4:  Nontraditional Purchasing—Maintenance
Repair Operations (MRO), indirect materials and services,
and other nontraditional purchased items.
Best Practice #5: Supplier Quality Circles—When Honda
started to produce vehicles in North America, its first ap-
proach to helping suppliers raise their quality levels was to
create dozens of supplier quality circles for training, general
discussions, and problem solving.
Best Practice #6: Training—Internal training for purchasing
professionals includes benchmarking and formal training in
supplier development, quality, project management, etc. Ex-
ternally, training for suppliers may cover the same areas as
well as specific technology issues.
Best Practice #7: Supplier Information Sharing—This in-
cludes study groups, seminars, and management meetings.
Best Practice #8: Supplier Conference—Honda, Harley-
Davidson, and other Best Practice leaders sponsor annual
supplier conferences in which suppliers are recognized for
their quality and delivery performance as well as for technol-
ogy leadership.
Best Practice #9: Supplier Performance Reporting—The best
organizations consolidate supplier performance reporting
into a single “report card” that contains all key metrics.
Best Practice #10: Supplier Surveys—Every customer wants
to retain the best suppliers, and one way to determine if the
relationship is working well is to ask suppliers to evaluate the
customer’s processes. Supplier surveys that are conducted by
a third party uncover a gold mine of partnership issues and
point to productive solutions. For examples of supplier sur-
veys used by Honda and Motorola, see Breakthrough Partner-
ing: Creating a Collective Enterprise Advantage.5
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	48. Best Practice #11:  Delivery Improvement—A delivery im-
provement program is a focused, continuous program to
work with suppliers who make the highest negative impact
on the customer’s delivery schedules.
Best Practice #12: Tool and Technical Assistance Centers—
Best Practice leaders maintain tooling and technical support
centers solely to assist suppliers with expertise that they
might not have in all component areas. The inclusion of these
technical assists in purchasing or purchasing engineering
emphasizes their strategic value.
Best Practice #13: Supplier Support (SWAT) Team—Supplier
support (SWAT) teams are groups of dedicated experts who
assist suppliers in various ways by arranging meetings, study
groups, and seminars; or, they may be rapid response teams
that can respond to supply emergencies.
Best Practice #14: Loaned Executives—When a supplier
loses a key manager or technical employee, finding and lo-
cating a replacement can take up to a year, an unacceptable
time for JIT schedules. At one point, Honda has had as many
as fifteen professionals loaned out at one time to suppliers.
Best Practice #15: Early Supplier Involvement—Chrysler’s
breakthrough platform teams, colocating purchasing and de-
sign pros, and better product development software allow the
most competitive enterprises to involve suppliers from con-
cept through final design.
Best Practice #16: New Model Development Group—Some
excellent producers invest in a dedicated team in purchasing
to working with engineers and designers on product launch.
Best Practice #17: Written Strategy for Every Supplier, Every
Part/Commodity—One of the most important tasks in Spend
Management is to develop a written strategy for every sup-
plier, and every part or commodity. This document addresses
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	49. performance history, technology  trends, as well as price and
specification data.
Best Practice #18: Strategic Planning and Administration—
Supply chain’s strategic role includes planning for new plant
and new sources to meet increased capacity requirements, as
well as developing contingency and other strategic plans for
emergencies and market drops. If purchasing does not par-
ticipate at this level of corporate strategy, profit plans are un-
realistic.
Best Practice #19: Career Path Planning and Academic Out-
reach Programs—In the past fifteen years, group opportuni-
ties to manage and develop high-performing supply
management processionals have exploded. Resources from
organization such as Michigan State, San Diego University,
Arizona State, the Institute of Supply Management (ISM), and
specialized consulting groups continue to enrich their course
offerings. The best programs are used by customers, suppli-
ers, and competitors alike.
Best Practice #20: Purchasing Systems—Systems that man-
age spend and control buying and material movement
should ideally be linked to suppliers and internal users. How-
ever, smaller innovative software solutions may offer great
flexibility and value. The best supply chain performers often
use a mix of big data accumulators and smaller, agile prob-
lem solvers and analysis solutions.
