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Nokia Decides Dual Sourcing is the Right Strategy  
Long Standing Relationship with TI will Change; Supply Chain Risk is Reduced, but Will Component Costs Rise or Fall? 

In an effort to lower costs, promote innovation within the chipset industry, and address increasing concerns about supply chain risk, Nokia announced last week a new multi-sourcing model for its chipset strategy.

In the past, the industry practice has been to exclusively rely on a single source for baseband chips.  However now, in this major milestone, the world’s largest handset maker has broken with the trend as it moves to augment a long-standing relationship with Texas Instruments by adding additional suppliers.

Nokia announced its plan to have dual source capability within each of its product categories, and that it is currently involved in discussions with more vendors to meet the target. 

Among the many reasons that Nokia cited for the change to multi-sourcing, Executive VP Niklas Savander commented that the increased pool of potential chipset suppliers would lessen the company’s supply constraint risks, critical “given Nokia’s massive volumes.” He added that “it is important that we don’t have potential bottlenecks caused by supply constraints,” and that “it is also important that we have a range of cost competitive solutions available at any given point in time.”   

With the recent number of high profile issues in the electronics industry related to single source supply (e.g., Sony Playstation, Microsoft Xbox), no one can question that the multi-sourcing strategy will reduce supply chain risk. But what will be the impact on component costs?

On one hand, reducing total volumes to a soul source supplier, in theory, should increase the price the supplier can produce and sell the components. On the other hand, the advent of a competitor for the business may force both suppliers to keep pencils sharp. Clearly, if the price remains at least constant, the dual sourcing strategy is the clearly preferable alternative.

As more and more companies are increasing their number of suppliers to mitigate risk, Nokia is the just the latest example of companies who are taking the threat seriously and resorting to dual, or even triple, sourcing strategies to diminish the danger.  

http://www.forbes.com/2005/03/14/0314automarketscan12.html
Apple's Dual-Sourcing Strategy For IPod Tech 
03.14.05, 2:14 PM ET 

Bear Stearns upgraded Synaptics (nasdaq: SYNA - news - people ) to "outperform" from "peer perform" saying vital customer Apple Computer (nasdaq: AAPL - news - people ) is likely pursuing a dual-sourcing strategy rather than ending its relationship with the touchpad technology firm. The upgrade comes just one month after Bear Stearns downgraded Synaptics to "peer perform" on fears that Apple would begin developing its own technology for the ubiquitous iPod music players, despite no official comments from either company. "While we believe that Apple has developed its own interface solution for iPod using Cypress Semiconductor's (nyse: CY - news - people ) chipset, our sense is that this may be a move to pursue a dual-sourcing strategy, consistent with Apple's stated strategy of second sourcing any critical components when possible," said Bear Stearns. "Apple, Synaptics and Cypress have not commented on our theory, but it is consistent with common industry practice/norms." The research firm raised its price target for Synaptics shares to a range of $30 to $34, up from $25 to $28. "We are raising our rating from 'peer perform' to 'outperform' to reflect our sense that the loss of Apple business is already reflected in the stock, our new model reflecting dual-sourcing merit a higher valuation with the same multiple; there is a potential upside to our estimates from design wins in cellphones." Bear Stearns rates Apple shares at "outperform."
http://www.electronicstalk.com/news/mol/mol252.html
Dual sourcing to assure connector supplies

A Molex UK product story

Edited by the Electronicstalk editorial team Feb 25, 2008
Molex and Samtec will offer AdvancedMC and MicroTCA connectors, identical in form, fit and function, to ensure an increased supply and availability in a growing market. 
Growing demand for AdvancedTCA (ATCA) related products and developments behind the MicroTCA technology continue to drive the need for reliable, multiple source, high-speed interconnect solutions for telecomms and datacomms related markets.

In answer to this demand, Molex and Samtec have announced a joint effort to offer AdvancedMC (AMC.0 B+) and MicroTCA connectors, identical in form, fit and function, to ensure an increased supply and availability of these connectors to a growing market.

"Molex developed AMC.0 B+ and MicroTCA interconnect solutions to truly optimise cost and performance for current and future telecommunications and datacom systems", says Joe Dambach, Product Development Manager, Molex.

"Molex and Samtec will work together to support the rising need for AMC.0 B+ and MicroTCA connectors in a cost-effective way for the telecom industry and the wide array of applications where these configurations will be used".

