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AIMA 
 

PHD JUNE 2012 EXAMINATION 
DOM05 

SUUPLY CHAIN MANAGEMENT 
 

Time: Three Hours                                                   Maximum Marks: 100 

 

NOTE:  The paper is divided into two sections - Section A and Section B. There are 

five questions in Section A. Students are required to attempt three questions from 

Section A and Section B is compulsory. Each question carries 20 marks. 

 

SECTION A 

1. a) Discuss the key issues of Supply Chain Management (SCM) in Indian context. As a SCM 
researcher how will you handle those issues?       (5+5) 

b) In what way do supply chain flows affect the success or failure of a firm? List three supply 
chain decisions that have a significant impact on supply chain profitability.  (4+6) 

2. a) What are the reasons of rapidly growing third party logistics industry in India? Discuss. 

b) Discuss situations where retailer supplier partnership like vendor-managed inventory 
(VMI) can be effective. 

c) Discuss the appropriate sourcing strategy for a component with low customer importance, 
fast clock speed and no competitive advantage.     (6+6+8) 

3. a) A specialty chemical company is considering expanding its operations into South Asian 
countries, where five companies dominate the consumption of that specialty chemical. What 
sort of distribution network should this company utilize and why?  

b) Write major challenges facing supply chains that can be aided by IT.  (12+8) 

4. a) Consider a consumer product manufacturer such as Procter & Gamble. Analyze whether the 
company should outsource the production of products such as shampoo? Is there any risk in 
such outsourcing?         (6+4) 

b) What is CPFR? What role does forecasting play in the supply chain of a built-to-order 
manufacturer such as DELL?        (2+8) 

5. a) What is the difference between dependent demand items and independent demand items? Why 
is this distinction important to inventory manager? What is EOQ model? (4+4+2) 

b) How could a grocery retailer use inventory to increase the responsiveness of the 
company’s supply chain?        (10) 
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SECTION B 

SEARS LOGISTICS MANAGEMENT PRACTICES  

INTRODUCTION 

The US retailing giant – Sears, Roebuck & Company (Sears) was in deep trouble during the early 
1990s. The company had experienced a declining trend in revenues since the early 1980s. The 
extent of the problem became apparent when Sears registered its biggest ever loss of $3.9 billion in 
the company’s 100 year history in fiscal 1992. In the same year, Sears’ merchandise division, 
contributing more than 90% of the company’s total revenues, reported a loss of $1.7 billion.  

In the course of fiscal 1992, Sears hired an outsider – Arthur Martinez (Martinez) to head its 
merchandise division. Martinez initiated drastic changes in the merchandise division, with the result 
that the division was able to make a profit in the very next year. Among other restructuring 
measures, Martinez focused on streamlining the logistics management practices at Sears by 
consolidating distribution centers, increasing warehouse automation and reducing transportation 
costs. Sears was also able to shorten the distribution cycle, improve logistics service levels, and 
centralize merchandise returns. 

Martinez efforts to make Sears’ logistics management system more efficient were carried forward 
by William Gus Pagonis (Pagonis), Executive Vice-President, Logistics who tightened the 
company’s logistics through the 1990s and into the early years of the new millennium. Under 
Pagonis, Sears became one of the few retailing companies which applied military logistics strategies 
in practice. Sears had always been among the first movers to adopt modern IT tools and Internet-
enabled technologies in logistics management. In 2001, when it installed Wireless Mobile Systems 
in its Retail Replenishment Centers (RRCs), Sears emerged once again as one of the first retailing 
companies to use mobile systems for managing logistics. Commenting about logistics management, 
Pagonis remarked, “Logistics is reaching a new plateau. The supply chain is the last frontier – the 
last place where you can take out cost, improve service, and tip the balance on a P&L statement.” 

BACKGROUND NOTE 

Sears, Roebuck & Co. was founded by Richard Sears (Richard) in 1886. Richard worked as an 

agent in the Minneapolis and St. Louis railway station in North Redwood, Minnesota. He used his 

spare time to sell lumber and coal to local people. In 1886, he once received a shipment of watches 

from one of the neighborhood jewelers at Redwood Falls. Richard bought the watches himself and 

sold them at a substantial profit to other station agents. Recognizing the profit potential of this type 

of trading, Richard soon ordered more watches for reselling. By the end of 1886, Richard had 

started a watch retailing business, known as R.W. Sears Watch Company, in Minneapolis. In 1887, 

Richard relocated the company to Chicago and appointed a watchmaker, Alvah C Roebuck 

(Roebuck) as his partner. In 1893, Richard renamed his company ‘Sears, Roebuck and Company.’  