Starting Out on the Right Foot to Build Best Practices
Even Honda and Toyota, the best of the best automotive oper-
ations that have pioneered clean process and a unique approach
to procurement, are continually challenged by market competi-
tion. They know that their capabilities must be ready to move with
continuous change. The performance gap, the huge chasm be-
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	50. tween performance that  meets market demands and limited
progress toward the ideal, requires consistently superior perfor-
mance.
The first four Best Practices plus #16 New Model Development
Group and #18 Strategic Planning and Administration were key to
Honda’s early work on taking costs and waste out of the supply
chain. Although most operations start with only one or two of the
five, it is possible to make simultaneous progress working with the
following five initiatives.
1. Cost Management
2. Supplier Development
3. Value Engineering or Value Analysis
4. Indirect, MRO and Nontraditional materials and services
procurement
5. Supplier Quality Circles
Incredible Payback Gains
Figure 1–3 illustrates the bottom-line potential of three ap-
proaches to cost management:
1. Keeping up with the purchased priced index (tracks infla-
tion)
2. Adopting some Best Practices, without a sharp, focused
Strategic Sourcing approach that targets Spend Management
3. A cost focus that draws on all opportunities offered by Best
Practices, including Spend Management’s consolidated buy
and leveraged spend
Organizations that gear performance to follow the purchased
price index are planning for average performance—nothing ex-
ceptional, no surprises, no big competitive wins. This type of “get-
ting by” strategy guarantees that procurement will not take center
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	51. stage in any  cost-cutting drive; similarly, it is clear that when top
management is looking for significant profit growth, they will not
turn to supply management whose work is at this “gentlemen’s C”
level.
Honda and Toyota transplant centers, however, show that their
focused cost approach (#3) consistently yields savings of one-
quarter of their total spend. Think about it—if your company
routinely buys $1 million per year in materials and services, pro-
duction and nonproduction (the spend), Best Practices will save 25
percent of that, or $250,000. If your company spend totals $1 billion
per year, Best Practices will net more than $250 million a year. It’s
hard to ignore the potential when the proof continues to grow.
Making an Investment in Best Practices
Leveling up supply base performance through adoption of
Best Practices and operating at a more mature and dedicated pro-
fessional level does not come without some up-front costs. At
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	52. Honda’s Marysville, Ohio,  complex, the purchasing function en-
compasses more than four hundred professionals. Yet, for Honda,
staffing up to develop and support a strong, local supply base was
not a question of “How much?” but “When?” Training, job rota-
tions, new systems, all the resources that add power and variety to
a supply management group’s potential, are expense items that
should pay their way many times over.
John Deere added 175 new strategic supply management posi-
tions: 100 for supplier development, 50 cost management special-
ists, and 25 Best Practice specialists. Delphi Corporation added
cost-and-systems and supplier development experts. And at
Respironics, a high-growth medical equipment producer at the
beginning of Incredible Payback work, two new supply manage-
ment positions at headquarters, and training for upcoming kaizen
projects, plus twenty days of consulting, were required to launch
the campaign.
The Second Path to The Incredible Payback—Spend
Management
Spend Management is a new term that describes the manage-
ment of all expenditures for purchased materials and services,
from metal and plastic components to temporary help and travel
expenses, all the checks that companies pay out to stay in busi-
ness. In most operations, companies have only a partial picture of
what it really costs—how much they spend in total—to make their
product. They typically skip advertising expenses or some person-
nel benefits, but even office supplies and production repair mate-
rials should be included in the total spend. Yet, all these categories
of expenditures are part of a corporation’s total spend, and the best
purchasing executives understand that every dollar counts. If your
company does not know how much it spends on specific com-
modities or services, or with specific suppliers, it will be difficult to
leverage the power of a large spend to achieve a good payback.
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	53. When purchasing functions  are decentralized, however, it may
be impossible to pull all the spend data together in a single docu-
ment. That is what must be done eventually, but in a decentralized
operation, it may be necessary to pick a different starting point. A
good place to begin is to gather at minimum the material, labor,
and indirect materials required by production to make products.
This information is usually available from the cost accounting sys-
tem, and it should be fairly reliable.
We emphasize the importance of gathering all relevant cost
data whenever it is possible, because it is important to establish a
baseline against which managers can plan and monitor Spend
Management.