ATCA and MicroTCA offer standard, reliable platforms for many applications, including wireless infrastructure equipment, wireline networking equipment and fibre optic networking equipment.

These connectors are designed to support next generation 10/12.5Gbit/s native channels without the cost penalty of having to upgrade later.
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The impact of bankruptcy on the supply chain
Published December 12th, 2008 by John Westerveld 
Supply Excellence has an interesting (and troubling) post highlighting statistics that indicates that the number of Chapter 7 (shutdowns) and Chapter 11 (restructuring) bankruptcies are both up considerably.  According to the American Bankruptcy Institute (ABI) there was a 42% increase in the number of bankruptcies in the first ½ of 2008.

 

It’s obvious now to most people that the world is in the midst of a significant recession.  As such, it is certain that more companies will be declaring bankruptcy in the next several months.   

 

So what does this mean for you  and your supply chain?   In addition to examining your own business to ensure you can weather the storm, you need to look at your supply base to ensure that they are on solid financial footings as well.    Doing this, involves some analysis of your supply chain;

·     Identify “single source” components.  Those components that have only one supplier identified.

·     Determine the “contribution  to revenue” each of those components have.  A contribution to revenue metric pegs the component part to an end item, looks at demand for that item over time and “dollarizes” it.  The question being answered here is – if this supplier could no longer supply this part, what would be my revenue impact?  An item with a low contribution to revenue is a lower impact where an item with a high contribution to revenue would be considered high impact.  Suppliers of these “high impact” parts are automatically considered high impact when doing your assessment

·     Now look at your supply base.  For each supplier, look at the components they produce and peg them to the shippable part to determine their contribution to revenue.  Suppliers contributing most to revenue are considered high impact.  A supplier may supply many items, each considered to be low impact to revenue, but when taken together provide a significant impact.

 

For the high impact suppliers, start to look at the financial stability of each.    Those high impact suppliers that are also high risk are those suppliers that you need to either work with to stabilize and / or develop alternative sources of supply so that if these suppliers fail, your business doesn’t fail with them.

 

So…what’s your strategy to mitigate this supply chain risk?
Strategic Sourcing: Multiple Sourcing in the automotive industry  

Ward's Auto World, July 2007

Examples from Toyota, Honda, Nissan, GM.
A risk/benefit analysis of sourcing strategies: Single vs. multiple sourcing 
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Abstract

As more companies recognize the importance of quality to their long-term survival they are, among other actions, attempting to formulate sourcing strategies that are consistent with their quality strategies and policies. The two major sourcing strategy options available are multiple and single sourcing. Unfortunately, the literature has lagged behind the practitioner's needs for direction in this area and, therefore, provides little help to managers wrestling with this important and difficult issue.

This study uses a risk/benefit approach to carefully examine sourcing strategies from the perspective of the purchaser, or vendee. To ensure a complete and accurate identification and description of the various factors which influence sourcing decisions, intensive interviews were conducted with purchasing and quality personnel at the Manager and Director levels within a number of large, international organizations. Most of the interview data was collected at Control Data, General Mills, Honeywell, Pillsbury, and Unisys. This data was supplemented with information from managers at other companies and the literature which exists in this area.

The paper begins by describing the various definitions of single sourcing and the definition which is used for the purposes of this paper. Next, the factors which should influence managers' sourcing decisions are identified and classified into five risk/benefit categories. These categories are then incorporated into a conceptual risk/benefit assessment model for managers to use in the evaluation of their sourcing strategy. The conceptual model is an adaptation of the additive rating model used for facility location decisions [1].

It is suggested that the model would most appropriately be applied at the family of parts level. Application at this level would likely result in different sourcing strategies for different part families (and different organizations), depending on the characteristics of each family. This is consistent with the conclusions of Hahn, Kim and Kim [10].

This work contributes to the literature in several ways. The first of these contributions is the complete definition of the various levels of single sourcing. Compilation of the many factors associated with both single and multiple sourcing decisions is another contribution. Prior to this research, the identification of these factors had been incomplete, limited to single sourcing, fragmented across a number of articles, and disseminated largely by word of mouth. The construction of a framework within which these factors can be categorized is also new to the literature. The final contribution of this research is the development of a conceptual model to analyze the combined effects of these factors.
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