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The Japanese earthquake and subsequent tsunami of May 2011 underscored the fragility of the 
worldwide automotive supply chain.
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 The disasters temporarily closed plants that 
produced 17 of the top 20 models of Japanese 
vehicles sold in the U.S. and prompted General 
Motors to close a plant in Louisiana and a 
Peugeot plant in Europe, according to a 
Congressional Research Service study. 

  What makes the automotive supply chain so 
vulnerable to disruptions compared to other 
industries is its complexity. A typical motor vehicle 
has more than 15,000 parts, many of them 
coming to the U.S. from countries on the other 
side of the world. An outage, shortage or delay of 
any essential component can cause a production 
slowdown or a complete stoppage of assembly slowdown or a complete stoppage of assembly 
lines.

 Currently, the global automotive supply chain is 
stretched tightly—brought on by a recovering 
economy that is fueling consumer demand, and 
an increasing number of new models slated for 
production. 

According to the Detroit Free Press, 2013 car 
sales are expected to exceed 15 million in the U.S. 
and as much as 85 million worldwide. A record 
500 vehicle launches are expected by 2016. 
Adding to the problem is the fact that, during the 
2008 downturn, many smaller suppliers closed or 
laid-off workers and reduced capacity. 
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Many are now reluctant to increase 
production capacity while they enjoy rising 
profits. Others, fearing a second downturn, 
are hesitant to increase capital expenditures. 
As the auto industry snaps back, the 
remaining suppliers struggle to fill orders.

  All of this leaves little room for supply chain 
disruptions. The automotive supply chain is 
more delicate than it has been in recent 
memory. Preventing or mitigating disruptions 
has become even more crucial to the 
industry's well-being.

  An APQC (American Productivity and Quality 
Center) study conducted in April 2013 
revealed that 196 large companies surveyed 
were hit by an unexpected supply disruption 
during the last two years. The survey showed 
that the most common causes were natural 
disasters, such as tsunamis and floods, 
extreme weather such as droughts, and social extreme weather such as droughts, and social 
turmoil such as riots and civil wars.

While companies can prepare for such 
situations, other disruptors may not fall so 
neatly into the 'expected' category but can be 
just as devastating. 
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 This white paper will discuss five 
out-of-the-ordinary scenarios and what can be 
done to prepare for them when possible or 
mitigate their effects after the event.

Disrupter 1: A small supplier closes or 
experiences a slowdown
  In today's complex supply chain environments, 
some managers may overlook the importance 
that small suppliers play until something happens 
to them. If a small supplier closes or experiences 
a shutdown, its absence surely will be felt despite 
its seemingly tiny contribution. 

  In one particular case, a lower-tiered supplier 
who produced fabrics for automotive seats was 
closed by flooding due to severe weather. The 
larger-tier supplier could not produce seats, and 
the supply chain was disrupted. 

  Fortunately, the small supplier could call upon 
one of its competitors, another textile company, 
to meet the quotas and needs of the end 
customer.

  The OEM learned two lessons from this 
incident. First, the OEM realized that it was 
vulnerable to the vagaries of even the smallest 
suppliers – especially those lower down in the 
chain. Second, the OEM learned that it needed to 
have contingency plans in place for every 
supplier, even the smallest ones. OEM 
understood that it should identify partnerships of understood that it should identify partnerships of 
its suppliers and learn about their competitors as 
well in case they needed to be called upon. 

 OEMs should never underestimate the ability or 
interest of a supplier to partner with a 
competitor. 

Supply Chain Management: What you don't see can hurt you 2|

While some companies may shy away from 
doing business with (or aiding) competitors, 
others will bend the rules and help each other 
out in times of emergency. Even staunch 
competitors can become allies if they know 
beforehand that they can count on each other 
during crises.

  Furthermore, it is important to find 
alternative sources that are not in the same 
geographic area. This serves as a safeguard 
against contingency suppliers being knocked 
out by the same weather event as regular 
suppliers.

Disrupter 2: Unexpected demand
  Unexpected spikes in demand can play 
havoc with supply chains. Even if suppliers can 
produce enough products for customers, the 
logistics system in place cannot always deliver 
them. Often, last-minute transportation, such 
as aircraft charters or express-air freight 
services, can be expensive.

  One viable answer is to have a logistics 
backstop that is available at short notice and 
at a reasonable cost.