Spend Management at John Deere and Company
In 1998 John Deere took a hard look at its purchasing results in
comparison with recognized Best Practice leaders and industry
average performance. Although the typical North American off-
road equipment producer maintained year-to-year purchased
parts price increases that were well below the purchased price
index—a tracking number that grows about 2 percent per year—
there was an enormous and growing gap between acceptable re-
sults and the purchased costs of Japanese transplant high
performers. The Japanese transplants’ total spend or purchased
costs continued a steady drop to well below other producers’
prices. Traditional purchasing practices could not explain the si-
multaneous drop in purchased costs linked to higher quality and
features found in transplant products.What would allow the trans-
plants to continue to show such incredible cost differences?
The company spend totaled approximately 7.1 billion per year
(70 percent of global manufacturing costs) by maintaining what it
felt was an acceptable 2.6 percent yearly increase between 1992
and 1998—well below the typical purchased price index. Supply
chain managers realized they absorbed an additional $560 million
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	54. in costs per  year, or more than one-half billion dollars in addi-
tional spend! These millions of dollars of cost increases scattered
through the company’s purchase of production and nonproduc-
tion items, such as travel and benefits, were unexamined in-
creases. No one really knew if they were necessary, or if they were
contracted for or agreed upon, or how the suppliers were billing—
truly, these cost increases “just seemed to happen!”
Furthermore, despite high growth, and market and currency
swings, new plants and new products, the Japanese transplants
still showed total spend that dropped predictably and consistently
from 3 to 5 percent per year. Clearly, the transplants’ procurement
operations were doing something radically different, but North
American producers, who were inclined to accept “normal” cost
increases, were oblivious.
The 3 Percent Factor
Deere managers asked themselves: What would happen to our
growing $7 billion spend if we targeted savings by simply leveling
off cost increases and maintained a nearly flat cost curve? Savings
would be significant and measurable, but they would merely rep-
resent keeping the lid on costs. The Japanese producers’ sharp de-
crease in purchased parts costs on a yearly basis intrigued Deere
management. If the transplants’ supply chain pros—American
managers, working in North America with primarily American
suppliers—could save billions and still grow and capture more
market share with new products and higher volumes, why couldn’t
Deere?
And the answer was, “Yes you can!”
Optimizing the Supply Chain
In this economy, when some companies save money by cut-
ting back on people and new systems and new initiatives, smart
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	55. use of resources  becomes even more important. It is becoming dif-
ficult for a small- or medium-size supplier to do anything but get
production out. What initiatives can no company afford to aban-
don?
Ninety percent of all companies do not take advantage of the
cash available from optimizing their supply chain—every day, they
let money flow through their fingers. For example, imagine a com-
pany called North American Automotive Supplier manufacturing
and selling $200 million of product annually, with a total spend of
about $100 million.
If this manufacturer’s goal is to make a 5 percent after-tax
profit, and everything goes well, the company will earn $10 million
in a good year. On the company’s $200 million in sales, if it puts
into place the right capabilities—“enlightened” supply chain pro-
fessionals who are educated and leveled up to the top quartile, if
not higher—the company could easily save 3 to 5 percent a year,
every year, of that $100 million spend. (Five percent is not easy, but
3 percent per year is, assuming the company has not done so al-
ready—and remember that 90 percent of companies have not
done so already.)
The savings accumulate. In year one, the easily achievable 3
percent savings amounts to $3 million of North American’s $100
million spend; by year two, it would have totaled $6 million. At this
point, purchasing would be finding savings on different parts of
the spend, typically, so that by year three, the total still grows, to $9
million. In year four, savings climb to $12 million, and by the fifth
year in North American’s Spend Management plan, the company
would have accumulated a whopping $15 million. In fact, in five
years, if the company were to get a handle on the spend using
sound verify, track, and control (VTC) principles, North American
Automotive’s cumulative $15 million in cost savings would repre-
sent 50 percent more than its best year’s profits! Retaining another
$15 million in spend translates to revenue growth of 7.5 percent
sales growth—all without adding any new products or plants!
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	56. Look what happened  to profitability with a simple 3 percent
annual improvement. Amazingly, any good company can achieve
3 percent improvement. When companies aggressively pursue
Spend Management, they can increase the goal to 5 percent. For
North American Automotive Supplier in our example, a 5 percent
after-tax yearly spend savings would mean $5 million per year, or
$25 million in five years, again more than double one year’s “nor-
mal” $10 million profit.
