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10 Years of
New Knowledge

This digest is presented to you by the International
Commerce Institute of ECR Europe. It contains a
selection of summaries of breakthrough articles
that have previously been published in the Inter-
national Commerce Review: ECR Journal.

Since the year 2000, the ‘Review’ has attempted to bring
insight and spawn the creation of New Knowledge
amongst thought leaders in both academia and the busi-
ness community around the world. The Review’s Edito-
rial Board is a roll-call of the most admired supply chain,
marketing and retail academics today. They, along with
executive contributors from leading companies, use the
Review as a medium through which to bring you the best
of their research and thought leadership.

We are deeply indebted to all of the contributors that have
utilised their time, brains, knowledge, and experience to
develop the breakthrough insights reflected on the fol-
lowing pages. Additionally, we are proud that several of
the generated insights are the results of research sup-
ported by the ICI-Unilever Research Grant.

The selection of articles in this booklet attempts to give
a balanced overview of potential solutions to challenges
facing our businesses today. The editors realize that the
- very condensed - summaries don’t do full justice to the
original articles and their authors. We therefore take the
liberty to suggest the interested reader to download full
articles from the website of the International Commerce
Institute: http://www.ecr-institute.org.

The International Commerce Institute is ECR Europe’s
long-term commitment to address behavioural and
knowledge development in order to reap the benefits
of ECR implementation. The International Commerce
Institute is deeply committed to striving for continuous
improvement towards the vision of ‘working together to
serve the consumer better, faster, and at less cost"

The mission of the International Commerce Institute is to
bring about a behavioural change in relationships among
thousands of Consumer Goods practitioners by promot-
ing new knowledge development, joint value creation
through shared learning, and the implementation of ECR
best practices. For an overview of the Institute’s activities,
please see http://www.ecr-institute.org.

The Board of the International Commerce Institute,

Robert Wilkinson Daniel T. Jones
Graham Booth Mauro Manacchini
Xavier Durieu Jorg Pretzel

Raoul Hasselgren Sjoerd Schaafsma

Arnd Huchzermeier



Taking Responsibility
extracts from a speech given by Paul Polman, CEO of Unilever

To earn permission to grow, companies need to
create a new contract with consumers. They need
a new business model that decouples growth from
negative environmental impacts.

Currently, we face a huge amount of debt across the world.
Governments, companies and individuals have to delev-
erage. That's going to take years to work through, which
means years of slow economic growth. Consumers are
suffering as a result. As business leaders, we have to look
these realities in the eye, accepting that institutions have
failed, as have many aspects of the system as we knew
it. More than ever, consumers are looking for trust. In the
face of information overload, they’re more likely than ever
to turn to trusted names and solutions.

At Unilever, our conclusion is that we need a new contract
with the consumer, and that’s why we have launched a
new vision for our company. First and foremost, this vi-
sion is based on growth. As a company, we need to grow.
Consumers, too, want growth and a better life. To say that
we have to ‘consume less’ is a very simplistic position.
People have the right to a better life, and companies need
to grow to stay in business.

However, ‘growth’ needs to be redefined. We need to grow
while also making the world a better place in a sustaina-
ble way. That's a completely different business model, one
that is capable of reconciling the need for growth with
the need to care for the world we live in. Accordingly, our
new vision at Unilever sets out that we want to double in
size while, at the same time, reducing our environmental
impact - in other words, decouple growth from environ-
mental impact.

It's essential that we provide clear answers on how
we're going to achieve this double aim, as only
then will consumers grant us permission to grow.
Given that brands are about trust, there has never
been a better time to focus on brand-building.
We are investing in the future because you cannot
shrink your way to greatness.

Sustainability goals are in no way incompatible
with growth. In fact, they're absolutely compatible,
as they can spur us on to cut costs and drive ef-
ficiency. It's in the interest of every business to get
back to a little sanity and responsibility. If we look
at our industry, there’s no doubt that the entire
value chain has to be built on mutual benefit and
trust: on the development of long-term relation-
ships, not short-term transactions.
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However, to fulfil these goals, we have to work
together to explain and deliver on this ‘new nor-
mal. If we look at Unilever’s carbon footprint, for
example, about 30% of it is accounted for by raw
materials and about 70% by consumer use and dis-
posal. Unilever’s operations, distribution and retail
account for about 3%. It’s clear that the only way
we can tackle this issue is by working together, ap-
plying a consistent focus and vision across the sup-
ply chain. Now long-term relationships are more
important than short-term pressures. We have to
find better ways of working together and aligning
objectives.