  In one instance, a large manufacturer was 
faced with spikes in production and demand. 
Normally, the supplier would call an air freight 
forwarder. However, that solution was 
deemed to be ineffective given the 
unpredictability of commercial air lift. UPS 
offered a new product called UPS Worldwide 
Express Freight, a service that Express Freight, a service that 
time-guarantees freight on UPS flights, 
ensuring timely delivery at a moderate fee. 
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 This incident showed the importance of having 
a logistics partner with multiple service offerings 
to help scale up or scale down, based on 
production demand. When demand spikes 
unexpectedly, it's important to have back-up 
logistics plans that won't break transportation 
budgets. Obviously, the time to research back-up 
modes is before a supply-chain event occurs. modes is before a supply-chain event occurs. 

Disruptor 3: Recall Campaigns
  Recall campaigns can be very complicated, 
requiring specific steps to be followed in order to 
ensure compliance. While these steps can be very 
challenging, ensuring fulfillment of the 
replacement parts and potential return and 
inspection of the failed parts can be just as 
daunting. It is critical to have open lines of 
communication with your logistics provider to communication with your logistics provider to 
ensure that service expectations are discussed, 
and the appropriate plan is put into place.

 When a recall occurs, a company must first look 
from the point of manufacturing, and then 
consider what is needed and by when.

These decisions may involve a variety of 
approaches, including imports from Mexico into a 
parts distribution center or air freight from Japan 
dis-aggregated and sent direct to a dealer.  
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 OEMs can solicit help from their logistics 
companies to get ahead of any potential 
quality issues. For example, UPS manages a 
warranty returns operation for a large OEM. 
UPS receives warranty returns, takes pictures 
and categorizes the parts that are returned. If 
particular parts need to be put aside and 
seen by engineers, UPS will do that as well. By seen by engineers, UPS will do that as well. By 
cataloging the returned items – which are not 
yet part of a recall – the OEM can see patterns 
in returned items, allowing them to get ahead 
of the issue and put in place required 
contingency plans to mitigate a recall 
campaign. 

 In the event of a recall, it is important to 
work side-by-side with your logistics partners 
to determine the best approach to handling 
the event. In one particular situation, UPS 
worked with another OEM to bring in 
replacement parts via air freight. This included 
special operating procedures to ensure timely 
pickup and delivery during non-standard pickup and delivery during non-standard 
hours. Once in the U.S., the freight was 
deconsolidated and sent directly to the 
dealer, bypassing the parts distribution 
center, thus ensuring responsiveness to the 
dealer network. Each situation may be 
different and require a unique operating plan. 
The key point is to have relationships with The key point is to have relationships with 
providers who can work with you to develop 
an operating procedure that can address 
specific requirements of that campaign.
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Disrupter 4 – Vessel breakdown
  In June 2013, the container ship MOL Comfort 
broke into two parts after suffering structural 
damage due to bad weather about 200 nautical 
miles off the coast of Yemen. The ship carried 
about 4,000 containers, some of which held 
automotive products. The aft section sank first, 
and the bow section sank several weeks later 
while it was being towed. The sinking cost while it was being towed. The sinking cost 
insurers between $300 and $400 million in 
claims. 

 This incident stressed the need for proper 
cargo insurance. Self-insurance is one choice, 
although risky, particularly when a ship breaks in 
half. Another option is buying insurance from a 
licensed insurance broker/agency. However, not 
all insurance providers are equal. The company 
that offers life, auto, business and home owners 
insurance is likely not adroit at developing the insurance is likely not adroit at developing the 
mathematical models required to understand, 
underwrite and mitigate the risks that can befall 
today’s supply chains.

 Therefore, aligning with a logistics partner, such 
as UPS, is critical. A UPS business unit, UPS 
Capital, has experts who quantify the massive 
amounts of UPS logistics data to underwrite 
comprehensive policies needed to insure 
complex supply chains from mishaps.
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 Many companies do not realize that in 
shipping, a maritime rule known as the 
“General Law of Averages” exists. Under the 
law of general averages, if cargo is jettisoned 
from a ship to help refloat a grounded vessel 
or to save a ship from sinking, the other 
shippers (whose cargo is not jettisoned) are 
required to absorb a portion of the shared required to absorb a portion of the shared 
loss. This “rule” is designed to compensate the 
owners of the “sacrificed” goods for their loss. 
In other words, it’s “one for all and all for one.”

 Many insurance policies do not cover the 
sales value of items that are lost, damaged or 
jettisoned. They cover only the wholesale or 
manufactured value and do not include the 
liability of the “General Law of Averages.” This 
simply reinforces the need to use a logistics 
provider who possesses a 360-degree view of 
a business’ supply chain and the mishaps that a business’ supply chain and the mishaps that 
could be waiting in the depths of the 
deep-blue sea. 