It sounds too good to be true. And in many companies, unfor-
tunately it is. Savings just like these seem to evaporate by the end
of the budget cycle—it’s not a mystery where the “extra” cash went.
We see far too many operations that successfully negotiate new
contracts to free up fresh cash, only to lose it to another category
of expenditures. Or, when finance fails to monitor the projected
savings by reviewing invoices and payments, somehow that well-
earned cost reduction seems to disappear. So, savings without
tracking is meaningless. We’ll talk more later about how to pre-
serve savings by using another element of good Spend Manage-
ment, the discipline of VTC.
How many companies would like to double their current
profit, by using basically their current workforce? If they ratchet up
workforce performance and invest in Best Practices and Spend
Management, it’s an incredibly powerful message. But the single
largest problem in all of this smart sourcing is that people don’t be-
lieve it. Senior management personnel have so many things to
think about that they look right past Spend Management because
it’s perceived as “too hard,” because it cannot be done in fifteen
minutes by the one-minute manager.
Spend Management is a program that takes six or seven and
sometimes eight years to execute. Successful supply chains have
to build up the capability through their people, systems, and
processes, and they have to keep it going. We take the 5 percent
savings from two different directions:
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	57. 1. For 3  percent savings, 50 percent would come from current
purchased production parts.
2. The remaining 50 percent comes from supplier integration,
working with suppliers’ engineering departments in up-front
relationships to lower costs as we develop new products to-
gether. When producers work side-by-side on new products
from the concept stage, we achieve big savings together.
So there are two approaches—Best Practices and Spend Man-
agement—to competitive supply management, both directed to-
ward first controlling costs and then growing purchasing
capabilities over the long term. Let’s look at four different exam-
ples of good companies achieving the Incredible Payback.
The Incredible Payback Works for Everyone!
These four stunning examples are good illustrations of The In-
credible Payback—Honda, Deere, Delphi, and Respironics. We will
continue to look at them as we move through other areas of The
Incredible Payback.
HONDA OF AMERICA—1998 ACCORD TOTAL MANUFACTURED COST WAS
CUT BY OVER 25 PERCENT
Most automotive producers outsource more than 80 percent
of the cost of a vehicle. The percentage of outsourced material
contribution to total vehicle cost has been increasing as more ve-
hicle designs call for systems—dashboard systems, seat systems,
ignition systems, and even audio systems—rather than five or six
thousand individual component parts bought from suppliers and
shipped in for component assembly at various feeder lines.
At the same time, customers like Honda and Toyota have re-
duced the number of suppliers they rely on to produce these sub-
systems. Honda, for example, used only 353 suppliers to provide
all components for its Accord and Civic assembly lines; contrast
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	58. this very manageable  number of suppliers with the thousands of
suppliers that auto producers typically used fifteen years ago. Sup-
plier involvement and new model design work allowed Honda
buyers to reduce vehicle costs by more than 25 percent.
As producers reduced the number of suppliers with which
they partnered, however, they increased the performance de-
mands and reliability/quality expectations for each of these sup-
pliers. Contract totals, as well as the professional level of buyers
inside supply management, rose. Honda’s procurement depart-
ment essentially included one well-trained professional for each
supplier on the Honda payroll. So what happened in this big shift
of purchasing roles and objectives? As the number of suppliers
dropped, the need for involvement and expertise around supplier
technologies and scheduling rose. Essentially, procurement traded
high volumes of day-to-day buying and tracking transactions for
fewer high-impact customer/supplier relationship work details—
problem-solving design collaboration, for example. The leaders
raised the ante for procurement involvement in corporate
strategies.
For Honda, the investment in 350 professionals in procure-
ment to support some 350 suppliers yielded not simply high-level
day-to-day performance but an Incredible Payback. Honda’s
strategic sourcing strategy put the company’s Accord in neck-to-
neck competition with Toyota’s similar and competitively priced
Camry. Both sedans offered consumers a new price point. Toyota
surprised its Marysville competition by reaching 30 percent, a few
points above the Accord, cost down in its Camry.
