
42 OCTOBER 2009

onsumer-goods manufacturers
used to have an easy way of mak-
ing sure that their products were
never out of stock on retail
shelves: just flood the channel

with inventory. Customers went away satis-
fied, retailers enjoyed steady sales, and pro-
ducers kept on churning out merchandise.
You might call it a win-win-win situation.

Or so it would seem. Whether that
scenario was ever a workable solution is
open to debate. But a “stuff-the-
pipeline” approach is out of the question
today. Manufacturers can’t afford to
stock large amounts of inventory that fill
up warehouses and drag down profits.
Retailers want the right product at the
right time—and not one SKU more. In
times of economic distress, when the
consumer is pickier than ever, both sides
need to do a much better job of manag-
ing replenishment.

“In general, most retailers have been
over-inventoried for the last several years,”
says Mike Griswold, vice president of retail
strategies with AMR Research Inc. “The
economy has forced them to really evaluate
their balance sheets.”

In fact, says Griswold, some retailers
have been so aggressive in their inven-
tory-reduction strategies that there’s some
question as to whether they’ll have
enough product on hand for the upcom-
ing holiday season. Fearing that sales will
once more be sluggish, they could be
spinning a self-fulfilling prophecy.

The real solution, of course, is better
sales and demand forecasting, but that’s no
easy goal to achieve. Griswold says many
retailers lack the internal capability to
devise accurate forecasts, both from a
process and technology standpoint. They’re
liable to end up with excess inventory,
which must be sold at steep markdowns.

The situation gets especially tricky when
it comes to promotions. Retailers can’t draw
on day-to-day sales figures to calculate how
a one-time offer is going to fly. Their orders
could be, and often are, wildly off the mark.
That dilemma was supposed to have been
solved by Collaborative Planning, Forecast-
ing and Replenishment (CPFR), a initiative
spearheaded by Wal-Mart Stores in the mid-
1990s that quickly expanded to multiple
retailers and suppliers on a voluntary basis.
It called for the close sharing of demand
data, with an eye toward creating more
accurate sales forecasts for promotions.

CPFR hasn’t fulfilled its promise, Gris-
wold says. One catch has been retailers’
reluctance to partner with suppliers in a sig-
nificant way. They don’t want to share or
give up control of the forecast to an outside
party, regardless of the benefits that would
ensue. “We’re still scratching our heads as to
why we haven’t seen greater collaboration
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initiatives,” he says.
Gurdip Singh, vice president for the

retail and consumer industry sector with
Dallas-based i2 Technologies, sat on the
industry standards committee that formal-
ized CPFR. “There was always a sense of
idealism of what could be achieved if cer-
tain information was shared,” he recalls.
“It was also clear that the planning piece
was there more for effect than it was being
used in practice. The actual ability of
either party to leverage that data to do true
planning was missing.”

Where collaboration often breaks
down, Singh says, is in “the last 50 yards”
from back room to shelf. “That’s where
some of the real opportunity lies, in help-
ing retailers to truly take advantage of the
kind of intelligence that CPG [consumer
packaged goods] companies can provide,
by marrying data on the shopping experi-
ence and execution.”

Where It Works
There have been isolated examples of real
collaboration between suppliers and retail-
ers. VTech, the consumer electronics manu-
facturer, sought closer ties to its retailer
customers through the creation of dedi-
cated account teams within sales, marketing
and the supply chain. At the same time, it
implemented demand management soft-
ware which fostered increased collabora-
tion, according to Nadeem Syed, group vice
president of advanced planning products
for Redwood Shores, Calif.-based Oracle
Corp. Today, he says, VTech develops all of
its products, pricing and promotional plans
jointly with major retailers. The two sides
also agree on inventory goals and a point-
of-sale (POS) forecast. In the process,
VTech has reduced forecast error from an
average of 35 percent to 20 percent,
boosted inventory turns sixfold, and cut
price protection funds by 40 percent. Says
Syed: “VTech is definitely at the leading
edge of this.”

While CPFR was anything but an
unqualified success, it did help to foster a
climate of collaboration, says Simon Ellis, a
practice director with IDC Manufacturing
Insights in Framingham, Mass. Leading
manufacturers are finally sitting down with
retailers to talk about product forecasts and
promotion plans. For the most part, though,
POS information “does sort of get thrown
over the fence.”

There has been some progress in the

area of providing suppliers with POS data.
Wal-Mart’s Retail Link system was created
expressly for that purpose. Sainsbury and
Tesco, two prominent grocery chains
based in the United Kingdom, have also
done a good job of making their POS data
available to manufacturers. Griswold cites
Food Lion, the U.S. Southeast and Mid-
Atlantic grocer, as another company that
has embraced collaboration with vendors.
Nevertheless, he says, “there’s still a fair
amount of immaturity around what retail-
ers expect suppliers to do with the data....
Suppliers are not sure what problem
they’re trying to solve for the retailer.”

