
SUPPLY CHAIN

V
elocity and flexibility have been supply chain 
management buzzwords for decades. These 
objectives have prompted companies to in-
vest billions of dollars into new information 
technology, supplier development programs 

and redesigned distribution networks. Much of that effort 
has been a waste of time and money. Let me explain.

In a traditional manufacturing business, the sales de-
partment always wants more inventory. Suppliers want 
larger orders. And operations wants longer production 
runs. Driven by economies of scale thinking, each of 
these functional biases ultimately reduces velocity and 
flexibility and increases costs. Customers still want their 
orders delivered tomorrow, or sooner, but too often the 
specific items or configurations that they want are out of 
stock and put on back order, or the sale is simply lost. 

At some point the call goes out from the corporate of-
fice: Our supply chain must be revamped and optimized 
to increase velocity and flexibility. New IT systems are 

then rolled out to increase material and order visibility. 
Manufacturing processes are leaned out; tripling inven-
tory turns and reducing order lead times from a month 
to a week or less. The supplier base is rationalized and 
partnerships are formed with key vendors. Distribution 
networks are restructured. And, lo and behold, material 
and goods flow faster, and orders are delivered in half the 
time. And then competitors follow suit.

So the supply chain must become even faster and even 
more flexible. More investments are made, suppliers’ arms 
are twisted, production operations are expedited even fur-
ther, and . . .  I think you get the picture. Unfortunately, a 
very important player is overlooked in this one-size-fits-all 
supply chain optimization strategy: your customers.

 
Connecting customer demand, market 
strategy and execution

True customer focus starts from a value stream segmen-
tation perspective. The idea 
that you should organize 
your businesses around value 
streams has been promoted 
for years, but the vast ma-
jority of companies still ap-
proach production planning, 
manufacturing and order 
fulfillment—again, driven by 
economy of scale and cost-
based thinking—in ways that 
treat all customers the same. 

There are a variety of rea-
sons why a business should 
not serve all of its custom-
ers with the same order-ful-
fillment strategy.

By analyzing and segmenting market requirements, a business that is truly 
demand driven will optimize individual value streams to match customers’ 
unique needs.   

VALUE STREAM 
SEGMENTATION FOCUSES 
ON CUSTOMER NEEDS

■   B Y  K E N  K O E N E M A N N
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A traditional supply chain model is based in a silo mentality, internally focused, and offers little competitive 
differentiation with customers.
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FROM THE CUSTOMER’S PERSPECTIVE:

• Customer service – Strategic customers deserve and 
expect concierge-level service. 

• Service requirements – Different customer segments 
have different product option needs and value-added ser-
vice requirements.

• Innovation and new products – New products and 
features developed for one market segment may have little 
interest or appeal for another. 

FROM A BUSINESS PERSPECTIVE:

• Profitability – Knowledge of long-term sales and earnings 
potential should influence order fulfillment commitments. 

• Cost control – Order-fulfillment models should match 
customer expectations. Faster service, for example, could 
be offered at a premium for customers willing to pay for it.

• Sales growth – Tighter alignment between customer ex-
pectations and order fulfillment performance will improve 
the customer experience for both premium- and value-ori-
ented customers, improving profitability and revenue growth.  

One size does not fit all

Value stream segmentation starts with understanding ac-
tual customer requirements through demand segmentation. 
By analyzing and segmenting customer requirements, your 
businesses can optimize individual value streams to match 
the unique needs of those customers. A demand segmenta-
tion initiative will look at order volumes, order variability, 
historic inventory levels, shipment records and point-of-
sale data. In the factory this analysis can be used to deter-
mine if a product should be made using a “pull” system, 
or if it should only be produced on a made-to-order basis. 

It should also influence supply 
chain strategies.

For example, PC manufactur-
ers in various markets around the 
world have attempted to perfect 
a mass-customization business 
model in order to offer an al-
most infinite variety of product 
configurations based on each 
customer’s unique needs. What 
they’re discovering is that a sig-
nificant percentage of customers 
don’t require such extreme cus-
tomization. Retail outlet buyers, 
for example, are perfectly happy 
with a fairly standard configura-
tion with the possibility perhaps 
of a few minor modifications. 
The mass customization fulfill-
ment model does not match the 
value stream requirements of 
those customers.

In this case, a build-to-stock 
fulfillment model improves 
product availability for those less 

finicky customers who receive their orders faster. It also re-
duces costs for PC makers, which can manufacture and ship 
more standardized products via container ship instead of 
air freight. Reducing such transportation costs alone could 
save billions of dollars for some of these companies. Apple 
Inc. has led the way in this area with products that are virtu-
ally identical with minimal customization. This allows its 
contract manufacturers to quickly ramp up assembly of new 
products and ship them out by the millions of units.

Another example on the customer side could be any 
of the major suppliers to the mammoth retailers, such as 
Walmart and Target, or the home improvement centers 

■   S U P P LY  C H A I N

Value stream management offers a more customer-centric approach. The real challenge lies in physically 
seeing the value stream from the customer perspective. Organizations must develop value stream 
metrics to manage performance and drive improvement.