JOHN DEERE & COMPANY
After Deere discovered that its profitability could be greatly
improved by adopting some of the excellent supply management
practices of the transplants, the company decided to try some new
ideas. The company imported key supply management profes-
sionals who were familiar with Honda’s methods. The company
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	59. immediately introduced Deere  to Best Practices and Spend Man-
agement, and the results were encouraging; hundreds of supplier
kaizen and lean projects turned in impressive productivity, inven-
tory, and cycle time improvements. The relationship building and
integration of new ideas between the customer and eager suppli-
ers strengthened and energized the supply base and prepared
teams for more.
In Spend Management, Deere opportunities were abundant,
and detailed cost analysis uncovered many opportunities to target
cost imbalance in all commodities, starting with big ones like
steel, as well as many MRO items. Initial results were so exciting
that Deere management was eager for more kaizen and cost target
work. Spend Management, however, is more of a long-term disci-
pline than most kaizen work conducted in the supply base, and
Deere confirmed this time frame. One of the organization’s foun-
dation pieces for long-term sustained Spend Management is a
central procurement function that makes all strategic sourcing de-
cisions for the company.
In its first year, Deere strengthened its supply management
leadership team and added cost management processes. The pay-
back was $120 million in net savings, enough to cause manage-
ment to optimistically raise the savings objective from 2.8 percent
to 5 percent, an aggressive top-performance level not achieved by
more than a handful of healthy organizations.
z
A Sample of Deere’s Year-One Paybacks:
Projects Savings
IT Desktop $7.3M
MRO 3.0
Travel 3.0
Contingent 4.6
Fleet 0.41
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	60. Deere’s new supply  management organization was able to
achieve incredible results in five years, more than a $40.5 million
reduction in the corporate spend, while plants and divisions
continued to have a voice in the sourcing process. Centralization of
supply management continued to ensure Deere even bigger gains.
z
Before After
❑ No consistent strategic ❑ Common strategic
sourcing process sourcing process
❑ Unit sourcing authority ❑ Enterprise/division
(maverick spending) sourcing based on
approved strategies
❑ Volume leveraging ❑ Enterprise/division
covering 15 to 20 percent leveraging for 90 percent
of spend of spend
❑ Factory-managed supply ❑ Enterprise/division
base (decentralized) managed supply base
❑ Inconsistent demands ❑ One face to suppliers
and messages
DELPHI CORPORATION’S INCREDIBLE PAYBACK
A few years ago, Delphi Corporation further raised the bar for
performance by taking another look at strategic sourcing. While
first-tier producers—the Big Three and the transplants—were
working at cost management and new product launch challenges,
Delphi discovered that second- and third-tier producers had
equally formidable challenges. Product variety and complexity
continued to grow, as their first-tier customers demanded tech-
nology, price, and scheduling successes, one after another. It
seemed that the stress of first-tier producers had been magically
outsourced to their second- and third-tier suppliers, where the
pressure continued to build.
Like many suppliers, Delphi needed new ways to protect profit
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	61. margins while maintaining  healthy growth and the kind of quality
and innovation that the market demanded. At Delphi, 59 percent
of sales dollars go to purchased goods and services, while 29 per-
cent is spent on manufacturing in-house costs (6 percent for engi-
neering and R&D, and 6 percent for SG&A), which leaves little for
profit. To change the equation and produce a predictable and
healthy 10 percent profit (or $2.6 billion), Delphi’s manufacturing
and purchased costs—the biggest cost contributors—had to be re-
duced considerably over a reasonable horizon of five years. The
big question for Delphi management was, however, where the sav-
ings would come from.
The answer came from Delphi procurement. Their response
was simple—The Incredible Payback. By raising the bar internally
on performance, Delphi cut waste and achieved its greatest ever lev-
els of efficiency and productivity. Delphi’s lean transformation in-
ternally was, in fact, so effective that five plants were awarded the
Shingo Prize for their leaned-out processes. Delphi executives knew
that taking the same excellent internal performance to outside sup-
pliers would generate even more big savings. Current rates would
need to be improved dramatically, while implementing new sys-
tems for cost management and model-to-model cost reductions.
Investing in people and systems to generate high paybacks is
an absolute requirement. So when Delphi supply managers asked
for an additional $25 million a year to invest in high-yield man-
power and systems, they knew they would receive $75 million back
in savings, or three times their original investment.
In the recession of 2002 to 2003, Delphi’s Spend Management
and Best Practices created a buzz in Detroit. There was talk of lay-
offs of ten thousand technical and professional people to cut costs.