Only the most proactive retailers are
working closely with suppliers to make
maximum use of POS data, says Tom
Kozenski, vice president of product strategy
with RedPrairie Corp. in Waukesha, Wis.
“They want to make their suppliers better,”

he says. Merchandisers are seeking to pro-
vide more information to suppliers while
simultaneously pushing new programs for
compliance. Manufacturers are happy to
comply, he says, if the reward is guaranteed
space on the shelf.

It’s only recently that POS data has been
taken seriously. “POS always used to be
something of a red herring because the data
wasn’t terribly accurate,” says Ellis. The con-
sumer might be buying 10 varieties of
Campbell’s soup, only to have the cashier
scan the first can and simply enter a multi-
ple of 10 into the register.

The quality of POS data has improved
markedly, Ellis adds. The problem now is
getting it from the retailer quickly enough
so that the supplier can make use of it.

Cedric Guyot, vice president of market-
ing with Retail Solutions Inc., in Sunny-
vale, Calif., agrees that retailers still aren’t
doing a good enough job of providing
POS data to their suppliers. What’s
needed, he says, is an “open-book model

based on a trust relationship.” He, too,
praises Food Lion for soliciting sugges-
tions from suppliers on how to improve
the process. “There’s only a certain level
of optimization you can run if you’re just
thinking about your own operation.”

Actually, getting access to POS data is
the easy part. The real key, says Steve
Steutermann, director of research for con-
sumer products with AMR Research, is mak-
ing sense of the information. “Most
companies are focused on demand sensing
and are using that data for shopper insights
and for trade promotion,” he says. “Very
few are mature enough to actually replenish
by that demand signal.” For all the talk of a
“pull-based” supply chain, keyed precisely
to true demand, only a handful of compa-
nies have achieved it.

It’s not for lack of technology tools. Rod
Daugherty, senior director of product strat-

egy with Manhattan Associates in Atlanta,
says a couple of his customers are using the
vendor’s software to update order projec-
tions daily for each SKU to be replenished.
The system keeps continuous track of
inventory on hand and on order, but few
suppliers have made full use of the informa-
tion as an aid to planning orders. “I don’t
think there is a high degree of collaboration
in general,” he says. “My customers tell me
that many of the manufacturers they work
with don’t really want to take the time to
analyze that data.”

Suppliers’ Woes
Meanwhile, suppliers of branded merchan-
dise are finding their grip on the retail shelf
slipping. Retailers are cutting back on the
hundreds of individual SKUs that now char-
acterize such basic products as toothpaste,
cookies and laundry detergent. They’re
motivated by a desire to streamline the sup-
ply chain while making more room for pri-
vate-label merchandise, which yields bigger
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“My customers tell me that many manufac-
turers don’t want to take the time to ana-
lyze data.”

— Rod Daugherty of Manhattan Associates
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profits for the store owner. Suppliers ended
up devoting all of their energies to protect-
ing their position in the superstores that
have come to dominate the world of retail.

As if that weren’t enough, actual
demand is becoming less consistent and
harder to predict. “As consumers have
sought value, it has dramatically changed
the SKU mix within brand portfolios,” says
Steutermann. Supplier-based forecasting
systems that were good enough a year ago
are now completely inadequate to the task.

The crisis is driving many suppliers to
investigate sales and operations planning
(S&OP), a formal process which centralizes
the task of balancing forecasts and demand.
S&OP doesn’t just look at POS information.
It can help manufacturers to draw on new
sources of downstream data, including
social media such as Facebook and Twitter.
According to Steutermann, the average con-
sumer-products manufacturing can sense
active demand within 11 to 14 days. With
the aid of S&OP, best-in-class companies
are shrinking that down to one or two days,
gaining a near-instantaneous view of what’s
actually moving off the shelves.

For manufacturers, the stakes are
higher than simply getting a better handle
on demand. Steutermann says producers
are under intense pressure from share-
holders to reduce their working-capital
requirements. They’re saddled with safety
stock, goods in transit and the extra bur-
den of taking over inventories that were
previously managed by their downstream
customers.

At the same time, they’re not collecting
fast enough from their own suppliers.
“Manufacturers are getting squeezed on
both sides,” Steutermann says. “They’re
expected to be leaner, but keep service up.”
The only way to achieve those goals is to
streamline replenishment and improve
forecast accuracy.

The consequences of bad information
can be dire. Small mistakes build up
throughout the chain, then combine to cre-
ate a much bigger problem—the so-called
bullwhip effect. The potential for errors is
especially ripe in the retail sector, which
consists of multiple nodes: local ware-
houses, regional distribution centers, brick-
and-mortar stores and Web sales, to name a
few. Suppliers and retailers tend to optimize
inventory within each of those silos, keep-
ing safety stock at every level. It may take an
investment in multi-echelon inventory man-

agement to flush out excess supply.
Visibility to POS activity is essential to

combating the bullwhip effect, says
Guyot.  A good forecasting engine will
separate promoted from unpromoted
sales; the information can then be used to
create a more stable prediction for the dis-
tribution center. Even if just 20 percent of
the items in question are subject to high
variability, the impact can be dramatic.
Guyot cites the example of Unilever,

which was able to maintain product avail-
ability while reducing inventory levels by
15 percent, thanks to a 9-percent improve-
ment in forecast accuracy.  “In this econ-
omy,” he says, “that makes a tremendous
difference.”

