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Three Key Supply Chain
Trends for Manufacturers

By Frank Spano, Pete Waldinger and Susan Riffle

SUPPLY CHAIN IS A CRUCIAL AND TIMELY topic for nearly
every manufacturer and business owner. Not only are there consid-
erable cost implications involved, but there are also many other items
at stake: production (downtime or uptime), customer service and
supplier management, among others. It is enough to make those
who deal with supply chains constantly think and rethink the way
they handle their business. This is also a major reason the third-
party logistics industry is a $700 billion industry worldwide.

While many items are shaping the fu- On-Shoring/Near-Shoring
ture of the supply chain, our discussion On-shoring and near-shoring refer to
focuses on three key trends for manufac- the same concept — bringing the manu-
turers: facturing of products back to North
* On-shoring/near-shoring America. For many years, companies
* Procurement strategy built products overseas, taking advantage
* Rising transportation costs. of low-cost labor (Continued on page 36)
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and raw materials to save costs. There mainly via ocean transport — and still
was enough savings built into production maintain desired profit margins. Times
to absorb the cost of shipping products — are changing, however, and this may not

A Heartland Hub with a Global Reach

Strategically and centrally located in America’s heartland, and equipped to be one of Amer-
ica’s premier logistics facilities, Logistics Park Kansas City (LPKC) is a master-planned distri-
bution and warehouse development located approximately 25 miles southwest of downtown
Kansas City. Served by the world’s leading intermodal rail provider, BNSF Railway, LPKC has
been designed to meet the growing demands of freight rail transportation and is an ideal lo-
cation for warehouse and distribution centers. Because of its geographic proximity to the Mid-
west and Central United States region, LPKC is perfectly positioned for the efficient shipment
of goods for import and export; able to reach 80 percent of the U.S. in less than two days.

A 1,500-acre inland port capable of handling 17 million square feet of buildings, nearly
three million of which will be direct rail-served, the logistics facility is a public/private part-
nership providing world-class infrastructure with modern cross-dock distribution centers and
excess trailer parking.

Companies locating facilities at LPKC have the advantage of direct use of BNSF's newest in-
termodal, realization of inexpensive land costs, savings on lease and drayage rates, a strong
available workforce, convenient access to four interstate highways plus the benefits of Foreign-
Trade Zone.
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necessarily be the case anymore.

Many countries with past histories of
inexpensive labor are now raising their
labor rates, responding to increasing so-
cietal pressures to pay more for the work
being conducted. As labor costs rise, so
do the overall production costs — reduc-
ing profit margins. Some companies
manage to maintain their desired margins
despite higher wages, but that is not the
only problem plaguing companies that
have sent jobs overseas.

In addition to rising labor rates, trans-
portation costs are increasing. Shipping
via ocean is not always economical or ef-
ficient. A shipping container is a widely
recognizable object, but what does it cost
to ship products in those huge crates?
With fluctuating fuel costs, maritime
shippers are raising rates to protect them-
selves. Some companies ship their prod-
ucts by air, which is an even more
expensive (Continued on page 38)
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endeavor, especially for international
shipments.

Ocean shipping often takes weeks to
get from origin to destination. This
causes supply chain professionals to have
to build in lead time. Everyone expects
their products to arrive as quickly as pos-
sible, whether the item is for production
or the consumer. No one wants to wait
around for a product that is slowly trav-
eling in the middle of the ocean. By
bringing production back to the U.S.,
companies are able to shorten that lead
time and deliver goods to customers at a
much faster pace. This allows for a
heightened customer service experience.

Companies with production operations
overseas that are looking to move opera-
tions back to the U.S. may not know
where to begin the process. Understand-
ing the costs associated with this move
may seem daunting, but there are com-
panies that specialize in these areas. A

site selection firm can help manage this
process, from understanding costs to
finding the right location.

Procurement Strategy

Procurement is defined as: “the acqui-
sition of goods, services or works from
an external source.”

Procurement is a daily activity for
most businesses; however, many compa-
nies do not take the time to reevaluate
their procurement strategy. Whether a
long-standing agreement has been in
place or a new service provider becomes
available, companies should regularly re-
view their procurement strategies to en-
sure the strategy still meets business
objectives.

Many companies saw a decrease in
their costs during the recession. Holding
on to that reduction has been a challenge.
Since the economy has rebounded, sup-
pliers should revisit their pricing. Their

costs to produce goods rise, resulting in a
need to pass those costs to the end con-
sumer. Many suppliers will initiate small
cost increases that may initially appear
minor, but over time can add up to sub-
stantial costs.

Ask yourself: “What is my team doing
to keep our costs down, while still pro-
viding the best quality products to our
customers?”

