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increasing competition and cost pressures as well as rising
energy costs, high raw material prices and a weak US Dollar
though the last factor has eased a bit with the weakening rupee.

To combat these challenges, airframe manufacturers, aerospace
OEMs and Tier 1 suppliers are leveraging the advantages arising from
the globalisation of the aerospace supply chain. They are adapting
to these challenges by outsourcing more and more elements of
technology, design and component/sub-assembly manufacture.

For the aerospace supply chain, this is an opportunity as well as
a threat. It is an opportunity for those suppliers who can innovate,
adopt high level technologies, implement best practices and
invest in change - such suppliers will win larger amounts of work
from their customers. Those suppliers who cannot do this, could
find themselves out of favour of the airframe manufacturer/OEMs’
supply chain.

_Fe aerospace industry continues to be challenged by
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Typical Aerospace Supply Chain

For successful players, coordination and integration of supply chain
practices and processes are becoming increasingly important, and
requires lots of attention, Traditionally the large aircraft manufacturer
would define and specify exactly what their Tier 1 suppliers should
produce for them. The airframe manufacturers would do the total
aircraft design, and give their suppliers detailed specifications
and drawings for the manufacture of sub structures and sub
systems. This is changing. Airframe manufacturers and Tier 3
1 suppliers have become large scale integrators ace EZ'
(“super integrators”) and coordinators ae{'OSP
of airplane production. New ¢ al
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sharing by suppliers, adoption of
low cost % region suppliers, increased aero structures
e’ outsourcing, and an increased transparency in

[} their aircraft programme plans and schedules.

o There is more focus on systems integration, less internal
\\‘\ production capability, and a desire to work with a lesser
number of Tier | primes, and significant reduction in direct
dealings with Tier 2 and Tier 3 suppliers (except when developing
such suppliers in low cost regions like India). Some examples of
this happening have been studied by management consulting
company AeroStrategy (www.AeroStrategy.com) — they describe
how Embraer had about 350 suppliers for their EMB 145 aircraft, of
which four were risk sharing, compared to 38 suppliers for the EMB
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170/190, of which 16 were risk sharing.

Similarly, Rolls Royce had about 250 suppliers for their Trent 500
engine, which went down to 140 suppliers for the Trent 900, 75
suppliers for the Trent 1000, and it is estimated that there would be
only around 25 to 35 suppliers for the engine being developed for
the next generation single aisle/narrow body (the Boeing 737 RS or
the Airbus NSR).

Airbus'’s Power8 initiative, which aims to improve financial returns,
reduce cycle times and increase overall efficiency, also incorporates
changes in supply chain. Airbus has initiated plans to shift from
seven, mostly national centres of excellence, to four transnational
centres of excellence.

Airbus senior management has publically stated that they are
reshaping and consolidating their existing supply base, and building
a network of strong Risk Sharing Partners to Tier 1 suppliers.

For example, EADSs E2S (Engineering Supplier Synergy)
programme reduced EADS more than 2000 engineering services
suppliers, to just 28, of which four are from India. The aim is to turn
Airbus into an extended enterprise, and it is expected that the A350
XWB will draw on this new business model, as Airbus assigns larger
work packages to Tier 1 suppliers. Airbus has stated that about 50
per cent of aero structures work will be outsourced to risk-sharing
partners, and this is expected to help address launch aid and
political issues.

Boeing's 787 development is another example of leveraging a
global supply chain, with aero structures work being done in Japan,
larger amounts of fuselage work being outsourced to American
aero structures Tier 1s, and avionics development and testing
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outsourced to India through
Boeing's systems Tier 1 suppliers.

However, increased outsourcing gives rise to tensions and conflicts
between established practices and the need to change these
practices. Internal resistance to such changes, for various reasons
ranging from perceived loss of job security (and thereby loss of
income) to loss of control on the development process (and thereby
loss of control on a programme schedule) gives rise to conflicts.

The recent strike by Boeing machinists is an example of such
a conflict. Senior management in airframe manufacturer/OEM
companies need to navigate these hurdles in order to successfully
leverage global supply chains. One important message to give the
existing employees in their organisations (substantiated with data,
policy implementation proof, etc) is that outsourcing work is good.
For example, outsourcing would actually mean more job security
for existing workers, since in periods of downturn, it would be the
contractors/outsourced work that would be removed/stopped first,
thus protecting the in-house workforce.
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