0. Importance of Controlling in the Supply Chain
Supply chain controlling (SCC) is a sub-function of corporate governance and therefore ascribed directly to the supply chain management. SCC ensures that the supply chain management team is supplied with continuous, comprehensive and up-to-date information about procedures and company results. This includes regular bulletins at defined intervals (monthly reports and quality statistics) as well as ad hoc queries (quality of the supply chain in relation to certain customers).

Supply chain controlling is tasked with mapping all planning, control and monitoring processes and activities within the supply chain and keeping all stakeholders updated.

Supply chain management takes the form of a control loop, in other words, a system whereby certain events prompt certain types of feedback, whether positive or negative. This entails defining a given control variable within the control loop (in this case, the supply chain).

The number of customer complaints is one example: A logistics company stipulates that the number of complaints should not exceed 1.5% of the total delivery volume. During the course of controlling the quality metrics, an excessively high complaint rate of 3% is ascertained. This will lead to a dent in sales or profits, as customers dissatisfied with the company’s performance either demand a free replacement or cancel their orders altogether because the goods are no longer needed. The logistics company will also incur additional freight costs for replacements/re-deliveries or
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will not be reimbursed for freight costs because the clients are unable to sell their products due to late or non-existent delivery. This constitutes negative feedback.

If sales rise due to a very high level of delivery reliability, this is an example of positive feedback.  Satisfied customers will order more goods, which translates into a higher freight turnover for the logistics company.

As a control loop, therefore, the supply chain includes various measurement and control ranges which must be repeatedly checked and modified. The supply chain managers act as "controllers" within the control loop. Based on the information they receive from controlling, they determine appropriate measures for optimizing the supply chain.

The control variables monitored by SCC may cover various areas, all of which are directly reflected in the balance sheet. These may include stock levels, freight costs, set-up costs, throughput times, personnel costs and material costs.

Particular consideration is given to capital tie-up due to high inventories at every stage in the value chain, because all companies are reliant on sufficient liquidity. As a general rule of thumb, the smaller the inventories, the higher the cash surplus (cash flow). Free capital also generates (interest) profits, while high inventories incur opportunity costs (e.g. for warehousing). The company’s operating result can be optimized by increasing the KPIs for inventory range and inventory turnover, as both of these are directly reflected in production costs and hence in the profit and loss account. The correlations are illustrated in the following diagram of a positive feedback loop:
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Capital tie-up due to high inventories is a major and costly challenge. Efficient supply chain controlling should aim to minimize capital tie-up as far as possible using cost tracking to ensure transparency regarding the effectiveness of company activities.


0. Cost Tracking
As part of reporting, cost tracking is a systematic control tool within supply chain controlling. It gages the proportion of certain activities in the supply chain and their contribution to corporate success. Supply chain controlling typically applies cost tracking to the areas of inventories, material costs and freight costs . The same forms are always used to produce standardized results. Monitoring and analyzing the aforementioned areas helps to support business decisions.

These forms are used to compare actual figures with planning data and calculate weightings. Cost tracking aids budgeting within the strategic framework and also supports the operational management team with its duties:
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With inventory monitoring, high inventory levels and the associated capital tie-up and storage costs are promptly identified so that management can take appropriate measures to reduce them.

If material prices and freight costs are too high, they may be offered out for tender to reduce costs where necessary.

Overall, cost tracking is not a stand-alone solution, but is used in conjunction with other control mechanisms to streamline corporate processes and to identify and implement potential cost savings.


0. Different Types of Supply Chain Controlling
There are different types of supply chain controlling, which also vary according to the desired form of cooperation within a supply chain. They are briefly described below.

Relationship (or partnership) controlling is one form of SCC. The interactions between supply chain participants are crucial to its success, so it is very important for supply chain monitoring to gage the quality of cooperation, incorporating both soft and hard facts (Wiedemann/Dunz 2000, pp. 42ff.). Relationship management (Weber 2010) entails comparing target and actual values using jointly agreed, quantifiable targets within a defined controlling cycle (= hard facts), combined with trust controlling which measures the so-called “soft facts”.
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As illustrated in the "Relationship Controlling" diagram, the aim is to monitor compliance with jointly planned activities and strategies and the achievement of set targets (Weber/Bacher/Groll 2003, p.17). The cross-company control cycle shown above assists with implementation of these tasks.




CPFR
Collaborative Planning, Forecasting and Replenishment
(by all supply chain stakeholders).