The biggest barrier is the space between our two
ears — attitude and trust, the willingness to work to-
gether and a realisation that we should first seek to
understand before being understood.

For this reason, the new Consumer :. Paul Polman
Goods Forum is set to play a crucial < is the
role as the global consumer body. A E Chief Executive
very important creation, its signifi- $ Officer of
cance lies in the fact that its mem- :. Unilever.

ber organisations touch over six bil-  ®eccececccccces®
lion lives, giving us the opportunity

to change lives for the better. It makes me realize how
fortunate we are to be working in the consumer goods
industry. It's a real industry, providing jobs and being re-
sponsible for creating value in a concrete, tangible form.

There are many ways we can touch peoples’ lives for the
better. The Consumer Goods Forum has several strate-
gic pillars: emerging trends, sustainability, health and
wellness, operational excellence and knowledge shar-
ing. None of these issues can be addressed successfully
by one organisation working in isolation, and all call for
closer alignment and greater co-operation. So, to put it
succinctly, we need to take shared responsibility. In this
industry, we're in a position to make the world a better
place.

This is a preview from an edited version of the speech given by
Unilever CEO Paul Polman to the Progressive Management Pro-
gramme, February 2010. Do you want to learn more about Paul
Polman’s vision? The full article will be published In the Interna-
tional Commerce Review Summer 2010.
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Simply Connect the Dots
by Daniel T. Jones

The consumer goods industry stands at the thresh-
old of three huge opportunities. If approached in
the right way - systematically and as part of a single,
integrated vision - these opportunities will allow us
to release cash, reduce capital expenditures, and
achieve sustainable growth, all at the same time.

What are these three opportunities?

Customer Information: Retailers and their suppliers have
invested vast sums of money and effort into systems de-
signed to control and optimize processes and improve
efficiency. Yet performance, measured from the custom-
er’s point of view, remains poor. In the future, there is no
reason why consumers shouldn’t be able to tell retailers
in advance what their replenishment and “variation” plans
are — thereby making it much easier for us to plan opera-
tions.

Sustainability: Historically, we measured the financial
costs of producing and distributing a product without
factoring in such externalities as social or environmen-
tal costs. For decades we worked hard to optimize the
performance of system components as a factory, a ware-
house, or a store. The counterintuitive effect has been to
increase inefficiencies and waste across the system as a
whole. Sustainability becomes a core operating require-
ment. Environmental impacts do not respect corporate
or functional boundaries. Hence, there is only one way
of rising to the sustainability challenge, and that’s via an
end-to-end review of the entire supply chain by all par-
ties, working together with common goals and under-
standings.

Customer Delight: We are emerging from the era
when the customer was a stranger and so “just in
case” was the only possible approach. We believed
that batch production made economic sense be-
cause it delivered economies of scale and reduced
unit costs. But “just in case” means also that we of-
ten end up investing heavily in production, distri-
bution, and communication that customers neither
want nor need. A “just in case” mind-set results in a
lot of waste, and batch production creates waste
by producing too much or too little.

All three problem areas are manifestations of the
same underlying cause, so all can be addressed
simultaneously by a single strategic approach: by
meeting exact customer needs precisely via cus-
tomer-driven compressed supply chains. Doing so
will depend on better use of information coming
from customers via relationships that are much
more trusting. Compressing the supply chain will
subsequently cut costs, reduce waste, and gener-
ate the flexible operations needed to meet cus-
tomer needs precisely. Reduced waste is a natural
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by-product of this approach. The important point
is this: We now know how to do this. All that’s needed
now is to connect the dots.

Three improvement efforts are needed: The first one is
real leadership. If products flow through the supply chain
without obstacles, interruptions, or delay, then costs fall
while quality and the customer’s experience improve. This
requires the organization’s leadership to walk through
and map the entire supply chain, while observing where
all of the obstacles and delays occur — and then to pick
away at them in a disciplined manner. This is not the
same as reducing waste or cutting costs. Waste reduc-
tion is a by-product of flow, but flow is not a necessary
consequence of waste reduction. After a while, it’s pos-
sible to measure the gap: the cash that can be freed up
and the environmental benefits that can be delivered.
Ultimately, there is growth that can be achieved by better
customer service. Second, true change will require that
we work across internal and interorganizational bounda-
ries. We need “value stream managers” whose job it is to
oversee the value stream from end-t-o end. The third fac-
tor is:‘the devil’s always in the details’ The operational im-
plications need to be worked through down to the finest
details of each process. This will require an accompanying
change in metrics. The metrics of batch production rein-
force and recreate errors every time they are used.