Cost is a major factor in procurement,
but so is risk and risk mitigation. Today’s
economic landscape is changing. Mergers
and acquisitions are commonplace, en-
abling companies to broaden their cus-
tomer base and target markets. Smaller
companies are acquiring similar-size
companies to expand their footprint and
service offerings. Larger companies are
purchasing other large companies to
grow further and create efficiencies.

Given this trend, will your best sup-
plier — the one  (Continued on page 40)

On The Move!

Oswego County’s Multi-Modal Advantage

"We knew that starting a logistics company meant adapting

to our customers’ constantly changing service and fulfillment
requirements. With interstate highway, rail and maritime
infrastructures, Oswego County is a natural crossroads enabling
logistics versatility and ready access between New England,
Canada and world markets.”

—George Joyce, CEO, Laser Transit, 3rd party logistics provider

* Centrally located within 400 miles of major US & Canadian markets
# Direct access to highway & interstate, convenient N-S & E-W travel across NYS

* Rail access with nearby CSX switching yard

®BOSTON

* Close to regional, international & freight air transportation
* Port of Oswego with on-dock rail, on-site loading and just-in-time storage capabilities
* Located within FTZ #90 potentially reducing duties and fees for eligible businesses

4

Operation Oswego County

An Econouic and Job Development Corporation
Serving Oswego County, NY

L. Michael Treadwell, CEcD (315) 343-1545 www.OswegoCounty.org
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who provides great raw materials, at a
great price and is located around the cor-
ner — always be there? Another company
could acquire that supplier, move the
equipment and jobs closer to their own
operations, increase prices or eliminate
all of the great customer service aspects
of the original supplier.

Where does that leave your business?
Could you replace your best supplier on
short notice? Do you know other suppli-
ers? Do you know where they are lo-
cated? Do you know what their products
cost? If the answer to any of these ques-
tions is “no,” then you potentially have a
major issue waiting to happen.

This is only one side of the equation.
The other is: “Do you understand the fi-
nancial stability of your current suppli-
ers?”

With so many smaller companies in
the marketplace, are you sure your sup-
pliers are financially healthy and poised

for growth? Are you their largest cus-
tomer or just a small fish in their big
pond? Knowing the answers to these
questions and having a great relation-
ship with your suppliers are key to en-
suring they will be with you for the long
haul.

No one can predict the future and no
company can completely plan for all of
the risks inherent with conducting busi-
ness. Every business owner must deter-
mine for their business, what risks can
be tolerated and what risks should be
managed. Many firms exist to assist
companies in building a strong procure-
ment strategy and mitigating risk. If you
feel you need a stronger procurement
strategy, but don’t know where to start,
reaching out to one of these expert
groups could be the catalyst needed to
move your company in the right direc-
tion.

With the right amount of knowledge

and effort, your sourcing team can be
provided with the tools to help the busi-
ness and your profits grow.

Rising Transportation Costs

For years, the rising cost of shipping
has been a challenge for manufacturers.
Whether shipping with specialized
trucks, LTL (less than truckload) or
truckload, costs have been steadily in-
creasing. The real unfortunate news is
that experts predict this trend to continue
for the foreseeable future.

What is causing higher costs?

* Lower fuel prices — Yes, lower fuel
prices actually can increase transporta-
tion costs. While fuel surcharges are
meant to pay for the fuel a company uses,
it has also become a profit center for
many carriers. Most fuel sales are depen-
dent on the national average rate for fuel.
As the national average continues to
drop, so do (Continued on page 42)
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VAGROWTH.COM

(SX, NS & BBR HAVE 43,200 MILES OF TRACK, ACCESS TO
104 PORTS, NATIONWIDE TRANSLOADING AND DISTRIBUTION

OUTSTANDING LOCATION FOR REACHING 75% OF
THE US POPULATION WITHIN ONE DAY

SUPERIOR TRANSPORTATION NETWORKANDA -
CENTRAL POSITION ALONG THE EASTERN SEABQA_I_}D

ONE HOUR FROM THE THIRD LARGEST
CONTAINER PORT ON THE US EAST (0

EIGHT REGIONAL AIRPORTS
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the fuel surcharges applied by carriers.
Carriers have become used to those
added revenues and are now feeling the
hit of low-cost fuel. In response, carriers
increase their base rates. This is also
pushing more freight that would typically
move via rail, back to the road. More
freight with fewer drivers, leads to in-
creased rates.

¢ Driver shortage — Many experi-
enced drivers are now reaching retire-
ment age and fewer new drivers are
entering the profession. This leads com-
panies to offer a variety of incentives to
attract drivers to leave their current job
and drive for them: more home time,
sign-on bonuses, more pay per mile, etc.

