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ABSTRACT

Purpose - This research paper aims to propose an effective Supply Chain Risk Management
(hereinafter “SCRM”) process within a small organisation taking into account an
international dimension in the relation buyer-seller focusing on reducing vulnerability and
ensuring continuity.

To address these issues, the following empirical question will be explored through a specific
business case :

“How to implement an effective supply chain risk management process within a small sized
company: the case of FyBox Company located in China.”

Design/methodology/approach - Three steps will be followed : In first instance, a review
of the SCRM literature will be conducted. In second instance, an analysis will be done of
how FyBox Company handles the business relationship with its Chinese suppliers and the
risks experienced when sourcing in China will be identified. In third instance, the pratical
implications/solutions will be presented and discussed.

Findings - The case study and the analysis highlight the fact that FyBox company is facing
three main issues to the business continuity by sourcing in China: quality, communication,
and trust. The first one, “the communication issue”, is due to the cultural differences
between China and Western countries. The second one, “the quality issue”, is the result of a
lack of strict quality control implemented with both the supplier and the focal firm (the
buying organisation). The third one, “the trustworthy issue”, exists because FyBox Company
did not build a strong relationship with its suppliers and was not part of the Guanxi (kind of
networking in China).

As a result, such issues prevent FyBox Company from guaranteeing product excellence and
business continuity.

Practical implications - Managing risk in a global supply chain in many cases requires
accounting for and bridging the differences in culture, language, values and organisational
behaviour which create, communication, quality and trust issues.

By managing and mitigating such risks (i.e. lack of communication and quality, trust and
cultural differences), FyBox will be able to improve the relationship with its suppliers. For
instance, in order to create efficient and strong cooperation between the supplier and the
focal firm, FyBox should implement a supplier development plan, the collaboration process
with specific suppliers on a one-on-one basis to improve their performance, processes and
product manufacturing capabilities (in one or more of the following areas: cost, quality,
delivery, time-to-market, technology, managerial capability, financial viability and
environmental).
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Originality/Value - The FyBox Company case provides a concrete application of an SCRM
process within an SME. This study sets out the supply chain risk management practices and
presents the solutions to improve the collaboration with the suppliers and the quality of the
products in a challenging Chinese market.

Keywords - SCRM, Emerging market, China, SME’s, Quality issues, Lack of communication,
Trustworthiness, Buyer-Seller relationship and Guanxi.
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Introduction

As a part of my training in Management Science, the Catholic University of Louvain
offered me the opportunity to do a 6-month internship with a Belgian company named
FyBox based in Shanghai.

In my function as Project Manager with FyBox Company, my role was to evaluate and
analyze the current issues/risks facing FyBox and to contribute in developing potential
solutions. When I started working with this company, it quickly became apparent that the
branch in China was facing various supply chain issues because of the hard reality of
working first hand with Chinese suppliers. As this supply chain issue was undeniably an
important challenge for FyBox, I decided to undertake a project thesis exploring the topic of
Supply Chain Risk Management applicable to an SME within an emerging market, with focus
on FyBox in China. As a result, the problematic addressed in this paper is the following:

“How to implement an effective Supply Chain Risk Management process within a small
sized company: the case of FyBox Company located in China?”

This practice thesis cover a wide range of risks in the supply chain and offer practical
advice regarding risk mitigation strategies and the solutions to be implemented by FyBox
Company in order to decrease the risks of supply chain disruption. This advice is grounded
in a literature review that describes how to identify, prioritize and mitigate risks in the
supply chain.

Through a collaborative approach with FyBox, I investigated risks in supply chain,
production processes and relationships between FyBox and its suppliers in order to
determine whether FyBox is influenced by macroeconomic factors and/or the natural
environment of China and how SCRM can mitigate the risks for FyBox. The purpose of this
research project was to identify and assess risks of supply chain disruption and to
determine whether such risks arise out of internal or external environments such as natural
disasters in China or manufacturing disruptions. Through the findings, practical solutions
were developed for the leading supply chain executives of FyBox in order to mitigate and
minimize the impact of such events and to create a contingency plan for supply chain risk.

Despite the collaborative approach with FyBox to analyze the risks in supply chain,

acquiring information from suppliers was a real challenge as the business environment is



relatively closed in China and the Chinese suppliers are not keen on shareing knowledge.
Suppliers in China collaborate only if you with partners that belong to the “Guanxi”. The
notion of “Guanxi” has been translated in English by Jia and Rutherford (2010) as
“connections” from two characters: “Guan” means “fortress” and “xi” which means “inter-
connected”. The term “Guanxi” refers mainly to social connections based on mutual
benefits. It means that Chinese people do not work for free and the relationship is based on
reciprocal exchange of favors. This phenomenon, originating in cultural differences and
language, has hindered FyBox since its start in the Chinese market.

FyBox only has two main suppliers in China: Edgelight Technology and Tongjie Company.
The initial intention was to conduct a case study including four interviews, however due to
a complicated business relationship between FyBox and Tongjie Company it was not
possible to interview the procurement manager of this company. Additionally, there was a
language and cultural barrier when it came to explaining the SCRM and my practice thesis.
As aresult, the interviews were limited to the sales director of FyBox China, the CEO and co-
founder of FyBox and the supplier Edgelight Technology.

This paper is composed of three parts and seven chapters.

The first part, “the Literature Review” begins with a chapter that presents the most
pertinent, relevant practices and empirical findings found in the literature about supply
chain risk management. The following chapter comprises information relating to the
“Sourcing in Emerging Markets” that will help the reader understand the pros and cons of
doing business in Emerging Markets, in particular in China. The final chapter of the first
part is titled “SCRM linked to Small-Sized Enterprise (SME’s)” and shows how to adapt the
SCRM model at a lower scale and to set up rules to respond to issues.

The second part “The practical case study” begins with a chapter that presents the case
study research methodology; it explains how interviews were established and how data
was collected and analyzed. The following chapter is single case analysis of FyBox Company
and one of its suppliers (with respect to FyBox), developed through a qualitative and
practical approach. The information gathered during the interviews allowed for a single
case description to be created. The challenge was to understand the mode of operation of

the suppliers and to determine the potential issues between them and FyBox. The final



chapter covers the research findings analysis that aims to identify new propositions to
contribute to, complete or modify the literature findings.

The third part “Practical Implications” presents the solutions and strategies that are
proposed for implementation within FyBox Company in order to reduce or to avoid the
supply chain risks. This section is tailored to the specific issues that FyBox faces with its
suppliers.

Three final notes conclude this paper : firstly, the main solutions that could be applied to
FyBox are summarized; secondly, the limitations of the case study are indicated; and finally,
a number of suggestions are made to open the door to further research developments that

could be conducted in the future in relation to this topic.



PART A: LITERATURE REVIEW

This section introduces and discusses the theoretical foundation of the practice thesis
subject. I will review the literature related to the general topic which is the Supply chain
risk management (SCRM). First, I will point out the mains prominent authors and
management styles published about this subject, identify areas of disagreement among
scholars, point out gaps in research and compare several authors’ point of view on a
problem. Then, [ will detail the SCRM process linked to small-sized entreprises and related
to the thesis topic. Lastly, I will develop the section “SCRM and sourcing in Emerging

Market” will be developed.

CHAPTER 1: Supply Chain Risk Management (SCRM)

“Supply chain risk management is to (collaborate) with partners in a supply chain apply
risk management process tools to deal with risks and uncertainties caused by, or impacting on
logistics related activities or resources” claims Norrman et al (2003)

Numerous authors support the claim that companies are sceptical about implementing
the SCRM within their organisation because they do not understand why they should invest
in something that might never happen (Tang 2006). They fail to realize the potential return
on investment of such project and are therefore reluctant to implement this kind of
strategy. Why the human being has to wait until something bad happen and after that, they
react. The following example (case of Dell vs Apple) shows how the SCRM could be quite
crucial for saving a business. After an earthquake in Taiwan in 1999, many factories had to
shut down and could not provide computer items to Apple and Dell. These two companies
faced this critical event at the same time but reacted differently. Indeed, Dell has
established a robust supply chain strategy which allowed for the company to source
computers components from other countries. By using multiple sourcing strategies, Dell
coped with the demand. As explained by Veverka (1999), Dell was less impacted than Apple
and it could improve its earnings by 41%. As for Apple, because they did not had a SCRM
strategy put in place, they faced component shortages and could not provide their
customers (Tang 2006). The company has not been proactive and did not protect himself

from any future critical situation. Rice and Caniato (2003) and Zsidisin et al. (2000) proved




that few companies take into account the SCRM. In fact, according to the survey realised by
Computer Sciences Corporation (2003), more than 33 out of 142 companies do not have
any contingency plan. In order word, they do not have implemented the SCRM within their
enterprises. The reasons why companies do not put emphasis on the SCRM are the
following:

e Companies underestimate the risk and more precisely the uncertainty risk

e Companies do not use it to manage supply chain risks

¢ Companies do not perceive the return on investment of the SCRM process

There is overall debate regarding the reason some companies do not implement the
SCRM within their organisation. Rice and Caniato (2003) and Zsidisin et al. (2000) came out
with the three reasons listed above but there are no other focused studies on that matter.
Tang (2006) put the emphasis on the last reason and thinks that businesses are not willing
to perform the SCRM because it is complicated to highlight the return on investment in
order to prove the effectiveness of such program. He justifies his stance by using a real case
regarding the total quality management (TQM). The TQM is a way of providing significant
value to customers and companies by improving processes, services and products (Sitkin et
al. 1994). He stated that there are similarities between TQM and SCRM and argues that in
the absence of a significant disruption, and the probability that an uncertain disruption
could occur, it is logical that companies will think twice before investing time and money to
protect themselves from something that it will never happen.

This idea should be examined in the light of an exemplary study “Calibration supply
chain management” from Poirier and Quinn (2003) and which shows that 61 out of 142
companies have a vulnerable supply chain. It means that whether there is an incident
within the operation, the supply chain could be disrupted. Notwithstanding, the study was
released in 2003 and from these years until nowadays companies should change their mind,
their behaviour and their perception about SCRM. There is a clear link between the
evidence covered by the authors aforementioned and my study. In fact, | have to identify
what are the reasons the company is unadventurous on that matter before starting to
implement an SCRM process within FyBox.

Research seems to agree that there are some companies which have modified their
attitude after a critical disruption in their operation and every author in this field has at
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least made a reference to the case of Ericsson. Norrman and Jansson (2004) did a general
framework regarding this instance.

In 2000, one of the suppliers Royal Philips Electronics of Ericsson and Nokia located in
New Mexico was not operational due to a fire at the local plant. The fire damaged all the
microchips and Ericsson and Nokia could not be provided by Royal Philips Electronics. As
we know at this moment, Ericsson had a single-sourcing policy, and it had led to a
considerable negative impact on their business. The company lost 400 million dollars in
sales in couple months Ericsson did not implement a multiple-supplier strategy and
responsiveness to a disruption such as Nokia Company did.

On the contrary, Nokia was also provided by the same local plant in New Mexico, but this
issue impacted the company less because instead of waiting for a disruption occurs they
were proactive, and they could change the supplier to buy the chips for their phones. After
the separation occurs, Nokia re-design their phones to be able to purchase some chips from
other providers. Thus, this is one of a good strategy in the SCRM, the fact to build a standard
phone and to cope with the offer. In other words, when a supplier shut down, firms must be
able to order from another supplier even if the product are not the same and this called
flexibility (Stockdale and Standing 2004).

One trend in the research is “flexibility aspect” from the point of view of the focal firm
and the supplier. It is related to the practice thesis because it could be a potential risk if
FyBox is not flexible and their products are not standard in order to purchase the same
component in case of critical event occurs. I will come back to this term later. And another
trend stated by Chopra and Sodhi (2004) is “vulnerability aspect”. According to them is the
perfect example of a vulnerable supply chain. They highlighted one of the major factors for
a fragile supply chain which is the single-supplier strategy.

There is a strong evidence for the multiple-sourcing strategy and thanks to it Nokia could
satisfy the demand and to keep running their regular business even during this critical
period. As a result of this proactive attitude, Nokia has gained a stronger market position
because one of their direct competitors was not able to cope with the demand. However,
this is not the only case that proves a company should implement the SCRM within their
organisation to deal with disruptions. Land Rover, Dole’s, Ford, etc., have all experienced a

critical disruption in their business cycle due to some terrorist attack, insolvent suppliers,
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hurricane or some strikes such as in harbours of California. These phenomena were studied
by several authors such as Chopra and Sodhi (2004), Christopher et al. (2004) and Monahan
etal. (2003).

The graph below created by Mentzer (2001) explains the relation between risk,
vulnerability and uncertainty. In other words, a company is vulnerable when they have full
control over the uncertainty factor that leads to a risk that could appear suddenly from its
initial supplier such as the case of Ericsson or even the ultimate customer. This is what we
call the butterfly effect. In other word, we cannot be protected if we are not proactive to
avoid the risk or to reduce the impact!

Figure 1: Risk in the extended supply chain

Operational

Supply Risks Risks Demand Risks
R Ser urity Risks e, »
[nitial , Focal Ultimate
e ... Je»] Supplier |fe Customer e ... Jan
Supplier Firm Customer

From: Mentzer (2001)

The concept of butterfly effect refers to the way a simple event from the initial supplier
or tiers supplier could have a significant impact on the all operation system. Moreover, it
could disturb the regular business of the focal firm. That definition was clarified by Hancock
(2012). “The movement of the butterfly wing represents a small change in the initial condition
of the system, but it starts a chain of events: moving pollen through the air, which causes a
gazelle to sneeze, which triggers a stampede of gazelles, which raises a cloud of dust, which
partially blocks the sun, which alters the atmospheric temperature, which ultimately alters the
path of a tornado on the other side of the world”.

Numerous authors support the assertion that the more actors we have in the supply
chain and the more this supply chain becomes complicated and long. Consequently,
Christopher and Peck (2004) came up with the concept of vulnerability. The authors depict
this weakness that could come from internal or external from the supply chain of the focal
firm. Zsidisin et al. (2004) confirm (see figure 1) that supply risk is the possibility that a

critical event occurs due to the inbound supply and it is linked to the failures from the
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suppliers. Moreover, these risks are associated with the reliability of providers, single
versus multiple sourcing or dual sourcing, centralised versus decentralised sourcing and
offshoring versus onshoring. All these factors could increase the probability of the
occurrence of an event and could impact the proper business of the focal firm negatively.
Manuj and Mentzer (2008) give an explanation of the risk components of supplier reliability
that includes moral hazard, adverse selection, and goal conflict. Through the example of
Ericsson and their single supplier from New Mexico, the risk of single versus dual sourcing
strategies has already been explained. As a result, of Ericsson passiveness, the
disadvantages of the single sourcing is the disruption of supply, inventory or in delivery.
Nevertheless, multiple sourcing could also create a risk for the focal firm. For instance, it
can lead to quality issues and price escalation.

Last but not least, this previous section is relevant to our case study because FyBox is a
Belgium Company that sources in China and thus, they could face this phenomenon of
making or buying decisions. It is indeed quite difficult to know which activity the company
will keep or will outsource and as a function of that decision, some of the risks could appear
suddenly such as technological uncertainty, product complexity and frequency of material
design changes. Novak and Eppinger (2001) and Walker and Weber (1987) call it the risk
components of “make or buy decisions”. To conclude, according to Trevelen and
Schweikhart (1988) the internal sourcing can be similar to the single sourcing and can be
impacted with some of the risks of the single sourcing. Centralised versus Decentralised
supply will be related to the natures of commodities and frequency of material design
turnover. Narasimhan and Carter (1990) state that companies could also decentralise the
manufacture in case some conflict appears with the former supplier and the relation
becomes too critical. Firms have to work with risk. It is a part of the business. Even the
smallest risk can impact the normal operation of a company. As Donald Waters (2011)
claims in its book “Supply Chain Risk Management: Vulnerability and Resilience in
Logistics,” the last clients are not aware if there is any disruption with some supplier such
as an earthquake in Japan disrupting the pharmaceutical companies in Europe, strikes in
China or natural disaster. The last customers are not worried about those disruptions either
because they will probably not be impacted. The supply chain managers have to be worried

about these kinds of disasters. Nowadays, a countless amount of events can affect the
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regular business of a complex and long supply chain. To avoid or reduce the risk, the SCRM
will handle and work in symbiosis with those risks and may be adapted to the size and/or

the industry of the company (Norek et al. 2007).

1.1 Riskidentification

First and foremost, the firm should be able to identify the risk than understand it. The
reason why this section is part of our literature review is that such as FyBox cannot avoid
all the risk and should prioritise those that could have a relevant impact on their regular
business. The organisation SCRLC (2011) claims that firms must select criteria to identify
which risk is critical to the operations of the company and for this purpose the SCRLC
proposes a method which consists of mapping its supply chain and identifying within this
one if there any suspicion of risks (See figure 2).

Figure 2: Notional Supply-Chain Process Flows
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In the same way, Norrman and Jansson (2004) highlighted the importance of identifying
the risk in which it will be quite difficult to go further with the process of SCRM. SCRLC
clarifies two types of risks. On the one hand, there is an external risk defined by natural

disasters, labour uncertainty, supplier risks and distribution risks. On the other hand, there



are the internal risks defined by personnel availability or facility unavailability. Moreover,
the manufacturing risk appear at the production sites, supplier risks appear at supplier
sites, legislative and regulatory risks exist at the country level.

The organisation SCRLC (2011) highlights the importance of locating the risk and
defining when it could suddenly appear. In fact, firms should collect the risk among the
entire organisation and must implement coordinated treatments to identify risks through
all entities within an organisation. In other words, the organisation SCRLC (2011) stated
that lower-level risk could be determined at a higher level of the firm even if it is not their
risk. So they came up with the advice that companies should set up a governance control
that would target their entire supply chain and organisation chart. In the same way, a
franchise which is at a lower level could impact the corporate brand reputation in case
there are no governance controls. In this area, one could regret the fact that Mentzer (2001)
did not take into account the issue of cross coordination among an entire organisation to
identify risks. The author claims that the risk comes from the supply, operational and
demand sides but the organisation SCRLC (2011) argues that a small branch could also
represent a risk for the focal firm. The following example explains this phenomenon which
is relevant to my study because FyBox has a branch located in China.

Even if a contract between the franchise and the headquarters protects a company, the
reputation might nonetheless be impacted. For instance, the case of MacDonald in China
and the tainted meat scandal on CNN news (2014) affected each franchise of MacDonald
around the world. The case here was that MacDonald was sourcing the meat from a
supplier located in China, but there was no governance control until a particular reporter
discovered that the meat was tainted. The company MacDonald should have audited the
provider before supplying from suppliers or implementing an audit once a year to avoid
that risk. The risk may arise when the performance of a lower-tier supplier impacts the
notoriety of a large brand as has happened with MacDonald. The governance control
includes setting policies, procedures and standards for lower levels supplier and the
corporate should audit the activities.

There are two conflicting camps on the issue of risk identification. On one hand, the
SCRLC argues that companies must focus on the first tier supplier to identify all potential

risk within the supply chain. When there are several providers of some commodities, a firm
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should not go beyond the first tier supplier to identify the risk. However, some authors will
go further than the first tier supplier and will analyse the second tier supplier in order to
identify risk. In case of products with only one supplier, it is relevant to look at the second
tier suppliers to prevent a substantial risk. Hence, the idea mapping supply-chain processes
described by SCRLC (figure 2) will allow a firm to understand and to determine the
potential risks. On the other hand, Moore, Grammich, and Bickel (2007) claim that a Pareto
analysis can be a way to identify the commodities and suppliers that have greater potential
to be vulnerable to critical events. After that, the firm could create a sophisticated portfolio

which will help them index all the risk by categories of vulnerability.

Risk classification

According to Omera and Oznur (2011) and Manuj and Mentzer (2008), the evidence on
risk classification is mixed. Omera and Oznur (2011) argue that there are four types of risk
which are supply risk, process and control hazards, environmental and sustainability risks,
and demand risks. Firstly, supply risk is defined as supply disruption or unreliable supplier.
Secondly, environmental and sustainability risk is determined by fluctuations in interest
rates, quota restrictions, unanticipated resource requirements and high level of CO2 carbon
footprint emissions. Thirdly, process and control risk is defined by inefficient supply teams
within an organisation. Lastly, demand risk is determined by the fluctuation of the request,
uncertainties in demand market. Christopher and Peck (2004) classify and define it in the
same way as Omera and Oznur (2011). Manuj and Mentzer (2008) claim that the
environmental and sustainability risk are classified as macro risks policies and resources
risks. In the same way, Van Weele (2010), represents the classification risks with also four
risks. Nevertheless, they are entirely distinct from the ones aforementioned. As a matter of
fact, there are technical risks which are defined by the ability of the supplier to deliver the
required performance. Commercial risk is identified by the fluctuation of the price to be
paid. The contractual risk is determined by the complexity and accuracy of the contract and
finally the performance risk, which could be related to the operational risk, is defined by
whether the supplier can face the variability of the demand.

Alack of consensus exists on the concept of risks classification. Tummala and Schoenherr

(2011) describe more explicitly the risks classification by using nine elements which are
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Demand risks, Delay risk, Disruption risks, Inventory risks, Manufacturing breakdown risk,
Physical plant risks and Supply risks, System risks, Sovereign risks, and the Transportation
risks. Chen et al. (2004) tackle the subject through a generalist approach by classifying risks
in three categories; supply risk, demand risk and process risk. Through those three risks,
they highlighted the fact that risks are either controllable or uncontrollable. According to
Tang (2006) and Knemeyer et al. (2009), they created two subcategories for the supply risk
which are an operational risk and disruption risk. The first subcategory is quality or
delivery problems which are, obviously, controllable by the firm. Then the second
subcategory is disruption risk, illustrated by natural disasters such as strike and
earthquakes. However Byrne (2007) claims disruption is uncontrollable. As Jones argues in
one of his famous quote “It seems to be a law of nature, inflexible and inexorable, that those
who will not risk cannot win.” In fact, a firm cannot persuade the nature to do what a
company wants, but we could work with it to gain. For instance, set up a factory in Japan
could be a huge risk because of the countless earthquakes and tsunami but the firms in
Japan are aware of that and manage to cope with it up to the point that many industrial
sectors have major industries located in Japan.

Moreover, there is an overall debate regarding firms that are more focused to handle
natural disasters but based on Accenture study (2006) the controllable risks impact much
more the supply chain and the standard business than the uncontrollable ones. This is why
most studies focus on operational risks. Accenture’ study highlighted 18 major risks that
could jeopardize business continuity and profitability which goes from fuel price volatility
to terrorist infiltration of cargo. Nevertheless, those who have the biggest probability to
occur and to impact the regular business are “volatility of fuel prices” and “supply of raw
materials”. Also the complexity of products, the cost of labour, the cost of equipment due to
the exchange rate fluctuation are relevant in operational risk. Finally, we have the supplier
planning and communications issues. DuBiel (2013) supports the claim of Accenture study
and argues that supplier quality and performance company, commodity price volatility,
complex products and the lack of transparency linked to outsourced operations and
relationships can impact the small and midsized.