In the early 1900s, Sears leased many buildings in Chicago. In 1901, Sears started construction on a 

40-acre, $5 million mail-order plant and office building on Chicago’s West Side. The mail-order 

plant with a floor space of more than three million square feet was the largest business building in 

the world at that time. By 1905, Sears succeeded in developing accurate catalog descriptions as well 

as its high-quality merchandise. During the next two decades Sears witnessed a significant growth 

in its mail order business with very few competitors. 

In 1924, General Robert Wood (Wood) was appointed as the President and Board chairman of 

Sears. Wood started opening retail stores to compete with chain stores that were rapidly spreading 

throughout the US and affecting Sears’ mail-order business. In 1927, Sears had 27 retail stores in 

operation. By the late 1920s, the urban residents in the US had begun to outnumber rural residents, 

and city dwellers preferred to shop in retail stores. Despite the Great Depression, Sears continued to 

open stores during the 1930s. In 1935, Sears began to open catalog sales offices in towns that were 

too small to support retail stores. Later, the company launched an additional catalog operation – the 
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independent catalog merchant program – in which a person operated his or her own store to sell 

Sears merchandise. By the late 1930s, the number of retail stores carrying Sears merchandise had 

increased to 400. In 1941, Sears was operating more than 600 retail stores. 

In 1942, Sears opened its first retail outlet outside the US, in Havana, Cuba. In the 1940s, Sears 

opened stores and sales offices in Central and South America and in Europe. In 1953, Sears entered 

Canada through a joint venture with Canadian merchandising company, Simpsons Limited; the joint 

venture was known as Simpsons-Sears Limited. The venture was later renamed Sears Canada.   

In the mid 1970s, Sears was struggling to increase sales due to the emergence of competitors such 

as Wal-Mart and Kmart. Under the leadership of Edward Brennan (Brennan), the CEO of the 

merchandising division, Sears launched the “store of the future” program in 1983. The program 

sought to renovate 600 Sears’ stores to offer a more comprehensive collection of merchandise.  

In 1986, Brennan became the president and CEO of Sears. By the late 1980s, Sears had also entered 

into financial services business. Its business divisions were divided into – Sears merchandise group, 

insurance activities and corporate businesses and ventures. In 1989, in an attempt to compete more 

effectively with its rivals, Sears turned to a new one-price strategy. The company shut down 824 

stores for two days, re-priced nearly 50,000 items and opened its business with price reductions of 

up to 50%. Sears also launched a dramatic media blitz, airing more than 2,000 TV and radio spots 

and running 900 newspaper advertisements over a three-week period.  

These efforts were unsuccessful, as Sears’ merchandising division suffered a 60% decline in net 
income to $257 million in 1990. In order to increase profitability, Sears attempted to position itself 
as a powerful specialty merchant. Brennan also began efforts to reduce costs by streamlining 
operations. In 1991, the management implemented several cost cutting measures, saving around 
$600 million. Brennan also announced that the company would be concentrating on renovating its 
868 retail stores to attract more customers. However, in spite of Brennan’s efforts, in the fiscal year 
1992, Sears reported a huge loss of $2.98 billion, out of which $1.7 billion was reported by its 
merchandise division (Refer Exhibit I). By the end of 1992, Sears had accumulated losses of $3.9 
billion.  

In its efforts to restore profitability, Sears’ governing board changed the leadership of its ailing 
merchandising division. In August 1992, Martinez, vice chairman of Tony Saks Fifth Avenue, 
joined Sears’ as President of the merchandising division. He became the first outsider ever to head 
this division. Martinez initiated a series of measures to turn the loss-making division around. He 
announced the closure of 113 stores that were losing money and downsized the workforce by more 
than 50,000 jobs. He also closed Sears’ unprofitable catalog business in early 1993. 

Within six months at the top position in merchandising, Martinez was able to pinpoint many flaws 
in the supply chain management practices of the merchandising division. He noticed that long time 
suppliers of Sears were charging high prices leading to higher costs for the company. While rival 
Wal-Mart was getting more efficient in its buying practices and reducing costs, Sears continued to 
use outdated buying practices. To change this, Martinez recommended the establishment of the 
‘Sears University,’ wherein the company’s staff was re-trained in negotiating practices and other 
buying methods. Martinez also focused on improving Sears’ sourcing practices. A strategic sourcing 
initiative established in 1993 reviewed more than $3 billion of expense areas and engineered long-
term savings of more than $250 million by focusing on the cost of goods, operating expenses and 
capital expenditure. Sears reviewed various categories of products that included tires, batteries, 
tractors, repair parts and paper. Martinez also felt the need to improve Sears’ logistics and inventory 
management practices in a significant manner. To revamp the logistics and inventory management 
system, Martinez appointed Pagonis, former General and Chief of US military logistic operations 
during the 1991 Gulf War, as Executive Vice-President of logistics, in October 1993. 

