Hey! Suppliers are People Too!

By  Paul Herbig

For more than a decade, the automotive industry has been pressuring their suppliers to cut costs and consistently doing so. Their direct suppliers (tier 1 as it is called in automotive jargon) have been likewise passing the pressure down to their suppliers (tier 2 and 3).  All the way up and down the supply ladder, the giants (mainly GM and Ford) have also been working with the suppliers to improve quality and invest in research and development.  By doing so, they say they are forcing the supply chain to eliminate waste and streamline their operations by making them find new ways to produce more product for less cost.

In the beginning, it was a win-win with the manufacturers offering suppliers long-term contracts for high quality performance and sharing larger portions of R&D expenditures.  In this regard, partnership marketing worked as it was intended in that it made the entire supply chain  involved in decision making at  the earliest possible stages.   Quality did improve.  Costs did go down.  And everyone won.

The latest iteration shows the bean-counters at their finest.  GM’s latest purchasing contract (no doubt to be copied on a soonest basis by Ford and Daimler-Chrysler), gives suppliers 30 days to match a rival supplier’s lowest price or else lose GM’s entire business.  Forget the past, forget all the partnering efforts over the last twenty years, forget the immense amount of R&D spent by the suppliers along the way, just concentrate entirely on today’s bottom line without regard to effects on its supply chain tomorrow. Instead of partnership marketing, it is adversarial commerce at its worse.

GM believes this latest twist in dealing with its suppliers is just the normal outgrowth of its current policies.    To worsen the matter, to add to its “relationship” with its supply chain, GM demanded that its suppliers trim their prices by an average 20% over the next three years while at the same time improving quality.   As engineers used to tell me, “We can’t violate the laws of physics.”  Perhaps GM thinks it can.  It certainly believes it can violate economic sense.

What are the natural consequences of such a policy?  Driving the entire supply chain to think immediate short-term instead of any long-term view is to drive the entire process to dollars and cents.  If you, as a supplier, must match anyone’s price (even from China or India), eventually you too will be forced to venture overseas in pursuit of those large labor savings others boast about.  Instead of viewing investments in their rightfully long-term manner, suppliers will only examine short-term efforts.  If it won’t help us this year, we can’t afford it!  There is no way GM can expect suppliers to invest heavily in R&D unless they are given long-term contracts which GM won’t, so the suppliers have no incentive and will not do so.  

How much leaner and meaner can companies get?  Most companies have purposedly put off hiring to get more productivity out of their current employees.  At what point does a 60 hour 40 hour week create a labor uprising.  Right now with high employment, companies can force the issue and win.  But when the recovery, you can bet those employees won’t go to the board for dear old management.  They will go to the boards all right, to the job.com boards on the Internet and wish management well as they go merrily out the door.   Quality is bound to suffer.   Shave a little here, loosen tolerances there, hey what can they expect for what they are paying.  If it is adversarial marketing they are perfecting, two can play at that game.  And it becomes a lose-lose situation.

Suppliers are people too.  Treat them as such.  Not as an immediately replaceable cog in a machine that is to be discarded when no longer needed or when their bid is beaten by pennies.  If GM wants high quality, advanced products, it must treat their suppliers as long-term partners.  If GM wants the lowest price, regardless, it must also accept the consequences of its actions.  