Going further, the survey of AMR research (Hillman and Keltz 2007) highlights the fact

that the most important risk factor was the supplier failure. For instance, in 2005 Bosch
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Company had been confronted with a quality issue on the pumps provided by their vendor
and, as a result, the company was economically impacted and its image suffered of the event
(Thun and Hoenig 2011). This phenomenon is called the upstream effect. In other words,
the supplier’ performance will affect the regular business of the focal firm. In the same way,
Zeng et al. (2005) have classified the supply side risks in five groups which are:

1.  Capacity related
Technology related
Supply related

Currency related

oo W N

Disasters related

Although there are many risks classified by several authors, this practice thesis will
remain focus on the risk of the supply chain from the upstream through the internal
production process up to the downstream of customers’ demand (Tummala and Schoenherr
(2011). If I were to implement and evaluate the risk of FyBox Company in a real situation, I
would have to follow the advice of the authors aforementioned. Therefore, a more precise
definition of the supply risk has to be provided. Kumar et al. (2006) assert that the supply
risk is “the potential deviations in the inbound supply in terms of time, quality and quantity
that may result in uncompleted orders”. It results that the variability of the suppliers’
performance increases the supply risk.

To sum up, the literature review identifies four categories of strategies that could lead to
a risk. The first one is the single versus multiple sourcing which Blome and Henke (2009)
highlighted in their paper “A supply risk management perspective in international series in
operations research and management science.” On one hand, a single sourcing will generate
supply disruption and inventory disruption. On the contrary, multiple supplies will also
create risks such as quality issues and price escalation! A firm could be stuck in the middle
if they have to take a decision about the sourcing strategy (Warburton and Stratton 2002).
Secondly, Manuj and Mentzer (2008) and Jia and Rutherford (2010) give an explanation of
the risk components of supplier reliability, and it includes moral hazard, adverse selection,
and goal conflict. Then, we have the make or buy decision, and the last one is centralized

versus decentralized.
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Identification tools

First of all, a firm should know what threats the organisation will potentially face during
their regular business and the same company should know what are the consequences of a
disruption of their activities? Firms are maybe fighting with the wrong threats or
underestimate the risk unintentionally. As a result, companies might not be able to
anticipate the relevant menaces or assess the repercussion of a risk. Hence, the organisation
SCRLC (2011) came with some tools to carry out such evaluation (namely risk identification)
and imagined a brainstorming sessions that should be set up by using previous risk
assessments. In the same way, firms could be helped by the British Standards Institution
(BS 3110:2008) and from ISO (ISO 31010:2009). Moreover, firms must also take into
account the following points highlighted by the SCRLC:

o Location and number of suppliers

o Origin and number of shipments

. Incoterms and contractual terms for the shipment

o Modes of transport and touring information

o Logistics providers and stakeholders involved in the supply chain

The points aforementioned will be essential to identify risks. In fact, some suppliers or
logistics providers could be impacted by a terrorist attack within a country such as in
Belgium in March 22nd, 2016. During these unfortunate events, the government stopped all
activities in the airport for a couple of days. The results of those games are obviously the
negative impact on the economy, but this terrorist attack cannot affect the notoriety of a
firm. Research seems to agree that the Bow-Tie risk analysis method is one of the tools that
allows to identify the risks. The organisation SCRLC (2011) claims that this method enables
to understand the nature of risks and estimate the likelihood and effect of latent risks as
well as the remaining risk after a treatment. By understanding the possible causes and
consequences, the company will better identify the risk. When needed, the firm will be able
to react quickly and use the chart to evaluate whether they have to create a buffer to
decrease the consequence of event and to eliminate or avoid risk in furtherance of reducing

the likelihood of an event (Zsidisin et al. 2003).
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Figure 3: Bow-Tie risk analysis method:
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Research also points out the interest of evaluating the risk with the “heat map” method.
It is a matrix with “likelihood” in abscissa and “consequence” in ordinates. This model
combines up to twenty-five situations from rare to almost certain and too insignificant to
critical event. The firm should acquire a well-defined criterion for the several likelihood and
consequence levels. Thanks to this approach companies could prioritize risks more
efficiently (SCRLC 2011).

Numerous authors support the claim that the “mapping process” will be essential to
identify the risk in their supply chain networks. This plan may cover all the stakeholders
and major players who belong to the entire supply chain from the upstream process until
the downstream process. In the same way, two well-known methods represent an array of
rupture which could be spread through the supply chain. On the one hand, the “fault tree
analysis” (FTA) investigates all likely events that could lead to a dangerous situation by
using a graphical diagram. It will allow the firm to notice how a supply chain can fail. In a
nutshell, the FTA is a backward logic. Otherwise, the “event three analysis” (ETA) put the
emphasis on the likelihood of critical events. It then identifies and appraises sensitive issues
after the event by considering probable consequences (Norrman et al. 2004). Deloach
(2000) argues that a similar method named “Risk driver map” was created and it consists of
mapping potential hazard.
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Type of losses

There is strong convergent evidence of suppliers’ failure that leads to an increase in
acquisition costs, excessive downtime of production resources, poor customer service, loss
of revenue and loss of market shares. In the same way, Crockford (1986) comes up with the
theory of slight losses. It is defined by three types of losses that are expected to occur in any
firms and could impact the regular operation. Firstly, small losses are defined by limited
issues, excepting that the frequency of likelihood increases and the effect is similar to one
average loss and then the small losses becomes medium losses. Regarding the average
losses, it does not impact firms severely if the damage occurs at regular intervals. Whether
there is an acceptable range between losses, businesses could create an annual provision to
protect them.

Last but not least, the large losses will be identified as the most critical issue and if this
type of loss appears, firms will face a disastrous damage. Finally, significant repercussions
can be described by a very low recurrence, a great harshness and a minimal predictability
(Tummala and Schoenherr, 2011). In the same way, those same authors create an index in
order to explain the “consequence severity level”. The table behind shows what could be the

results of the critical event for each situation.

Consequence severity level Qualitative description Index

Catastrophic Plant shut down for at least one 4
month due to lack of components

with zero safety stock levels

Critical Deceleration of process or plant 3
shut down for at least one week as
a result of lack of components with

zero safety stock levels

Marginal Deteriorated service levels with a 2

decreasing safety stocks

Negligible Service levels not impacted due to 1

sufficient safety stock levels
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There is strong convergence evidence for the type losses. Indeed several authors such
Jacoby and Kaplan (1972), Yates (1992), Mitchell (1995) and Bowen et al. (1998) and they

have perceived in their frameworks same types of loss constituted by six categories:

1. Financial loss 4. Psychological loss
2. Performance loss 5. Time loss
3. Physical loss 6. Social loss

Losses can be qualitative and/or quantitative. In fact, each critical situation that could
occur gives rise to one or several types of damages listed above. One of many real cases and
the worst one happened in India was an industrial accident within a subsidiary firm of
Union Carbide Corporation which is an American company. The problem was that leak in a
plant of gas occurred and not only killed 3800 people but also the effect of this gas spread
for many years and ended up killing 5200 peoples (Schwartz and Gibb 1999 and Britannica
2015). Into this case, the firm faced several losses such as psychological, social, financial,
time and performance losses. Furthermore, companies put emphasis on the magnitude of
the loss instead of its probability of occurrence (Miller and Leiblei 1996 and Shapira 1995).
Harland et al. (2003) argue that the risk is defined as a chance of loss. Mitchell (1995)
seems to agree that the risk includes different types of losses and any loss above mentioned
is a combination of the probability of that loss and the significance of that loss to the firm.

Therefore, through this information Mitchell (1995) creates a mathematical formula:
Risk » = P (Lossn) x F (lossn)

On this formula P (lossn) represents “Probability of loss” and F (loss,) means “the
significance of that loss to the firm.” In other words, the risk is defined by two concepts
which are the probability of loss and consequence of loss (Mitchell 1995). Firms must ask
three questions to conceptualize the relation between risks and losses (Manuj and Mentzer
2008):

1. What are the potential losses? The author wants to explain in case of a risk
occurs, what losses will result?

2. How likely are those losses? In this situation, is the likelihood of the incidence of
a critical event that leads to the realization of the risk?

3. What is the significance of the occurrence of the losses?
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Two words stand out from the research so far: likelihood or occurence and What do
those terms means? Harland et al. (2003, p.52) argue that “The likelihood of an event
occurring depends partly on the extent of exposure to risk and partly on the probability of a
trigger that leads to the realization of the risk”.

In a nutshell, the risk includes, on one hand, quantitative losses (for instance, lost sales
due to stock out) and on the other hand qualitative losses (for example loss of brand equity).
Lewandowska claims that many firms are not using their full capabilities and illustrates it

through a couple of eloquent numbers:

. 225 billion dollars of excess inventory
° 20% of the orders are unwarranted
. 109% of losses occurred between the distribution center and sales stores

. 75% of new product defect
o 70% of the production time is wasted

o 20% space for transport with increased logistical costs between 5 to 8%

As we know, there are many definitions of the loss term, however, some of them are
related to the cash losses, and some of them are not. Sobolm (2001, p.267) defined the loss
as “the fact that someone or something has been deprived of someone or something and lose,
the loss arose after the assassination of someone or something”. In our case, the damage in
economics area is the fact that “the loss is the value of the resources mainly used by the
unnecessary or inefficient performance” (Miller et al. 2000).

Numerous authors support the claim that that there are six categories of losses

» « » « » « »n «

“Financial loss,” “Performance loss,” “Physical loss,” “Psychological loss,” “Time loss”, and
“Social loss.” However, evidence on categories of loss is mixed for Lewandowska. He has
added a new factor of loss which is the “unused human potential” and it consists of three
elements of damages which are the loss of time, the loss of skills and the loss of ideas.
Moreover, two other authors talked about the loss of energy, water and the pollution scale
(Hutchins 2010 and Liker 2005). In any event, the psychological and social injuries impact
not only the firm but also the population and this leads to a much more critical situation

than one created by financial losses. The example of Ford and his supplier Firestone
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illustrates well this situation of psychological and social losses. After this critical event in
2000, there were 174 deaths and more than 300 incidents because of the quality of tires.
Moreover, they recalled more 6.5 million of tires all around the word (Zsidisin 2004). In this
concret case, Ford and Firestone were impacted by all the losses that could occur.

Another example in June 2008, the firm Volvo was affected by the rate of the dollar
currency and the company had a reduction of 28% in sales. In this case, the loss was only
financial. Yet another example is the Taiwan earthquake of 2006 that reached the Shanghai
port in China. All the cables of the port were destroyed and all the information system was
disturbed within the harbor. As a result, the customs could not work as normal (BBC 2006).
Here the losses for firms were times losses, financial losses and performance losses
(Nurmaya 2012). I can continue with many examples to explain that this kind of
disturbances could occur all around the world and impact any organisation. No company
can exclude being caught in such strained situation. Fortunately, businesses are more and

more aware of this and they work on being able to cope with it by using the SCRM.

1.2 Risk assessment

Supply chain’ Firms face an urgent need to sustain the expected output/production of the
business during a situation of risk. To maintain this need, company should, as I explained
before, first identify potential risks. After that, they will be able to evaluate their impacts on
the business. The risk evaluation is part of the analysis process, and it will result in the
recognition of potential risk events impacting the supply chain (Nurmaya 2012). Moreover,
in this part firms will be able to classify risks linked to their consequence (Yates and Stones

1992).
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Assessment tools

According to researches, risk assessment tools are divided into three main categories:
“decision analysis”, “case study”, and “perception based”. For each category, the authors
highlighted the fact that the assignments of probability to the risk events are different
between them and therefore we should mention the probability distribution of risk. Indeed,
the probability could follow a normal distribution, skewness distribution or leptokurtic
distributions. If we forecast the risk wrongly the result will be an exponential variation in
the lead times (Manuj and Mentzer 2008). For more information regarding the probability
distribution, Manuj and Mentzer suggest looking at the paper of Ross (2003) and Wackerly
etal. (2002).

In the same way, historical data could help to discern the behaviour of risk probability
distributions uniquely if the data are reliable. Indeed, it is quite difficult to gather the data if
firms outsource and off-shore their factory. For instance, FyBox Company has outsourced
their plant to China and one issue is that it can be difficult to obtain information from the 1st
tier supplier or the 2nd tier supplier. In this case of those situations, Delphi method will
allow the firm, even if the historical data are not available, to assign probabilities without
any mistake. The following method (Figure 4) consists of using information thanks to a
specialist and finding a consensus concerning a conflict of interest. In other word, firms are

going to interrogate some individuals that are knowledgeable to understand and evaluate

the potential events of risk in a particular subject (Manuj and Mentzer 2008).
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Figure 4: Application of the Delphi method
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There is a debate regarding the risk assessment and the literature highlights four
methods prioritizing risks that could impact the regular business activity severely. The
upcoming methods are FMEA (Curkovic et al. 2013), the four-stage process by Manuj and
Mentzer (2008), the index method by Tummala and Schoenherr (2011), and finally the
scorecard method by Zsidisin et al. (2004). Furthermore, SCRLC organisation explains that
those kinds of methods make it possible to evaluate a broad array of risks over time and to
figure out which risks should be included in the risk-management process (SCRM Process)
and those that are not relevant. SCRLC also distinguishes and defines the risks that are not
critical for the management. Notably, those that have regular variations in products
demand and quality are not included in the risk-management process.

On the other hand, firms should include the factors that are not flexible and responsive
related to the supply chain in the risk-management process. Indeed, the following example
will help to understand the situation; if there is a company such as GSK and they have only
one supplier who could provide a specific product in the world. Then, this supplier, located
in Japan, was struck by a Tsunami. The question here is to know how GSK could handle this
critical event when its only supplier is in disruption. This situation explains clearing that

the supply chain is not flexible and not responsive, and the firm should put this product in
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the risk-management process to avoid or reduce the impact. Ericsson implemented a

method named “Ericsson risk management evaluation tool” (ERMET), and this tool consists

of assessing more precisely several issues that could occur during a regular business. The

method puts the emphasis on six points:

Business Control

Hazards in the surroundings

Hazards at the site

Business interruption handling

¢ Management
System

¢ Environment,
quality,
information
security

» Risk management
policies

* RM organization

* Audits &
Inspections

Financial

¢ Investments

* Cash flow
 Cash position

* Liability
 Capital turnover
¢ Owner structure

* Natural
» Avalanche
» Eartquake or Tsunami
* Floods
» Fires
* Volcanos
¢ etc.
* Man-made
* Dams or locks
» Domestics disturbances
 Risky production units or
warehouses
+ Severe environmental pollution
* Resource shortages in the area
 Severe building collapses
» Transportation incidents

* Secure sourcing
* Material
* Risk
management
* Properly
protection
* Buildings
« Site protection
* Fire
prevention
* Resources
shortages
* Chemical
products
* Environment
* Distribution
* Production
* Critical
equipment and
tools
* Service and
maintenance
* Spare parts
» Bottle necks
* Employees
« Staff training
* Key persons
* Flexibility and
capacity
* Information
* Information
Security
« IT platforms
« Computer
rooms

 Interruption handling

* Business interruption analysis
* Business continuity plans

* Mitigation resources

» Contingency plan

 Crisis organization
* Incident handling

From Norrman and Jansson 2004

Norrman and Jansson (2004) have highlighted in his paper how the ERMET works.

Ericsson claims that using this tool enables to assess internal and external suppliers.

Norrman and Jansson (2004) argue that the tool is quite sophisticated, so the company

should set up a cross-functional strategy to gather all the relevant information. Through a

diagram, the firm will look deeply in every factor sub-mentioned and will quantify those
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factors on a scale of one to four. In order to quantify factors, they will consider the
probability of occurrence and the impact. As a result, the diagram will display two relevant
information. The first is the total risk situation of supplier and the second is the forecasted
development. Notwithstanding, this tool is mainly used for the operational accidents and
catastrophe in contemplation to prevent a disruption within the supply chain.

Afterwards, Ericsson made the decision not to use the risk value obtained by multiplying
the impact with the probability and rather prioritize the financial implications in regards of
assessing which risk, suppliers and components firms will emphasise on it. Indeed, the risk
value will be more complicated to explain to business employees and it will be less
comprehensible than the financial value. With an eye to getting that information, Ericsson
creates the “Business interruption value” (BIV). It consists in multiplying the gross margin
by the business recovery time (BRT). The company then adds other costs such as “idle
capacity labor and equipment” (Norrman and Jansson 2004). In the same way, Ericsson has

established four sub-elements within the BIV:

1 BIV > +/- $100 million => the situation is “severe”

2 BIV = between $50 million and $100 million => the situation is “major”
3. BIV = Between $10 million - $50 million => the situation is “minor”
4

BIV < +/- $ 10 million => the situation is “negligible”

Last but not least, Norrman and Jansson (2004) argue that Ericsson prioritizes the risks
related to a high consequence and low probability because they are more relevant to this
topic. Considering the fact that small and medium companies do not have an EBITDA which
exceeds 10 million (EUR), it's obvious that they could not properly use this tool. According
to me, the evidence of implementing this tool is mixed. So what I will suggest regarding this
issue is to create a reductive coefficient to apply this method to the small and medium
companies. The Manuj and Mentzer method (2008) is in line with the tools developed by
USAID organisation. The two other assessment tools are the “Logistics System Assessment
Tool” (LSAT) and the “Logistics Indicators Assessment Tool” (LIAT). The first evaluation,
which is a qualitative tool, requires the intervention of stakeholder to conduct a discussion

group and assess eleven elements:
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1.  Organisation and staffing 7. Warehousing and storage

2. Logistics management 8.  Transport and distribution
information systems 9.  Organisational support

3. Product selection 10. Productuse

4.  Forecasting 11. Finance and commodity

5.  Procurement security planning

6. Inventory control procedures

Those elements are relevant for assessing the risk and this organisation claims that the
risk could appear and impact one of these elements. This method offers many advantages
for the company such as analyzing logistics and commodity security issues and
opportunities (USAID 2011). On the contrary to Ericsson’s method, the LSAT could be
implemented to all logistics systems either in the private or public sector. The organisation
features relevant points to obtain useful results and use it for decision making. The
company should fit the assessment process with the supply chain through accurate
information. The methods of collecting and stakeholders whom will provide that
information will help to get those precise data. The process of this approach will be first to
develop several questionnaires and to check researchers on assessment. The following step

will be to create the discussion group and after that the interview could be launched.

Option 3: Discussion

Option1: Discussion
groups

Option 2: Key informant
interviews

groups and key informant
interviews

eJoint discussion groups.
The intervention of
central-level and lower-
level is required at the
same time and same
place.

eSeparate the central-
level and lower-level for
the discussion groups.

eCreate interview guide in
order to collect data from
the all interviews and cross
the informations between
them.

sthe con of this option is
there is no exchange
between the interviews and
they could not exprime their
opinion in findings of other
interviews.

*Mixed of the option 1
and option 2

*Only when the group
discussion do not help to
gather all the relevant
information so firms
interview knowledgeable
specialist.
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During the study group, some subjects such as standard operating procedures (SOP)
could be at the center of the discussion and every measures will be assessed until the team
can find a risk. Furthermore, the program managers and the country manager’s
counterparts will be included in the group sessions. Concerning interviews, firms should
conduct multiple interviews only with experts who are knowledgeable about the supply
chain systems. The process offers the possibility of choosing three options:

The “Logistics Indicators Assessment Tool” (LIAT), which is a quantitative tool, will allow
the firm to collect data in order to assess supply chain systems. Firms could calculate the

following list through the accurate data (core supply chain indicators):

e Certainty of supply chain data for inventory management

¢ Percentage of facilities that receive number of products ordered

¢ Percentage of facilities whose stock levels ensure near-term product availability
¢ Percentage of facilities that have been impacted by a stock-out.

e Duration of the stock-out

The US agency (2011) claims that, in a view to collect the data, the firm should use an
experimental or non-experimental survey design. In other words, the experimental consists
of selecting randomly at the same time a group control and a group intervention. This will
allow the firm to set up a clear vision of the supply chain’s impact by contrasting two
distinct areas within a zone; a zone where an intervention has been implemented and
another where it has not. Thereby, firms will be able to perceive whether using this kind of
response will be relevant and efficient for the supply chain management. Despite the fact
this tool is expensive, it is considered as one of the most reliable. The downside of this tool
is that it is sometime not doable to determine a control group. Unlike the non-experimental
design, there is no need to include experts in the assessment of the control group, and this
tool consists of measuring changes within the supply chain. However, the factors are less
reliable than the experimental device. The non-experimental is often used in combination
with the LSAT tool to gather more data and to figure out which factors have impacted the

outcomes.
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Christopher et al. (2004) argue that there is a lack of understanding and assessment
regarding the supply chain risks. As I highlighted with the case of Ericsson, assessment
tools are limited to Multinational Enterprises (MNE’s) and this is could be a limit to small
and medium enterprise (SME). So, [ came up with the idea that an author could focus only
on SME’s and create a tool that fits their expectations to assess risk in supply chain
management. Indeed, the author would create a workbook for that purpose to help and
provide a simple methodology to the SME’s. Thanks to this workbook, firms will be able to
assess the risk within their vulnerabilities supply chains systems. However, the author
provides only the workbook and will not do the work instead of the firms. Therefore, the

management has to be proactive on this subject.

First step: Second step: Third step: Four step:
Company must Company must Company must Company must
eIldentify the eTestits supply eFocus to the esImplementa
supply chain is a chain by Using exposure of the framework in
part of the six firm through four order to set up
eDescribe the dimensions to key risk the contingency
supply chainis a identify the characteristics plan and
part of relevant issues escale mitigation
eDimensions: eDuration
gnwronmental- «Recovery
emand-Supply- C
Control- sLost
Mitigation-
Process

By saying this, | wanted to point out the fact that it will be more complicated for an
outsider to identify and quantify the risks and weaknesses faced by the firm. That is why
every key employee should actively participate in all the process. By using the four main
steps method, it helps companies to focus and put their attention in a different area that

they do not think about or do not have the know-how.
Risk tolerance

“Enterprises may use their ratings of the likelihood and consequence of risks before and
after treatment to evaluate residual risk levels against acceptable risk levels.” claims SCRCL

(2011, p.16). The purpose of this idea is to identify if the likelihood and consequence of
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residual risks exceed the risk tolerance, after that the firm could implement more risk
treatments to minimize the risk. Research shows that organisations are different from one
another and have different core businesses, and this is why the acceptable risk levels will be
unique according to the supply chain and the core business (Tummala and Mak, 2001 and
Ngetal. 2003).