A value stream segmentation strategy aligns customer expectations 
through demand segmentation with the appropriate supply chain 
execution structure.
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like Home Depot and Lowe’s. The sales vol-
ume is so significant that these suppliers 
typically have dedicated account manag-
ers and teams that include cross-functional 
representatives from product development, 
purchasing, production and distribution. 
Each works closely and exclusively with 
counterparts within the customers’ organi-
zations. They may even have dedicated pro-
duction lines, distribution center space and 
transportation lanes for these customers. In ef-
fect, by embedding a team with the customer, 
they have begun to segment their fulfillment 
models all the way back to new product de-
velopment to satisfy each customer’s unique 
market needs.

Inventory reductions and service level 
improvements will typically deliver suffi-
cient cost savings to justify a value stream 
approach. In addition to cost savings, apply-
ing the appropriate order fulfillment strat-
egies by value stream promotes long-term 

sales growth by improving overall customer 
satisfaction. Supply chain velocity and flexibil-
ity should only be pursued when those perfor-
mance characteristics enhance the alignment of 
your order fulfillment and supply chain struc-
ture with the needs of current and potential 
customers. 

Ask your operations management team how 
well they understand the requirements of your 
primary customer segments. Does your opera-
tions, order fulfillment and customer service 
structure support the needs of those value 
streams?

Ken Koenemann is Vice President of TBM Consult-
ing Group, Inc. He helps clients leverage lean into the 
extended enterprise—applying lean principles to their 
sourcing, manufacturing, warehousing, distribution, 
planning and scheduling processes. He was trained by 
two original members of Taiichi Ohno’s Autonomous 
Study Group and spent six months in Japan learning 
and implementing the Toyota Production System.

Value Stream 

Management: 

A strategic approach 

for organizational align-

ment and structure that 

ensures all functions are 

aligned to support specific 

value streams or strategic 

lines of business.  A value 

stream manager has profit 

& loss responsibility for 

a segment and generally 

manages direct reports 

or a matrix organization 

aligned to effectively run 

the business.

Value Stream 

Segmentation:  

A strategic process for 

analyzing and understand-

ing different customer 

requirements within a 

value stream that helps 

organizations to define 

and implement product 

features, service offerings 

and customer interfaces 

aligned to customer ex-

pectations.

Demand 

Segmentation:  

An analytical approach to 

understanding customer 

buying patterns through 

the analysis of volume, vari-

ability and frequency to de-

termine product portfolio 

needs, optimize sourcing, 

manufacturing and distribu-

tion decisions and select 

appropriate fulfillment and 

management systems.

Supply Chain 

Segmentation:  

An approach for grouping 

customers with similar 

fulfillment needs and 

then developing distinct 

supply chain operations 

to meet those particular 

requirements. The objec-

tive of segmentation is to 

develop distinct supply 

chains that are able to 

more efficiently and prof-

itably meet a wide range 

of customer needs.

■   S U P P LY  C H A I N

IWKen Koenemann:

“Inventory reductions 

and service level 

improvements will 

typically deliver 

sufficient cost savings 

to justify a value 

stream approach.”
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Value Stream Segmentation

A customer-centric, value stream segmentation approach is the best way to connect execution with strategy.   When we 
think in value streams we get closer to our customers and better understand their needs.  By aligning the supply chain 
strategy to specific value streams, we create satisfied customers and eliminate waste at the same time.  Ken Koenemann, 
TBM Vice President, value chain expert, and author of this article recently recorded a webinar on value stream segmenta-
tion.  Learn how organizations are embracing value stream segmentation to outperform competitors and optimize internal 
performance.  He highlights best practices, appropriate metrics, and success stories to help you think about what operating 
structure is needed to make it a success. Register to view the free webinar, One Size Doesn’t Fit All Customers - Using Value 
Stream Segmentation to Deliver Market-Based Strategy at www.tbmcg.com/vss.

Driving Strategic Growth and Value through Operational Excellence

TBM Consulting Group is a global consulting firm that drives rapid execution of business strategies to achieve significant 
growth in sales and earnings through operational excellence.  We work with clients to improve business performance by 
leveraging their investments and creatively engaging their human resources.

Our clients achieve significant responsiveness and reliability for customers to achieve leadership positions in their cate-
gories. TBM clients leverage operational excellence to grow their bottom line, optimize total working capital, increase speed 
to market, and create significant value for associates and shareholders.

Our consultants have ten to twenty years of operating management experience before joining the company.  They work 
hand-in-hand with clients to transfer knowledge and provide a framework for a comprehensive performance improvement 
system to remove obstacles and achieve full potential.

 A key element of our LeanSigma approach leverages our Lean Six Sigma heritage evolved from Japanese lean manage-
ment principles and the Toyota Production System (TPS). 

More information about TBM Consulting Group and the TBM LeanSigma Institute can be found at www.tbmcg.com or call 
us at 800.438.5535.
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