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Some Aerospace & Defense (A&D) executives worry that today’s global 
business environment of high demand with high levels of complexity 
is moving too fast for their supply chains to keep pace. We actually 
believe that velocity at low costs with fl exibility is increasingly what 
customers want. We have found that signifi cantly improving your 
supply chain for high-speed performance is the most effective way 
to deliver what the markets expect and to avoid the all too frequent 
question - “we love your product but where is it?”

Are the risks of underperformance real? They are indeed. Costs 
and inventories are growing. Service levels are either lagging or not 
meeting customer expectations for emergency response and fl exibility. 
Lead times are increasing as capacity is utilized. Shortages are 
becoming more prevalent. In summary, products are not making it to 
customers on time or on budget.

Chief Executive Offi cers (CEO)s need to get involved in the strategy 
and planning of supply chain management.  Getting it right requires 
CEO attention because it will likely involve changing the way your 
company does business. Overcoming functional barriers and getting 
alignment between sales, operations, fi nance, and engineering 
demands executive involvement. CEOs should also have a keen 
interest in aligning the supply chain with the company’s corporate 
strategy and growth objectives. Without a robust and aligned supply 
chain, profi ts will not be sustainable and revenues will be more 
diffi cult to sustain.

The changing business environment has created new risks and 
performance expectations. Thus, to compete profi tably in this 
environment, A&D executives need to fundamentally reexamine their 
supply chains and raise the ante on performance.

What is at risk?

Simply put, supply chain risks are threats to the viability of almost 
every aspect of your business:  new product launches, award fees, 
profi tability, contract renewals, and even corporate reputation. For 
many companies, gaps in supply chain performance are growing, 
not closing. If that sounds like hyperbole, just spend a few minutes 
thinking about some of the major meltdowns that have shaken 
the aerospace marketplace over the past year - huge cost overruns, 
production delays, customer delivery delays, and more. We believe they 
are all the result of breakdowns in the supply chain. Too often, though, 
the approach to solving one challenge (e.g., growing lead times) is to 
create another problem (such as growing inventory levels). Fortunately, 
performance and cost do not have to be polar opposites. By taking 
an integrated view of your supply chain capabilities, companies can 
actually drive improvements in performance (e.g., service levels) while 
also driving a reduction in costs (e.g., inventory levels and total cost of 
ownership).   

Historically, the “power” in supply chain management has been 
concentrated within a few original equipment manufacturers (OEMs), 
who controlled nearly all aspects of product confi guration and 
assembly. Over time, the power is being shared as more responsibilities 
for both design and manufacturing of sub-assemblies have shifted 
down to tiered suppliers. In some cases, lower tier suppliers wield 
greater power than the OEMs they supply (just look at titanium or 
investment casting suppliers today). In our opinion, driving peak supply 
chain performance across this extended supply chain requires a new 
perspective – the traditional view of supply chain operations just is not 
good enough anymore. 

Out of the shadows:
Why supply chain strategy should be at the top 
of the corporate agenda
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Start with a different view 

Supply chains have traditionally been depicted as linear streams (e.g., 
customer to OEM, OEM to Tier 1, etc). Unfortunately, this narrow view 
can lead to missed opportunities for improved integration of both 
external supply chain partners and internal supply chain capabilities. 
By viewing your supply chain as a multi-dimensional network that 
encompasses multiple tiers and supports a variety of business models 
(e.g., aftermarket, current OEM product, etc.), you can open up a 
wide range of improvement opportunities. 

As Figure one shows, an integrated view can help you see your 
supply chain from a number of different perspectives and angles. 
From a horizontal standpoint, you can see power shifting from 
the traditional OEM to lower tiers in the chain. From a vertical 
standpoint, dependencies within a tier can lead to bottlenecks or 
over commitments, affecting downstream activities. Finally, looking 
diagonally can highlight adjacent players who may have capacity to 
offl oad work from suppliers who are over capacity. 

Here are some innovative techniques that A&D companies with more 
advanced thinking are using to boost their supply chain performance:

 Driving alignment of supply chain and business strategy.  
Many critical decisions that ultimately affect supply chain 
costs and service levels are made very early in the product 
lifecycle. Careful thinking about how to align your supply 
chain network strategy with your business strategy can drive 
improved performance down the road. For example, supply 
chain considerations such as tax planning, design and reuse 
commonality, and low-cost country sourcing can each affect how 
well your supply chain meets the needs of the business.