Figure 5: Acceptable, tolerable, and unacceptable risk
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From Tummala and Schoenherr 2011

Moreover, the degree of the risk tolerance will be suitable for each level of the
organisation. In other words, the operation, the managerial and the executive level will
have their own risk tolerance level and by using this method the firm will face the risk
quicker. As I already highlighted with the Ericsson case, it is less complicated to take a
decision when the risk is linked to financial data. Generally, the SCRLC organisation points
out that companies link the risk to economic impact. Yet some companies will tie their risks
to other factors such as the reputation/notoriety. The primary goal here is to understand
more precisely the impact of the risk and to have a better overview of it. Therefore, when a
company has tied the risk with one of their corporate assets, they could assess the risk
tolerance by using one particular tool which is the “The risk frontier graph.” As we can see
bellow, the chart explains where the risk tolerance edge (Black Line) and is linked to the

likelihood of an event in abscissa and the consequence of an event in ordinate.
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Figure 6: The risk frontier graph
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The consulting firm Barclay Simpson (2013) argues that a business should aggregate its
plans and budgets to the corporate levels where the risks are located in order to have a
range of risk tolerance. As a result, the firm will accurately predict the risk. The strategy
implemented by the consulting firms will be divided into four main parts. The Board, which
is the first part, will set the risk tolerance of the company by explaining which risks are
unacceptable and the level of acceptability of the other hazards. Then, comes the second
part of the management. It will set up and control the internal process to ensure that
business risks will maintain the levels of tolerance specified by the Board. The third part is
the “Key Business Processes”. It will look deeper into in the risk assessment process and

will control the business risks by using:

o Strategies e Capital expenditure approval
¢ Business plans e Mergers

¢ Budgets e Acquisitions

¢ Treasury ¢ Disposals

Last but not least, the Head of Risk Management will come into action by helping the

Board and the management to build processes and a tool from the bottom with the same
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objective to obtain acceptable risk tolerances. To conclude this part of risk tolerance level,
the Operational Business Units will be in charge of managing risk within acceptable
tolerances through the risk management and control policies. The evidence on risk
tolerance is mixed for me because the management and the Board do not fully
comprehended it and the willingness of taking a risk by the top management will be

perceived differently for the employee as it might appear not coherent to them.

1.3 Risk mitigation

Immediately upon the company has set up the risk tolerance level thanks to the previous
process within the supply chain risk management, it is able to establish the mitigation
strategies. By all means, at the strategic level, they should already identify, assess and
evaluate the risk through several tools aforementioned in the risk management.

There is an overall debate among authors in the literature regarding the mitigation
strategies. The risk mitigation will focus, through several strategies, on reducing the
likelihood if an unfavourable event occurs (Norrman and Jansson 2004). Until now, Juttner
et al. (2003) came with a concept of four first categories (Avoidance, Control, Cooperation
and Flexibility) to mitigate the risk within the supply chain and the other ones described by
Manuj and Mentzer (2008).

Avoidance

Miller (1992) argues that this strategy will be operated once there is an adverse event or
a risk linked to a given product, geographical market and a particular supplier or customer.
In such manner, the company will avoid suppliers or clients which could generate some
risks that exceed the risk tolerance. Once a company is involved within a highly uncertain

market, they have to divest the specialized assets in this particular market.

Control

)

“Firms may seek to control important environmental contingencies to reduce uncertainties”
(Cyert and March 1963, p.323). The research “Taking risks: the management of uncertainty”
points out that managers are inclined to control uncertainty factors instead of being passive
(MacCrimmon and Wehrung 1986). For instance, one of the control strategies could be

lobbying activities. An effective lobbying strategy will allow companies to manage the
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uncertainty of regulation, laws and trade restraints. [ highlighted the upstream control by
monitoring the political activities or the supplier activities. However, there is also the
downstream control which consists of influencing consumers through advertising and
promotions (Miller 1992). Juttner et al. (2003) claim that there are more than one strategy

in the control part. The following strategies are:

o Vertical integration

o Increased stockpiling and the use of buffer inventory
o Maintaining: excess capacity in productions - storage - handling transport
o Imposing contractual obligations on suppliers

On that matter, Manuj and Mentzer (2008) attest that vertical integration may reduce the
risks of supply/demand failures in the supply chain. However the downside of this method
is that by increasing the control, the variable costs will change into fixed costs. Regarding
the contractual part, it is important that the contract is based in the host country for two
reasons. First because by having the manufacturing facilities in low-cost countries such as
China will allow for inexpensive production and second because it makes easier to access to
legal recourse in case of a critical event (Manuj and Mentzer 2008).

When we talk about vertical integration, horizontal integration should also be taken into
account. Pennings (1981) states that horizontal integration consists of a merger and
acquisition strategy to control competitors. On this wise, the firm will attempt to control

competitive uncertainties through adjusting industry structure (Pennings 1981).

Cooperation

Numerous authors support the claim that “The supply chain collaboration is two or more
companies adopting a long-term perspective and working together to create unique value that
neither partner can achieve alone” (Chen et al. 2012). Set in this mindset, companies will
achieve collaborative advantage.

Chen et al. (2012) and Christopher et al. (2004) agree to say that cooperation is all about
sharing a maximum of information between organisations to improve supply chain
visibility and reduce supply chain risks. Sharing information includes data about the market
trends and consumer preferences. Therefore, it allows the supplier to understand
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customers' needs better and improve forecasting (McNally and Griffin 2007). However a
lack of consensus exists on the point of the cooperation. Some authors claim that
cooperation should not take place only between the focal firm and its supplier but could
also take place between the customer and the center company. Indeed, through sales
promotion and order batching, the client's collaboration will allow for the focal firm to
avoid demand variability (Lee et al. 2002 and Croxton et al. 2002 and Taylor 2006). To sum
up, customer cooperation will provide both high-quality information and relational
commitment which enables to match the forecast with customer orders.

This strategy is different from the control strategy mentioned before, in the sense that it
involves multilateral agreements instead of a unilateral power. By all means, the purpose of
this procedure is the same than the control strategy which is to reduce the uncertainty. The

main goal is to gather extra information to:

o Improve supply chain visibility and awareness
o Share risk-related information
. Prepare supply chain continuity plans

We should remember that the strategy can be applied by the focal firm only with its key
suppliers. Indeed, it is more complicated if all the providers are involved in this program

(Juttner et al. 2003).

Flexibility

An attractive feature of flexibility is that it will increase the responsiveness instead of
increasing the predictability (as “control” would do) (Miller 1992 cited by Juttner et al.
2003). The flexibility gathers three kinds of strategies that all the same purpose:

. Postponement
o Multiple sourcing
o Localised sourcing

The postponement will delay some factors such as labeling, packaging, manufacturing,
and assembly to maintain the flexibility and delay the incurring of cost (Bucklin 1965).
Moreover, it will reduce their dependence on forecasts and increase the responsiveness on
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variability and disruption in demand. The multiple sourcing will spread the risk in several
parts and it could also be represented as the “Hedging strategy”. In fact, the purpose of this
method is to disperse portfolio of suppliers, customers and facilities so that a single critical
event does not impact all the entities at the same moment or/and with the same importance
(Manuj et al. 2008). Moreover, the aim of the multiple sourcing is to focus on short lead-
times and the potential for quick responses (Juttner et al. 2003).

Miller (1992) argues that the flexibility consists of two things. The first one is the
product diversification and the geographic diversification. There is a strong case in favour
of diversification and the multiple sourcing strategy. The second part is the operational

flexibility with five main points:

o Flexible input sourcing

. Flexible workforces size

o Flexible work skills

o Flexible plants and equipment
o Multinational production

Those points will allow the company to respond to environmental uncertainties involved
with organisational performance. If the firm is flexible enough, it will manage to take
advantage of opportunities offered by a short-term fluctuation in the price of inputs and
products.

The evidence on risk mitigation is mixed for Dittmann (2014). He highlights three main
risk mitigation strategies. The first one is to choose financially robust and competent world-
class suppliers. However, we have to take into account that it is hard to find the perfect
supplier and it takes around two years to develop and fully certify a global supplier. Then,
the second strategy is to compress global shipping time and cycle time variation. The main
idea is to implement the Lean principles and Six Sigma techniques which enable to reduce
cycle time and variation by eliminating wasteful activities in the process. The Six Sigma is a
variety of tools used by companies to ensure reliable output in manufacturing and process
improvement (Antony 2008). The last strategy is to put the emphasis on visibility to track
global shipments. Moreover, firms set up the SCEM (Supply chain event management)

within the organisation in order to keep all key personnel in the supply chain - from
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materials suppliers to buyer managers - aware when action needs to be taken to handle

potential delays. The SCEM cover five business processes:

Monitoring
Notification
Simulation

Control

S

Measurement

In the same way, the graph below ranks the ten most relevant supply chain risks
mitigations. As Dittmann (2014) argues, it shows that the favourite method to reduce the
risk is for a company to be able to have strong suppliers. However, the less preferred
mitigation strategy is to purchase insurance. In fact, this strategy would be the consequence
of a likelihood event and will cover a part of losses - this is why it’s evaluated at 4/8.

Figure 7: Supply chain risk mitigation

Preference on a scale of 1-10 (10
Being most preferred)

ORLNWARUION®

From Dittmann J.P. 2014

To sum up, the mitigation plan provides a company with a mature decision-making
process for facing potential unforeseen losses due to likelihood of events. The purpose of
the risk reduction is to detect the potential losses that could occur from unexpected events.

For instance, if the quality issues are critical to business, the risk mitigation plan should
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develop a relationship with the supplier to replace the product and to avoid that kind of
problems caused by the potential critical event. In the same way, Chen et al (2012) argues
that to ensure the quality of supplied products, the focal firm may help his supplier to
implement quality management program in their facilities. The focal firm can visit their

providers and provide training to their employees.

1.4 Risk control and monitoring

The risk control monitoring is the final steps within the process of SCRM. Firms should
establish effective surveillance systems and creating a set of suitable internal controls
(Dailun Shi 2004). SCRM systems can be used as a kind of management control system. The
risk control and monitoring are essential to make sure that there is a proper execution of
the risk plans and assess their effectiveness in reducing risk. Then, companies monitor the
factors that could trigger the likelihood of events and the residual risks and should identify
new risks that could appear during operations (Christopher et al. 2004). In the same way,
the risk monitoring would be more relevant if the risk level is high and higher or not
mitigated. Afterward, if the mitigation plan does not reduce the risk to an acceptable risk
level, then a risk monitoring strategy should be built. Several tools exist to monitor the risk.
On the one hand, the “Risk assessment and treatment template” (Appendix 1) enables the
firm to assess and treat the residual risk. On the other hand “The Spider web” (Appendix 2)
consists of monitoring who is in charge within the organisation and how the supply chain
partners are evolving related to their commitments. Indeed, focal firms have to put
emphasis on suppliers and sub-suppliers to understand and to be aware of how their risk
management processes are being developed (Norrman and Jansson 2004).

Get to the heart of the matter; Ericsson Company created a template, with several criteria
to be filled out, to have a better idea about the residual risks. The firm should know
precisely which risk they have reduced and which are remaining after all mitigation
strategies have been implemented. By using this method, the firm should first identify the
source, describe the event and the cause of the event, evaluate the risk - in other words the
probability and the impact of origin - and list all the mitigation strategies. Thanks to this
inquiry, firms may know if they control the risk or not and how much a mitigation plan

would cost. Concerning the second tool implemented by Ericsson Company, namely the
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“The spider web” (Appendix 2), it consists of assessing 13 factors by means of a diagram.

Those factors, listed below, will be evaluated from 0 to 3 during one year:

1. Management systems 5. Natural Hazards
2. Risk Management policies 6. Man-made Hazards
3. Risk Management Organisation 7. Secure Sourcing
4. Audits and Inspections 8. Buildings
9. Resource shortage 11. Extinguishing equipment
10. Fire Prevention 12. Site protection
13. Handling of chemical products

The organisation SCRLC (2011) also highlights the fact that when a company has
established the SCRM program, it should implement the monitoring program, evaluating
plans and procedures to be sure the firm controls the risk. Moreover, the firm must check
the conformity and effectiveness of the SCRM program. It must also establish, implement,
and maintain procedures for monitoring and put in place the necessary corrective actions in
case of contingencies. Above all, companies should test their plans once in a while so that
employees are able to react instantly and efficiently in case of need. Therefore, the
business-continuity plan is necessary to make sure that things are smoothly running when

needed. During this last step firms have to test their plan in four different ways:

¢ An orientation to familiarize employees with the scheme, their roles and duties.

e Exercises to emphasize the logic and content of the scheme and to assimilate the
decision-making processes and, the most important provide experience regarding the
plan.

e Functional tests and simulations to involve employee and to create interaction
between them (for instance evacuation procedures).

e Full-scale tests by involving suppliers and supply chain partners to assess the plan.

Those points should be monitored over time like the “Spider web” which has to be
monitored three times a year for at least one year to make sure there is a real evolution. In
conclusion, firms should seek to become early aware of any modifications that could occur,

explain how it could impact their normal business and share these thoughts with internal

36.



key employees to determine an appropriate response. Monitoring should include assessing
the risk of a newly emerging event, tracking compliance and identifying sensitive supply

chain points (SCRLC 2011).

Risk contingency plan

Leading companies implement contingency plans for risks that would have a severe
impact on their business. Firms will document contingency plans and detailed what would
happen if firms lost for instance a major supplier or the main factory (such as the case of
Ericsson) (Dittman 2014). By implementing a risk contingency plan a firm goes from
reactive to a proactive to avoid occurrence and this is why several authors highlight the fact
that proactive SCRM implementation come from a contingency theory perspective. The
company has to choose which contingency could impact their day-to-day business. For
instance, firms could focus on supplier insolvencies as an indicator of the level of
vulnerability of companies (Grotsch et al. 2012). However, the contingency theory explains
that there are several good ways to handle processes of organizing and decision-making, as
different environments give rise to different circumstances (Fiedler 1964 and Lawrence
and Lonch 1967 and Luthans 1976). “Contingency theory views firms as open systems where
information is exchanged through the input-process-output procedure” (Grotsch et al. 2012,
p.2845). In other words, the input means the internal and external issues; the process
highlights the organisational responses (for instance strategies and actions) to the inputs
and the output is the results of the processes. The main goal of the contextual outputs is to
find the best way for a firm to face the inputs and outputs features by using the correct
processes (Grotsch et al. 2012).

Moreover, to respond quickly to short-term changes in demand or supply and handle
external disruptions smoothly, companies have to draw up contingency plans and develop
crisis management teams. Indeed, firms must put together those teams that are aware how
to call for backup plans. By all means, it will only be possible if companies have a specially
trained team and prepared contingency plans to deal with crisis such as Dell and Nokia (Lee
2004). Grotsch et al. (2012) explain in their paper “Antecedents of proactive supply chain
risk management - a contingency theory perspective” that a firm should be proactive to

reduce risks and their impact on the business. They propose a model for proactively
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reducing the incidence of risks when it occurs. The model is “Relating relational buyer-
supplier relationship and proactiveness” and to become proactive, as the contingency plan
advises, the buyer-supplier relationship is quite important. This type of relation enhances
procurement performance (Gulati and Sytch 2007; Pressey A. and Xuan Qiu X. 2007). On the
one hand, the relationship is based on values such as solidarity, commitment and
expectation of mutuality (Macneil 1980; Dwyer et al. 1987; Noordewier et al. 1990; Poppo
and Zenger 2002). On the other hand, the partnership is based on the belief of expected
continuity (Heide and John 1990). Two firms or more require relationship and cooperation

for the following reasons:

» Kleindorfer and Saad (2005), cited by Grotsch et al. (2012), point out that with
complex supply chain networks, it is harder to isolate the external risks since their
actions will impact other partners and it could also impact the firm by taking such a

decision.

» Thompson (1967), Mukheji and Francis (2008) explain that using the strategy of
changing a supplier to avoid the risk is not an interesting solution if the firms are
interdependent. Companies have to alter the rules of the game by acting differently
with their suppliers. Indeed, companies have to be understanding regarding the
need for their providers and cooperative to respond efficiently and with flexibility to

the external environment.

» Relational partnerships lead to higher investments within a specific field (Gulati et al.

2005).

M. Grotsch et al. (2012 p. 2848) point out that the relationship strategy focus on reduced
supply bases, single sourcing approach, and long-term agreements. Nevertheless, there are
some con’s factors of using this method. Which are “missing opportunities to collaborate
with another supplier (opportunities cost)”, “selecting poorly qualified suppliers (adverse
selection problems)” or “suffering from supplier shirking (problems of moral hazard)”

(Swink and Zsidisin 2006 and Christopher and Peck 2004).

Supplier improvement
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One of the ways to build a relationship with their suppliers is through “supplier
improvement”. In other words, the focal firm could implement the SCRM process, training
or quality management program to reduce risks and increase the relationship between the
focal firms and its supplier (Zsidisin et al. 2004). The method may not be the lowest cost
course of action. However, it may reduce the impact of a potential disruption (Christopher
and Peck 2004).

In the same way, Christopher and Peck (2004) consider that modern commercial supply
chains include dynamic networks of interconnected firms and industries. This is why the
supplier improvement is crucial to have a modern commercial supply chain. Even with the
most carefully controlled processes any firm is an island. Focal enterprises and suppliers
must help each other to build efficient and reliable production, transportation and
communication systems. Helping the supplier effectively and efficiently will make it more
likely that items are produced and delivered in the right quantities, in the right quality, to
the right places, at the right time in a cost-effective manner. The focal firm needs to have a
clear and consistent strategy about their suppliers as co-creators of items that the focal firm
sources from them. They have to change their mindset because the provider is not only a
way to source material based on cost reduction (Szwejczewski et al. 2001). Moreover, I-Ki
and Chin (2004) point out within the Supplier Quality Management (SQM) that the
composition of supplier alliance, supplier monitoring, and supplier development are the
main elements to secure supplier network and to reduce supplier risk. By implementing the
SQM, the firm could build a competitive advantage within the complex supply chain.

To be consistent with the sector of production of FYBOX Company, the study focuses on
SQM to improve the supplier. Moreover, FYBOX Company sources the final product from
Chinese suppliers and Millington et al. (2006) claim that the quality in China is one of the
main issues between focal firms and their suppliers. Thus, seven strategies will allow

improving supplier quality management within the manufacturing sector:

1. The consistency of managing suppliers (Lo and Yeung 2004): the focal firm may

demand high-quality standards to the supplier and should not consider working with a
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supplier insufficiently qualified. The firm may thus set up clear quality goals to the provider
to avoid specific product from some suppliers to fall behind their peers.

2. Not allowing legacy and home-grown systems to slow down quality management
and compliance through the supply chain (Tillery and Ruttledge 1991): The firms should
implement a secure quality management, ERP (Enterprise Resource Planning), PLM
(Product Lifecycle Management), pricing and MRO systems (Maintenance, Repair, and
Operation). The focal firm should be accurate, fast and tight with their supplier.

3. Firms may take into account supplier quality levels, tooling requirement and built
CAPA (Corrective Action Preventative Action) to have a cycle of continuous improvement
(Theodorakioglou et al. 2006): CAPA will handle the complaints, process variations and
production inconsistencies.

4. Firms have to track and report, through compliance and quality management
systems, reduction of variability, risk mitigation and cycle time reduction (Weiss 1998):
these factors are fundamental to accomplish respect and quality management objectives.
With the stated goal of reducing the cost of quality, focal firm implement the “supplier
quality management strategies” through a measurement of defects, corrective actions,
traceability and improvement in quality (Theodorakioglou et al. 2006)

5. Publication of the supplier’s audits data on the company’s intranet (Agus and Hassan
2008): By publishing the analytical series it will allow driving down the quality costs,
improving overall production performance and increasing quality levels.

6. Implementing and realizing a Non-Compliance/Corrective Action (NC/CA): This
strategy enables the focal firm to evaluate the supplier’s inbound orders, to reduce
defective items, to decrease wrong and late deliveries.

7. Suppliers must be in compliance with some international standard such ISO or using
the Malcolm Baldrige National Quality Award (MBNQA) which is a tool that assesses supply
risk from key suppliers (Zsidisin et al. 2004).

In the same way, Zsidisin et al. (2004) stated that some tools are focusing on supplier
improvement which is also used to assess supply risk. The supplier process improvement

tools are:
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o communicating with suppliers
o conducting process maturity path analyses

. developing and certifying suppliers

For instance, the company Aero2 (Supplier in the aerospace industry) explains that they
discovered supply risk thanks to its communications with suppliers. Indeed, the fact that a
corporation communicates to supplier employees can disclose issues such as cash flow
problems within the vendor company or the provider’s performance history. Zsidisin et al.
(2004) point out through the organisation Comp1 (Computer manufacturer) that a focal
firm should do quarterly meetings with its key suppliers to understand potential capacity
constraints, to discover supplier plant capabilities and the manufacturing plans of vendors.

Regarding the second tool, it consists in analysing three types of suppliers: the long-term
supplier, supplier transition, supplier considered at risk. To that kind of vendors, the focal
firm will send a questionnaire in which suppliers will rate themselves from 1 to 5 on
various processes. After that, the center firm will send some employees to visit and to
confirm that self-assessment. Employees such as the supply chain experts, procurement
specialists and engineers will ensure that the supplier is capable of meeting the firm's
requirements and provide input to improve supplier’s processes when/if necessary
(Zsidisin et al. 2004).

Developing and certifying supplier’s tool involves a five steps process that leads to
supplier certification which includes an analysis of corporate materials, design engineering,
capacity analysis and production process. The final step would be the supplier certification.
At that point, the supplier should be on the same level of quality standards and delivery
performances than the focal supplier. The supplier’s development process is similar to the
risk assessment tool for the following reason; it provides an understanding of the provider’s
process in term of supplier capacity, mix changes, ability to make volume and technical
expertise (Zsidisin et al. 2004).

CHAPTER 2: SCRM linked to Small-Sized Enterprise

Most of the literature, research, framework, strategies and models in SCRM concentrate
on multinational companies and large sized companies. Ericson, Nokia, Volvo, GSK and so

on are the leaders in SCRM strategies. Those companies innovate regarding SCRM practices
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and as a result, few models and strategies can be or with difficulty applied to Small-Sized
Entreprise. In fact, SME’s deal with unique opportunities and challenges in their
environment. So they have to adapt the models at a lower scale (Norek et al. 2007).

When a small to medium-sized enterprise take into consideration to implement supply
chain management initiatives, those companies cope with some challenges that MNE’s
usually do not face. The following difficulties will help SME’s to be conscious of the SCRM
initiative and to set up rules to respond to the challenges (Hong and Jeong 2006). The first
defy points out by Norek et al. (2007) is “Decentralized Supply Chain Organisation”. It
explains that small and medium-sized enterprises are not broad enough to require a team
which will be in charge of planning the supply chain contingency plan. Moreover, they do
not have access to a knowledgeable employee whom can deal with the concept of SCRM
strategy.

The second challenge “Lack of clout and buying power” explains that it is complicated for
SME'’s to influence their suppliers by sourcing significant volumes of goods. Therefore, it
will impact the price of products, and whether an event occurs in the supply chain, the
supplier will probably provide the big business instead of the small ones. That is to say that
smaller quantities may impact SME’s regarding securing their supply chain. Indeed, the lack
of economy of scale will affect the small businesses to have same opportunities to source
from a large supplier (Zhao and Simchi-Levi 2003). Norek et al. (2007) argue through the
third challenge “Lack of consistent business processes” that SME’s has a non-existence of
detailed process documentation because employees will wear several hats such as project
manager and procurement manager at the same time. Further, that kind of employee is
usually working under intense and strict time constraints. As a result, it generates problems
if the supply chain disruption occurs, if partners want to connect systems such as inventory
availability, transportation and warehouse operations management. Since companies grow
it becomes more complicated to keep the process accurate and complete with a detailed
documentation of product data and an efficient IT system. Therefore, it is complicated to
manage and work with the outsource supplier.

