DELIVERING
ON PURPOSE

Running a profitable consumer
supply chain for the integrated
marketplace

To not only survive, but thrive,
retailers and CPG brands will have to
operate effectively in an integrated
marketplace, with increasingly
networked consumers and a growing
number of engagement channels.
Today, there’s almost no context in which consumers are unable to shop. Walking down
the street, browsing online or visiting a store or event: wherever they are, consumers
expect convenient and relevant – even differentiated – experiences. And with the
Internet of Things, extended reality and new AI-powered personal assistants all taking
off, possible points of purchase are proliferating. The bottom line today? Whatever
they’re buying, consumers want it now. The strength of retail and CPG brands, and
consumer loyalty to those brands, will depend on the purpose the brand serves in
consumers’ lives and the ability to deliver on that purpose.
But consumer supply chain delivery is increasingly constrained by market forces, such
as consumer expectations for personalization and speed, increasing labor costs coupled
with declining labor availability, an increasing urban population with disposable income,
and operating cost pressure. Increased supply chain agility across all channels is
required. Thanks to advances in technology and automation, enablement through
analytics and artificial intelligence, ecosystem partnerships and differentiated sourcing
models, that agility is attainable. Companies can increase speed to market, offer new
delivery options and provide immediate access to products, deliver customized services
to consumer segments, and improve inventory accuracy and responsiveness. But how
do they do this profitably? How do they improve the cost to serve when delivering across
not just one, but many channels?

Future consumers live in an
integrated marketplace
One-click everywhere
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Surging online sales growth
Most retailers are seeing sales volumes through online
channels growing at double-digit rates.1 The impact of
this on supply chains will be enormous. At one time, the
norm for annual sales growth through retail outlets of
three or four percent was relatively predictable and easy
to manage. But compounding annual growth of 10
percent, 15 percent or even 20 percent through online
channels is another matter. Three years out, online sales
volumes could be 50 percent more than they are today.
Five years out, they could have doubled.2
And we know that peaks keep on getting steeper over
time. Figures from the UK Office for National Statistics
for the value of internet sales from 2006 to July 2018 put
this into perspective (see Figure 1).3
To keep pace, retailers and CPG brands will need a huge
shift in their supply chain capabilities and capacity.
Implementation timelines for both physical assets and IT
are generally not less than 18-24 months, and sometimes
longer. Developing an automated warehouse can take
three years and securing funding for new projects often
takes at least six months. Add the challenges of large IT
projects and combine all that with compounding growth
in online sales, and it’s clear that time-lines and
decision- making are too slow to cope.

Figure 1

UK Office for National Statistics Value of Internet Sales
Non-seasonally Adjusted

And there’s another challenge: surging online sales
don’t mean profitable growth. That's because costs to
serve through digital channels are typically much
greater than traditional retail. The margin erosion this
creates is clearly unsustainable. That’s why in an
integrated marketplace transforming the supply chain is
an existential imperative.
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New channels, high costs
The home is set to be the fastest-growing retail real
estate. Why? Because digital devices – from connected
fridges to personal assistants like Alexa – enable direct
connections between brands and buyers. Retailers and
CPG companies can now ‘be there’ in the kitchen, the
family room, the home office or garage as trusted
partners. But here again, retailers and CPG companies
will only be as good – or trusted – as their ability to deliver
on their promises and do that cost-efficiently. But being
there on the front-end sales side is significantly cheaper
than being there from a supply chain perspective. That’s
because on the front-end, being there is still virtual.
But while the consumers are getting their purchases
when and where they want them, the costs of making it
happen are punitive. With free returns now established as
the norm (offered by 96 percent of retailers) return rates
for fashion run typically at 30 percent of all online orders,
compared with just 9 percent of in-store purchases.4
Fulfilling click and collect compounds the complexity, as
does handling returns of online purchases in-store.

Great expectations…missed
The gap between click and collect is being continuously
compressed. Digital pure-plays are leveraging last-mile
delivery as a competitive differentiator. Many offer sameday, or even same-hour service. Traditional retailers have
successfully driven online order volume up year-overyear. But they’ve rarely been able to deliver as expected.
In the US, 41 percent of Cyber Monday orders missed
their target delivery date. In 2017, a third of retailers
opted not to provide a guaranteed delivery date at all.5

Traditional retailers must create, maintain and scale
last-mile capabilities in order to survive. In a recent
Accenture survey, most retailers and CPG companies said
that by the end of 2020 they expected their supply chain
to have evolved from a support function to a customer
service provider and growth enabler. What’s needed is a
clear vision of how to realize that ambition.