REVAMPING THE LOGISTICS MANAGEMENT SYSTEM 
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Martinez had been highly influenced by Pagonis’ account of practical applications of military 
logistic strategies during the Gulf War, in his book – Moving Mountains: Lessons in Leadership and 

Logistics from the Gulf War. At Sears, Pagonis was made responsible for supervising the logistic 
systems that enabled Sears’ stores deliver numerous types of products to 5,000 homes per day, with 
a total of 2,50,000 truckloads of goods per annum. Pagonis was also in charge of vendor relations, 
transportation, storage, distribution, international logistics, home delivery services and 
synergization of IT systems. With Sears owning 30 large distribution centers and 90 smaller storage 
outlets, Pagonis had to ensure uninterrupted supply of over 1,00,000 different products to more than 
2,000 department, home and automotive stores in the merchandise division. Before Pagonis joined 
Sears, the company’s logistic function was highly decentralized; for this reason it was very difficult 
to locate the origin of a logistical problem. With the assistance of Martinez, Pagonis centralized 
Sears Logistics Group (SLG), so that it acted as a focal point for all the company’s logistics-related 
problems.   

In December 1993, Pagonis implemented a set of military logistics practices at Sears. He modeled 
Sears’ logistics chain into four unique independent logistics channels – full line store logistics, off-
mall logistics, direct delivery and specialized channel – to serve three types of customers, namely, 
Sears’ stores, the retail consumers and Sears’ business customers. The model optimized the 
logistical operations and resources delivered to its channels by more than 4,000 suppliers. This 
arrangement processed more than 500 million items of stock through 30 strategically positioned 
distribution centers to over 2,000 Sears’ stores. More than four million items were supplied to 
customers’ homes including furniture and domestic products and appliances. For this, Sears used 
the services of 135 market service operators, which had expertise in home delivery services. All the 
logistical operations were facilitated by a strategy team that aimed for improvements in the logistics 
system, and a finance team that converted the logistical improvements into profits. 

Pagonis also implemented the ‘three ups and three downs rule,’ which he had used in the military. 
According to the rule, every week, executives had to list three positive things that happened during 
the course of a project or within their workgroup, and three negatives, for which the executive had 
to offer a possible solution. Pagonis felt that this practice ensured the flow of negative information 
to the top hierarchy, who could take corrective steps to rectify the problems. Executives submitted 
their three ups and three downs on 3-by-5 index cards. Pagonis had designed a distinct pattern on 
the corporate network for employees to submit virtual cards in an electronic form. This enabled 
Sears to put an end to the large piles of long memos that accumulated on a person’s desk. Pagonis 
received 50 to 60 index cards from employees every day, and he scanned these thoroughly. 

One of the major initiatives Pagonis took in order to make the logistics system at the merchandising 
division more efficient was ‘cross-docking.’ In cross-docking, Sears placed a purchase order with a 
vendor through Electronic Data Interchange (EDI). After fulfilling the order, the vendor forwarded 
an electronic Advance Shipment Notice (ASN) to Sears. The ASN gave Sears information about the 
date and particulars of shipment (such as the total number of boxes, and the nature and quantity of 
goods in each box). The vendor then shipped the goods. The goods were labeled with bar-codes and 
contained other details such as the size, order number, style or type of goods and the place of 
shipment. On the arrival of goods at the distribution center, the bar-code labels were thoroughly 
inspected and receipts were generated; these were later cross-checked with the electronic ASN. The 
goods were then sorted out and passed through a rapid conveyor belt from where they were directly 
transported in trucks to Sears’ hard and soft line department and home stores. Since the goods were 
dispatched to the stores within a short period of time and were not stored at distribution centers, 
Sears was able to save on storage costs.  