Disrupter 5 – Unexpected political or 
social unrest 
 When managers think of supply chain 
disruptions from political or social unrest, they 
focus on civil wars or mass demonstrations. 
While these events are important and can be 
quite disruptive, they are not the only 
situations that can result from social turmoil. 
Some turbulence can take a less violent form 
but can be just as disruptive.but can be just as disruptive.

 For example, many supply-chain observers 
point to tensions between countries such as 
China and Japan, both of which claim 
sovereignty over a group of islands located in 
the East China Sea. These uninhabited islands 
are mainly used as fishing grounds.
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In September 2012, Japanese automotive 
companies — Toyota, Nissan, Honda and Mazda 
— were forced to close their Chinese factories for 
several days because management feared for 
workers' safety due to brewing anti-Japanese 
sentiment. This closure disrupted Japanese 
automotive and consumer electronics supply 
chains.chains.

 While some social or political disruptions may 
appear to come out of the blue, warning signs 
were available to those who knew where to look. 
In this example, Chinese and Japanese 
newspapers had been publishing stories about 
escalating tensions on a continuing basis, and 
OEMs who subscribed to foreign language news 
alerts were aware of the potential for supply chain alerts were aware of the potential for supply chain 
disruptions. Even U.S. media covered these 
issues.

 Automotive factories in China also are 
susceptible to labor disputes, including strikes 
and shutdowns as workers demand higher wages, 
fewer hours and better working conditions. While 
company responses have included concessions to 
some workers, the overall situation is expected to 
remain volatile for some time.
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 All of these conditions call for resiliency in 
supply chains and the ability to move quickly 
with contingency plans when a possible 
disruption is predicted. The key to forecasting 
is using intelligence services and data mining, 
which can range from simple on-line search 
alerts to sophisticated country intelligence 
services run by multinational security services run by multinational security 
corporations.

How UPS Can Help 

 To mitigate supply chain disruptions, UPS 
can help companies Anticipate, Flex, Compete 
and Sustain in today’s competitive 
marketplace.

Anticipate:
  As the preceding examples show, the 
importance of risk management and 
mitigation throughout the entire supply chain 
is critical to business success. Sourcing from 
multiple suppliers and assembly processes is 
dependent upon the timely movement of 
goods because of lean manufacturing 
operations. Automotive companies, in operations. Automotive companies, in 
particular, feel great pressure to adapt their 
supply chains and operations to events that 
can cause disruption. 

What UPS can do:
 UPS supply chain consulting services that 
focus on supply chain risk management and 
business continuity planning can serve as a 
defense against possible disruptions that may 
have a long-term impact on business and 
operations.
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Flex:
  Because of the enormous growth potential for 
overseas markets in the coming decades, many 
industrial manufacturing and automotive 
companies will have to look outside the U.S. to 
grow their businesses. Navigating this unfamiliar 
territory and developing supply chains designed 
to serve these markets will be one of the greatest 
challenges for customers trying to capitalize on challenges for customers trying to capitalize on 
these opportunities. 

What UPS can do:
 UPS’s global footprint, as well as customs 
brokerage and contract warehousing and 
distribution services, can assist customers by 
providing regulatory insights and access to 
overseas supply chain assets as they enter new 
global markets.

Compete:
  Automotive manufacturers constantly strive to 
increase the efficiency of their operations by 
incorporating Six Sigma processes and lean 
operations wherever possible. However, a truly 
lean manufacturing process also requires lean 
supply chain solutions that can speed throughput, 
increase visibility and reduce overflow and/or 
downtime. Whether off-shoring their suppliers or downtime. Whether off-shoring their suppliers or 
assembly operations to low-cost overseas 
markets or near-shoring to reduce transportation 
costs and easily meet demand, no one-size-fits-all 
model exists when it comes to sourcing.
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What UPS can do:
  In addition to providing shipping and 
visibility technologies, UPS supply chain and 
consulting services can assist manufacturers 
in “leaning” their manufacturing and supply 
chain operations. UPS has the expertise, 
assets and technology to manage and 
streamline global inbound supply chains that 
originate from nearly anywhere. originate from nearly anywhere. 

Sustain:
 The cost of manufacturing modernization 
and technological advancements increases 
demand on manufacturers to streamline 
operations, automate processes and raise 
throughput. A large-scale shift in the modern 
manufacturing model will require an equally 
large-scale shift in their supply-chain models 
in order to keep pace.in order to keep pace.

What UPS can do:
 UPS has the technology and global supply 
chain and transportation assets to help 
manufacturers adjust their supply chains to 
handle the speed, efficiency and automation 
of modern manufacturing methods.

For more information, go to
www.ups.com/automotive.