Supply chain transformation:
making the wise pivot to the New
Change is urgently needed. But the pace and extent of
that change has to be realistic. Overnight, end-to-end
supply chain transformation is neither possible nor even
desirable. So, what’s needed instead? A supply chain
approach that achieves margin improvement and growth
in today’s core business to free-up savings for investment
in new supply chain services and differentiated customer
experiences that will drive additional revenue tomorrow.
It’s what Accenture calls making a wise pivot (see
Figure 2). Rather than a single event, it’s a perpetual
journey of continuous innovation. By leveraging digital
to streamline and automate supply chain processes
in the core business, retailers and CPG brands will be
able to optimize costs and increase the flexibility and
speed of fulfilment. At the same time, with intelligence
embedded into KPIs and core operations, retailers and
CPG companies can begin to target new growth and
differentiation through greater customer-centricity. The
goal? Delivering new, highly personalized outcomes for
consumers.

Figure 2
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So, where and how should retailers
and CPG companies start this journey?
We see four key steps:

Establish a purpose-led
supply-chain strategy
Consumers who scored retailers higher on purpose
spent 31 percent more with them than consumers who
scored them lower. Retail and CPG businesses must
take note and clarify their purpose.6 That means asking
the questions “Who are we?” and “Why are we here?”
and using the answers to rethink their supply chains so
they can profitably and seamlessly deliver on their
purpose through multiple channels in an integrated
marketplace and reduce cost-to-serve. As part of this
process, retailers and CPG companies must also focus
on micro-segmenting their customer bases so they can
deliver to ever more specific needs and continuously
changing customer preferences.
Why does purpose matter so much? It’s because,
in the end, a company’s purpose underlies all their
decision-making on how and what they sell, and how
they compete and operate. With a clear, well-defined
purpose, companies will be ready to attract customers
that are seeking to obtain what they want from someone
they trust. Even more important, rather than buying
products “from” a company, these customers will be
buying into that company.
As retailers and CPG businesses review their
supply chain strategies through this renewed sense of
purpose, they need to do so from a holistic perspective
that encompasses much more than just the physical
infrastructure and IT landscape. Legacy supply chain
environments also include proposition and service,
management and mindset, as well as third-party
contracts and partnerships that work together to
share physical assets.

Transform and grow the core:
Configure an asset-lite
ecosystem
A primary goal for retailers and CPG brands should be to
address discrete micro-segments of their customer base.
To do that, they must reimagine the supply chain to
become a “network of a thousand hands”, providing
differentiated sourcing models and new ways to
achieve speed to market.
Not only is it much faster and more cost-efficient to
collaborate with ecosystem partners instead of
attempting to serve a micro-segmented marketplace
solo, it also boosts overall delivery speed and flexibility.
Each partner in the network delivers from their core
capabilities/business (and therefore grows their core
business), instead of attempting to deliver a service
that is non-core and likely costlier.
In this new asset-lite supply chain, comprised of
third-party networks, each individual customer order
will be fulfilled by the best combination of partners
needed to meet service requirements at the time of
execution. Seamless integration like this across an
ecosystem can provide better service, at a lower cost.
Using smart technologies and nimble IT architectures,
such as microservices, retailers and CPG brands should
be able to sit at the heart of a thriving customer-focused
network delivering orders faster and more reliably.

This comprehensive approach should yield useful
initiatives for both the short and long term. With a
clear-eyed view of many of today’s processes, it’s often
possible to spot opportunities for rationalization and
process redesign that can generate immediate savings.
That could include deploying automation, AI and
advanced analytics. But, equally, it could be as simple
as changing the customer data capture forms on a
website to prepopulate returns information.
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Transform and grow the core:
Focus on fulfilment
All retailers and CPG companies must significantly
reduce the cost to serve by transforming the core to
grow margin and develop differentiating new supply
chain capabilities.

