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Deflating Profits

EY KEM COTTRILL

FPotential threat from deflation puts pressure on 3PLs,
[ manufacturers to cut more costs from supply chains

th intlation tamned, deflation is
the hol econonug issue, Wil i
slppress o recovery and drive
the LILE, econonty Murther dosnhill? Ts i
real or gverrated?

The debite was Tueled by the release on
Tune 13 ol the Federal Reserve Board's lalest
Procucer Price Tndes thal showed o 0.3 per-
cent decline in swhaolesale prices froim Apail
Lo My, Tl follors o record Tl of 1,9 per-
cent frons March o April. Federal Reserve
Chatrman Alan Greenspan revently
winiecd of the destalilizmng ellecs
of dellation, which although
nmprrebable al present,
ol cause “whal we call
corresive deflalion vl
[eeds onilsell wilh
Falling assel prices,”
T saied.

Creflativn is
prersistent Gl i
goneral prive lovels
ol gouds and ser-
wives, 1L is rouch o
wlobal tha o drop o
prives wilhin a seclor,
aned harmlul wlhen it re-
flects a fall-oll in derand,
taess capacily wod u sluinking
money supply 1
made an infamous
appuaraoge during e Greal Deprossion,

Aoy buromeler of veonomic aetivity, the
lowistics business 1y sensitive W Jowrmeard
prive pressures and Lo deflation, When pre-
sentling Dis latesl ®Slale of Logislics Report”
Cass Ioformalion Syslens Senior Vice Pros-
iddenl Robuerl W, Crolaney said, “T'm unseltled
L i) arnd] noted that e TS, price index
foar durable woods is back w 1993 levels.
*The trend suggests hal prices may Gall
wvert further,” Delaney said,

Lo aelelition o being sulnerable o the
ceonoemic falleul from dellation, the
logistics business also is on e front line
ol eflorls w wwunler it Culling supply-
cliain costs is one of the chiel weapons
comnpanivs use lo prolecl prolits in
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tongh markets, *When prices are fulling,
ealnings nprovenenls musl cone [rom
supply-chain operating effiviencivs,”
Delaney said,

The seed Lo soahe supply Clains moe
efficient and the tmpact of dellalionars
loeces can be seen in e retail and distri-

Bulion sectors, Arnganalvais of industrial
ill /

/

Hal

“When prices are
{alling, samings

improvements must come

from supphy-chain
operating efficiencies”

CARS"
DELAMNEY

distribution companics carried out by
Uhiladelphia-based Membroke Consulting
concludes that deflation may pose a seri-
ous threat to the profits of an estimated
25,000 TLE, companics,

Aveornding Lo Pombroke Presidend Adam
I T, wholesale prices Gor induwslial prod-
uels inereased oonere L4 percenl per e
over Lhe Bast decade and were dellating in
enrly 2002, Growing imporl volunes [rom
Astiabso are Telping maintain the down-
ward] prossure oo prices; industeial supplics
accounl for aboul 23 percent of domestic
irnpor s, Foin estimmalod,
Another fctor is the growing influ-
ence of the Internel, For caample, in the
aule indusley bouvers are much more
savvy uboul prices thanks Lo ubiquitous
suurees of information on the wel, The

markup on a new car at the dealership
has dropped from abour 19 percent 2
vears apo tooaround £ percent last vear,
Fein said. “In other words, car dealers
don’t really make a lor of meney selling
new cars becanse consumers have a lor
mre information.” As a result dealerships
have turned to other revenue sources
such as car financing and servicing. “This
started in the auto induscry and has
migrated to almost every ather category”
he said,

At the same time, costs are rising. Pem-
broke identified personnel onses rising by
4 percent a vear for distributors and aver-
age health care premium mereases of 19



percenr in 2002 A continualion of this
trend owver the next theee vears could slash
the profits of a tepical fndustrial disoribn-
tion eatigany by 23 pereent o 50 pereent
or even more, Fein suid. The reason is
painfully abvious: lulling prices and
increasing costs mean hat companies are
getting, fewer profit dollars from markups,
Thiz is what Fein calls *the gross profi
dollar squeese”

Businesses such as diseributars *pel
paid foe everything they doin the supply
chain in the form of a markup to the
customer” Fein said. As the customer is
less willing Lo pay these markups and
detlaticnary lerces are keeping a lid on
prices, “profils are vanishing unless ey
figure oul & way to ger paid for the ser-
vices they provide”

These cumpanies alzo have to Rgure

it a way to reduce cusls, und thar comes
back to the supply chinin. Fein estimated
that &) 1o 70 percent of unnual operiting
costs in the wholesale und retail sectors
are related to persoonel, *That means the
higgest elements of productivity improve-
ment are going Wocome from removing
peaple from the process” Fein said. And
supply-chain innovilions are a primary
vehicle for achieving that, he noted. . @
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