Fourthly, “Supply chain technology concerns” describes that most of the supply chain
software is developed and designed for large companies. Moreover, the supply chain

software is a challenge for the SME'’s in term of pricing and functionality. Indeed, SME’s
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usually do not have the required capital for such investment. As a result of that lake of
technology, companies are positioned in disadvantage because they cannot link their
Supply chain management systems with other supplier partners (Shiels et al. 2003). The
next challenge “Ability to attract top talent is limited” highlight the fact that companies
recruit people with distribution, logistics and operational skills instead of recruiting
individuals with strategic SCRM and larger international business perspectives.

Last but not least, “Lack of significant capital for investment” is another challenge for the
SME’s. Those companies do not have identical options like the larger companies do
regarding financing initiatives. In fact, Small and Medium-sized Enterprise require
obtaining loans to invest in their improvements. However, investments in SCRM initiatives
such as contingency plan or assessment plan are not at the top of the list in their
investments efforts. The list of challenges abovementioned, SME'’s experienced in daily
business life and as explained by Norek et al. (2007), it is understandable and it provides

some framework regarding difficulties that face SME’s when implementing a SCRM.
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CHAPTER 3: SCRM and sourcing in Emerging Markets
Risk assessment and contingency plan in emerging markets.

“With the growing complexity of global sourcing coupled with significant cost reduction
initiatives at the firm level, supply managers now reach into emerging markets for the
procurement of goods and services.” (Patterson 2005, p.1). Doing business in emerging
market will bring into existence two main questions regarding managing the inherent risk
from those countries. The first question is about knowing “what are the frequent sources of
risk in emerging market?” and second question is “how can we manage them effectively?”
According to Patterson (2005), the risk is inherent in particularly when it involves global
sources of supply. Moreover, the risk, uncertainty and complexity intensely increase when
firms source from suppliers operating in emerging market. This part presents several
sources of risk to take into account when a focal firm is looking for new supplier within
those emerging markets. Also, it points out the contingency management tools and

techniques, which enable the focal firm to handle with these risks effectively.

Risk factors

The danger in emerging markets comes from five sources thus we differentiate political
risk, market risk, financial risk, supply base risk and company-level risk. The risks that will
be presented later in the paper focus on emerging markets.

The political risk stems from the overall macro environment surrounding the emerging
markets’ sourcing decisions. Indeed, uncertainties come from where the future supplier
operates. For this case, we could mention the regional and foreign country risks. For
instance doing business in economies such as Germany or the USA has fewer risks linked
with global location than doing business in the emerging markets of South America or China.
So the environmental risk may disturb the country that the focal firm wants to do business
with (Patterson 2005). The focal firm must take into account the stability and the control of
the government and politics in emerging markets in order to control the impact of
scheduled elections, military coups or strikes. Furthermore, firms must be aware of the

legal infrastructure and property rights inside the legal system of a given country. Muslim
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law, Chinese law and European law all differ from each other in terms of standards such as
ownership and transactions.

The second risk is related to insecurity, such as the presence of terrorism. Increase of
security leads to additional inventory in the pipeline to face with likelihood events. Trade
embargos, increased duties and tariffs, limited repatriation of profits, strict administrative
rules in importing and exporting stem from unfavorable trade balances. Moreover, focal
firms could be affected by official corruption and the transparency of customs would be
distorted by bribes and requests for donations. It is important that a company is aware of
these kind of practices because business may slow significantly (Patterson 2005). Tools that
firm can use in order to reduce the risk it is “The World Factbook” incorporated by the U.S.
Central Intelligence Agency website and the global “Opacity Index” created by Price
Waterhouse Coopers. These two tools will be used to determine government corruption,
property rights, economic policies, accounting standards and business regulations. Market
risk relates to the competitive nature of emerging markets which stems from the level of
competition within the firm’s industry. For instance, the more enterprises are there in the
industry, the higher the purchase prices will be and capacity constrained will increase
(Patterson 2005). Also, another significant market risk factor is to maintain the
confidentiality of proprietary trade secrets. In fact, some emerging markets are open to the
influx of new technology, but then local firms will reproduce the same technology, and the
government could ask the entrant firm to leave the host country. As a result, the firm will
lose his private technology information; meanwhile a new competitor will emerge.

As per the supply base risk, there is a material supply base disruption from several
reasons. Since the potential supplier is located in an emerging country, it will lead to a
longer delivery pipelines and the vulnerability of the supply base. The level of coordination
required to manage normal business operations will be impacted by bad communications
and time differences and it will lead to mode of transportation’ errors and delays in
documentation for the customs (Pressey 2007). In the same way, the infrastructure and
accessibility of transportation may be a weakness in the emerging countries. The bad
conditions of roads and railways may impact the rapidity of good-flow within the emerging
country, and the constraint of services and facilities from the harbour will slow down the

loading of the containers and shipments. Suppliers from emerging markets will also supply
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the same product to other competitors. The fact that the firm uses a shared supplier must
treat the supplier differently by restricting access to new technology information, capacity,
product allocations, and routine shipments. If the company does not follow these rules, it
will likely lose control of proprietary information. Moreover, the supplier could also
compete with the focal firm by selling the same product with another brandname for
instance the case of DANONE and Wahaha group (Quingxui 2011 and Patterson 2005).

The firm should increase inventory to protect himself from the political risk. However, it
will lead to an increase in inventory carrying cost and obsolescence risk, which carries
financial risk. Usually, the inventory carrying cost is around 35% of average inventory cost
annually due to inventory investment, storage and warehouse expenses, loss and damage,
labour, taxes, lost opportunity costs and obsolete products. The method that could be
implemented to reduce these costs is using shorter cycle times, process improvement and
accurate forecasting. In the same way, one of the potential risks is to deal with currency
exchange rates of emerging countries (Manuj and Mentzer 2008). Indeed, countries within
emerging market are impacted by the fluctuation of their currencies against other free
market currencies. The main goal for the focal firm is to forecast potential market exchange
rates. The firm may also be impacted by the higher fluctuation of the exchange rate and as a
result, they have to renew whenever it is necessary their purchase contracts and letters of
credits. Further, some currencies call “hard currency” are rare within emerging nations and
firms may use different forms of countertrade to operate in those countries. Patterson
(2005) points out the valuation of the goods’ method . It consist to add risk and cost to the
transaction and find other buyers or suppliers for them. The firm may structure all the
transaction by step to not be impacted by the currency exchange rate. However, the
currencies may also be devaluated due to the inflation or hyperinflation of the emerging
country. As a result of the inflation, the worth of the goods and the currency used for the
transaction may be reduced. Thereby, the focal firm should realize as soon as possible a
return on investment.

Firms give more importance to suppliers who are well-known, stable overseas and doing
business over the long term to avoid this kind of issues. By moving from supplier to
supplier in emerging market, the firm may face a major cost and time lost by locating,

evaluating and transacting business with new suppliers. Therefore, the short-term
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procurements are entirely avoided or not used smartly in that kind of countries. Moreover,
Firms may start a business only with suppliers who represent the following criteria:

o Able to have “excellent capabilities”

. Able to be a performance improvement

o Able to supply development efforts

o Able to remain current in new technologies

o Able to react effectively to changing market conditions

To sum up, before firms are willing to start a business with any suppliers in emerging
countries, they may evaluate the workforce knowledge, skills and capabilities through

employees and top management within their supplier organisation.

Contingency management tools

Since firms deal with companies located in emerging markets, the contingency plan may
be a bit different than explained in point 2.10. It will be more developed and several tools
might be added which are linked to the emerging country. Some of the following tools are

already explained, but other has to be highly considered in emerging market.

o Multiple sourcing
. Inventory

o Third party intermediaries

o Organisational forms
o Scenario analysis
o Hedging

The ones that would be explained below are third-party intermediaries, organisational
forms and scenario analysis. The third-party intermediary’s tool consists of helping the
focal firm to have a global sourcing strategy. As a result, it will reduce the lack of global
experience and it is necessary when the focal firm does not have enough resources. The
most important intermediaries would be the freight forwarder which will handle practically
all the logistical aspects (Patterson 2005). Further, the focal firm will call the export

management company in order to market one of its products abroad with some exclusive
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representation agreements. This intermediary will not sell the product under his name.
However the export trading company (ETC) which will use his brand name to re-title the
product from the focal firm (Howard et al. 1988). These tools will allow reducing the
financial risk. The disadvantage of using an ETC is that the company may lose the control
over the products. The representative agent will facilitate the process of sourcing by
providing the materials and services within the emerging market. Nevertheless, these tools
could be a bit risky if the focal firm cannot gain trust and establish the relationship with the
agent. So, to avoid this potential issue, the firm may set up an international purchasing
office, which will enable to identify and evaluate the potential of suppliers. In fact, this tool
will allow negotiating price and delivery terms, doing quality control and working in
progress through direct site visits (Patterson 2005). One of the most expensive
organisational forms would be to implement a joint venture between the focal firm and
another local firm to share the responsibility of the procurement and marketing. This tool
permits to have more control and transparency of the products and the business (Bartlett et
al. 2007).

Last but not least, Scenario analysis’ tool may help firms to make an important and
crucial decision when they are outsourcing in emerging market. The case of Royal
Dutch/Shell with the disruptions of oil supply experienced in the 70s, account for the
importance of the tool (Schoemaker and van der Heijden 1992). The primary purpose of
this tool is to react quickly through scenario analysis, which explores and prepares the firm
for a potential event that could impact the firm in the future. To conclude, the emergency
plan explained through several tools will allow a firm to start a new business in emerging
countries by limiting the risk that could occur during a regular business such as in Belgium,

USA or Japan.
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PART B: METHODOLOGY AND CASE-STUDY SECTION

CHAPTER 4: Methodology Framework

The main idea of this method is to precisely explain and confirm the progress of the
practice thesis regarding the SCRM. The methodology explained how the thesis was
constructed, and the research strategy and method described how the data was collected
and analyzed. Moreover, | developed a section using the company analysis where I gathered
data from FyBox and the supplier with respect to FyBox. I concluded this part by
elaborating solutions quality of the plans.

The research method has two facets; the first one is the qualitative research and the
second one is the quantitative research. The quantitative analysis will display the study
through numbers. The qualitative research indicates that researchers would like to explain
how several segments co-operate to build one unique piece (Merriam 1998). Given that [ do
not want to miss significant variables, I will focus more on a qualitative approach. This will
also ensure a better comprehension to the potential reader through information that I
gathered. Furthermore, using this method should enrich the knowledge of the reader.
Merriam (1998) points out that we should be careful when using a case study because we
can simplify or exaggerate events in some situations. As a matter of fact, the case study
could be biased, therefore will not be objective.

In the same way, the combination with inductive and the deductive research will allow
me to highlight the subjective experience in China through FYBOX Company. In fact, the
interviews include personal opinion from professionals and will probably affect the final
results. Nevertheless, this research paper through theory and empirical evidence is critical
and objective. Moreover, [ will test the empirical evidence with the theoretical context. The
abduction plan mixes inductive and deductive research and will cover practical reasoning
and scientific inquiry (Peirce 1955). In fact, my practice thesis includes both primary
sources, which come from the interview and secondary sources, which are selected from

the literature reviews and scientific articles.
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Research Strategy

Concerning the research strategy, Yin (1994) highlights five distinct research strategy:

a. Experiment

b.  Survey

C. Archival analysis
d. History

e. Case study

[ will focus on the case study for the following reasons; using a case study approach will
allow the research thesis to preserve the holistic and relevant characteristics of real events
such as managerial processes, buyer-supplier relations, maturation of industries and
organisational process. Moreover, Stake and Merriam (1998) explain that the case study
may be a useful method to delve deeper in understanding the environments, gaining further
in-depth knowledge. A case study is an intensive description and analysis of the whole
system or a single unit. However, Yin (1994) points out that there are some cons with this
method. On the one hand, it misses rigorous research, which implies the scientists’ views
could be biased. As a result, this would probably influence the findings and outcomes. On
the other hand, the case study does not provide sufficient material to create scientific
generalizations.

As aforementioned, I put the emphasis on the case study method since it gives us an in-
depth comprehension and a holistic view of my thesis problem. I believe that my research
problem is quite complex and using the case study analysis would be the most appropriate
method to approach the research problem. It gives a better understanding of the concept of
supply chain risk management and the implementation process of the SCRM in an emerging
market. The case study approach is subdivided in three-parts; the exploratory, the
descriptive and the explanatory (Yin 1994). My research question aims to provide a better
understanding of what the SCRM process looks like, to understand how the Chinese local
environment impacts the supply chain systems and what the SCRM system may look like
when it is implemented in firms that are doing business in emerging markets. After
comprehending essential theories related to supply chain risk management (SCRM), I have

discovered through all the articles that the SCRM may not be adequate to meet the
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challenges associated with the increasing supply chain risks (Tang et al. 2011). However, I
have been able to use relevant theories in combination with my empirical findings from the
case study of FYBOX and the interviews. It allows me to create applicable recommendations
for FYBOX and perhaps for other businesses that share the same situations. To this end, my
main purpose with this thesis is exploratory, since I want to discover if the fives main steps

in SCRM could benefit FyBox and understand how the Chinese environment influences it.

4.1 Case study design

Four types of case study designs are used commonly to answer questions; single-case
holistic, single-case embedded, multiple-case holistic, and multiple-case embedded design
(Yin 2003). For this purpose, the first choice | made regards single or multiple-case. The
single-case would be more favorable on account of testing a well-founded theoretical
suggestion, which is SCRM. Furthermore, this plausible theory mentions some propositions
and events in which it must confront the reality. So as to test, widen or verify the SCRM
system, | will use a single-case which will allow me to gather all the relevant information to
verify the theory. In fact, the single-case is more useful to this situation since I have to
interview the company and the supplier with respect to FyBox. Moreover, a single-case
design approach will be implemented when it characterizes a phenomenon, which has yet
to be studied, or when a scientist or researcher wants to test a theory (Yin 1994).

[ chose the single-case study based on relevant facts; the next step I will have to choose
between holistic and embedded approach. The Embedded analysis as the term suggests,
will go deeper in the analysis and will focus on sub-program, contrary to the holistic
method, which will study the global nature of a company. Nevertheless, the comprehensive
vision has also a disadvantage in conducting the case study at an abstract level. By using
this method, we may miss some measures of data. Nonetheless, I started my investigation
from a holistic perspective by investigating the SCRM process at FYBOX Company.
Additionally, this study will involve observations regarding quality control, supply chain,
price, and so on. Even though I chose a holistic perspective in order to conduct the study, I

would also touch on the embedded perspective.
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4.2 Data collection

Merriam (1998) stated that there are three distinct data collection methods: conducting
interviews, observing and analyzing documents. Those tools are commonly used in the
qualitative case studies. Moreover, I have to identify the members, content, theoretical
framework, state the problem and purpose to facilitate my research. In fact, these should be
done before collecting the data (Merriam 1998). I began by collecting relevant information
about FYBOX Company and their activities in China, with the SCRM in my mind. Then, to
better understand the situation and circumstances that FYBOX Company are facing, I
investigated internal document such as company report, a former project in Asia and
Intranet. Furthermore, I collected data from several scientific magazines, a variety of books
and Internet so as to broaden my horizon. The primary purpose of several meetings that I
had with the supervisor at FYBOX China was to obtain a general view of FYBOX operations,
the SCRM, the supply chain system, the global sourcing process and their potential sourcing
in China. My practice thesis paper started with a potential issue within the supply chain,
and for this purpose, I identified a general need and strategies through the SCRM process.

As we know, interviews are general tools for gathering qualitative data and collecting
primary data. As Merriam (1998) points out (Figure 8), there are three distinct structures
to conduct an interview - unstructured interview, semi-structured and highly structured
interview. The highly structured interview would be performed through questionnaires
whereas unstructured interviews would be more of an informal conversation. On the
contrary, there is the semi-structured interview which is a mix of structured questions.

Figure 8: Structures to conduct an interview

Highly Semi - Unstructured/
Structured Structured Informal
- e — —— == === >

- Wording of questions - Mix of more- and - Open-ended

pre-determined less-structured questions
questions - Flexible. exploratory
- Order of questions - More like a
pre-determined conversation

From Merriam (1998)
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Since the Chinese suppliers do not have excellent English, I had first sent them the
questionnaire by email in order for them to understand each question. However, the
interview with the suppliers was quite challenging, as they could not explain clearly and
thoroughly what [ expected to know about this subject. Unfortunately, [ was not allowed to
record the interview and seeing as the suppliers are located outside of Shanghai, the best
way to get the information from suppliers was via email. The other interviews were taped
but not recorded because the respondents felt uncomfortable. My research began with an
unstructured interview with the Sales Director of FyBox, the aim was to understand FyBox’
supply chain, operations and his opinion about my study emphasis. After that, I conducted
an interview with the CEO of FyBox at the headquarters in Brussels. I used open-ended
questions to help me to get a general view of FyBox China and FyBox Belgium. The
interviews focused on eight keywords - FyBox Belgium, FyBox in China, SCRM, Quality
Control, Relationship Management, Communication, Logistic and Supplier Improvement.

My practice thesis needed general information regarding FyBox activities on a global
level, and this is why I conducted my first interview with the CEO and Co-founder, Pierre
Rousseaux. Afterwards, the second interview was held with Clement Quatreboeufs the
Director of FyBox China, the aim was to obtain information regarding the supply chain,
purchasing, and issues in China. Thanks to their experience and position at the company the
respondents had sufficient knowledge on the SCRM subject.

Within a case study, there are three main steps of data analysis. The first step is to
organize the data and present the data in a descriptive manner (Merriam 1998). Then the
next step is to classify the data in themes or categories, and the last step would be to make
inferences/deductions, developing theories and creating models.

So as to classify the theory and my empirical data in a coherent way, [ chose to structure
my research paper according to the following research areas. Despite the fact the research
areas are related to each other, I must point out that this classification is required in order

to structure my thesis. The following research areas in risk management are:

e Sourcing in emerging markets to access to less cost supplier and to gain competitive
advantages

¢ Implementation of SCRM at FYBOX Company’ supply chain

53.



¢ Risk identification, measurement and assessment strategies

e Risk evaluation and planning strategies

¢ Risk control and monitoring strategies

e Mitigation Plan and Contingency Plan

e Relationship management

e Supplier improvement

e Communication between Suppliers and focal firm

e Use of formal such as contracts and informal such as communication, trust and

confidence techniques so as to implement SCRM strategies.

4.3 Data Analysis

The data analysis helped me to take note based on recording interviews and observation.

In other words, I will go through the data and mark relevant parts and add a code to it. This

process is named “Open Coding” and it allows me to compare for links, similarities or

divergence between the focal firm and the supplier. Therefore, I started to analyse the data

line by line and built key categories and concepts from the several sources in order to

structure the data. This study will point out the single case analysis through the interviews

that will then enable me to highlight the findings, establishing solutions and strategies at

FYBOX. The following structure (key categories) will allow me to precisely interpret and

analyse the data which will be divided into six parts:

1.

o 1o W

Sourcing in China

Risks that the focal company face
Supplier selection

SCRM practices

Supplier Improvement

Personal analysis

Afterwards, based on the single case study “FyBox”, a section will analyse the findings,

highlight the main factors and synthesize them. Yin (2003) points out the fact that

establishing single case study allows preserving a chain of evidence and improving the

validity of the data. In the same way, the validity and reliability of information and data are
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crucial for this study. For this purpose, I displayed my standpoints, insights and
assumptions; therefore I was able to suggest real solutions to FyBox. Moreover, I collected
information from secondary data in order to broaden my knowledge in this field and ask
the right questions to the right person. I believe I was able to obtain accurate answers for
the follow-up questions. In fact, | had to modify my questionnaire for the suppliers in China
to make sure that they understood the meaning of my questions.

[ found that the literature does not mention how to ask questions to a supplier located
outside Shanghai in an industrial city where English is not commonly spoken and they have
difficulties in comprehending texts in English; consequently I created simple questions. The
suppliers’ answers were sufficient enough to assess all the indicators that I wanted to
evaluate. So I believe that my thesis has a high degree of validity. Nevertheless, the validity
lies also in the fact that the empirical findings/data from the interviews could be used and
generalized for other studies or projects. Merriam (1998) highlights a way to have high
validity in obtaining several external sources and in displaying a complete description
thanks to input. The primary purpose is that similar companies, which are impacted by the
same local risk from China, should follow an identical model highlighted in this thesis, so as
to benefit from strategies that could help to achieve and succeed their sourcing with
Chinese suppliers. After six months of internship and professional contacts that I found
through my work, I can argue that the research paper conducted for FyBox could be
generalized to other companies or organisations.

Nevertheless, I pointed out that my study could be widespread, but the following
question is to know if it is reliable. In another words, I want to know if my study will give
the same results whether it is recurring. To this end, I have to be aware if the area that |
have studied is dynamic or not. If the field is dynamic, it will be difficult to attain the same
results when [ would like to repeat my practice thesis on another case (Merriam 1998). As a
result, the definition or reliability is not more relevant in this kind of situation. Since I did
my internship for at least six months, I could argue that the sourcing processes within
FYBOX Company are not dynamic in the sense that my study could be repetitive without
impacting the findings. Concerning China as an important part of FYBOX Company global

sourcing network, [ hope that my results in SCRM will allow FYBOX to decrease risks and to
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implement new strategies from SCRM system to a better relationship with their actual

suppliers or increase the sourcing from China.

4.4 Validity and reliability

This section focuses on the concerns regarding internal/external validity and reliability.
First of all, the internal validity points out how the results match the reality. In my thesis, I
presented my viewpoint and I attempted to give an honest justification of the issues stated.
The main challenge was to discover which phenomenon I should request to get a outline of
what I looked for. Therefore, the main risk was asking for facts that did not occur within
their organisations and the following questions would not be accurately answered. Since
my knowledge increased as I collected secondary data and interviewed the multiple
informants, I was able to pose the right questions in order to focus the attention in direct
relation to the issue. Moreover, the answers materialize what [ actually expected to
measure and therefore, [ can confirm that I handled to assess what I require to evaluate.

External Validity addresses if the findings could be generalized and the best way to do it,
is to use multiple external sources. Indeed, I have used various sources but I am conscious
that my case could be unique. In other words, my thesis is linked to the implementation of
an effective SCRM for a SME and all small sized companies facing the same issues need to
have an identical model as FyBox. If a company fits the same standards and which are
impacted by same local risk from China should follow an identical model highlighted in this
thesis so as to benefit from strategies and solutions that could help to achieve and succeed
their sourcing with Chinese suppliers.