But why not, suggested one vice president, take another look at
Spend Management and look for savings (and new profits) there,
particularly in low-cost areas of the world, if the company would
put the resources in place to do it? The vice president wanted the
company to hire sixty-eight supply chain professionals (engineers
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	62. and strategic procurement  specialists) and they guaranteed that
the new hires would realize four times their original $5 million
investment, or another $20 million. Furthermore, procurement
knew that many parts could be bought for 30 percent less, and the
company could double or triple profits in three to five years. Why
not try it? Assign a CPO, and give that person 100 percent global
buying authority. Sure, it’s a grind, but it works! A call to purchas-
ing managers for specific suggestions brought in more than four
hundred of them, and the savings rolled in.
RESPIRONICS, INC., A HIGH-GROWTH MEDICAL DEVICES COMPANY
Respironics, which has its headquarters in Pittsburgh, Penn-
sylvania, is a $470 million producer of medical products such as
sleep apnea devices and breathing equipment. The company
knew its margins were eroding, despite a booming annual 17 per-
cent growth rate and a long series of successful new products.
Benchmarking excellent supply chain performers, including Dell,
Honda, Harley-Davidson, and IBM, convinced Respironics’s exec-
utives that a supply management initiative combining Best
Practices, especially supplier development, and some Spend Man-
agement, would show strong results fast. With a nearly $200 mil-
lion spend spread over some 1,500 suppliers, the executives knew
tremendous opportunities lay untouched in the supply chain, and
they were not disappointed.
By creating a new strategic sourcing function, and adding two
dedicated professionals to work with costs and supplier develop-
ment, the company developed a plan designed to show results in a
matter of months. A $10 million privately held key plastic face mask
supplier was chosen for Respironics’s first supplier development
project, and as predicted, with a few weeks of training and experi-
enced guidance from Dave Curry, a Honda purchasing veteran,
things started to look better, and work better, at this company.
Team members picked a team name—TAT for “take action
today”—and started to gather baseline data.
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	63. “Cardboard Is Not  a World-Class Material!”
Those words were uttered by Mark Preston, Respironics’s sup-
plier development manager.
For five weeks, Dave Curry’s team observed and gathered data,
and learned patience. As Curry remembers it, team members were,
as most kaizen veterans will tell you, eager to get moving and do
something. They were new to the data gathering and analysis
game, and they wanted to get it over with. “We had to practically
strap them to the chairs,” recalls Curry, but the results were im-
portant because team members were convinced not to attack their
first obvious target after studying the numbers.
Respironics needed more production in the hospital face mask
area, a product group growing at ever increasing rates. But this key
supplier was experiencing 18 percent rejects. So, four Respironics
and four supplier process improvement team members got to work
and uncovered the following:
Actual Goal
COPDS (5S compliance) 1.12
Volume per day, 2636 3400
Line balance 81.3% 90%
Cycle time 77 seconds 15 seconds
Rejects 18%, or 300/day 200/day, May, 150 or less
Batch one-piece flow
Wait time on assembly line, 9 sec 5 seconds
Travel distance 527 feet under 400
Floor space 7153 6500
Inventory, work in process 19K 15K, or 4 to 5 days going to
3 days
Raw material 4K on the floor 3 days
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	64. The suggestion system  tallied over fifty from the floor in the
first four weeks, over half usable.
The team established quantitative goals and picked targets.
Among the first objectives included taking one model line from
batch to one-piece flow for hospital masks. Reject levels were high
at about 18 percent, complicated by a difficult layout and er-
gonomic challenges. With good margins but too much waste, the
company was ripe for transformation, and Curry predicted that
the company would double productivity on its first project.
In April, a management review meeting went over the team re-
sults. The supplier’s insurer toured the plant and was blown away
by the change in buildings, equipment, processes, even the way
people looked, which was happier and more energetic. They were
stunned by the amount and quality of hard data papering the war
room’s walls, and stated, “We’ve never seen this type of informa-
tion at a company this size!”
