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A white paper about:
Product availability

One directly decisive factor when consumers are deciding whether or not
to buy is the availability of the product. Customers today do not differentiate
between whether a channel is physical or online. The Supply Chain must
therefore apply an omnichannel approach. This white paper looks at the
problems and opportunities this entails for traditional retailers and e-retailers.
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PostNord has prepared a set of five Consumer-driven logistics:
white papers that describe the new Assuring the customer
reality that companies are encoun- experience

tering in the digitalized world.

In addition to the white paper Logistics for physical stores:

you are currently reading, the set The rapid pace of change is
covers the following topics: making new demands on the
Supply Chain

Visibility:
Generating overview and
control in the Supply Chain.

Customer insight:
The driving force for an
efficient Supply Chain
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Product availability:
Assuming a new perspective on

the Supply Chain

The availability of a product is a directly decisive factor when consumers are de-
ciding whether or not to buy. This applies irrespective of whether they choose to
pick the item up in a store, collect it themselves from a service point, or have it
delivered to their home. A key strategic priority for commercial players is therefore
to develop and organize their Supply Chain setup so that it aligns with customers’
wishes and requirements. Customers want choice, efficient solutions and positive
experiences. This assumes a new perspective on the Supply Chain. Customers

today do not differentiate between whether a channel is physical or online. Therefore,

the Supply Chain cannot be channel-specific, but must be completely integrated and
based on what is known as an omnichannel approach.

63%

Almost 2/3 of all companies accord
high priority to improving and developing
their Supply Chain

Consumers are on the threshold of their

golden age

Over the coming decade, consumers will be offered
more choices than at any time in history. According
to a report from the World Economic Forum, they
can already choose between more than a billion
products on the global marketplace - from both
conventional and new, dynamic suppliers. Cus-
tomer demands with regard to individualization,
prices and transparency are rising in step with the
dramatic increase in the number of products and
services. Most importantly of all, perhaps, custom-
ers want their purchases to be exciting, inspiring
and convenient.

Briefly put, consumers are increasingly acquiring
power over the purchasing process. At the same
time as the range of choices increases, loyalty to
specific suppliers is declining. In order to attract cus-
tomers, suppliers must therefore act more quickly
and more flexibly, be innovative and utilize the new
opportunities that technology is opening up.
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55%

In this work, more than half are
focusing on adapting to
the omnichannel concept.

A new perspective on the Supply Chain

If companies are to live up to - and deliver accord-
ing to - consumers’ increasingly demanding terms,
they need to start looking at their Supply Chain
setups with new eyes. They have to modify the
Supply Chain and adapt it so that it matches the
ever-changing world around them, i.e. they have
to base it on an outside in perspective founded on
consumer preferences rather than on the conven-
tional, opposite and introverted view.

It has to do with organizing the logistical set-up
to ensure it is consumer-driven. Important areas to
focus on include product availability, ensuring the
opportunity for visibility throughout the delivery
process, how logistics for physical stores are orga-
nized (especially with regard to online sales), and
the capacity to benefit from and act on customer
insight. This white paper deals with the concept
of availability. The problems and opportunities in

other areas are examined in separate white papers.

Source: Auburn University Center for Supply Chain Innovation -

The State of Retail Supply Chain 2017 Innovation



A fully integrated Supply Chain is mission-critical
Those companies that are quickest to realize that
the path to success runs through a reconstructed
Supply Chain are the ones that will obtain a
competitive advantage. The Supply Chain can no
longer remain channel-specific; it must instead be
completely integrated and based on the omnichan-
nel approach. Customers today do not differentiate
between channels when making their purchases.
Companies must therefore construct their Supply
Chain in such a way that it allows the different chan-
nels to function seamlessly vis-a-vis the customers.
This is not exclusively a logistics issue; it is a con-
cept that needs to be embraced and applied by the
entire company management team.

Conventionally, companies have primarily orga-
nized their Supply Chains on the basis of a need to
establish control. The Supply Chain has been set up
as a static system that largely lives an independent
life with its own targets, which are more important
than functional and customer-driven goals. The
area has therefore been run on the basis of an
internal perspective based on stable supplier and
customer structures.

This model is becoming increasingly obsolete,
however, in step with the rapid globalization of the
flow of goods and the need to deliver goods ever-
faster, more efficiently and in a more eco-friendly
manner - and always on the buyer’s terms. Today’s
- and above all, tomorrow’s - Supply Chain must
be based on a thoroughly dynamic mindset in all
areas. It is a question of getting processes and

OMNICHANNEL LOGISTICS

Reconstructing the Supply Chain is completely mission-critical. 0 i

It must be fully integrated and based on the omnichannel

concept - and always with the emphasis on the customer. b

E-commerce warehouse

ﬁ

Incoming

Warehouse, store restocking

Fulfillment center
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flows to function seamlessly and in harmony, both
internally and externally. This demands a new
dynamic and a new time of flow-oriented logistics
(Mats Abrahamsson & Stefan Karl6f: Det dynamiska
foretaget [The dynamic company])).