Reliability demonstrates that the solutions and implication for practice can be repeated
with identical results. To this end, I have to be aware if the area that I have studied is
dynamic or not. If the field is dynamic, it will be difficult to attain the same results when I
would like to repeat my research paper on another case (Merriam 1998). However, if an
identical study is conducted with my viewpoint and methodology it would expect to obtain

the same results.
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4.5 Personal contribution

After a couple of months, reading many articles, papers and books, I realized there is an
ample amount of literature dealing with supply chain risk management (SCRM). But there
are only a few research papers which includes practical experiences from organisation
dealing with SCRM (Hong and Jeong 2006). It is already complicated to understand this
topic in supply chain especially if SMEs do not take into account these strategies to avoid or
create a contingency plan. Indeed, the literature is focused on MNCs by implementing the
SCRM within their organisation, and as a result, the literature is limited to the small and
medium enterprise. For that reason, | am positive and optimist that my contribution will be
relevant and crucial to SMEs, which need to secure their supply chain and improve their
relationship with their actual suppliers. With the time, academic experience, professional
experience, and interview experienced, I can shape my expertise in the SCRM field.
Furthermore, the variation of issues that the company faces from their suppliers

demonstrated that there was a crucial need to conduct research in this area.

“A house must be built on solid foundations if it is to last. The same principle applies to man.
Otherwise, he too will sink back into the soft ground and becomes swallowed up by the world

of illusion” (Quote from Sai Baba).

This quotation applies to my research paper. In other words, I have to build first the
foundation through inputs from the literature reviews and observations in order to not see
my practice thesis as an illusion.

In the same way, my contribution to an academic point of view is how to implement the
SCRM process within a small organisation and improve the relation between the focal firms
and suppliers. Indeed, [ provided practical recommendations and suggestions of where
potential risks are located in their supply chain process and support them by explaining
how to proceed. Nevertheless, these proposals will not give a final answer to this study, but

it will allow confirming, to develop, to modify or to reject some process within the SCRM.
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CHAPTER 5: Case Study Analysis

5.1 Choosing FyBox Company

| decided to do my internship in China long time ago, and [ was lucky to get an
opportunity to do my internship at FyBox, where [ held the Project Manager position. The
company gave me a chance to get a better understanding of the Chinese market and the
relation between suppliers located in China and the focal firm. After few months working
and several meetings with the management, [ observed that there were some issues in their
supply chain. Indeed, the company’s business was affected by the supplier risk due to the
lack of collaboration and business relationship. The CEO of FyBox, who is also the Co-
founder, the Sales Director and I agreed to conduct a practice thesis on the potential risk
might occur at different levels. Therefore, I have chosen to implement SCRM strategies at
the sized of FyBox in order to avoid or reduce risks from the supplier.

This case study analysis is divided in two parts.The first part consists of interviewing two
key persons of FyBox which are the CEO and Co-Founder, Pierre Rousseaux and the Sales
Director, Clement Quatreboeufs. The second part of the case study analysis is composed of
an interview of the first tier supplier with respect to FyBox. The company will benefit from
the information gathered during the interview in order to understand where the risks come
from and how it could be mitigate. In this respect, we have to take into account that the
supply chain is interconnected with external actors and the visibility at different level of the
supply chain is a crucial element in order to manage the risks efficiently. Croxton and
Rogers (2001) explain that in order to reduce the costs, enhance the quality and speed the
operations, the focal firm may not only gather information flows from cross-business units

but also from cross-company.

Introduction of the company

FYBOX is a small-sized company with its headquarter located at Tervuren Avenue in
Belgium and with an international presence. FyBox has two other offices: one in Shanghai
and the other in Hong Kong. FyBox sells its products all over the word. Mr. Clement

Quatreboeufs, who was one of the interviewees, is the Director of the Shanghai office and
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Sale Director for the Asian area. His role at FyBox China is to lead, direct and control the
activities, create strategies, and achieve company goals (short and long term)

FyBox manufactures and provides the thinnest LED lightbox display for Premium retails
and interior designer. They sell a range of products called lightbox which are FyBox Totem
- FyBox Panoramic - FyBox Patchwork (Appendix 3). Those products are made with
anodized aluminum frame and integrated power LED strips system within the frame.
Moreover, they sell another type of product: the indoor fabric light box (Appendix 4). The
fabric is the image that FYBOX Company plugs into the Lightbox. The thinnest light box on
the market has been developed to meet the needs of retailers with an extensive network of
stores. Thanks to an innovative LightBox, a comfortable fabric system, and an online
management platform, FyBox offers to large retailers an integrated lightbox solution. In this

regard, the company focuses on three key strengths:

v' Making the most reliable lightbox on the market.
v" Reducing the cost to deploy content.
v" Reducing the cost to manage content

To meet these three key aspects, they have developed:

v" FyBox - The thinnest light box on the market (33 mm only).
v" An Easy Fabric system and its advanced printing quality.

v' A FyBox online Space for network management.

This part introduces the Co-Founder and CEO of FyBox, who got the idea to create this
company in this country. After living few years in China, he started his own business in
China. He had to be sure that the supplier will respect the criteria such as reliability needed
to deliver the product on time and without any defects. According to him, the main idea was
to create the thinnest lightbox on the market and include an integrated solution to manage
the size and the weight of the previous lightbox. By setting up those products, his goal was
to spread all his products easily through this complex supply chain all over the word.
Interviewing two persons from the same company allows me to get a better understanding

of the company, to evaluate and prioritize which risks can have an impact on the business.

Sourcing in China
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The core business of FyBox has first started in China. Afterwards, the administration
moved back in Belgium and opened an office in Brussels. The main production plant for the
light box remains located in China and the production plant for UV fabric printing is located
in Brussels and in Shanghai). Currently, China is the largest economy in the world higher
than US economy. Therefore, FyBox decided to establish their business in China as the
probability to reach their investment goal in the short term is high. Their main expectations
regarding their investments in China were to maximize their accounts number, increase the
margin and reach their investment goal. Their global sourcing strategy was to find a cheap

but good quality component, so China seemed to be a good choice.

When I asked why are you sourcing in China? Clement Quatrebroeufs replied, “Why? For the
price and location. China provide cheap component for a good quality. By sourcing in China

we reduce transport/shipping cost”

Indeed, by sourcing in China FyBox reduces the transport and shipping cost. The type of
products that the company source in China are Plasticc PMMA, Aluminum, Wood, LED,
Painting, and Fabric. Those components are not rare in China, so it is readily available on
the market. Regarding the CEO and Co-founder, businesses and especially SME’s see a
significant opportunity in investing in China. As I aforementioned, China is the biggest
market in the world and the main expectations of firms sourcing in this market is to have a
supplier who can produce the right quantity and be flexible. By sourcing in China,
companies expect to obtain a large amount of products in a short delay in time with a
flexibility coming from the supplier. In addition, FyBox chose to source in China because
Chinese suppliers offer the best price and best reactivity compared to other vendors located
in other countries. He pointed out that their suppliers have much more experience than
FyBox.

However, in the words of Pierre Rousseaux “this market is created for the Chinese people
and by the Chinese and cannot address by foreigners”. Foreigners are not welcome and if they

want to invest in China, they have to adjust their strategy in function of the Chinese market.

Supplier selection
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According to the interviewee, suppliers should have experience with the customer’s
business before even starting a business relationship. They must be aware of what FyBox is
doing and their core businessin order to ensure that the supplier will produce and
manufacture what the company needs. In fact, FyBox is working with two leading suppliers
providing local material. As the suppliers are likewise sourcing the products from China,
they will reduce their lead-time and they avoid being in disruption. Thereby, FyBox prefer
to deal with suppliers whose the second tiers suppliers are in the same country. By using
this method, they make sure that each component would be available on time.

One of the supplier Edgelight offers a vast range of manufacture LED display, and they
are working with them for 15 to 20% of their product portfolio. However, suppliers do not
have sufficient knowledge of the technical issues that the focal firm might be facing in their
business activity. The main technical problem could be the installation for FyBox. The
quality control is done before payment to fix the technical issues directly at the plant of the

supplier. Technical problems happen often due to miscommunication.

As the Sales Director Clement Quatreboeufs has noted “But because we are in a foreign
country, language misunderstanding can happen fast, and cause a defect or a missing

component during the installation”.

As a matter of fact, the company is located in a foreign country, and some language
misunderstanding may occur easily between the foreign focal firm and the Chinese supplier
due to the language barriers. As a result of the miscommunication, a defect or a missing
component occurs often during the installation. FyBox is doing the job that the
manufacturer is not able to provide in terms of service and support to FyBox clients. The
supplier is able to sell lightbox display but without fabric or expertise in bulk. The vendors
are selling only a product and FyBox provide a solution to their client. In addition, many
suppliers are providing a similar product in China, but FyBox chose the closest one in order
to reduce the risk of disruption and quality. In fact, the closer one remains located two
hours from the office in Shanghai and it is more convenient for the project manager to visit
the supplier frequently, thus avoid miscommunication and build relationship.

The most important factors to select a supplier are the distance between the office and
the manufacturer, the flexibility in case there is important order and the reliability.
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In the words of Pierre Rousseaux “the most important criteria for selecting a supplier is the
reliability. Also, we check if they have enough production capacity and if the employees can

communicate in English”.

Nevertheless, there was no particular need to start a due diligence and to conduct a
comprehensive appraisal of the supplier undertaken by FyBox to evaluate the commercial
potential of the provider. Of course, the provider ought to satisfy legal, commercial and
technical requirements especially in selling products but the error may happen.

The CEO and Co-Founder Pierre Rousseaux explains that a supplier should have
experience with their businesses before to start any business relationship. In fact, they have
to be knowledgeable about every technical issue faced by the company. The supplier must
produce in quantity and must be able to produce the goods with specifics requirements.
They are focusing on suppliers who could provide an excellent product with high industry
standard services and solutions. this is the goal of FyBox. But today Chinese suppliers are

not able to provide this kind of services.

Risks that the focal company face

The company has to deal with few risks from suppliers that impact the notoriety of the
enterprise. FyBox is selling products and providing a complete solution to the clients
located anywhere in the world, at a higher price than the competitors. FyBox has to explain
and justify to the customer why they pay more for a similar product sold by other
companies. Therefore, FyBox has to be sure that the product has not got any default and the
delivery takes place in the right place at the right time.

If the supplier does not follow the global regulation and Incoterms requirements and if
they do not have the expertise on the necessary documents for the delivery of
merchandises abroad, it may be more complicated for FyBox to offer to the clients a
complete solution. For instance, in May 2016, FyBox got an important order from the
company Denham in Hamburg. Since it was an order from Germany, the process was the
same than sending a product to Belgium as they are subject to the same customs
regulations. A typical process delivery is to ask the supplier to send by plane, through their

forwarder TNT the goods to Germany within a certain deadline. Moreover, the supplier
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must provide all the documents necessary for the transport and also take in charge the
goods at the customs in Cologne. Further to the terrorist attack at the airport of Brussels,
the regulation for duty became stricter. In addition, there was also a new rule implemented
by the customs in Germany. The issue was that FyBox was not aware of this new regulation,
and the supplier did not inform and request the focal firm to provide an additional
document to the customs (Appendix 5). So the goods were blocked at Cologne airport, and
the focal firm could not deliver on time. The TNT of Germany could not do anything about
this situation and FyBox had to act as a bridge between TNT China and TNT Germany,
which is senseless because it is the same company group. The document that FyBox needed
to provide was EORI number (Appendix 7). The EORI number means: Economic Operators
Registration and Identification number and is an operator identification number that is
valid throughout the European Union and replaces the German customs number. The
supplier and the forwarder TNT did not update the company and because of that, the client
could not have his products on time for a new opening of its store. So the company did not
give a good impression to the customer for his first order, and we know that delays may
damage the image of the enterprise.

Therefore, the company has implemented an emergency plan to predict that kind of
situation (Appendix 6). First of all, they have to improve the transport by changing the
forwarder from TNT to Euroterminal when they have to deliver in any country in Europe.
Then, they will review all the procedures and regulations to be followed before sending any
merchandise in any country. The necessary documents for the transport should be
delivering by the supplier to the forwarder. In the case of a similar issue, the company will
first transit the goods from Belgium and then transfer the goods in any country in Europe.

This strategy is although safer but also means higher cost and takes more time.

The main risks that the enterprise faces is China are the supplier risk and distribution risks.
In the words of Clement Quatreboeufs “YES. Without a Quality Control before a deliver, the risk
is possible and higher”. YES Transportation to the client only (timetable, losses). On site, no

risk for distribution once the client receives the goods.

Regarding the aspirant, their suppliers do not know how to implement services of quality
in order to deliver products on time and without any defect. Moreover, Pierre Rousseaux
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highlights the fact that supplier is not reliable and affect the business continuity and the risk

usually occur in the production part.

The CEO and Co-Founder, Pierre Rousseaux, points out that “ when the supplier says that
the delivery will take place on 30th of the June, there is always a delay and the client will get

the goods 15 days after.

The natural disaster will impact the company at lower scale but during the summer
when the temperature increase and become scalding, it could become a risk. Indeed, some
suppliers are not well equipped to cope with heat, and they need to cut the electricity of
factory. During this period, there is a high demand for electricity which forces factories to
shut down. The electrical energy suspension is due to the failure to meet the energy
conservation from the plants. The duration of electricity suspension is between one and
two months. Those factories require high-energy consumption and during the summer time,
they increase their energy. Therefore, FyBox is quite worried because they will not be able
to meet the demand and complete orders in time. It means that all production is stopped

creating a disruption in the business.

SCRM practices

a) Risk identification

To understand which issues or risks the company faced in China, I divided the risk into
five categories and asked the respondents to look at them and explain how they affected
them. My first question was if natural disasters had impacted them or not. Five of the world
deadliest natural disasters happened in China, which severely impacted the economy. The
International disaster database from Universite Catholique de Louvain highlights the
incidence of that kind of disaster (figures 9 and 10). The figure 9 shows that more than 30 %
of losses are due to flood disaster in China. As we can see on the figure 10 the impacts of
“flood” on the economy are high (more than 40%). Obviously, when I highlighted the
Chinese economy, I also took into consideration the foreign companies which are set up
within this Chinese market. Thereby, it was relevant to come with this question to the
interviewee. Indeed, the company was affected by one of the most powerful typhoons,

which strike the east part of China where Shanghai is located.
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Figure 9: Internationally reported losses 1990 - 2014 EMDAT
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Furthermore, air, rail and sea transport were disrupted; flights from two of Shanghai
airports Pudong International and Honggiao were canceled and millions people were
evacuated from some places in China (Zhejiang and Jiangsu). During this tough time in July,
the company could not assure the business continuity, there were delays on orders and
prospection to the client was impossible. They could not measure the economic loss for the
company but according to Reuters (2015), a city such as Zhejiang lost 1.95 billion Yuan
(around $314 million). The season of typhoon and flooding usually runs from May to
November. So during this period, there is a risk that this situation occurs again. The
company was not prepared enough because they did not have stock of finish products and
they produced just in time (JIT). This JIT strategy permits to the company to reduce or
avoid the risks and all expenses by having inventories. However, they keep a stock in each
plant of raw material for at least one year to react quickly to short-term orders. The
respondent also highlighted another risk, which is the labor uncertainty. In other words, it
is not the joint strike that European countries faced by the blue collars, but it is when

workers are taking holidays.

Labour uncertainty - “YES, After Chinese New Year, our suppliers need at least 2 weeks to

be back to 100% of their staff,” Claims Clement Quatreboeufs.
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For instance, during the Chinese New Year, employees take at least two weeks holiday,
and the supplier cannot tell us precisely when the manufacturing plan stop and when it
restarts.

Figure 10: Economic issues
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So during January, they are not aware about when workers are coming back to work at
the plants and can continue the production. If the company prepares well by ordering
earlier, they prevent clients that it is a critical period to increase the lead time.

The interviewee highlighted the supplier risk which was identified and assessed by the
company. The risk faced by the focal firm is related to the quality of the product. If FyBox
does not conduct a quality control for each order, the risk becomes higher. In fact, they
pointed out that the supplier does not have a quality control department to verify each
product before going out from the plant. Therefore, FyBox had to put in place someone to
check the product instead of their supplier but it is not entirely under control.

They faced other issues, related to distribution risks, with the transportation from the
supplier to the client. The issues are loss of products, defective products, and order delays.
The local transport is not 100% reliable and punctual in China and finding a good logistics
company is hard sometimes. So, the company should continually change the transporter
until they can meet all the requirements that the company sets up. They identified an

internal risk which is the missing “Fapiao” (Appendix 7). The fapiao is an invoice given
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when payment is made and serve as a legal receipt. Furthermore, the fapiao is used by the
Chinese government to monitor paid tax on any transaction from any organisation. This
latter function is important for the company. In another word, every business has a limited
amount of Fapiao (invoice), and if they lose these documents, they could not prove to the
government any expenses. As a result, the company could lose the license for and the tax
would not be refunded when they buy material, products or services from other businesses.

There are several factors, linked to risk identification, that the company needs to take
seriously into account when it comes investing in China. According to the respondent there
is political stability in China due to the current system. The second factor is the potential
economic growth with high rate of foreign investment, and the government is in favor for
exportation. However the telecommunication and the new technology of information and
communication (NTIC) have to be taken seriously in consideration because of the
government control, and there is no freedom of communication and reporting. The solution
found by the company is to use a VPN, which is a virtual private network. For instance, all
the account emails of the company are from Google, and it is impossible to be connected to
Google if they do not use a VPN. However, this system is not 100% reliable and can disturb
the business continuity. The third factor mentioned during the interview is the banking
services. The interviewee pointed out that it is easy to set up business since there is a low
taxation rate for taking a loan from the bank. Regarding the taxes, the company has to pay
17% to government and in Hong Kong, it is a free trade market, which helps to do business
there. However, the benefit of having free trade zone in Hong Kong will probably stop in
2017 between China and Hong Kong. Fortunately, the profits can repatriate up to 100%.
Usually, the risk comes from the supplier due to the fact that there are not reliable. The
company does not face many risks, and this is why they do not implement a tool to identify
the risk. Therefore, it is more an observation on a daily basis. Thus, the risk that should be
prioritised by FyBox is the supplier one because it could be critical to their operations. It is

much more an external risk than an internal one.

According to the CEO and Co-Founder; “if the company has a Chinese partner, they must

be very careful with this business relation because Chineses do not do something for free”.
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However there are no formal tools to identify the risk, but they need to check constantly
the factory. Moreover, their supplier does not offer a proactive and responsive customer
services in the English language, and It is a major issue for foreign companies located in

China. They identify a lack of communication between the supplier and the focal firm.

In the words of the Sales Director “English is the common language for business, our
suppliers have a section of their sales team dedicated to foreign client. The answer are
proactive, most of the time. Miscomunication can sometimes happen because of a poor level of

English.”

b) Risk evaluation

Since FyBox is not a multinational company and does not possess sufficient corporate
risk assessment tools, their evaluation tools may be different from the ones that I
highlighted through the literature review. Nevertheless, there is a self-assessment by the

Sales Director of the firm in China through the following factors:

e Flexibility of work e Fast execution

¢ Pro-active adviser ¢ Quality/price ratio.

¢ Experience of the company e Localisation

e Always reachable by phone and ¢ Delivery time/packaging
social media ¢ Customer service

e Level of English

This self-assessment will allow the firm to evaluate the potential risk every six months
when the co-founder and CEO is in China. The issues that happened during the year with
the supplier will be recorded in a file to keep the data and to conduct the audit efficiently
for the previous or following years. For instance, they had an issue with the quality of a
transformer (Appendix 8). This product is not reliable anymore for FyBox. Therefore, the
company sent a report to the supplier with the percentage of defect transformer in a year
and how many were replaced during the same year. This report was a leverage to get a
quick reaction on these issues from the supplier. Furthermore, they have the possibility to

visit their supplier every two months.
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As the CEO and Co-Founder has noted “We have more and more issues with transformers.
They break quite fast and we need to replace many of them. How can we avoid this? What
could be the explanation? Based on our counting we have more than 5% of the transfos we
replace at our own cost. It is not acceptable in terms of cost and in terms of quality image with

our clients”.

To conclude this part, as I said they do not use proper tools to evaluate the risk. On a
daily basis, the risk is managed to prevent further loss of time and execution during peaks
of activity. According to the interview, evaluate the risk is quite hard for a small entity
because it is permanent and they do not have a large team to focus on it. Therefore, the
tools at their disposal are not formal.

According to Pierre Rousseaux, they always evaluate the risk for every project and check
where and what is the risk of this specific project. Nevertheless, it is more about common
sense. They do not have special tools to assess the risk. They ask themselves some
questions if the suppliers would be able to deliver that quantity, at the delivery date and
without any defect. They evaluate the risk on a daily base. Also, they require visiting the
factory to appraise the risk. A visit to the manufacturer permits to understand how the

supplier works and how the supplier’ plant seem to be.
c¢) Risk mitigation

The procedures and tools they use to manage the risk aforementioned are not fully
developed within this organisation. The tools explained within the literature review were
not highlighted during the interviews. However, one of the free tools implemented by
FyBox is the language communication. Previously the contact with the supplier was only in
English, but it often led to misunderstanding between the supplier and the focal firm.
Because of lack of communication, stock issues or quality defects occur. Therefore to
manage these risks, they hired a Chinese person in order to find a solution and solve the

problem by using Chinese language.

Clement Quatreboeufs replied to the question of mitigation with the following analysis

“By always keeping a close communication with the suppliers, follow up deliveries, asking
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several times the same question. Communication is the key. Receive feedback for every action,

good or bad, to learn from it and improve next time”.

Furthermore, the company must always keep a close relationship with their suppliers;
following up deliveries and ask several times the same question. In China, the
communication is the key and the company has to receive feedback after every action no
matter it is positive or negative. It allows them to learn from the previous actions and
improve the process. In the same way, training the supplier is also part of their risk
mitigation plan.

For instance, in the beginning of 2016 the company also faced some challenges due to the
bad communication with the suppliers. The supplier did not say anything about the level of
stock and FyBox had planned to start a new significant order, but as a result of
communication issues they could not make it in time. Therefore the company did not start
the production on time, the lead time increased and it created some frictions between the
supplier and the focal firm. Learning from this mistake the company started to use an yearly

schedule to forecast the new stock material that the company needs.

“For our supplier, we always talk in English with their sales and technical team. When a
problem or mistake happens, we mostly use Chinese language to find the solution. We had
stock issue because of a lack of communication, we now using a yearly schedule to forcaste the

new stock materieal we will need” Claims the Sales Director, Clement Quatreboeufs.

As it is explained by Clement Quatreboeufs, the CEO and Co-founder confirm that they do
not implement formal tools to manage the risk, but they work on daily basis. Nevertheless,
they set up two strategies. On the one hand, they always double check if the supplier
understands the requirement of the order. By using the double check-in strategy, it allows
to reduce the risk but not to avoid it at 100%. On the other hand, they work in close
collaboration with their supplier because there are not trustworthy. Therefore, a visit at the
plant every month may be necessary to mitigate the risk. Aside those strategies, for each
special order, they ask for a sample. If the company accepts the sample, then the supplier
will be able to produce in quantity. Therefore, it allows the company to manage the risk

without spending much money. Furthermore, the coordination will be a crucial factor for
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FyBox. In order word, the company organises different elements of this activity so as to

enable the supplier and the focal firm to work together effectively.

