Build a Digital Supply Chain That Is
Fit for the Future

Digital tools can help companies stay a step
ahead of changing industries.
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Complaints from frustrated customers were mounting
at a major US retailer. More than 20% said they could not
find the company’s branded products in shops because
items were out of stock. The problem was that efforts
to improve service disrupted the company’s low-cost
distribution model. It had the right infrastructure but
lacked the digital tools necessary to increase supply
chain reliability.

Moving quickly, the leadership team invested in digital
tools to obtain real-time data, shorten replenishment cycle
times, optimize deliveries and predict future demand. As
data streamed in from stores the minute shoppers pur-
chased goods, the company rapidly restocked hot-selling
items to capture sales that it previously had lost. The shift
cut retail cycle times by 20%, to four days, generating a
0.5% increase in sales (see Figure 1). And that was just the
first wave of improvement. Over the next 24 months, the
company aims to reduce the time needed to fill store orders
to two days, for a 60% total reduction in retail cycle time.

Figure 1
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Companies that integrate digital technologies into
their supply chain can quickly improve service levels
while cutting costs up to 30%. Just as important are the
options that digital technologies provide to develop
new business models and new strategies. For instance,
leading-edge companies such as Adidas are deploying
3-D printing to move some production closer to cus-
tomers, offering greater product customization and
shorter lead times.

Despite those advantages, many companies are strug-
gling to keep pace with an onslaught of digital trends
that are disrupting traditional supply chain management,
slashing response times and raising customers’ expec-
tations. The speed of change is overwhelming, especially
for those that are not digital natives. Seventy percent of
executives expect digital innovation to have a significant
impact on their supply chains during the next five
years, according to a recent Bain survey, up from just
63% in 20106.

¥ Digital tools help retailer increase supply chain velocity and sales
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Figure 2

W Executives say supply chains are highly reactive and lack end-to-end

visibility and flexibility

Approximately what percentage of your supply chain focus is reactive?

60% C-suite executives underestimate reactivity
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One of the biggest challenges is building a comprehen-
sive view of how performance standards are changing
and what customers really want. Without that knowl-
edge, companies risk being outmaneuvered. Bain re-
search shows more than one-third of CEOs are overly
confident about the ability of their supply chains to an-
ticipate swings in demand (see Figure 2). And the risks
of being blindsided are big: higher operating costs from
expensive last-minute orders, a pileup of excess inventory,
missed revenue opportunities and lost sales from ineffec-
tive new product rollouts.

Four steps to a digital supply chain

A good place to start when shaping a digital strategy
is understanding the industry context and the com-
pany’s starting point. For example, many companies
start with customized legacy IT systems. Replacing
these with the latest off-the-shelf digital tools can gen-
erate new revenue, improve responsiveness, increase

efficiencies and reduce the total cost of ownership for
IT systems.

Leading companies develop the culture, data analytics
and IT systems to support their digital strategy and
business objectives. They pursue specific goals with
near-term value while adopting a clear view of their
digital destination. And they remain ready to pivot as
their industry evolves.

What's my ideal future state? The key to building supply
chains that will be competitive in 5 or even 10 years is
anticipating change. Leaders evaluate where the industry
is going and identify the supply chain capabilities they
need to get there.

True, anticipating change is a strategic leap into the
future. But most leadership teams can gauge what
their business may look like in 3, 5 and 10 years. The
3-year vision is likely to be more concrete, while the
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5-year and 1o-year visions will be more conceptual. For
many retailers and consumer products companies, for
instance, itis clear that e-commerce has raised consumer
expectations and that traditional retail distribution and
replenishment models are unable to meet the needs of
their customers who are demanding shorter lead times.

Successful companies avoid incremental moves by
envisioning just how extreme the future might look.
For example, what would happen if the entire business
moved from high margin to low margin or if it shifted
from standard products to custom products? These
scenarios can help supply chain teams identify what
the company would need to do differently and what
new capabilities any such changes would demand.

Spot the gaps. Figuring out the ideal future state for a
supply chain allows leadership teams to identify missing
capabilities and start building them. In our experience,
companies that make the right short-term investments
to improve supply chain performance generate significant
savings to fund long-term investments.