Describing the benefits of cross-docking, Giometti said, “The entire process takes 15 minutes. It 
used to take two days earlier. Cross-docking eliminates many of the activities you would need to do 
to put the goods away and then pick and pack them for store replenishment. Thanks to cross-
docking, Sears has been able to handle more inventories without building more distribution 
centers.” By 1995, Sears was cross-docking about 40% of its goods and was contemplating 
increasing it further, since it helped the company in managing more inventories using the available 
storage facilities.  
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These efforts to revamp the logistics and inventory management system delivered positive results. 
By 1995, Sears was able to reduce its logistics costs by $45 million annually. Sears made a dramatic 
turnaround, reporting a net profit of $1.8 billion on revenues of $34.89 billion in fiscal 1995. In 
1995, Brennan retired and Martinez took his place as CEO. In their efforts to further cut down the 
supply chain costs, Martinez and Pagonis decided to invest heavily in the most advanced 
information technology (IT) tools and use the Internet.   

USING IT TOOLS AND INTERNET TO MANAGE LOGISTICS 

By the end of 1995, Sears had implemented an electronic ordering system, which connected the 
company’s ordering system with every individual supplier’s ordering system. Sears also introduced 
a Strategic Performance Reporting System (SPRS). SPRS was a part of five-year Strategic 
Information Systems Plan (SISP) launched by Sears in 1994 to modernize its operational systems. 
SPRS traced product flow starting from the distribution centers to the stock keeping unit at various 
locations. Sears also developed a system that enabled suppliers to verify the status of an invoice at 
any given time. The company also gave access to SPRS to its suppliers, so that they could verify 
their product sales and practice just-in-time delivery.  

Pagonis worked with Jerry Miller (Miller), VP, technology, for SLG to minimize home delivery 
delays. The duo wanted to strengthen the logistics system to overcome the problem. Integrating 
diverse factors into a single system was a difficult task; it involved synergizing Geographic 

Information System (GIS) technology with algorithms to develop a detailed delivery system. 
Explaining the difficulty, Miller said, “We basically had to develop new algorithms. We had to look 
at a number of different dynamics: types of products, times of day, delivery schedules.” The new 
system had to allow for things like the larger amount of time required for dispatching a washing 
machine compared to a television, or that fixing something on a third floor would take more time 
than the first floor. All these incompatible factors had to be synergized to optimize scheduling and 
prepare a delivery route and schedule for every truck. 

In 1997, Sears introduced the Enhanced Home Delivery System (EHDS). The system linked GIS 
technology with a decision support system (DSS) tool. This enabled the company to determine the 
shipment date for customers at the point-of-sale. The night before the scheduled shipment, EHDS 
identified the most convenient and shortest route that a truck had to travel through and a Sears’ 
salesman intimated to the customer the expected time of delivery. The EHDS designed a map of the 
route that each delivery team had to pass through. The teams could also print their maps and take it 
with them for reference. 

On the shipment day, Sears traced the movements of each driver with the help of Voice Response 
Unit (VRU) application systems. Drivers rang up a standardized number – 800 and reported their 
arrival and departure times to an electronic routing computer. This information instantly got notified 
to a tracing database, which was captured by ‘route monitors.’ When a driver was getting late and 
was about to reach the delivery destination, the consignment getting delayed turned yellow on the 
monitor’s screen, signifying a warning. When a driver conveyed the information that for some 
reason he/she would not be able to deliver the shipment, the shipment he was handling turned red 
on the screen. This was a signal for the route monitors to ship another truck, or to re-program the 
original shipment. The system also adjusted itself for constant traffic patterns. If repair work on any 
road impeded a route, or heavy traffic slowed down the movement of goods, the driver passed on 
the information to that particular market’s manager. The information was later feeded into the 
geographical database to optimize future route scheduling. 

When the VRU system was introduced at Sears, delivery teams and drivers opposed the technology 
strongly, claiming that they were more familiar with the problems of the routes than a computer, 
since they used those same routes all the time. The top management of Sears Direct Delivery 
Channel (SDDC) organized a training session known as “EHDS 101” to mellow the resistance of 
drivers and demonstrate the benefits of the system to them. The training session finally won the 
support of drivers and the VRU system could be implemented. 
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Sears was again in the forefront of applying the latest IT tools for managing logistics when it 
adopted the Sophisticated Logistics Algorithms (SLA) systems in 1997 to expedite home deliveries. 
The SLA systems contained delivery status charts which closely tracked home deliveries, supplier 
shipments and loaded trucks. The logistics team could analyze the timings of emptying the boxes of 
a truckload and trace the flow of products in transit. By using SLA, Sears’ on-time delivery 
performance increased from 78% to more than 90% and resulted in significant cost savings. Sears 
also introduced a novel dynamic load building and routing system, aimed at expediting the 
shipment process. The system was designed to help in routing trucks from central distribution 
centers to satellite centers and provide necessary information and guidance to the distribution team 
in loading each truck based on the shipment schedule.  