Supplier Improvement

After these kinds of issues happened, firstly both parties must acknowledge the mistake
and then come up with a solution. Therefore, they set up a training plan with their supplier
which included how to process the quality control, how to plug the fabric within the frame
without having dust on it (appendix 9). They can explain multiple times to the supplier to
follow the process of the training, but sometimes it does not work efficiently. Therefore, the
company implements some rules to optimize the process not to happen again, and it will
also allow improving the supplier. One of the rules is to set up a penalty fee on the order for
the provider who make the mistake. The second rule is to go on site for meeting and putting
everything on the table with the supplier and to understand how did this happen or what
can we do not to occur again. The main idea here is to show some rigidity from the focal

firm. Moreover, the last rule is the no payment of the bills until the issue is solved.

In the words of Clement Quatreboeufs, “Irst notification: Who did the mistake? Do not
happen again how can we optimize the process not to happen again. Penalty fee on the order
for the part/person who did the mistake. Go on site for meeting, and put everything on the
table with the supplier (How did this happened, what do we do not to happen again. Show

some straight). No paiement of the bills until the issue is solved.”

The interviewee (CEO and Co-founder) explained that to reduce the potential risk, they
started to train their suppliers. They do not train them on how to manufacture the product,
but the training is focused much more on the finals steps. Indeed, they train them on how to
package the products to keep the product intact when they deliver it to other countries by
cargo or shipment. They try to train the employees of their suppliers to avoid issues in the
future and to re-generate the same mistake. To improve the supplier is to communicate
with him and built a close relationship. The main idea is to work in collaboration and
always find a solution that could develop the process of the supplier.

To sum up, the company thinks that mistakes can occur from the supplier, but when it

happens, it is important they learn from it and start the process to correct this error.
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Thereby, quality is not matching the requirement in the stake; they do not proceed for the

payment for the production made or they produce again with no charges.

Personal analysis on SCRM

Since FyBox is a small-sized company, they do not have the time and the budget to
implement a straight SCRM process within their organisation. Indeed, the SCRM is not the
main priority for them. Even if they have few suppliers in their portfolio, they do not have
the opportunity to assess all of their suppliers. The case study shows that the company is
affected by their suppliers. I assume through the information received during the interview
that a precise supplier selection would not be the best way to manage the risk. According to
Clement Quatreboeufs the fact that you change the supplier will not resolve the issue but
just transfer the same risk with a new supplier. The risk that appears between the supplier
and FyBox it is much more a problem of communication and culture. Those kinds of issues
cannot be resolve in one day. It seems that FyBox is focused only by doing business with
their supplier than creating a business relationship. Their low cost strategy focuses on
productivity and operational efficiencies; hence their position in supply chain relationship
with its supplier is low too. Nevertheless, FyBox would like to develop the coordination and
the collaboration with their supplier in order to mitigate the supply risk.

They do have some tools to mitigate the risk and one of them is to communicate and built
a close relationship with their suppliers. However, as Pierre Rousseaux has noted, “it is
difficult to create this relation because Chinese suppliers are not 100% reliable”. Even if you
implement a training program at the supplier plant, the workers will redo the same mistake
in the future. So the strategies setting up by FyBox is to double check the work of the
supplier and to work in collaboration with the supplier. For a SME’s it allows to mitigate the
risk without spending too much money. The collaboration will allow creating a “Guanxi”.
According to my experience in China Guanxi is a business networking that a company gets
when there is collaboration. Jia and Rutherford (2007) explain the term “Guanxi” has a
Chinese form of relationship management and it allows managing the supply relationship.
The purpose of this Guanxi, it is to develop mutual benefits between suppliers and focal

firms in order to mitigate the risk.
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To conclude, the personal opinions about the SCRM were given by the CEO and Co-

Founder, Pierre Rousseaux, and The Sales Director, Clement Quatreboeufs.

“SCRM is important for FyBox because it is a small company and any significant risk can

have an big impact on the business continuity”. Claims Pierre Rousseaux.

“Risk Management is crucial for a company and has to be taken seriously by every member
of the company and at every stage of the development. Risk Management becomes even more
important abroad. Regarding the competition of other companies on the same market,
optimize and control RM is a way to earn market share and grow against competitor.” Claims

Clement Quatreboeufs.
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5.2 Interview of the 1st tier supplier with respect to FyBox

Even if FyBox has established a relationship with its supplier, there are many reasons to
interview and to understand how their supplier works. By investigating its supplier with
respect to FyBox, they have a better visibility to its Tier 1 and Tier 2 suppliers and it will
allow reducing supply chain risk. The main motivation is to improve FyBox’ supply chain
with better visibility into multi-tier suppliers. Combined the information from the supplier
help me to understand where the risk is located in the supply chain and it contributes to

find better solutions to FyBox.

Introduction of the company

The company Edgelight Industry has been established for more than a decade in China. It
is a large corporation located in the north of Shanghai in Songjiang District. It is a
production company specialized in light guide plate engraving, light box, LED strip, Edgelux
panel and LED dynamic lightbox. They operate through fifty countries around the world,
and they provide a whole range of LED solutions to other companies. The interviewee is
Jannie Zhuo, product specialist of Shanghai Edgelight Industry and in charge of export to

Asia, Europe and South America Market.

Sourcing in China

The company source directly in China and it is mainly raw materials. They manufacture
those raw materials to have a complete final product such as a LED Strip. However, there

are not sourcing items from abroad for the following reasons:

a. Transport convenience: It is a company located in China and according to them
domestically sourcing is very convenient because of the short distance and time
efficiency.

b. Language: Since, most of their buyer does not have knowledge of English; it is
easier to provide it by a Chinese supplier.

c. Optional: there is a diversity of suppliers located in China. Therefore, it is less risky,

and their option is quite large to be provided if anything occurs.
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Moreover, the suppliers located in China have experience with their business activity,
and this is why they focus only in China Market. Indeed, its suppliers are conscious of the
technical issues they might be facing in their business activity. However, there are some
technical problems that they do not want to disclose to other companies. The companies
with which there are in the business relationship understand their business model. There
are rules and contracts to regulate the cooperation between the company and suppliers or

clients for a better efficiency.

Supplier selection

As the interviewee explained, suppliers may have experience with their businesses
before starting a business relationship. However, there are more criteria in order to select a

supplier from their point of view. The most important criteria to choose a provider are:

o Good quality product
o Trustworthy
. After-sale service

o Price and cost ( Production cost, transport cost and labor cost)

Furthermore, the flexibility of the supplier is entirely necessary for the company, and
their supplier must be able to support them during short-term peaks. In fact, if they can
support EdgeLight Technology when they have an urgent order, the company can react
quickly to the clients. Therefore, when such a situation appears, they call the supplier to
explain the situation, and they insert their command into their schedule and work overtime

to finish it.

In the words of Jannie Zhuo, “Yes , once we had an urgent order , we explained the
situation to the supplier , they inserted our order into their schedule and worked overtime to

finish it”.

Therefore, they could offer a pro-active and a quick customer service support to their
client. The fact that they have the right supplier help the business tremendously and to
support their client. The support service from Edgelight is in English language which allows
them to do business with foreign companies.
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In the same way, there are focusing on suppliers and clients that they can communicate
through several fastest and most efficient way of communication such phone, the internet,
social network. In China, the most convenient way to contact the provider or a client is
thanks to an application named “Wechat”. This application used it by more than 400 million;
it is much more than a social tool. Indeed, in China, it is common to deal some contract
through this application. With the aim of doing a good and fast business, a company such
Edgelight asks several questions, sends pictures and contacts urgently the client when there
are issues. Indeed, it allows maintaining the lead time of the production or the process
stability. The strategy used is entirely informal but totally accepted within the world of
business in China. Indeed, it permits to have a double confirmation from the email sent
previously, in case the client or supplier did not receive it or read it. They create lightbox
and LED in just in time for a client such FyBox. “Wechat application” enable the company to

be ready as soon as possible and to start the production without any delay.

“Phone is the fatest and most efficient way to communicate directly with supplier , as
sometimes supplier might be out of office,, have limited access to internet” Claims the Product

Specialist, Jannie Zhuo.

Risks that the focal company faces

The risk that the firm faced in its past was the supplier risk. They got many issues when
their suppliers were busy, and they could not provide the products in time and hours. As a
result, there was a time loss because they did not get the order on time. It could also affect
their performance and lead to financial loss. Therefore, the client cancelled the order

because they could not meet their deadline.
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SCRM practices

a) Risk identification

To understand which issues or risks they face the company in their past in China, I
divided the risk into five categories and asked the respondent to look at them and explain
how they affected them. As a matter of fact, the supplier faced the same first risk, which is
the natural disaster, than FyBox. Indeed, they are located in the same region of China.
Actually, Zurich Financial Services Group and Business Continuity Institute highlight that 51%
companies’ supply chain were impacted by natural disasters (Haraguchi and Lall 2014).
During the typhoons and rainstorms, the company Edgelight lost productivity due to the
disruption. Then, their cost increased in order to fix these issues and of course, their
revenues decreased during this critical period. According to the interviewee, the direct
damage was the business interruption, the roads, utility and infrastructure could not be
used entirely and the clean-up costs of the factory. The indirect costs were more an
adjustment in production and consumption, and there were impacted by the societal
disruption. Indeed, a percentage of workers could not come to work due to a natural
disaster. Moreover, the second risk faces frequently by the company is the labor uncertainty.
On daily life, their high experience staff turnover rate and experienced workers leave the
company for several reasons such as for taking the pension. It is more a financial loss
because they have to train all the new employees and workers to be operational and self-

sufficient.

In the words of the Product Specialist, Jannie Zhuo, “Supplier risks -Yes, delivery delay ,

defective products, payment terms, etc” Internal risk--Yes, complaints, production mistakes.

Last but not least, there are also impacted by supplier risks in terms of delivery delays,
defective products and delays in payment terms. Nevertheless, the risk does not come only
from the external side but also from the inner side. Internal risk for this company is a
critical issue because it receives complaints from clients that there are many production

mistakes.
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b) Risk evaluation
Concerning the risk evaluation, they do not have tools to process and to evaluate the risk.
However, there are focusing only on the supplier risk. In other words, they assess their
supplier based on their performance such as lead time and after-sale service. They upload
all the lead time data during the business process and do a check once a year to know if the
supplier is a risk for the company in terms of delay.
In addition to the importance of the channel of communication aforementioned, they

evaluate their providers through the following factors:

o Business license

o Deposit bank

. Other valid documents and files from the supplier
. Visit company websites to know their products

o Visit the supplier in person to evaluate

There are aware of the risk, but they do not plenty take care of it by evaluating the risk.
Thereby, the risk tolerance level of the company is quite high because they could accept
between 15 and 20 days delay regarding the production and a certain amount of financial
loss. So instead of spending money on the evaluation of the risk that could occur, they

prefer to keep this budget in case a critical event appears.

“To quantify the risk level , we could accept 15-20 days delay, a certain amount of financial

loss”, claims Jannie Zhuo.

c) Risk mitigation
Concerning how the management mitigates the supply chain risks at work, the
respondent points out that they implemented a strategy of the double supplier. In other
words, they have the regular supplier for normal business operations when there are no
issues and on the other hand they have set up a backup supplier in case of emergency. By
using this strategy, they could perfectly manage the potential risks. Moreover, they

implement some forecasting plans to place potential orders in the future. They handle the
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likelihood risks by doing the payment term after the production. As it is explained, there is
no formal and complicated procedure that they apply to mitigate the risks.

In the same way, when a supplier is not matching the standards of the company, they
deal with it strictly before any risks occur. Once a year they set up a meeting with their
critical suppliers and launch a communication plan to highlight which standards they do
not match. By using this method, they can see the willingness of the provider to improve
their standards and they can see if there is any opportunity to help or to train the supplier

in order to make better their process.

Supplier Improvement

After an issue happens between their company and a supplier/client, the solution that

they apply to solve it, is to work in close collaboration with them to improve their process.

The Product Specialist, Jannie Zhuo pointed out that “Identify the issue to see how it
happens and cooperate with supplier to solve it.Defer payment to push supplier to solve it and

also file a lawsuit if it’s severe. Visit supplier in person for a meeting to solve the issue”.

However, they do not have special tools as highlighted through the theory because there
are at a step to do business only and they are more focused on selling products than to
develop and recover their business partner. They will first identify the issue to see how it
happened and cooperate with their partners to solve it. Moreover they will defer the
payment to push the supplier to solve the problem as soon as possible. Indirectly, they will
improve the supplier by putting some pressure on him. If it is complicated, they will file a
lawsuit. Nevertheless, they will try first to visit the supplier. For instance, they went several
times to help their supplier to pay in time their invoice but their were still not satisfied with
the solutions that they used to reduce the risk. Therefore, they filed a lawsuit against them

and as a result, their capital and bank account were frozen until the issued was solved.
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Personal analysis on SCRM

After analyzing the case study of Edgelight Industry, it seems like the company is
focusing on flexibility of the supplier in order to be able to support them during short-term
peaks. This strategy will permit the company to react quickly of the clients demand. The
reason why they focus on flexibility is because they face many issues when their suppliers
are busy and Edgelight Industry cannot response to demand in time and hours. However, if
one of their suppliers is not flexible, they will implement the strategy of multiple sourcing.
They have the regular supplier for normal business operations and they have set up a
backup supplier in case of emergency or issues with the other supplier. It is more
convenient for Edgelight Industry to use this strategy due to the fact that the purchased
products are not rare in China. Indeed, the raw materials are readily available on this
market. By using this strategy, they perfectly manage the potential risks from their
suppliers. Another strategy is implemented by the company in order to mitigate the risk
which is the communication. Once a year they set up a meeting with their critical suppliers
and launch a communication plan to highlight which standards they do not match. It allows
the company to understand and see if the supplier would like to improve their standards. In
fact, they focus on collaboration to mitigate the risk in China. To solve some problems, they
will first collaborate with their supplier (The second tier supplier from FyBox point of view).
In fact, collaboration aspect seems important in China in order to improve their suppliers.

To conclude, it was important for FyBox to know the supplier opinion regarding the SCRM:

“It helps a company to forecast potential risks , thus a company would make better plans
ahead to avoid this, or to take pro-active action against it to reduce the negative effects it has

on the company”, Claims Jannie Zhuo.
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CHAPTER 6: Research Findings

This chapter addresses the results of the data analysis based on field notes. This part
does not include research literature or practical implications of my findings, which will be
defined in the Chapiter 7. All the numeric information will be summarized through tables.
Given that it is a qualitative research, this chapter will be organized by themes uncovered in

the Research Literature part.

6.1 Research Problems

This section will present the empirical findings based on the set-up of a Supply Chain
Risk Management system within the organisation of FyBox. This chapter will highlight the
risk management problems identified between the focal firm and its supplier. The potential
solutions to be implemented by FyBox will be presented and developed in the Strategy
Action Plan in the Chapiter 7.

6.2 Sourcing in emerging markets - Case of China

China’s emergence as a manufacturing heart of the world is spectacular. Indeed, China is
the world’s largest producer of products/items and due to its massive manufacturing
engine the country increases their GDP per capital.

However, over the last few years, the production of China was not 100% reliable and the
supply chain became more and more complex. Indeed, the consumers and prospective
clients became more sophisticated and demanding. This factual situation has been
confirmed by FyBox Management FyBox in interviews made during my internship within
FyBox. According to Clement Quatreboeufs, the competitiveness in China became less
attractive over the last years.

Nevertheless, China still remains an attractive country with low salaries, stable supply
base, solid engineering, technical skills and high investment in their infrastructure. All these
benefits led FyBox to source from China. According to Pierre Rousseaux, FyBox is Doing
business in China because this market responds to the operational and financial needs of
the company. Their global sourcing strategy is to find a cheap component for a good quality

and the only market able to that is China. In addition to the advantage of a low cost price of
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the raw material and workforce, China and in particular, Shanghai, offers a strategic
location (airport, harbor, etc).

Regarding FyBox supplier, Egdelight is sourcing in China for several reasons. The first
reason is based on the fact that the raw materials needed are located in China. The second
reason is that as Edgelight is a Chinese company, the purchase of the services, the transport
of goods and the communication with its own suppliers is more convenient. Edgelight as
well as FyBox, highlight the importance of the local language when a company wants to
start a business in emerging market. FyBox has some communication issues with its
supplier Edgelight. Most of Edgelight buyer’s team and do not have knowledge of English,
and this is why it is easier for them to purchase goods from a Chinese supplier. Therefore, it
is not easy for FyBox to do business in English with its supplier. The final reason, shared by
FyBox, is the fast return on investment in this market compared to any other international

market.

6.3 Evaluate risk related to FyBox and the supplier Edgelight

The instability of global supply chain in China is linked to emerging risks, supply and
network within the whole supply chain. Indeed, if the supplier Edgelight is impacted by its
suppliers’ risks (i.e. the second tier supplier of the focal firm), such risks will probably affect
likewise FyBox.

FyBox Company explains that the quality cannot always be controlled by them because
they do not have enough workforces within this small organisation to be responsible of
these duties. Moreover, the supplier is located quite far from the company. So, the company
solution is to prioritize important orders and do the quality control only if necessary. So
ensuring the complete quality control is impossible in practice. However, as many
companies doing business in China are impacted by the quality issues, FyBox faces this
phenomenon currently.

Concerning FyBox's supplier, Edgelight Technology argues that the quality risk comes
from two situations: i) the external side of their suppliers: they are impacted by supplier
risks regarding the delivery delay, defective products, and delay in payment terms and the

internal side: they receive complaints from clients related to defects in production.
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Egdelight Technology and FyBox are fully aware of the existence of such issues in the
market, even if in general, providers supply a fair quality product.

Moreover, FyBox and Egdelight, both companies do not have formal tools and processes
implemented within their organisation in order to evaluate the risks. Although both
companies are aware of the risks, they did not take a proactive approach by anticipating
such risks. Actually, Edgelight Technology assesses the supplier risk based on their
performance such as lead time and after-sale service. Concerning FyBox, the Director of
Sales does a self-assessment of several factors such as quality/price ratio or delivery
time/packaging. Both of them use historical data in a reactive way to handle some problems

when their supplier does not accept that he made a mistake.

6.4 SCRM in “Buyer-supplier” business relationship

When an issue occurred between the focal company and the supplier, both parties, the
supplier and the buyer, wish to resolve the issue by finding a solution and set-up processes
in order to avoid that such situation happens again. For this purpose, FyBox developed and
implemented a training program with its supplier Edgelight on quality control of the
product.

They highlight that the top management of Edgelight is willing to help and to improve
the quality of services and products provided to FyBox, which is not always sufficient in
practice. We noticed that the top management is trying to meet FyBox concerns but the
complexity of the implementation of such quality control come from the workers. We
noticed that in practice the labourers do not follow all the quality control processed and
instructions given by Egdelight and FyBox. Therefore, FyBox implemented some rules in
order to optimize and improve Edgelight processes. For instance, FyBox may apply a
penalty fee in the purchase order made by the supplier, which consists in a reduction of the
purchase cost or FyBox may not proceed to the payment of the purchase order for the
production made or still Edgelight will have to provide new non-defective products at no
additional cost.

Egdelight shares a similar approach than FyBox, with some exceptions. The solution
applied by Egdelight in order to solve an issue, to improve their process and to maintain a

good business relationship is to work in close collaboration with its supplier. However, they
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do not have the objective to improve the business of their suppliers. They do not consider
their suppliers as partners. For instance, they will limit the potential solutions to the
sanctions. As FyBox, they will differ the payment to push the supplier to fix the issue.
Egdelight is willing to help and to improve the relationship with its suppliers, but with the
only objective to enhance its own business and to focus on its own interests instead of
developing and improving the business of both parties and hence their relationship to

achieve a win-win situation (i.e. to obtain the best value for money for both parties).

6.5 Key Success factors when sourcing from emerging markets

We will first examine briefly some of the relevant criteria that an organisation may use to
evaluate potential providers. The focal company and the supplier use a system named
“Supplier Selection Scorecards”, which consists in a list of the crucial elements mentioned

below that an organisation may use to assess the potential supplier for a successful match.

e (Quality and reliability e Leadtime

e C(Cost e Location

e Delivery e Reputation

e Management capacity e (Customer base
o Flexibility

The organisation will assign a weight to the different criteria and develop a numerical
score for each supplier for each criteria, thereby developing a final performance score.
From FyBox and Edgelight point of view, the cost must prevail on all the other criteria,
including flexibility and quality criteria. Although both companies consider the criteria
“quality” as a crucial element in the selection of the supplier, they are aware that the quality
control is A house must be built on solid foundations if it is to last. The same principle
applies to man. Otherwise, he too will sink back into the soft ground and becomes
swallowed up by the world of illusion difficult to manage in practice due to financial and
human resources constraints. FyBox use the selecting supplier process for two reasons: i)
the process is not too complex and ii) the process do not engage a lot of resources into it. As

a result, from FyBox point of view, the suitable supplier is its current supplier for two
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reasons: i) the supplier has the knowledge and experience of FyBox activities and ii) FyBox
and its supplier have already established a strong business relationship.

Edgelight applies the same strategy than FyBox. They are looking for suppliers that have
experience with their businesses before to enter into a relationship. Furthermore, the
criteria “flexibility” is essential for Edgelight considering that its supplier must be able to
support them during short-term peaks. As a result, if the second tier supplier can support
the first tier supplier (Edgelight Technology) during an urgent order, Edgelight Technology
Company will be able react quickly to the clients such as FyBox.

Regarding the communication methods used between the business partners, China is
quite different from Europe. In other words, companies, suppliers, and clients work long
hours, day or night, and everything goes faster. They need swift and efficient reaction
regarding any request. They use, of course, e-mail like formal business communication. In
addition, they use likewise a social network application, named “Wechat”, which is between
formal and informal way to contact faster a partner. Thanks to this application, it allows to
maintain the lead time of the production and react quickly for any modification for any
order already launched. This method of communication, considered as informal and non-
professional in the European market, is totally accepted and used within the China market.

FyBox argues that it is more convenient to conclude a business with suppliers whose the
second tier supplier is located in China in order to ensure that each component/good will
be available on time. Besides the selection of a supplier based on the market, FyBox put
emphasize on the communication aspect when choosing a supplier. Indeed, often an issue
(e.g. defective products, failure to comply with all the instructions, missing goods etc.)will
happen during the delivery and installation of the goods due to the language difference (i.e.
lack of knowledge of the language of its partner) and hence misunderstanding between
Edgelight Technology and FyBox. In fact, FyBox argues that its supplier’s employees and

workers do not have sufficient knowledge of English.
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PART C: SOLUTIONS

CHAPTER 7: Practical Implications

This chapter presents solutions enabling to implement SCRM practices within FyBox
Company based on the findings of the case study and the literature review. The findings
show that the biggest challenges when sourcing from a Chinese supplier are quality, trust
and communication issues. Those findings are based on the interviews, the case study and
the experience gained within this market during the internship.