It takes more than POS data to create a
meaningful forecast. “POS doesn’t tell you
what you missed,” says Fred Lizza, chief
executive officer of Optiant Inc., in Burling-
ton, Mass. “Is it off the shelf? Did I have it in
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the warehouse? Could I have made a sale if
I’d had it in the right place sooner? Or am I
out of stock throughout my supply chain?”

The Stockout Dilemma
Indeed, stockouts are a persistent headache
for many retailers. Often they are caused by
a producer’s inability to keep up with unex-
pected demand—think any number of con-
sumer fads that caught manufacturers by
surprise. But they are also the result of mis-
information about what’s on hand. Guyot
speaks of “phantom inventory”—the dis-
crepancy between what a store believes it
has in stock, and the actual physical inven-
tory. Goods that are stolen, damaged, hid-
den or stored out of their proper place—all
can mess with a replenishment system,
which won’t trigger a reorder if it believes
that product is still on the shelf. Stoneham,
Mass.-based TR3 Solutions has called phan-
tom inventory the single biggest cause of
out-of-stocks and lost sales for CPG goods
manufacturers.

Retail Solutions deploys an algorithm
that uncovers phantom inventory by com-
paring the sales and supply patterns of mul-
tiple stores. When one store diverges from
the rest, the system suspects an anomaly.
“We’re right about four out of five times,”
Guyot says. 

Change is under way on the supplier
side as well. When Ellis worked for
Unilever, customer service was measured in
terms of how well the company performed
in getting product to the retailer’s ware-
house. Then came the concept of vendor-
managed inventory (VMI). Suddenly,

manufacturers were required to have visi-
bility of goods within their customers’ distri-
bution centers. They became responsible
for the planning, delivery and availability of
product on the store shelf. Whether they
had the tools to do a proper job is another
question entirely.

Some turned to radio frequency identifi-
cation (RFID) technology for control of car-
tons and pallets within the distribution
center. Others embraced the quality princi-
ples of Lean and Six Sigma to eliminate serv-
ice errors. But results in all cases have been
variable. Ellis believes that retailers’ out-of-
stock levels on an industry-wide basis are
roughly the same today as a decade ago—
around 10 percent. He speculates that com-
panies aren’t driven to improve that per-
formance so long as their competition is at
the same level.

Regardless of which tools they might
use, manufacturers are pushing to get a
better view of actual consumer buying
patterns, says Syed. They are reaching
beyond the retailer’s D.C. into the store,
the SKU and even the shelf level on which
product is displayed. They’re even taking
into account regional buying tastes, espe-
cially for items such as DVDs. All of that
information can aid in the development of
a more accurate forecast.

They have to work quickly. Product life-
cycles are continuing to shrink, with the
bulk of the demand for new DVDs, for
example, lasting only a few weeks. Con-
sumer electronics, such as cell phones and
other handheld devices, spend precious lit-
tle time on the shelf before they are

replaced by new models. On the grocery
side, retailers are placing more emphasis on
fresh and prepared items, which require
constant inventory turns. In all of those
cases, an inaccurate forecast can kill a new
product’s chance for success, Syed says.

Suppliers aren’t just inserting themselves
into retailers’ physical locations; they’re tap-
ping into their information pipelines as
well. The idea is to “take the inventory sys-
tems that the consumer-goods [producers]
are using and extend them to the inventory
that the retailers have,” says Lizza. “It’s not
VMI or supplier-managed inventory in the
traditional sense of the word—it’s more
about trying to get a faster and better
demand signal from the retailer.” Ideally,
that high level of cooperation will drive
suppliers’ replenishment strategies.

How far retailers will go in letting suppli-
ers make key decision on inventory service
levels depends on the industry and individ-
ual retailer. Wal-Mart has put into place new
tools to do that job itself, says Singh. In
apparel and footwear, by contrast, retailers
might lack the expertise to manage the flow
of multiple SKUs to their stores, and turn
that job over to suppliers.

Lizza doesn’t overstate the existence of
true partnerships, to the extent they are cre-
ating error-free replenishment programs.
But he does see a trend toward better inte-
gration between retailer and supplier,
driven by the travails of a slumping econ-
omy. “Everybody’s been struggling in the
last 18 months,” he says. “Retailers have
been looking for any kind of help, and
they’re open to it a bit more.”

Add to that the prevalence of large-scale
software applications such as enterprise
resource planning and advance planning
systems, which can form the core of a suc-
cessful replenishment strategy. Says Lizza,
hopefully: “There is a maturity cycle going
on within the supply-chain world.”
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