In September 2001, Pagonis established a Disaster Operations Center (DOC). DOC designed 
‘contingency plans’ for the company’s logistics management team. The first phase of disaster 
planning program comprised setting up of an ‘operational contingency cell (OCC),’ which included 
two employees who acted as a hub for effective and speedy communication during disasters. Once 
the OCC was set up, the truck drivers could call the OCC to appraise it of any logistical problems, 
and receive guidance from the center. Whenever US faced any catastrophes such as cyclones, 
earthquakes, floods, snowstorms, or hailstorms, Pagonis and his team, swung into action with 
preplanned solutions to overcome crisis in the shortest time with minimum possible losses.  

USING MOBILE SYSTEMS TO MANAGE LOGISTICS 

Sears had seven RRCs, which supplied replenishment stocks to more than 870 retail stores all over 
the US. The RRCs were equipped with automated equipment like conveyor belts and bar-code 
scanners. The conveyor belt could move the goods out at a speed of 10 feet per second. The 
merchandise flowed in and out of the seven RRCs 24-hours a day and 7-days a week. In 2001, the 
RRCs transported approximately 2.7 billion pounds of goods to various stores.  

On an average, one RRC controlled more than 25,000 pallets in a single day and most of them were 
stored for not more than a day or two. When the goods landed at the RRC, the shipment was 
scrutinized to check the type of products supplied and transported to a warehouse bin, which could 
be accessed by the replenishment managers. The replenishment managers scanned the goods to 
record the consignment and destination. They also ensured that the quantity and quality of goods 
had been supplied correctly.  

In late 2001, Sears felt the need to manage its logistics at the RRCs more effectively to derive the 
best possible results from its nearly 4,500 suppliers. The company got Wireless Mobile Systems 
(WMS) installed in the RRCs. Sears made a thorough appraisal of the situation before the decision 
on a new mobile system, by considering various factors such as the integration of the new system 
with RRCs scanners, the network link between the server and hand-held devices and the speed of 
WMS.  

WMS enhanced the authenticity of inventory information and shipment details at the RRCs and 
retail stores. WMS provided replenishment managers with access to exact and real-time information 
on the inventory level of any product at the RRCs. By using WMS, Sears was able to eliminate 
outsourcing of goods during peak demand periods. The support call rates fell drastically by over 
90% within a six months period. The installation of WMS in the RRCs improved the RRCs’ 
productivity by over 30%.  
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Almost all system-related errors were eliminated. Explaining the benefits, Bryan Howell, a 
hardware specialist at Sears Logistics, said, “Based on an 8-hour shift, the old system would run 30 
to 40 errors a day. An error would lock up the entire system, and it would be a lot harder and a lot 
longer to reboot the system to get it up and running again. With the new system sometimes you 
won’t see an error for a couple of weeks. It’s a major difference.” The overtime rate of employees 
also fell considerably since employees were able to fill shipments in their regular shifts.  

One of the major benefits of WMS was in slotting operations. Before the WMS were installed, 
slotters (warehouse workers) received the pallets from the product manufacturers through trucks 
and had to put them in a specified place in the RRCs. A lot of time was spent and more paper work 
was required to determine the position of various products to be placed in the RRC (when the 
products came from the suppliers) and again locate them back (when they were to be sent to the 
stores). The problem was further aggravated due to the volume of shipments being handled. In 
2001, the seven RRCs controlled approximately 250,000 trailer loads of goods. The WMS enabled 
easy location of goods for delivery and reduced paperwork significantly. The real time information 
supplied by WMS enhanced the logistics efficiency of the RRCs. Howell explained, “The old 
system didn’t give us real time information for available bins and locations in the warehouse. With 
the Pocket PC we have the ability to go real time and it actually eliminates human error.” 

 

QUESTIONS FOR DISCUSSION: 

1. In 1992, Sears was in a deep financial trouble. Among other restructuring efforts, the company 
focused on its logistics management system to reduce costs. Explain in detail how Sears adopted 
military logistical practices to manage its logistics system most effectively.    
                                                                                                             (10) 

2. What benefits did the company derive by using IT and Internet-related technologies for 
managing its logistics system?            
                          (10) 

3. “Logistics is reaching a new plateau. The supply chain is the last frontier – the last place where 
you can take out cost, improve service, and tip the balance on a P&L statement.” In the light of the 
statement, what trends do you visualize in logistics management in the near future? Critically 
analyze the role of emerging technologies for managing the same.       
             (20) 

 
 