Optimize inventory management
With customers buying through myriad channels and
taking advantage of multiple delivery options, it’s
essential for companies to improve the visibility,
accuracy and responsiveness of the inventory they
hold. In addition, serving micro-segments to ensure
the right inventory placement and level of service
increases the complexity of planning. The goal should
be to significantly reduce lost sales due to out-of-stocks,
while simultaneously lowering inventory carrying costs.
There are some proven approaches to help
achieve this, including sharing stock between retail and
online channels, using ship-from-store to add to online
availability and reduce markdown in stores, and focusing
on inventory placement (where products are placed in
stores). Additional benefits can be gained from the latest
AI-driven forecasting packages, which enable more
accurate buying and therefore more full-price sales.

Reduce transactional costs
There’s huge excitement at the prospect of extensive
automation in the retail and CPG industries. But fullyautomated warehouses and fulfilment centers staffed
exclusively by robots working 24/7 won’t happen
anytime soon. That’s not to say automation can’t be
put to work to reduce the cost-to-serve in select nodes
in the supply chain network. While automation typically
has a long payback, of at least six years, it can deliver
additional benefits of scalability and speed of
throughput.7
What’s more, many of the transactional
activities underpinning supply chains – such as order
management – are ideal candidates for greater use of
automation and AI to deliver applied intelligence and
realize rapid efficiencies. What’s more, the human
workforce traditionally tasked with these activities can
be freed up to focus on planning, strategy and driving
innovation.

Establish real-time visibility and
responsiveness
For retailers and CPG brands, making sure they can
move the right products to the right places at the right
time, and at the right price, is table stakes in an integrated
marketplace. By supplementing a traditional Control
Tower approach with advanced analytics, companies
will gain the ability to monitor supply chain performance
in real-time and drive continuous improvement. As
well as helping them increase the efficiency of their
supply chains, a control tower enables differentiating
capabilities that help to grow the core business in
new ways. Effective control towers combine real-time
reporting with exception flagging and management.
And, most importantly, they enable a consistent and
integrated view of supply chain performance. Moving
from a silo mentality to an end-to-end approach is one
of the biggest wins from control tower implementation.

Focus on profitable last-mile delivery
A particular focus for retailers and CPG companies should
be on bringing innovation to the “last mile”. Last-mile
delivery is the highly visible culmination of how a retailer
or brand’s supply chain network is designed, configured
and deployed to meet customer shopping and delivery
expectations. It can be complicated, expensive, and can
make or break a shopping experience. It is critical to get it
right to stay competitive. Retailers and CPG companies
should make sure that they take advantage of the many
last-mile solution providers emerging in the market.
Creating positive interactions through last-mile delivery
builds trust and leads to greater purchasing frequency.
That means hyper-local and ultra-personalized, via
analytics, to help achieve delivery with excellence.
It’s worth bearing in mind that the best inventory
availability and the best delivery capabilities are not
necessary for all retailers and CPG brands. Customers
may well be willing to trade off between the two, provided
that the retailer’s purpose is clearly communicated and
understood. Optimizing everything is not always what’s
needed. Sticking to a defined purpose is. Consumers are
open-minded about how their goods reach them, and/or
through which channel. All that matters to them is that
they arrive as ordered, when and where promised.
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Deliver customized products
and services to serve
micro-segments
Retailers have long collaborated with partners to fulfill
specific supply chain functions. In the future, those
partnerships will multiply and take on an increasing
diversity of roles. Using technological collaboration to
create multi-partner ecosystems means that retailers will
be able to fulfill every aspect of the promises they make to
customers, without necessarily having to perform those
tasks themselves. It’s all about becoming a one-stop shop
for customers.
Think about, for example, how Instacart (an on-demand
delivery platform that connects deliverers with customers
who want groceries delivered to their homes) is available
to 70 percent of all US households, partnering with Kroger,
Loblaws, Albertson’s, and Sam’s Club among others.8
Most recently, an expansion of Instacart’s partnership with
grocery chain Aldi in the US was announced, taking in 35
states and 5000 new zip codes.9 Or, to take another
example, how Staples, the office supply company, has
partnered with National Assembly Services to have their
furniture put together by professionals.10
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Conclusion: Taking the lead in the
integrated consumer marketplace
Without making the changes detailed above, retailers and CPG
companies will be heading toward declining profitability and,
increasingly, irrelevance. However, massive growth in their business
and revenues is a very achievable alternative. By making a wise pivot
to intelligent customer-centric supply chains, retailers and CPG
companies will be able to compete with the digital pure-plays. But
that’s not all. With a renewed sense of purpose and the supply chain
capabilities to support it, they’ll be able to build on deep,
long-established brand strengths to take the lead in the new
integrated consumer marketplace.
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