1.

Integrating multiple supply networks. A different supply 
chain, with diverse goals and performance requirements, 
normally supports each business model (current and legacy OEM 
product, aftermarket, experimental, etc.). Knowing when and 
where to integrate these supply chain networks is critical to 
improving supply chain performance. A single supply chain that 
serves all businesses will likely under-perform on both cost and 
service objectives.

Aligning and integrating supply chain planning.  Effective 
supply chain planning requires tight coordination and integration 
of demand plans, inventory plans, and production schedules to 
drive the required outputs (both costs and service levels).  Driving 
alignment requires conscious decisions on use of capacity, target 
inventory levels and customer service rates. Companies with 
more advanced thinking are actually quantifying the impact of 
poorly integrated planning activities across the network and then 
improving their internal capabilities as well as working with their 
supply base to improve the fl ow of planning information to them. 

Strategically managing the supply network. Businesses 
must manage multiple linkages and dependencies within a 
network to gain fl exibility and competitive advantage. To do 
so, data (such as capacity, constraints, concentration of profi ts, 
bottlenecks) is gathered from tiers throughout the supply chain 
and then is used to provide visibility to critical improvement areas. 
Companies with more advanced thinking are aligning their supply 
chain organizations to facilitate better decision-making and 
management of their supply networks. 
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Suply chain characteristics:

  Linear
  Power concentrated within one key node (e.g., OEM)
  Distinct roles/business models for each player
  Distinctive tradeoff between costs and service levels
  Sequential/hierarchical management

Supply network characteristics:

  Multi-dimensional
  Power unevenly distributed across network nodes 
  Multiple roles/business models for each player
  Simultaneous service/cost improvement
  Multi-tier interaction, points of flexibility

Integrated  view

Figure one: Taking an integrated view of your supply network
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Mitigating tiering risks. As visibility has shifted away from 
OEMs to Tier 1, supply chain managers must increase their focus 
on those Tier 2 and Tier 3 players that have dropped below the 
radar. For example, companies with more advanced thinking are 
providing a consolidated view of demand down multiple levels in 
the supply chain, enabling lower tier suppliers to see an unfi ltered 
demand picture and thereby to better allocate capacity.  

These are just a few of the ways that innovative companies are taking 
a different view of the supply chain and “changing the game” on 
performance. The “different” view starts with a clear understanding 
of the business strategy and goals of your various businesses (e.g., 
aftermarket, OEM, etc). Each business has specifi c competitive 
drivers, such as cost, performance and service levels, which in turn 
require different supply chain capabilities. For example, in support of 
an aftermarket business, spares forecasting would be a very critical 
capability but not necessarily for OEM product and experimental 
chains. Your supply network strategy must be capable of supporting 
each of these different business models to support improved 
profi tability.

Explicitly set a design point for each supply chain 
capability

Once you understand the competitive drivers of your different 
businesses, you will need to assess how well your current capabilities 
support each of your business strategies. There are a number of 
supply chain capabilities, or levers, you can pull to improve supply 
chain performance. Figure two, shown below, illustrates the different 
supply chain capabilities and their collective impact on both supply 
chain service levels and costs. On the left side are planning capabilities 

5. associated with demand management and product confi guration, 
while on the right side are planning capabilities associated with supply 
management and production execution. The two sides are then 
anchored by the central lever, which is business integration, tying the 
planning activities together to meet overall supply chain performance 
objectives. As an example, demand management (described above as 
a critical capability for the aftermarket business) is shown below on 
the left side of the chart. 

In assessing these supply chain capabilities, you will need to identify 
the key performance gaps, as well as areas where your supply chains 
are not well aligned or integrated. It is likely you will fi nd that a few 
of these capabilities can signifi cantly drive performance, but not every 
lever for each supply chain needs to be world class to have signifi cant 
breakthrough performance. 

Thus, we believe the key management task is to prioritize the 
improvement opportunities and focus on those that will deliver the 
most benefi ts. Be sure to set improvement objectives that will give 
you distinctive performance and explicit performance metrics to track 
progress and capability building. Done right, you will better position 
yourselves to drive simultaneous improvements in service levels, 

3

For more information about our A&D
practice, please visit our website at: 

www.deloitte.com/us/aerospace&defense

Figure two: Integrated supply chain capabilities
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