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Abstract:

In pursuit of new revenue opportunities and lower-cost operations, manufac-
turers around the world are creating ever-more complex global networks of
sourcing, manufacturing, marketing, sales, and service, and research and devel-
opment activities. Over the last two years, we have monitored the development
of such networks through our global benchmark studies of the global operations
of nearly 800 manufacturers based in North America, Western Europe, Central
and Eastern Europe, South Africa, and Asia-Pacific. These companies represent
a broad range of industries, including consumer business, automotive, high-
tech, diversified industrials, pharmaceuticals, and the chemical process sector,
and together account for about $1 trillion in global sales.!

Our research finds that most companies have made little progress in optimizing
their operations from a global perspective. Rather than take a holistic view in the
expansion and optimization of their global networks — the complex web of sup-
pliers, production and R&D facilities, distribution centers, sales subsidiaries,
channel partners, and customers, and the flows of goods, services, information,
and finance that link them — most global manufacturers focus on fixing individ-
ual pieces of the network. In spite of launching many improvement initiatives
across their global operations, most are overwhelmed by increasing strategic

! For further details on this research, see Deloitte Research, Unlocking the Value of Globaliza-
tion: Profiting from Continuous Optimization (New York and London, 2005) upon which study
this chapter is based.
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and operational complexity. And the complexity will only increase as compa-
nies continue their global expansion efforts — as our research indicates they
will. The problem is that those who let their global footprint grow without con-
tinuously determining how the various pieces of their operations should be re-
designed, rationalized and optimized unwittingly build in huge redundant costs
while losing opportunities for higher growth and profits.

2.1.  The Optimization Paradox

Coordinating product development, supply chain, and sales and marketing
activities that are oceans and time zones apart will become even more difficult
in the years ahead as companies’ operations become more fragmented with
continued globalization.

This is just one of the key findings our global research on how companies
can effectively optimize global networks. It is based partly on our comprehen-
sive, in-depth global benchmark survey with executives at nearly 800 compa-
nies or business units around the world.

Over the next three years, more than 50 percent of North American man-
ufacturers plan to enter or expand sourcing and marketing/sales operations in
China. More than 40 percent say they will enter or expand into markets in
Central and Eastern Europe. And more than 20 percent will initiate or expand
sourcing and manufacturing operations in Mexico (Figure 2.1).

Western European manufacturers are not standing still either. With the east-
ern expansion of the European Union, more than 50 percent expect to increase
their market activities in Central and Eastern Europe over the next three years
and nearly 40 percent expect to enter or expand their sourcing and market-
ing/selling in China.

Such moves cannot but help introduce major inefficiencies into the value
chains of global manufacturers. In addition, shrinking product cycles means
less time for an increasingly dispersed workforce to collaborate and manage
product transitions in each product cycle. This is especially important as com-
panies come to rely more and more on new products to boost revenues and
satisfy ever-more demanding customers. On average, companies expect new
product share of total revenues to hit 35 percent in 2007, a 66 percent increase
from 1998.2

2 New products are defined as products introduced over the last three years. See also Deloitte Re-
search, Mastering Innovation: Exploiting Ideas for Profitable Growth (New York and London,
2004).
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Figure 2.1. Relentless Globalization: Emerging Markets Dominate Top Three Growth Destina-
tions.

Despite the clear advantages that can be derived from optimizing the value
chain, most manufacturers lack the capabilities to do so. Less than a third (30
percent) report an advantage in supply chain cost structure. In comparison, 70
percent say they had better product quality than their primary competitors (Fig-
ure 2.2). Perhaps not surprisingly, then, over the last three years, companies on
average ranked initiatives to upgrade their supply chain network structures at




















































