In general, this thesis provides findings and evidences for the small and medium
companies (SME) which are not fully aware of SCRM process. The reason for which they do
not implement a formal and strict process is that they do not have enough financial and
human resources. Those issues arise from supply risk which affects the performance
significantly and has a critical effect on the production of FyBox. The findings suggest that a
disaster in the upstream supply chain will have an impact on the downstream side. A failure
from the supplier could have a huge impact and will trigger a chain of adverse reaction from
another actor within the supply chain (Christopher et al. 2011). According to the global
sourcing, the risks pointed out by the interviewees, are gathered in one main group: supply
risks (Chen et al. 2013). Therefore, FyBox needs to estimate probabilities and consequences
of their risks with more accuracy to gain benefit from their supplier. Christopher et al.
(2011) claim that the sector of “Mechanical and Electrical component” faces the following

supply risks:

e Increased end-to-end costs

e Low-quality risk due to reduced lead time

¢ Problems due to design modification and product variation

¢ Problems due to diversified geographical locations of suppliers
¢ Reduced flexibility

¢ Quality problems

¢ Dependence of suppliers due to single sourcing
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Moreover, FyBox is located in Shanghai because the company wanted to find a location
that would offer a global presence. Sourcing in China provided a competitive advantage and
shortened lead time thanks to the flexibility of the supplier that they would not have in
Europe. However, those advantages disappeared because the production cost increase in
China and some companies are now looking to source in their national market. For instance,
FyBox had to look for new reliable adapter/transformer product because the previous ones
were defective. After a prospection, a Dutch supplier could provide them with a better
product and for a better price. The competitive advantage is the fact that the product is
already available in Europe and the delivery cost would be lower. This in-sourcing strategy
could thus be used from foreign companies located in China (Sinha et al. 2011). Therefore,
the findings demonstrate that the supply chain design regarding sourcing is a crucial factor
for companies. Moreover, FyBox can re-design their supply chain within a dynamic
environment to become more cost efficient and effective. The manager from FyBox and

Edgelight Technology recognised the importance of the SCRM as highlighted below:

“Risk Management is crucial for a company and has to be taken seriously by every member
of the company and at every stage of the development. Risk Management becomes even more
important abroad. Regarding the competition of other companies on the same market,
optimize and control Risk Management is a way to earn market share and grow against a

competitor (Clement Quattreboeufs, FyBox Company).”

“The SCRM helps a company to forecast potential risks, thus a company would make better
plans ahead to avoid this, or to take pro-active action against it to reduce the negative effects

it has on the company (Jannie Zhuo, Edgelight Technology Company).”

However, they are not able to invest more time and resources in it. FyBox has to use, in
the foreseeable future, a robust approach in order to evaluate and mitigate the risk. They
also have to develop the culture of risk management in their company and not only create a
culture of business. One of the tools we can use to implement risk management mentioned
by Christopher et al. (2011) is to build a project team focusing on low cost manufacturing

from Chinese supplier. According to FyBox, the risk is managed by the operations only.
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In the same way, there is vast amount of literature about the SCRM, but it looks like there
is a gap between practices that [ found in China and the theory. In other words, some tools,
techniques and methods described in literature reviews are too complicated to be
implemented within SMEs. FyBox is looking for a product to be delivered on time, and the
most important is the quality of the goods. Regarding Fitzgerald (2005), global sourcing
leads to quality issues and delays in delivery. The case study analysis allows me to focus on
strategies, techniques and tools used to mitigate the risks. As a result, FyBox will have a
new way to evaluate their capabilities and vulnerabilities of their supply chain. Currently,
the risk management methods using by FyBox are based on daily basis and it is more about

common sense.

7.1 Solutions: Strategy Action Plan

Once FyBox’s needs and goals have been agreed, we identified the best potential
strategies in a Strategy Action Plan before recommending the most appropriate solutions.
The solutions will be implemented through a Strategy Action Plan developed during my
internship within FyBox Company and based on the Literature review. This Strategy Action
Plan includes six strategies aiming at improving supplier performance at the level of SMEs
and in a more general way to improve the relationship between FyBox and its suppliers.
The Strategy Action plan is divided in six following strategies.

The first strategy consists in identifying and assessing the capacities of FyBox. Currently,
the capacities of the company are constrained due to poor maintenance services provided
by its suppliers. Moreover, I noticed a lack of inspection and quality control of goods during
the production process - one of the reasons why FyBox is facing quality issues. Some key
elements are missing in the control procedures within the organisation. In order to improve
the process, the organisation must implement an audit report (Appendix 10) with several

sections enabling to assess the following risks (non-exhaustive list):

o Customer Satisfaction o Inventory  control  and
o Quality system planning
o Production control and o Corrective action and non-
planning conforming
. Continuous improvement
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These key factors will help FyBox to re-evaluate its capacities and relation with its
supplier in order to ensure the business continuity and success and to decrease the quality
issues.

The second strategy defines business expectations which the aim to prioritize and verify
some of the tasks and steps within its SCRM process. FyBox has to check the shipping
regulation applicable to the countries where the company sends its goods by airfreight and
by shipment and shall conclude new agreements taking into account the specific applicable
shipping regulation. One of the reason to implement such strategy is that the company faced
a critical issue linked with customs duties regulation in Germany, which prevented the
client from receiving on time the products bought. FyBox trusted its forwarder TNT and its
supplier and the company did not check the delivery document.

Moreover, I suggest FyBox should set up an inspection of each order during the work in
process because products were damaged during the transfer from the supplier to the client.
Therefore FyBox had to cover the delivery costs, other expenses and provide new products
by airfreight. We should take into account that the implementation of a control quality
procedure requires human and financial resources, which may be difficult to apply to SME.

The third strategy which is one of the most efficient and practical strategy to be applied
by FyBox, is to build buyer-supplier confidence. According Jia and Rutherford (2010), the
trust factor may be one of the best strategies to make ensure that the focal firm and the
supplier will establish a mutually beneficial relationship and reduce costs (See figure 11).
The trust is a crucial element in business relations and it is defined by Wu et al. (2012) as
the perception of confidence in the exchange partner’s reliability. However, building a
trusting relationship with suppliers takes time. So the need for the following strategy will
prove itself necessary.

The fourth strategy consists to set up quality control. Asking, in a first phase, the supplier
to take a picture of every product in production, then in its protective packaging during the
transport and provide it to FyBox. Then, if there is not any defect or missing component,
approval will be sent to the supplier to start the process. This strategy is cost-time efficient
for the focal firm and it will help FyBox to build such relation. Indeed, as we can see on the
figure 11, trust result from “commitment” and “satisfaction”. In other words, the future

commitment (taking picture) of the supplier will lead FyBox to a satisfaction.
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Figure 11: Key measures of partnership performance and their determinants
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From Jia and Rutherford (2010)

In case FyBox would like to change the supplier or to put more pressure on their current
suppliers in order for them to be more committed, they have to archive all the quality
control data. By archiving the quality data, they could also answer to the following question:
“When was the last time their reviewed the quality control procedures at their Chinese
supplier?”

The fifth strategy is to introduce a non confirming product plan. Regarding the risk
tolerance, FyBox pays 50% of the production to the supplier. It allows the company to be
protected in case of an abnormal level of defects identified on products. In the event of

imperfection, the process below will help the company to manage it.

Nonstandard level of Product in Analyze the Source of the Make the
defects identified quarantine product cause improvement

From Jurken (2016)
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After that, a non-conformance report must be submitted. It will point out the details of
non-conformance identified in quality control. The purpose of this process is to create a
clear and defensible approach to the issue so the management implements corrective action.

The sixth strategy consists in establishing Supply Chain collaboration and
communication supply chain that can decrease risks. Indeed, Chen et al. (2004) argue that if
companies share information among each other it may reduce uncertainty. If the supplier
and clients do not share information from upstream and downstream respectively, the focal
firm will be uncertain during the whole operational process. Therefore, there will be a lack
of visibility regarding the order cycle time, the capability of the supplier to deliver, the
quality of the product and so on.

Last but not least, a lack of communication between the foreign company and the local
supplier is one of the critical issues for FyBox and Christopher et al. (2011) and Patterson
(2005) perceive it as a key risk. It is due to a misunderstanding of global supplier about the
product requirements and the brand strategy. It is also the result of a lack of language skills
and cultural differences (Jia and Rutherford 2010). Indeed, a Chinese supplier has a
different perception of what the brand strategy could be or how to create a product on
Chinese market. It is not because there are wrong and the international companies are the
ones that are right but it is a different business culture (Jia and Rutherford 2010). However,
it is not possible to cope quickly with the cultural differences and according to FyBox, it
took few years to understand the business culture. After my internship at FyBox, I argue
that we have to create a mitigation plan at a lower-scale for small companies. Therefore, to
cope with the communication issues, the firm should hired a Chinese Project Manager
employee, which allows reducing the communication risk with the supplier.

In a nutshell, the study highlights that FyBox and their supplier do not have specific risk
management process. They rather have a reactive attitude against the risk management.
Hence, the company managed the risk in China through isolated decisions and without links
from the practices and it is based on a personal decision by the director of the branch
located in China. Tang et al. (2006) argue that without a proactive attitude against the SCRM
strategies, the robust approach is utterly useless.

Few amount of evidence was found through the case study for the existence of supply

chain risk management recommended by this research. According to the interviewee, the
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most common approach to supply chain management risk is to keep your wits about you. In
fact, the director has to call, send email and message through social application to confirm
and re-confirm that the order is ready on time, with all the components and without any
defects. In fact, the company has to break the back of the work for the supplier to ensure the
right delivery of the products to the final client.

According to me, with more quantitative and qualitative research, it is possible to
validate this study and create a set of generalizations based on small and medium
companies within the manufacturing sector. Those variables such as size, industry, and
organisational characteristics will help to generalize this study to similar companies which

are facing the same risks by dealing with Chinese suppliers.
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7.2 Summary of the strategies and solutions

Table VI: Potential solutions for an SME

Strategies

Solutions

Re-evaluate company capabilities

=identify and assess the capacities of the

people and processes at FyBox

Creation and use of an Audit
document in order to allow the
company to cope with the lack of
inspection of products during the
WIP.

Defines business expectations
=Identify the needs and goals of FyBox

Determination of the quality level
expected by the customer.
Determination of the total perceived
benefits the company expects from
the quality of products delivered by
its supplier

Prioritize and focus on certain steps
of the production process
Identification of the different steps
within the Supply process and related
risks

Set-up of new rule taking into account
the local shipping regulation

Set-up of a physical inspection for
each order (necessity to increase the
human and financial resources).

Build buyer-supplier confidence
=Build a trusting relationship with its
supplier

Establishment of a mutually beneficial
relationship (win-win situation)
Schedule regular supplier visits
Create openness to Chinese business
culture (as the Chinese supplier has a
different perception of what the
brand strategy could be or how to
create a product in the Chinese
market).

Set up quality control

Set-up of a cost-time efficient new
process for quality control (e.g.
supplier must take picture of every
product produced and send it to
FyBox in order to confirm the order
and delivery)

Training of suppliers in quality to
reduce the poor maintenance and
improve the supplied products.
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Introduce a non conforming product
plan

=Back-up plan in case of abnormal level of

defects or failures in the products

Rejection of defect products based on
minimal product requirements

Use of back-up suppliers
Implementation of warranty service
(replacement of products, correction
of defects penalties)

Improve Supply Chain Collaboration
and Communication

Creation of open communication (i.e.
sharing of information between
buyer-supplier, avoiding of
misunderstandings, treating supplier
as a partner rather than a sub-
contractor)

Increase of visibility in terms of order
cycle time, capability of the supplier
to deliver and quality of the product
Hiring of a Chinese Project Manager
to ensure optimal understanding of
the Chinese culture

Double-checking of projects and
processes through email, phone calls
and messages

Set-up of a proactive attitude within
the company
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CONCLUSION AND LIMITATION

The purpose of this practical thesis is to identify and assess supply chain risks for FyBox
Company and to provide potential strategies to mitigate and/or avoid such risks with the
aim of fulfilling customer needs and ensuring successful business. Findings from qualitative
research and experience during my internship lead to conclude that businesses like FyBox
Company should adopt a proactive methodology. This means assessing the supply chain
risks and being aware of the potential negative impacts of unforeseen events on their
supply chain. Moreover, the findings show that being proactive helps the focal firm to
mitigate the risks in practice, this translates into a focus on supplier quality (improving
product quality, preventing supply interruptions and improving supplier performance) and
on communication issues. Indeed, these aspects were revealed as the most important points
to improve, and that is why this study focuses on supply managing methods. As claimed by
Hong and Jeong (2006) it is not necessary to apply costly strategies and programs to
evaluate and reduce the risks and to create a contingency plan.

This study provides insights in how to manage risk and implement a risk management
system within a small organisation but it has some limitations in terms of reach. One of
them was the fact that. The focal firm has only two suppliers, and I able to interview only
one (Edgelight Technology). It was not possible to interview the second supplier (Tongjie
Company) firstly because of their limited knowledge of the English language and secondly
due to the relationship issues between the supplier and the focal firm that have been
observed during my internship. Therefore, the study treats only the findings from the case
study and my professional experience as Project Manager Intern. Since this study collected
data from one focal firm and one supplier, the generalization of the findings to other small
business within the same industry and the market should be carried out with precaution.

Future research in this area should include more case studies as well as further general
analysis of the SCRM process in small companies. In fact, future study could be relevant for
the SMEs to:

e Compare and identify potential supply chain risks

e Prioritize Supply Chain disruption and evaluate vulnerability
e Develop at lower scale Supply Chain mitigation techniques

e Develop contingency plans for SMEs
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The main idea is to know what small and medium sized companies such as FyBox can
and must do regarding risk management.

To conclude this practice thesis, a supply chain risk management is a crucial element for
a company and in particular for SMEs. The fact that it is a critical part of smaller businesses
is because these enterprises may have a passive attitude towards the event of likelihood.
They do not plan or anticipate risks to the same extent as larger companies. This thesis aims
to highlight the importance of proactive risk management themes, like those outlined in this
paper, emphasizing on risk mitigation and proposing specific actions and strategies
necessary to cope with supply risk. Hence, by using such method, it can be a source of

competitive advantage for a company such as FyBox.
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Appendix 1: Risk assessment and treatment template

Template for risk assessment & treatment
Identified Source: No:
Date:
Description
T
]
u>.| Cause
£ Probabilty
"E Source Impact
@ [Probability
K 4
£ Ericsson/Unit
Impact
No. |Description Cost | Residual
risk
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2 2
e
»
c 3
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Date
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Appendix 2: The Spider web

13. Handling of chemical products

11. Extinguishing /. _»*
equipment g

10. Fire Prevention

9. Resource shortages

8. Buildings

1. Management systems

3

T~ 2 Risk Management (RM) Policies
- \
- N\

> 3. Risk Management
\ Organization
\

\

\

Y 4. Audits & Inspections

5. Natural Hazards

6. Man-made Hazards

7. Secure Sourcing

May 2002

== = Today 2003
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Appendix 3: FyBox Totem - FyBox Panoramic - FyBox Patchwork

-

4

OUR PRODUCTS

FyBox comes in three standard formats

FyBox PANORAMA

The Pancrama is a wide angle landscape solution used to create
inspiring atmospheres. Whether standard size or custom made,
the Panorama will illuminate your pictures up to 6,4 sgm.

Ideal for:
Museums, Retail Stores, Restaurants, Car Leaderships, Expositions

FyBox TOTEM

The Totem is a high versatile solution that requires minimum
assembly and offers maximum flexibility. Mostly requested in
standard sizes, the Totem can be produced up to 3 meters high
by 3 meters wide.

Ideal for:
Plazas, Coffee Shops, Airports, Concerts, Information Centers

FyBox PATCHWORK

The Patchwork is a FyBox original - numerous pictures arranged
in a complimentary manner for outstanding visual effects. Alterna-
tively, the Patchwork can be composed of multiple FyBox illustrat-
ing one single image.

Ideal for:
Luxury Stores, Premium Restaurants, Luxury Hotels, Art Exhibitions
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Appendix 4: Indoor fabric light box

FyBox” PANORAMA 16

1. Fabric

2 LED LGP

3. Reflector
4.T5/LED

5. Frame

6. DC Jack/Adapter

UNIQUE FABRIC TECHNOLOGY

HD ULTRA SOFT

UNIQUE QUALITY FOR AMAZING VISUAL SUITABLE FOR VERY FREQUENT UPDATES

RENDERINGS / HIGH RESOLUTION UV DYE-SUBLIMATION PRINTING / 100% POL-
PRINTING / IMPORTED FROM GERMANY YESTER | 270 gr/sqm / NO SHAPE MEMORY

NO SHAPE MEMORY | FIRE RESISTANT - Bl FIRE RESISTANT - Bl

OUR SIMPLE INSTALLATION : (/) 2MIN

Appendix 5: Email between FyBox and its supplier
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Appendix 6: EORI number document

APPLICATION FOR THE ASSIGNMENT OF AN EORI NUMBER

This foormi com be wved wn application for an EORE saunber only ou behalf of the bel ov-imend oned ccommnic
opevator. Letier of awhorization for representaion iy o mandatory docwnent 1o be artached m the
application
Please send thix application wsd the required docwments 1o the authority responsibde for registering wnd
axvigning an EORI munber

Carirekar wprava Repudslike Slovenije

Carineks wrad Jesenicr

Comter 20 TARIC i kvore

Spoinfi Pliv? 6

N—d20

Movenija
Warning! Onts fulfitled and complete applation witl be accepred by aurthoriry

Jevenice

NAME OF THE ECONOMK? ormn')u

Pull name [

Click to read

Short name

ADDRESS OF ESTABLISHMENT

Country code F 150wl comntry code)

| Country

Strect and number

| City

Postal code

| DATE OF ESTABLISHMENT

Doate (el s vy

I TYPE OF PERSON

2« legal person |7 ek the approprsare b

3o ition of persons | 1 ek the approprete o)
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Appendix 7: Email “Emergency plan”

FyBox

Inbox (19)
Strred
Sent Ma

Drafts (13

AdHn

Inbox (19)
Starred
Sent Mail
Drafts (13)
Aden
Admin
Al
alibuy (1)
Belgium

L]
& Mohamed Q

No recent chats
Start a new one

Inbox (19)
Starred
Sent Mail
Drafts (13)
Aden
Admin
Al
alibuy (1)

Belgium

; Mohamed Q

No recent chats
Start a new one

Mohamed Q

. o

(1] B Move & Inbox LY Moce 202

Problems with order Denhamy Analyse " . nap

2

3

orts e ety

Retard d

Produits deffectueux:

» Transfos abimés durant le transport

> 1 cable manguant bablement perdu durant le transport)

Produits différents que commande précédente

# Transfos d'une autre taille et meins pratiques.

> Leclient avait déjs préparé les murs sur base des anciens modées

* Comment pouvens-nous éviter cela & lavenir 2

rer le transport

> Anticiper les démarches & faire si livraison dans un nouveau pays

» Changement de transporteur ?

» Transit systématique par la Belgique ?

# Analyser les différentes options a chague commande

# Définir qui est responsable de |z bonne organisation du transpert

~

Protéger les éléments de maniére plus adéquate

» Prévoir une protection supplémentaire pour les transfos ?

w

Communiquer tout change ment technologique (ou non) apportés aux produits et au se rvice

» Améliorer globalement la communication entre la production et I2 Be lgique

# Ne pasmultiplier les canaux de communication : Le mail reste |2 solution la plus claire et la moins risquée. Je pense
qu'on doit lim iter WhatsApp aux questions qui nécessitent une réponse urgente si le mail reste en attente

# Etablir un document unique & utiliser systématique ment pour chague commande. Il faudrait spécifier quelles sont les
nfos indispensables pour la prod et pour lavente
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Appendix 8: Fapiao - Invoice
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Appendix 9: Electrical adapter

AD-EL-120120-CE  AD-EL-120240-SAA AD-EL-120240-BSI AD-EL-120480 AD-EL-120800 AD-EL-1201200

AD-EL-240240 AD-EL-240480

AD-EL-120120-WF AD-EL-240360-WF AD-EL-240600-WF LC-120720 LC-1201600 LC-1201800
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Appendix 10: Training plan

™ R ML EM
y ox Installation textile Plaatsen canvasdoel Textile installation
Toile T ;. h i
Cilioare Pour installer |a toile sur Om het doek op het ﬂiﬁ;ﬁ:{; ?ﬂﬁﬁ;
__ Toile le cadre, pliez dowcement kader te plaatsen, - -
. silicon edges inwards and
Shicane Igs bords siliconds vers phool de siliconen place the textile intothe
| l'intériewr du cadre. randen naar binnen. ar = of the frame.
. . Start to position the
Placez tout d'abord les Bevestig eerst de hoeken o
coinsde la tolledans chacun  van het doek in elke van cormers of the textile into
des guatre coins du cadre de 4 hoeken van het kader the four corners of the
. . iron 20 ok 0 frame on approsimatehy
Jusgu'a emviron 20 cm. ongeveser 20 om. 20cm .

®

Placez la toile au centre du
bord supériewr du cadre

Placez le reste de la toile sur
le bord supérieur du cadre.

PFlacez be reste de la toile sur
le bord inférieur du cadre.

Placez le reste de la
todle sur le bord latéral
gauche du cadre.

Plaats het doek in het
midden van de bovenrand
van het kader

Plaats de rest wan hat
doek op de bovenrand
van het kader.

Plaats de rest wan hat
doek op de cnderste
rand van het kader.

Plaats derestwan
het dosk op de linker
rand van het kader.

Position the textile in
the centre of the top
edge of the frame

Plzce the remainder of
the textile on the top
edge of the frame.

Place the remainder of
the textile on the lower
edge of the frame.

Plzce the remainder of
the textile on the left
edge of the frame.

ORNORNORRORNO

Placez lerestedela
toile sur le bord latéral
droit du cadre.

Glissaz enfin votre doigt
sur la toile tout au long
des bords du cadre et
weillez 3 ce que la toile soit
parfaltement tendue.

Plaats de rest wan het
doek op de rechter
rand van het kader.

Glij ten slotte met je duim
over het doek langs de
randen van de kader.
Zorg ervoor dat het

doek perfect vast zit.

Place the remainder of
the textile on the right
edge of the frame.