Trust controlling and relationship controlling are closely intertwined, as trust is clearly a very important factor in supply chain management. In CPFR systems in particular, the aspired form of cooperation relies on mutual trust. Controlling this soft factor helps to create the necessary basis of trust.

The "trust" factor is difficult to objectively measure and assess, as it is a psychological phenomenon influenced by multiple aspects. Trust can be (indirectly) measured by regularly surveying all supply chain stakeholders, for example, on issues such as discretion, integrity, reliability, competence, consistency, open-mindedness, fairness and accessibility (Weber/Bacher/Groll 2003, p.18).

Surveys by independent third parties (such as market research institutes), ideally using closed questions or statements with an evaluation scale, offer an easier, pragmatic and objective form of evaluation. For example: Rate the telephone availability of Partner X for incoming orders on a scale of 1 to 5 (where 1 = very good, 5 = poor). This type of information-gathering produces undistorted and clear results.

Trust controlling in supply chains is useful for identifying and remedying any trust issues that may be inhibiting successful cooperation between the individual parties, as well as
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reminding all stakeholders about the objectives of their collaboration and reinforcing the spirit of partnership. The downside is the amount of work involved in introducing a trust controlling system, which ties up resources which could be used elsewhere, and the cost of using a market research institute, for example. In the long term, however, the cost and effort are justified, as a supply chain’s success depends on trust and cooperation between all partners.

The third type of supply chain controlling is performance measurement. This is closely related to the SCOR model.


Summary

Supply chain controlling entails measuring and evaluating customer, innovation and process-related aspects as well as monetary variables to derive a fair and expedient picture of the prevailing structures for all stakeholders. Supply chain controlling identifies cause-effect relationships within the value chain and highlights potential modifications where necessary. Carefully designed supply chain controlling provides all stakeholders with an early warning system to allow timely intervention and the rectification of errors.

The fundamental problem when introducing an efficient supply chain controlling system is that procedures within the value chain are constantly evolving due to continuous monitoring and associated learning effects. All supply chain stakeholders should therefore agree long-term, transparent cross-company targets and rules of conduct and align them with their respective corporate philosophies.

Supply chain controlling uses cost tracking as a systematic control tool and part of reporting. It serves to gage the proportion of certain activities in the supply chain and their contribution to corporate success.

Supply chain controlling typically applies cost tracking to the areas of inventories, material prices and freight costs, not as a stand-alone solution, but in conjunction with other control mechanisms.

There are different types of supply chain controlling, which also vary according to the desired form of cooperation within a supply chain: Relationship controlling, trust controlling and performance measurement. All types of controlling serve to foster cooperation within the supply chain and promote long-lasting success.
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KPI Systems in the Supply Chain









STUDY GOALS

After working through this unit, you will be familiar with ...

… the importance of KPIs for controlling.
… how KPIs are classified.
… the types of KPIs used in supply chain controlling.
… how to visualize KPIs.
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1. KPI Systems in the Supply Chain


Introduction
Controlling and KPIs are inextricably linked. KPIs are quantitative variables (expressed as figures) describing certain information within or between companies. KPIs can assist with forthcoming decisions and identify any deviations or weaknesses within the company or supply chain.

Controlling would not be possible without KPIs. They can shed light on cause-effect chains and enable realistic comparisons between your own company or supply chain and similar organizations. KPIs facilitate success monitoring as well as internal and external comparisons, and they set standards by which an organization is measured, for example in relation to its aspired targets.

One of the main tasks of controlling is to set up a system of indices highlighting correlations and development trends. It is not sufficient to simply record actual values as KPIs; reference variables are also needed to enable comparisons. Planning data is often used, but figures from previous years’ equivalent financial periods are also suitable.





Benchmarking In business management, benchmarking is the objective comparison of quantitative or qualitative features of products and services, both internal and external.

The meaningfulness and value of KPIs depends on comparability and the ability to draw the correct conclusions from the comparison. Comparisons may refer to specific time periods (such as: sales in the same quarter of the previous year),  competitors (e.g. what were our competitors’ sales figures? = benchmarking) or target and actual figures (e.g. were the projected sales figures met?).

When setting up a controlling system, the main problem is to filter out and process the most suitable KPIs for a particular company or supply chain from the range of options available. Industry KPIs published by industry associations (such as those published by the ZVEI (Central Association of the Electrical Industry)) are useful comparison variables. Collections of business formulae may also be useful when devising and planning a controlling system.


1. Importance of KPIs
The importance of KPIs varies. Internal comparisons within an organization compare similar KPIs from different periods, to enable the tracking and evaluation of trends.
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