LOGISTICS.COM
We mentioned the importance of looking at the entire supply
chain, from inbound material and purchasing through processing
and manufacturing and out to distribution and logistics. The com-
plexity of supply networks delivering on JIT schedules demands lots
of very smart software assists, and a few companies have taken ad-
vantage of outstanding optimization software to look at their mate-
rial flows and their spend. Optimization software used by logistics
providers and shippers is a great payback opportunity area. Quaker
Oats, for example, worked four times with Logistics.com (now part
of Manhattan Associates), an optimization software provider. Each
time, the company cut an impressive 4 to 8 percent off its trans-
portation spend, saving millions of dollars and improving service
levels. Similarly, consumer products giant Fortune Brands, whose
brand names include Jim Beam, Knob Creek, Geyser Peak, Titleist,
Cobra, Footjoy, Master locks, Moen, Day-Time, Kensington, and
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	65. Swingline, saved over  $900,000 through a collaborative transporta-
tion procurement agreement reached with Logistics.com.
It’s an opportunity that purchasing executives cannot over-
look.
Conclusion
Honda, Deere, and Delphi—each one of these operations once
had traditional purchasing and manufacturing/distribution prac-
tices, with low and unpredictable yields. Each of the four had to
create a new awareness of procurement’s role in driving corporate
profits. And each company boasts supply management leaders
who continually take the lead in meeting corporate revenue ob-
jectives. No longer simply a cost burden, procurement’s contribu-
tions to the bottom line have won the attention of investors and
shareholders alike.
In a desperate economy, when so many companies simply dis-
solve and others lay off thousands of good employees, smart use of
all resources becomes even more important. We said that ordinary
performance will give a company from 2 to 3 percent savings in
purchased costs; however, more aggressive and thoughtful pursuit
of Spend Management and Best Practices guarantees a 3 percent
annual savings. But expert application of these two approaches
takes a good company into the small group of excellent perform-
ers who project and deliver 5 percent savings or more annually.
Raising levels of supply base performance does not come
without some upfront investment, however. Deere added 175 new
strategic supply management positions: 100 for supplier develop-
ment, 50 cost management specialists, and 25 Best Practice spe-
cialists. Honda of America dedicates approximately four hundred
purchasing professionals to strategic sourcing and working with
suppliers; the rough payback that Honda calculates on its
$100,000 annual investment in a supplier engineer is three to five
times the annual salary package, or $300,000 to $500,000 in cost
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	66. reductions and productivity  improvements, which is not a bad
payoff!
We believe that to combine short-term results with long-term
financial gains, a company must master both approaches to The
Incredible Payback—that is, managing the spend and strategic
sourcing, combined with Best Practices. Whether the discipline is
called kaizen, Honda BP
, or lean methods, the combined payoff
will be more certain, with less risk, and will provide a solid foun-
dation for growth.
Best Practices pay off. Eighty percent of companies enjoy The
Incredible Payback opportunity, but only the best maintain focus
to implement more than a few Best Practices in the supply base, or
internally in local production or procurement operations. With
only partial initiatives, their results may be promising, but they are
generally limited and difficult to maintain. Furthermore, few pro-
curement operations are centralized and equipped to carry out
high-level Spend Management, the type of hard-driving discipline
that yields billions of dollars in savings. Although we are working
with different cultures, different size companies, different life cy-
cles, and different tools, every company faces a common chal-
lenge—the opportunity to save billions without laying off millions.
It can be done!
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	67. Chapter 2
Ten Common  Mistakes
TRADITIONAL STRATEGIC AND TACTICAL APPROACHES TO SOURCING, BUILD-
ing, and distributing successful products will not allow purchasers
to see or capture big paybacks because traditional approaches only
provide partial solutions—they don’t include Best Practices and
Spend Management. Most traditional purchasing and manufactur-
ing functions take a narrow focus that does not reach all key areas
of the supply chain; they are not big enough and deep enough to
lead the kind of change we envision. Furthermore, since most tra-
ditional purchasing organizations’ systems are not well-integrated
and cannot meet all key information requirements, achieving big
paybacks with Spend Management is a challenge. Although it is
possible to achieve, year after year, good savings with only limited
or partial information, to sustain the 3 to 5 percent total spend sav-
ings that we advocate, companies must see the entire spend and
they must see beyond this year’s budget. Achieving billions of dol-
lars of savings without hurting the supply base or cheating cus-
tomers out of value is the challenge of every producer, and Best
Practices and Spend Management are the answer.
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