A leading specialty retailer put that technique to good
use when an aging supply chain created problems for
its direct-to-customer business. The company had un-
derinvested in its supply chain for years, and its basic
infrastructure was in poor shape. As a result, service
was far inferior to that of digital-savvy competitors. More
than 15% of the company’s orders arrived later than
promised, and customer loyalty was eroding rapidly.

The leadership team realized it needed to replace more
than half of its aging distribution centers with several
high-performing ones, but it couldn’t afford to make
the entire investment at once. It started instead with the
five largest distribution centers, investing in digital tools
and establishing best-in-class distribution processes.

The initial pilot improved service levels by 20% while
decreasing costs by 20%. The company now expects to
turn around its performance in these facilities within
nine months, resolving many of its late-delivery problems
and its reputation for poor service. Over the next three
years, the leadership team plans to close additional gaps,
cutting supply chain costs by 20% to 30%. Achieving
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that goal will create a war chest to fund future investments.

Design options to close the gaps. Leading companies
create a portfolio of near-term and longer-term options
to help them close the gaps between their current supply
chain and the future ideal state. For example, they may
consider outsourcing elements of the supply chain to
minimize the complexity of serving certain businesses
or segments. Alternatively, they may consider closing
multiple gaps through one common IT platform sup-
porting multiple businesses, with additional specialized
capabilities specific to certain business units supple-
menting this core shared system.

A national food manufacturer for groceries and conve-
nience stores used this approach to turn around declin-
ing sales. The company’s core problem was matching de-
mand with its manufacturing plan. Itlacked information
about which products were selling quickly and which
ones were sitting on the shelf. As a result, it was slow
to produce and replace out-of-stock items. That led re-
tailers to shrink the shelf space they allotted to the com-
pany—a vicious circle that was eroding sales.

The company contemplated several options to improve
its ability to meet consumer demand. Investing in better
forecasting tools and processes could improve accuracy
but would not eliminate all uncertainties. Advanced
manufacturing technology could reduce its cycle time,
but the company would still need to forecast item sales.
The leadership team decided to invest in digital tools to
connect the salesforce and delivery team with central
planning and manufacturing. The new system identi-
fied products that were selling nearly in real time, giv-
ing both teams greater visibility into store demand.
That, in turn, helped it manufacture the right products
to quickly fill empty store shelves and increase sales.

Build a balanced roadmap. One challenge for leader-
ship teams contemplating a supply chain upgrade is
identifying near-term steps that will help pay for future
innovations. Successful companies build a short-term
roadmap with concrete initiatives that will start delivering
benefits quickly and provide flexibility in reaching
long-term supply chain goals.
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One global technology company faced enormous supply
chain challenges when it suddenly had to support five new
multibillion-dollar businesses. The shift was part of a new
market strategy to accelerate growth, but it wreaked havoc
on the company’s highly customized supply chain.

Management had to make sure that the new supply chain
could enable an array of new business models and balance
their competing demands. That meant investing in basic
IT capabilities and supporting new cross-functional
business processes. For example, if the salesforce
agreed to customize a product for a client, the supply
chain would need to be able to validate the custom con-
figuration with design, track the lead time of internal
and external parts, follow this custom product through
delivery, and forecast the resulting revenue and cost.

The leadership team’s roadmap met all these competing
needs while generating quick wins and providing flex-
ibility to accommodate future capabilities and evolving
technologies. By shifting existing priorities, the roadmap
helped the company fund the complex program with
only a modest increase in spending beyond its baseline.

Monday morning 8:00 am

Companies eager to start down the path toward a digi-
tal supply chain can begin by debating three questions
at the next executive team meeting.

«  What will our business look like in five years, and
what supply chain capabilities do we need?

«  How could digital tools help us create powerful
new business models?

«  What two or three high-value digital moves should
we get started on?

The answers to those questions will provide valuable
context for shaping a supply chain that will be competi-
tive for years to come. Successful companies set the
direction for the journey and remain nimble. Flexibility
and adaptability are more important than precision. After
all, market conditions will change, and new competitors
will emerge. Tomorrow’s winners will be those that can
turn disruption into opportunity. @
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