The processes must support all channels
Purchasing, manufacturing and procurement -

and thereby inbound deliveries - constitute the
starting point for distribution. This has to be care-
fully planned, with great accuracy in the inflow.
Handling on arrival at regional warehouses or the
store must be efficient so that the products quickly
become available and saleable in order to create
conditions for short lead times.

The order process itself must be based on a ho-
listic perspective. Types of order (e.g. orders from
corporate customers or consumers), the delivery
promise, handling points (warehouse, store, etc.)
require orders to be handled in a specific sequence.
One consequence of this is that more and more
companies are considering whether the supply of
products to all channels can be completed from
one and the same location. Taking this approach
would set up conditions for being able to work with
expected, often tight, process times. It will probably
also be necessary to establish more holding points
(central, regional or local) in order to maintain the
increasing availability of products that customers
now expect, and to ensure that the company
remains competitive.

Store restocking
Click & Collect

R
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Seven challenges in the context of product
availability

Conventional commerce and e-commerce are thus
facing major challenges to accommodate the rapidly
altered customer preferences regarding how goods
are purchased and delivered. In Sweden, 38 percent
of all purchases of goods (excluding foods) complet-
ed already take the form of omnichannel purchases.
(Omnichannel, Context 3, 2016 - Trendrapporter fran
Handelstrender [Trend reports from Commercial
Trendsl.) And the share is rising quickly.

The following section of this report sets out some
of the most important challenges in the field of Sup-
ply Chain that retail companies - both conventional
retailers and e-retailers - are facing now and are
likely to encounter in the immediate future. These
challenges are both overarching and specific with
reference to separate parts of the logistics chain.
However, they all point toward one and the same
issue: the importance of viewing the Supply Chain as
both a strategic and an operational aid to commer-
cial success.

CHALLENGE 1:

Establishing a logistics vision

Everything must be done in the right sequence
when it comes to developing efficient, long-term
logistics solutions. All short cuts have a tendency to
be temporary fixes and do not last in the long term.
A fully functional Supply Chain can only be based
on a clearly established strategy when it comes to
product supply. If the strategy is not clear, then the
role of logistics in the business will not be clear ei-
ther. A long-term, successful solution should there-
fore always be based on the company management
initially asking itself a series of important questions,
and then applying professional processes to carve
out the answers to them in both the short and the
long term:

“What logistics solution(s) should we, as a
company, be offering existing and potential
customers? Can we accept differences in
different geographical regions?”

“What product range should we offer our cus-
tomers? Should store customers have access
to the full range, or just parts of it?”

“How should customers be able to take
delivery?

Collect in-store? From a service point? Or
directly in their homes? How fast? And should
we differentiate the level of service on the
basis of customer profitability?”

“What demands will this place on our
infrastructure with regard to our stores and
different types of storage facility?”
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A customer promise must then be formulated

on the basis of the answers. This, in turn, should
manifest in a logistics vision, which must relate to
all channels, irrespective of how customers wish to
organize their purchases. Consumers want choices,
problem-free deliveries and positive experiences.
This is where the major challenge is to be found for
company management teams who want to make
their business a success.

CHALLENGE 2:

Creating a strategy for product supply

The availability of a given product is a complete-

ly crucial factor when consumers are deciding
whether or not to buy. This applies irrespective of
whether they choose to pick up their purchase in
the store, collect it from a service point themselves,
or have it delivered to their home. Short lead times
- i.e. the time between the buyer placing an order
and holding the chosen item in his/her hand - are
accorded great emphasis. Information confirming
that the delivery will be made as agreed is also im-
portant, as is ensuring that the buyer can track the
delivery every step of the way. In addition, custom-
ers want it to be simple to complete their purchase,
and convenient to arrange delivery in the manner
and at the time and place of their choosing.

Taking as the starting point these requirements
on availability and insight into how customers act
today and are likely to act in the future, the company
can draw up its strategy for product supply and the
Supply Chain solution. The simplest way to keep
customers satisfied - and to boost sales - is to base
operations on the old truism that “the customer is
always right.”

Objectives must be formulated, particularly
with regard to assuring product availability in
all relevant channels. Adopting a position on the
omnichannel concept - and consistently taking the
customer experience as the starting point - are key
factors for success.