Many states allow drivers to travel in-
tra-state at the age of 18, but for cross-
country or across state line routes, drivers
must be at least 21 years of age. Typi-
cally, insurance companies have severe
age restrictions that deter most transport

companies from hiring drivers under the
age of 23. There is also a consistent pay
gap between driver jobs and other occu-
pations. When you compare driver pay
to potential pay after two years learning
and refining a skill at a trade school, it is
not surprising why fewer young people
look for jobs in trucking. Therefore, mar-
ket pressures will likely keep pushing dri-
ver wages up.

¢ Regulatory changes — Many carri-
ers are still reeling from the change in
hours of service from 2014. These
changes brought forth more restrictions
around the hours drivers could be behind
the wheel, as well as mandating addi-
tional break periods. In 2016, the Federal
Motor Carrier Safety Administration
(FMCSA) will mandate that all drivers
update their hours using electronic log
books. This will reduce the potential for
fraudulent and incorrectly completed pa-
per logs. However, this mandate will be

costly to implement and carriers will
most likely pass that additional cost on
to customers.

There are several procedures companies
should follow to ensure they are not paying
more than necessary for transportation.
First, educate yourself on what is happen-
ing in the shipping industry. There are mul-
tiple, quality sources of information, such
as the Journal of Commerce and Depart-
ment of Energy that provide great infor-
mation on the trucking industry, as well as
trends in fuel costs. Second, consider pro-
curement. Now is a great time to review
the carriers you are using. Are their rates
competitive to the market? Have you bid
out your transportation network recently to
potential new service providers? Are you
dictating the terms of your contracts with
transportation providers or are you simply
letting the carriers dictate the terms?

The best way to stay ahead of this
evolving industry (Continued on page 44)

Deferred Duty Payments

Inverted Duty Savings ® Zone to Zone Transfers
Savings on Merchandise Processing Fee/

Customs Broker Entry Fee

Improved Efficiency in Operating with U.S. Customs
Store Merchandise without a Time Limit

—

Do You Import and/or Export
Foreign Materials/Merchandise?

Experience Significant Cash Flow Savings

N

Foreign Trade Zone #279 is structured under the ‘f/
Alternative Site Framework. This allows a company

to use an abbreviated application and receive a
much faster approval process, saving you time

and money.

Houma-Terrebonne

" Foreign.Trade Zone #279

Houma-Terrebonne Airport

The Houma-Terrebonne Airport and Industrial Park,

along with the Port of Terrebonne are both magnet
sites of the zone. While both are prime locations,
The Alternative Site Framework also allows you

and Industrial Park

Houma-Terrebonne Airport Commission
10264 East Main St., Houma, LA 70363

to become a zone user/operator anywhere in
Terrebonne Parish. Even if you are located in
an adjacent parish, you can still become a
sub-zone and benefit.

(985) 872-4646
Partnered with Port of Terrebonne
Terrebonne Port Commission
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) Ultimately, companies spend a great
HOUStOﬂ COUﬂty, GeOrgla S deal of time and money to get products

to their customers as quickly as possi-

DiStribUtiOﬂ-Frieﬂd|y LOCEitiOﬂ ble. The trends and issues experienced
' by the manufacturing industry all work
Draws Foreign Investment e one another.

in concert with one another. Keeping
customers happy by producing an af-
Germany-based Sandler AG recently chose to locate in Houston County, Georgia, in part, be- fordable, quality-made product is the
cause it is a distribution-friendly location. Houston County is centrally situated between the Port goal of all companies. A happy cus-
of Savannah and Hartsfield-Jackson Atlanta International Airport, which was a key element in tomer will most likely be a repeat cus-
Sandler’s decision to choose Houston County for its new operation. The world-class logistical tomer and that may be the easiest way
assets of Houston County to local, national and international markets confirmed to Sandler to grow sales. Partner with suppliers
that Houston County is where it will be most successful now and in the future in its endeavors that treat you as well as you treat your
that include supplying textiles to international manufacturers, including a number of American customers.
Fortune 500 companies. Sandler AG's capital investment in Houston Gounty is expected to be The supply chain landscape is evolv-
more than $30 million. In addition, it plans to create more than 140 new jobs there. ing and changing rapidly. It is an op-
Germany outranks any other foreign county to locate in Georgia and is one of the top-two portune time for manufacturers to focus
ranking countries to invest in the state. There are, in fact, nearly 500 German facilities operating on their supply chain and a great time
in Georgia, employing 23,250. Georgia’s exports to Germany totaled $1.33 billion last year. to be a service provider. It will be in-
teresting to see what the future holds for
is to take control. Understand what you you are using. Also, don’t be afraid to supply chain practices and their impact
are spending your money on. Know and test the market — this may show that you on service providers and customers for
create relationships with the providers are, or are not, receiving a great deal. future generations. T&p
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