Shide your thumb on the

textile along the edges of
the frame and make sure
that it's fixated perfectly.
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Appendix 11: Audit report

Supplier Score[  gOMD!
ABC Score #O0N 0!
Supplier Information
Fupplier Name: a Zupplier Contact O
Plant Lacation: a supplicr Phone 8 0
Wendor D $#: 1] Zupplicr E-Mail: 0
Audit Information
Audit Date: 0 Auditar Mame:
Cammodity: 0 Auditar E-Mail:f
Fraoduct Typa: [1] Auditor Phone: T
Initial Supplier [Self] Assessment Summary
e % Points
s.:-_'.n.—'::- SEchioN Tota fossibl| Percentage it
Prcscam Wk SO T== o S Customer Satizfaction 1] I
 E _' i Glyality Bustem i} [1] RO
Miamune and Tas, o, N s Bdnam Symar. Euziness System 1] [1] #ON
7 :;;? Vi EHE and Riisk Management 1] a #O00
C-TRA iy L :f:._‘_’:: Mew P‘rr:hdu-:l: D-:v-:ln:-pm-:nlf 1] 1] #O
| | - T | | F'un:h::sl.ng and Sub-Zupplicr r.'ﬂanagf_-rn-:nl: 1] [1] RO
S PN o 7—l_ ] Production Control and Planning a a #OMO!
o ¥ o | Change Management 0 [ HO 0!
Inventory Sontrol and Heuseheeping [i] 1] #OM !
E Corractive Action and Man-Confarming 1] [1] RO 0!
| Continuous Improvement i a RO O!
r — C-TPAT i} a #OMO!
_l_‘;::_:‘:i__ Mleazure and Test 0 0 #ON0!
Process walk i} [1] HO00
Final Assescment Summary _[L
i Point=
oy Tota fazzibl| Percentaqge EEeEs
Customer Satizfaction a 0 [ #om
Huality Eystem a a #O0W0
Business System 1] 1] #O0
EHZ and Rizk Management 1] 1] #O0
Mew Product Development a a #O00
Purchasing and Sub-Zupplicr Management 1] [1] #0000
Production Control and Planning 1] 1] #OM
Change Management a a #0000
S L Inventory Control and Housekeeping 1] 1] #0000
R Correckive Action and Non-Conforming i} [1] #OMN
revnany. Carkndb. Continuous Improvement 0 i) ®ON
i E—s C-TPAT 0 0 #ON O
Meleazure and Test 1] i) #O
Process 'whalk 0 0 #O0N0!
On-5ite Assessment Scoring
Orerall Score Seqmentation Description
All Green Current Supplier: Supplicr iz currently performing at a Level 1 - Recommend strongly

AT Level 1- Strategic

Mew Swpplier: Performance iz consistent with Level 1 performance - Recommend strongly

Current Supplier: Mot currently performing ak a Level 1 but has the potential with minimal improyements.
Exizting buziness can continue and the supplicr zan be considered far new buziness - Recommend with

BO-792 Level 2 - Preferred

Mew Supplier: Has the pokential to perform at a Level 1 with minimal improyements required - Recommend
with Corrective Actions

Current Supplier: Corrective actions are needed for the supplier o improve performance. During thiz time,
business can continue upon review of corrective actions - Not Recommended - Source with Rizk

Level 3 - Maintain

Mew Supplier: Zignificant corrective actions needed ko bring the performance to an acceptable level - Mok
Recommended - Zource with Rizk

Current Supplier: Performance not consistent with minimum ABC standardz. Not Recommended For
Hew Business. A corrective action plan must be prorvided and implemented within 60

New Supplier: Mo new businesz will be awarded. Mot Recommended - Do Mot Source
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Timing | Interview Guide Appendix 12: Pierre Rousseaux from the Company
FyBox

1. Introduction

Presentation

Thanks to your precious information, | am going to create and draw up a bunch of
concepts and strategies. It will allow me to help FyBox Company to implement a
Supply chain risk management. The purpose is to reduce the potential risks that this
company might encounter when sourcing in China.

This study will, in the same time, enable me, to answer the unresolved questions of
my thesis which the main topic is: How to implement a risk management system for a
company located in China: The case of FyBox Company?

| thank you in advance, Mr Pierre Rousseaux, for taking time to reply to my
questionnaire.
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1) Please briefly introduce yourself, describe your company, your position and
duties into your company.

So, | am Pierre and | have living in China for 8 years. After my study to Brussels, | left to
China and opened two companies. One of them was FyBox which is today a company
that create the thinnest lightbox on the market and also an integrated solution to
manage the large part of the lightbox that can be spread to all over the word.

2. Your suppliers

1. Inyour international expansion process, did China come in the beginning, the
middle or the end?

[t came at the beginning. [ started the company in China.

2. What were your main expectations regarding your investments in China?

[ didn’t have that many expectations but of course when you go to China because
you see a big opportunity and this is the biggest market in the world and so on. The
expectation is about the quantity and the size of the market. The market is huge and

you realized that market can not be really address by foreigner but for chineses.
And this market is for the Chinese and controlled by the chineses.

3. What type of Items (products) do you source in China?

4. What is your global sourcing strategy and why are you sourcing on these
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markets (China and Abroad)?

The market offers the best price and best reactivity

5. Do suppliers have experience with yours businesses?

Yes, they have much more experiences than us.

6. Are they knowledgeable about the technical issues you might be facing in your
business activity?

There are mainly yes! what they don’t know is the service, the quality of the service
and the delivery but for the product itself they know.

7. Do they understand your business model and its specific needs? (For instance
do you train them for a better efficiency and support?)

Yes, of course they understand but we provide the solution to a client while our
supplier provide the product. They understand our needs and they just deliver what
we buy to them.
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10’ 3. Your company

8. Did you face these risks in your past in China?
Please explain:

Natural disasters
Labour uncertainty
Supplier risks
Distribution risks
Internal risk
Others

~ooooe

Yes! So in China we face many risk. The first one is that supplier are not always
reliable. They tell you that they will deliver the 3rd of the month, you have good
chance that they will deliver 15 days after always. The main risk is the reliability of
the supplier. But we are not really impacted by natural disaster. Sometimes, during
the summer is really hot and the the supplier manufacture is quite big and in term of
electricity there are not very well equipped. Sometimes they need to cut electricity
and then the all production is stopped during the summer.

Another risk its maybe when we have a product in America and this product has
some defect it is difficult to do the maintenance.

9. Through the following items below, which are those that we need to take
seriously into account when investing in China?

a. Political stability

b. Economical potential

c. Telecommunication / NTIC (New Technology of Information and
communication)

Help from banking services (credit, investment helps, etc.)

No taxes

Free trade zone

Profits repatriation (100%)

@ o o

Yes, it is important that you look at your supplier, make sure that there are reliable. Make sure that
you have reliable employee as well and if you have a Chinese partner, you have to be very very
careful because Chinese, they never do something for free.
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Supplier selection
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10. What are the most important criteria to select a supplier?
-Reliability
-Looking at factory size
-production capacity
-Having good English people in order to be able to communicate with them
-Quality department
a. Are your suppliers flexible and scalable enough to support you during
short-term peaks?

They are very flexible and this is the good part of China

b. Do they offer pro-active and responsive customer service in your
language? If not which language?

No no, that was of the issue in China, the customer service is really weak. It is not
something that we can rely on.

c. What is the fastest and most efficient solution you use to communicate
with your supplier? Phone, Internet, social network? Explain why with an
example of a case you faced in the past :

QQ application and email. Double check everything on time. You go on visit to the
factory and make sure that you ask first for a sample.

11. How do you evaluate suppliers?

We do evaluate them. Like first you always need to go on site and check the factory
how it look. Then you need to ask a sample. Checking the sample and checking the
prices.

122.



12. How do you deal with suppliers not matching the standards of your company?

13. When an issue happen between a supplier and your company, what solution do
you apply in order to solve it?
-we go to the factory to discuss with them
-the best is always to communicate with the supplier in private.
-try to find a solution

If you used in the past one of this actions, please explain:

a. Legislatives
b. Banking

c. Commercial
d. Others
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Supply chain risk management (SCRM is the implementation of strategies to
manage both every day and exceptional risks along the supply)

14. Could you describe how do you manage supply chain risks in your company?

To be honest we don’t really know what are the risk in our supply chain and there
is not really management for that. But it's always checking and it’s a lot of
coordination between all supplier. Always checking tha we are in the same page
and have the same understanding.

We train them a little bit but not really on the product but more the finishing. So,
how to package and everything. We train them on accessories, how to finish the
goods to avoid problem in the future. So like we ask them to put more protection
inside the lightbox to make sure that the cable will not be cut or the lightbox
damaged.

15. Due to supply chain risk, what types of losses did you face in the past?
(financial, performance, physical, time loss)

Yes. Few years ago we lost a lot of money in the project. They were a quality issue
and then we had to reproduce everything at our cost and we shipped everything at
our cost as well. And the problem we had to ship by plane and it was more
expensive.

16. In your company, how do you evaluate risks? How often? What are the tools at
your disposal?

We always evaluate the risk in every project. We check what is the risk on this
project but it is more common sense. Are we going to be able to deliver that
quality and that quantity. We evaluate the risk on daily base.

17. What is the risk tolerance of your company? (The level of risk that you could
accept)

[ don’t know because we don’t define it really.
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18. How do you manage/mitigate those risks? What are the procedures, the tools
you applied in the past in order to avoid or reduce those risks?

We don’t have procedure to manage the risk. I guess it is only common sense and
it is base on our experience.

7. Conclusion and acknowledgment

19. Please give me your personal opinion about how important the risk
management is for a company?
For us managing the risk it is important because we are a small company
and anything could hit the company, can take us down. And it is important
to calculate what you do and evaluate the risk
Thank you for time and attention,
Your precious information will help me to finalize my thesis with success

Kind regards

Mohamed Mimouni
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Timing | Interview Guide Appendix 13: Clement Quatreboeufs from the Company
FyBox China

1. Introduction

Presentation

Thanks to your precious information, | am going to create and draw up a bunch of
concepts and strategies. It will allow me to help FyBox Company to implement a
Supply chain risk management. The purpose is to reduce the potential risks that this
company might encounter when sourcing in China.

This study will, in the same time, enable me, to answer the unresolved questions of
my thesis which the main topic is: How to implement a risk management system for a
company located in China: The case of FyBox Company?

| thank you in advance, Mr Clement Quatreboeufs, for taking time to reply to my
guestionnaire.
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1) Please briefly introduce yourself, describe your company, your position
and duties into your company.

[ am Clement Quatreboeufs, French 28y old, working for the past 5 years in
Shanghai. FyBox manufacture and provide thinnest LED Lightbox display for
Premium retails and internal designer. My role at FyBox China is to lead, direct
and control the activities strategy, and achieve our company goal (Short and long
term).

2. Your suppliers

20. In your international expansion process, did China come in the beginning, the
middle or the end?

The crore business of FyBox was created /implanted in China first, than back to
Europre, the two founders opened an office in Bruxelle. Our main production plant
for the light is in china. Each of the Bruxelle and Shanghai office u have a local plant
for the fabric printing.

21. What were your main expectations regarding your investments in China?

1) Maximise our accounts number

2) Increase the margin of each of these account (lightbox and turnover of the
visuels)

3) Reach our investment goal (first break even point and second make profit to
re-invest in the company = expansion, growth margin)

22. What type of Items (products) do you source in China?

All our component as platique, pmma, aluminium, wood, LED, painting, fabric
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material are source in china

23. What is your global sourcing strategy and why are you sourcing on these
markets (China and Abroad)?

Why? For the price and location. China provide cheap component for a good quality.
By sourcing in China we reduce transport/shipping cost

24. Do suppliers have experience with yours businesses?

Yes. We are working with two main supplier who source local material. Their core
business is our main product. They actually offer a large range of manufacture LED
display. WE are workingwith them for 15 to 20% off their product porto folio.

25. Are they knowledgeable about the technical issues you might be facing in your
business activity?

The main technical issue could be the installation.

Because of a specific qualitu control made before the paiement of all orders, if
technical issues are found, they are fix directly at the plant.

But because we are in a foreign contry, language misundertanding can happen fast,
and cause a defect or a missign compent during the installation.

26. Do they understand your business model and its specific needs? (For instance
do you train them for a better efficiency and support?)

They understand that we are Doing the job that the plant can’t provide in terms of
service and support to our client ( FyBox services) .The supplirs can sell buck but
purely lightbox display with no fabric or expertise.

They are selling a product. WE are providing a solution to our client.
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10’

3. Your company

27. Did you face these risks in your past in China?
Please explain:

g.

Natural disasters —

YES, Typhon, but as sales I wasn’t affected. Client didn’t come to
their office.

Labour uncertainty —

YES, After CNY, our suppliers need at least 2 weeks to be back to
100% of their staff

Supplier risks —

YES . Without a QC before a delivery, the risk is possible and higher.

Distribution risks -

YES Transportation to the client only (timetable, losses). On site, no
risk for distribution once the client receives the goods

Internal risk -

YES — Missing fapiao, staff leaving without notice

Others

28. Through the following items below, which are those that we need to take
seriously into account when investing in China?

h.

Political stability -

NO very stable politically (unic party) . But communist party, so
differente from European democraties

Economical potential -

Highrate of foreign investment, government in favour for
exportation. Low internal market

Telecommunication / NTIC (New Technology of Information and
communication) -

The governemetn control all the NTIC, no freedom of
communication and information

Help from banking services (credit, investment helps, etc.)

Low taxation rate for loan, easy to set up business buy dept

No taxes

HK free trade market helps, but Everything is changing in 2017

m. Free trade zone

Profits repatriation (100%)
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Supplier selection
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29. What are the most important criteria to select a supplier?
- Price
-Location
-Years of experience
-Language

a. Are your suppliers flexible and scalable enough to support you during
short-term peaks?
Yes they are, their capacity of production is much higher. We represente
around 10% of their capacity productio.
During short them peak ( for example national holidays, the delivery
time is always the criteria who comes first, and more careful.

b. Do they offer pro-active and responsive customer service in your
language? If not which language?

English is the common language for business, our suppliers have a
section of their sales team dedicated to foreign client.

The answer are proactive, most of the time. Miscomunication can
sometimes happen because of a poor level of English.

c. What is the fastest and most efficient solution you use to communicate
with your supplier? Phone, Internet, social network? Explain why with
an example of a case you faced in the past:

In china, social media are strong and also used for business on a daily
basis. Phone and interent of course for busisness communication and
agreement, but mostly social network as QQ or Wechat are direct ways
to talk instantaniously with your partners,suppliers, customers via group
chat. Quick question, fast answers .

In the past and at anytime of the day you can contact, leave message, or
ask question to anyone of your network

(tu peuse utiliser lexample de I'instalation nike en contact wechat entre
joy(FyBox), le supplier et le client

30. How do you evaluate suppliers?

Flexibily of work, and pro-active adviser
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Experience of the company (how many years in their business)
Always in contact by phone, social media. (and english speaker0
Fast execution,

Quality/price ratio.

Localisation

Deivery time / packaging

Custmer service

31. How do you deal with suppliers not matching the standards of your company?

Mistake can happen, when they happen this in important that the supplier learns
from this mistake and start the process to correct this potential mistake not to
happen the future. I the same problem happens again and again, we take measure.
When a quality isn’t matchin the requirement in stake, we don’t pay for the
production made or their produce again with no charges.

32. When an issue happen between a supplier and your company, what solution do
you apply in order to solve it?
- 1rst notification : Who did the mistake ? do not happen again
- How can we optimize the process not to happen again
- Penatly fee on the order for the part/person who did the mistake
- Go on site for meeting, and put everything on the table with the supplier (How
did this happened, what do we do not to happen again. Show some strainght)
- No paiement of the bills until the issue is solved

If you used in the past one of this actions, please explain:

a. Legislatives
b. Banking

c. Commercial
d. Others
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Supply chain risk management (SCRM is the implementation of strategies to
manage both every day and exceptional risks along the supply)

33. Could you describe how do you manage supply chain risks in your company?

By always keeping a close communication with the suppliers, follow up deliveries,
asking several times the same question.

Communication is the key.

Receive feedback for every action, good or bad, to learnf rom it and improve next
time

34. Due to supply chain risk, what types of losses did you face in the past?
(financial, performance, physical, time loss)

Time loss is very common due to delivery companies or border legislation who
can take a long time to proceed.

Financial loss happened when communication or execution from a supplier was
wrong. To keep our credibility to our client, we nee to compensate with money
(send a new product, deliver another day. If the supplier did the mistake he pays

35. In your company, how do you evaluate risks? How often? What are the tools at
your disposal?

We don’t use proper tools to evaluate the risk. On a daily basis the risk is managed
to prevent further loss of time and execution during peaks of activity.

The solution to improve and reduce risk management is training ( supplier).
Evaluate the risk is hard because it is permanent

36. What is the risk tolerance of your company? (The level of risk that you could
accept)

For FyBox CN, the level of risk that we are facing mainly come from our suppliers
( production, delivery, installation). The risk tolerance we can accept is basically
not to do the same mistake again, Mistakes happen and that legit in a way, bout
same mistakes should happen again.

With our client, we minimize the risk for production by asking 50% of the project
invoice paid before production. The level of risk tolerance is also link to our past
and trust for the client
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37. How do you manage /mitigate those risks? What are the procedures, the tools
you applied in the past in order to avoid or reduce those risks?

For our supplier, we always talk in English with their sales and technical team.
When a problem or mistake happens, we mostly use Chinese language to find the
solution.

We had stock issue because of a lack of communication, we now using a yearly
schedule to forcaste the new stock materieal we will need

7. Conclusion and acknowledgment

38. Please give me your personal opinion about how important the risk
management is for a company?

RM is crucial for a company and has to be taken seriously by every
member of the company and at every stage of the development. RM
becomes even more important abroad. Regarding the competition of other
companies on the same market, optimize and control RM is a way to earn
market share and grow against competitor.

Thank you for time and attention,
Your precious information will help me to finalize my thesis with success
Kind regards

Mohamed Mimouni
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Timing | Questionnaire Appendix 14: Jannie Zhuo from the Company Edgelight
Technology

1. Introduction

Presentation

Please help to reply these questions regarding the SCRM topic (Supply Chain Risk
Management). Your precious answers will help me to understand better this topic and
to finalize my thesis.

My thesis question is: How to implement a risk management system for a company
located in China:This study will help me to answer that question.

Thank you in advance for you time Mrs Jannie Zhuo.

1) Please briefly introduce yourself, describe your company, your position and duties
into your company.

My name is Jannie Zhuo , product specialist of Shanghai Edgelight Industry , in charge of
export to Asia, South America market , Alibaba platform maintenance etc . Our
company has been established for more than a decade, it’s a professional
manufacturer , experienced trade company of advertising led signs and LED products .
We provide a whole range of LED solutions to people.
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2. Your suppliers

39.

40.

41.

42.

43.

What type of items (product)are you sourcingdirectly in China?

Items we source directly in china are raw materials , which will be
manufactured by us to make complete products like LED sign other type
product.

Are you sourcing items from abroad?
Explain the reasons why are you sourcing on these markets (China and
Abroad)?

No, we're not sourcing items from abroad . The reasons as below:

a. Transport convenience : we're a company located in china, so sourcing
domestically is very convenient, short distance, time efficiency .

b. Language: easier to communicate since most buyer don’t speaker good
english .

c. Optional:There’re many suppliers in china, our options are quite open if
anything happens .

Does you suppliers (from China and abroad) have experience with yours
business activity?

Yes, most of them have experience with our business activity .

Are they aware about the technical issues you might be facing in your business
activity?

Yes, they know some technical issues we might be facing, but there're also
things they don’t know about.
Do they understand your business model? For example do you train them for a

better efficiency and support?

Yes, but we don’t train them , there’re rules and contracts to regulate the
cooperation between us and suppliers for a better efficiency .
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3. Your Company

44. Did you face these risks in your past?
Please explain:

m. Natural disasters---Yes, Typhoon, rainstorm etc

n. Labour uncertainty---Yes, high staff turnover rate, experienced
workers leave , train new workers etc

0. Supplier risks---Yes, delivery delay, defective products, payment

terms, etc

Distribution risks---No

Internal risk---Yes , complaints, production mistakes

r. Others---Yes

Qo

45. Which one of these items are the most important to take care when a company
decides to invest in China :
Please explain :

Political stability

Economical potential

New Technology of Information and Communication

Help from banking services (credit, investment helps, etc.)
No taxes

Free trade zone

T wn oD o

B, Economical potential , whatever a company does , making profits is the most fundamental
thing, if there’s no economical potential , then think thoroughly before investing .
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Supplier selection
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46. What are the most important criteria to select a supplier?
.Good quality product, trustworthy
After-sale service
.Price, cost (production cost, transport cost, labor cost etc)

a. Are your suppliers flexible enough and able to support youduring short
term peaks?

Use the example to explain

Yes, once we had an urgent order , we explained the situation to the
supplier, they inserted our order into their schedule and worked
overtime to finish it .

b. Do they offer a pro-active and a quickcustomer service support ? in your
language ? If not which language.

Yes, we offer pro-active and a quick customer service support in our language or in
english .

c. What is the fastest and most efficent solution you use to communicate

with your supplier? Phone, Internet, social network?Explain why with an
example of a case you faced in the past :

Phone is the fatest and most efficient way to communicate directly with supplier, as
sometimes supplier might be out of office , have limited access to internet

47. How do you evaluate your suppliers?

a. Business license, deposit bank, and other valid docs and files
b. Visit company websites to know their products
c. Visit the supplier in person to evaluate

48. How do you deal with suppliers when they are not matching the standards of
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your company?

First, we would communicate with supplier first and point out which standards
they don’t match , to see whether they can improve and we can also help ; if they
can not improve or still not match the standards after improvements, or they refuse
to do so, we would consider change for a new supplier .

49. When an issue happen between a supplier and your company, what solution do
you apply in order to solve it?
Identify the issue to see how it happens and cooperate with supplier
to solve it.
.Defer payment to push supplier to solve it. and also

File a lawsuit if it’s severe.
Visit supplier in person for a meeting to solve the issue
If you used in the past one of this actions, please explain :
a. Legal—once we had payment issue with supplier, and after several

meetings , there’s still no satisfying solutions , we filed a lawsuit against
them , and their capital , bank account were frozen till the issued solved .

b. Banking
c. Commercial
d. Others
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Supply chain risk management(is the implementation of strategies to manage
both everyday and exceptional risks along the supply)

50. Can you describe how do you manage the supply chain risks in your work?
We have regular supplier and also have backup suppliers in case of emergency .

51. Due to supply chain risk, what types of losses did you face in the past
(financial, performance, physical, time loss)

Time loss , when supplier is busy , we might not get order finished timely . which
could also affect our performance and result in financial loss, if client cancel the
order if we can not meet their deadline .

52. In your company, how do you evaluate risks? How often? What tools do you
use?

I'm not sure how the buyer evaluate risks , but we do evaluate suppliers based on

their performance, like lead time , after-sale service, etc .

53. What is the risk tolerance of your company?

(The level of risk that you could accept)
To quantify the risk level , we could accept 15-20 days delay, a certain amount of
financial loss

54. How do you manage those risks not to happen again?
What are the procedure you applied in the past?

To manage the risks , we would make plans to place orders.
Payment term is also often used by us to manage the risks .

Your opinion on supply chain risk management (SCRM)
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1. Please give me your personal opinion about how important the risk
management is for a company?
It helps a company to forecast potential risks , thus a company would make
better plans ahead to avoid this, or to take pro-active action against it to
reduce the negative effects it has on the company .
Thank you for time and attention,
Your precious information will help me to finalize mythesis with success

Kind regards

Mohamed Mimouni
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