CHALLENGE 3:
Optimizing goods management
Goods management can follow the “push” or the
“pull” approach, or a combination of the two (see
illustration overleaf). It is important to recognize
what the different options involve, and to adapt the
Supply Chain to suit the strategy you have chosen.
The “push” philosophy can entail a risk of the
supplier having the wrong item in the wrong place
when the customer submits an order. This leads to
diminished availability - one consequence of which
is often a missed sale. The customer is dissatisfied
and may well turn to a different supplier, resulting
in the loss of a customer. The “pull” strategy gives
the company more opportunities to direct the
products to where demand is highest, and to points
from which it can provide the desired availability.



PUSH VS. PULL

@

“We manucature everything we can”

Estimated production
« Assumed consumption
« Large volumes

« Large stocks

« Waste

« Unplanned input

« Poor communication

This may be to the customer’s home address, in the
store and within a given period.

To bridge potential problems in the field of
goods supply - irrespective of the goods manage-
ment approach chosen - one method involves
setting up what is known as a “stock pool” from
which supplies can be drawn for all channels. This
makes it simpler to maintain an overview in real
time, using the stock balance for all holding points.

CHALLENGE 4:
Coordinating activities internally
Internal silo thinking should be consigned to histo-
ry. Different units and departments at the com-
pany need to work together unconditionally and
speak the same language if the Supply Chain is to
function as intended. This naturally makes new de-
mands on close collaboration and cross-boundary
thinking. All activities must be coordinated and
planned to facilitate the seamless running of goods
supply and management.

Marketing activities and the sales range must
be synchronized with goods supply, and with the

The four biggest obstacles to omnichannel thinking

/%

Shortage of
cross-channel
customer analyses

48%

Silosin
the organization
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“We manufacture what’s needed, when it’s needed”

@

Exact production
Actual consumption
Small volumes

Small stocks

Minimal waste
Planned input

Good communication

heads of finance and economy. Goods supply must,
in turn, be coordinated and planned to make sure
that products are always in place when customers
submit orders. In many cases, this may require

the involvement of partners and suppliers, which
naturally ramps up requirements on planning and
collaboration.

One parameter to take into account is that the
company’s most important and loyal customers
(which are often the most profitable, too) should
perhaps be prioritized in a special scheme for
presenting the product range and delivery options.
This should help ensure continued loyalty.

CHALLENGE 5:

Keeping the local warehouses stocked

It is becoming increasingly common to offer
customers delivery directly from the store or a
regional/local warehouse. This, in turn, requires the
company to have a functioning strategy for restock-
ing, and a warehouse solution that makes it possible
to keep the customer promise made. The frequency
of restocking and transports to the respective hold-

45%

Poor data quality

45%

Inability to follow
customers through the
different channels

Source: Omnichannel, Handelstrender

(Trends in Commerce), Context 3, 2016/Periscope



Efficiency

Cost to Serve (CTS)/turnover
(Customer profitability)
Unit: % of turnover

Number of handlings per unit
(Number of handlings per unit - operative interface)

Unit: number per unit

ing points is often a crucial factor when it comes to
product availability. Depending on circumstances,
the company could choose to stock the warehouse
with smaller quantities more frequently, or with larg-
er quantities at longer intervals.

There are other ways of improving the efficiency
of the delivery process: The method chosen affects
the need for warehouse space and capital tied up.
One approach is known as Cross Docking, which
entails consolidating goods that come directly from
the supplier and from your own warehouse before
making delivery to a given store or customer.
Another option is Drop Shipping, which involves
having goods delivered directly from the supplier
to a store or customer. In both cases, it is important
to build up an overview - and maintain control - of
the product flows so as to be able to present the
end customer with a clear image.

If you are to maintain a high level of service with
short lead times and elevated product availability,
rapid dispatch must be possible. This has conse-
quences on the need for warehouse space and
capital binding.

CHALLENGE 6:

Handling returns efficiently

When consumers purchase something they
seriously want, they are willing to accept minor

Customer value

Net Promoter Score (NPS)
(Recommendation grading)

Satisfied Customer Index (SCI)
Unit: Scale/grading

Customer Retention Rate
- Customer loyalty

complications in the delivery process. However, in
cases where they have to return an item and they
find the returns process complex and complicated,
they quickly run out of patience. One important
precondition for ensuring that the consumer enjoys
a good purchasing experience is therefore the
capacity of the company to handle returns in an
efficient, flexible manner. This will make sure that
customers come back again. If the customers are
met with an efficient process and quickly receive
their money back, this will boost customer satisfac-
tion, along with the chance of the same customer
making a new purchase.

Customers always have the view that “Ideally, |
want to choose what'’s simplest and most convenient
for me.” This is precisely the starting point for the
omnichannel approach. One consequence is that the
store is becoming an increasingly common place for
customers to return goods, irrespective of whether
they made their original purchase in the store or on-
line. Customers no longer differentiate - they always
look for the most convenient solution. This is the
important and emotional customer perspective.

The internal perspective is more rational: there
must be a separate inventory management process
to deal with returned items. They must quickly be
displayed in the right channels so that they can
become saleable again (or sold at a discount or

Sustainability

CO, emissions

Qualitative or quantitative information in the fields
of environmental responsibility and anti-corruption.
For example:

Social aspects
Sick leave, accidents at work, gender equality and
diversity

Capital utilization

Days Inventory Held (DIH)
(Average number of days in warehouse)

Days Sales Outstanding (DSO)
(Average number of days, trade receivables)

Days Payables Outstanding (DPO)
(Average number of days, trade payables)

Cash conversion cycle (CCC)
(Cash flow cycle)

Working capital
(Operating capital)
Unit: Days or %

Profitability

EBIT Margin
Operating margin
Unit: %

Profitable growth in turnover
Unit: %

(Inflow of new customers less outflow of customers
during a given period)
Unit: %

Customer Lifetime Value CLV
(Customer’s life income)
Unit: %

On Time In Full (OTIF)

(How many deliveries are made on time without any
items missing)

Unit: % of total number of deliveries

Order Cycle Time (OCT)
(Order cycle time)

Return Lead-Time
(Lead time, returns)
Unit: time per order

Environment and climate

Opportunity to follow up on climate impact to im-
prove logistics efficiency, for example. Possible KPI:
Carbon emissions per year or unit, alternative fuel

Supplier Chain

Possible KPI: Number of subcontractors who have
had requirements made on them/been followed up
concerning social and environmental requirements
linked to goods or services.

Risk management

On Time in Full (OTIF)

(How many deliveries are made on time without any
items missing)

Unit: % of total number of deliveries

Missed Sales Opportunity
(Missed sale)
Unit: % of leads

By using KPIs actively in different areas, companies can proactively develop their Supply Chain.
The summary shows the most important measurements within different disciplines.
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discarded). The frequency of returns is high - one
in ten consumers returns goods every month
(E-commerce in the Nordic region, six-month report
2017). Focusing on reducing run-through times for
returned goods therefore creates opportunities to
reduce capital binding in products in stock.

CHALLENGE 7:

Using KPIs as governing instruments

Actively using KPIs (Key Performance Indicators)
lays down conditions for clarifying how the Supply
Chain is functioning in relation to the stated goals.
KPIs send out clear signals about when changes
should be made, allowing companies to operate
proactively and develop their Supply Chain so that
it aligns with customers’ expectations.

Companies are often used to measuring the
effect of campaign activities in the form of KPlIs, so
it should be just as self-evident to measure logistics
performance in the same way. A fundamental aspect

Summary:
A successful Supply Chain is founded on the
customer’s needs. As one business manager
put it: “We constantly adapt our Supply Chain
and develop it so that it matches - and, ideally,
predicts - our customers’ wishes. We consider it
our most important strategic resource for making
a difference for our customers and thus achieving
commercial success.”

The starting point must always be having the
management formulate a customer promise. This

is then manifested in the form of a logistics vision.

The lead time in the logistics range determines, in
turn, which strategy the company is to adopt for
product availability. This must relate to all chan-
nels, and irrespective of how customers choose
to make their purchases.

Product availability is one of the most im-
portant keys to success. The starting point for

Sources

is an insight about the overarching importance of
logistics for product availability and the customer
experience. On the basis of this platform, relevant
KPIs can be formulated that make it possible to trace
developments within the most important areas.
This is not reserved exclusively for logistics staff,
however, as it is a management issue that demands
consensus at the highest corporate level. Using KPIs
properly helps avoid sub-optimization and reaching
misleading conclusions at function level.

Which KPIs should a company use? There is natu-
rally no “one size fits all” answer to this question; it
has to be answered individually. The summary on
the previous page presents examples of different
KPIs for measuring performance in different disci-
plines. They should be introduced at a pace adapt-
ed to the development taking place in the Supply
Chain. What is important is to make serious use of
KPlIs as tools for following up the everyday work.
Action and measurements must go hand in hand.

succeeding in this area is defining a clear product
supply strategy, ensuring that it functions
seamlessly and making sure that everyone in the
organization complies with it. All activities direct-
ed toward the customer must be synchronized
internally. The customer must never be confront-
ed with the message that a given item is unavail-
able. This requires optimizing the frequency of
restocking and local warehouse solutions. A good
purchase experience also involves making sure
the consumer encounters an efficient process for
handling returns.

In conclusion: Actively using KPIs allows the
company to check constantly that the Supply
Chain is functioning as it should. KPIs also
provide indications of when changes have to
be made, and provide an incentive for proactive
measures.
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Management Consultant - Supply Chain Excellence,
PostNord Insight
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