When we take a step back to view the entire industry with
all its nuances, there is never a single easy answer. That'’s
why we need to take this journey one

step at a time, building teams that in- e cc°cccccccce,

clude sales, planning, operations, and

L Daniel T. Jones
logistics for one product category ata

E is Chairman
time, and even then focusing on only < of the Lean
one or two core products. : Enterprise

. ) o Academy.
The core of this new opportunity re- :  Heis also Editor
volves around a new vision or goal ' in Chief of the
for the industry: exactly meeting con- ¢ International
sumer requirements via customer- Commerce

H Review.

driven compressed supply chains.
This is a truly massive and all-encom-  “cccccccccccee
passing agenda, requiring significant

changes of every player in the supply chain. It's enough
to keep us busy for at least the next twenty years, even
if we make significant progress each step of the way. But
this is not only an operational, technical challenge. It's a
management challenge. It requires managers to change
how they think and what they measure... and how they
manage. If we want this industry to change successfully,
we must begin with ourselves.
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Innovating Innovation: The
Case of Seven-Eleven Japan

by Hirofumi Matsuo and Susumu Ogawa

Seven-Eleven Japan (SEJ) is one of the most suc-
cessful and admired retailers in the world. Recent-
ly, it struck out on a different path than most retail-
ers. Instead of differentiating itself by prioritizing
the development of private label products, it has
worked with branded suppliers to create new
products that are sold exclusively through Seven-
Eleven stores.

At the same time, it has taken a broader view of innova-
tion, to include supply chain and go-to-market processes
as well as product attributes. By adopting this approach,
SEJ has been able to improve customer perceptions of
choice and range whilst actually reducing the number of
SKUs it stocks, thereby increasing sales and reducing costs
at the same time.

By shifting its innovation focus to collaboration with
branded goods suppliers, SEJ has persuaded suppliers to
innovate not only the content of their brands but the con-
text too — how the product is made, distributed and sold.

While competitors have rushed to copy and catch up to
SEJ's best practices, SEJ itself has been forging ahead on
another front. SEJ is now emerging as a pioneering inno-
vator... in the field of innovation.

SEJ's innovative approach to innovation is un-
like most other retailers, who have focused on
the development of private brand products. SEJ
collaborates with national brand manufacturers
to develop new products that are sold under the
manufacturers’ brand names - though only at SEJ
stores. At the same time, SEJ's approach to innova-
tion goes beyond the product itself to include the
product’s supply chain and sales processes. This
combination of approaches means that SEJ can
differentiate its customer offering in ways which
its competitors find very hard to copy. At the same
time, SEJ's ability to offer customers a continuous
stream of unique new products feeds other aspects
of its strategy. To achieve its high level of original
product introductions, SEJ innovates at the level
of product attributes, product supply chains and
sales processes all at the same time.

Content innovation: This is the traditional focus of
innovation and revolves around product attributes
such as taste, flavor, appearance, texture, healthy
and safe ingredients, packaging, processing method,
or a combination of all of these. Intangible and
emotional elements related to brand, fashion, a
sense of social status, quality, health, and safety are
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also important. On this front, SEJ collaborates with
national brand manufacturers to make innovative
manufacturer-branded products available exclu-
sively in its stores.

Supply chain innovation: While they are important
from an operational point of view, most supply
chain features usually remain invisible to the cus-
tomer. At SEJ, however, they are often elevated to
form part of the product concept that is visible to
the customer. For example, SEJ is unique among
Japanese convenience stores to sell ‘oven-fresh
bread’ The supply of oven-fresh bread depends
on a supply and distribution network built specifi-
cally for SEJ by one of its manufacturing suppliers.
Competing retailers cannot simply procure oven-
fresh bread from suppliers. To match SEJ on this
front, they will need to develop another relation-
ship with another manufacturer prepared to make
similar long-term investments in a complete set of
supply chain and business processes.

Sales process innovation: Sales process innovation in-
cludes all the merchandizing that consumers perceive
at stores, including facings of products,

product line-up, promotional displays, ,eeeeececccccecs
sales staff’s service, store appearance,
and sales channel. Sales process in-
novation is usually driven by manu-

Hirofumi Matsuo
is Professor
of Operations

facturers. Key considerations include Management at
facings (sales of a product tend to Kobe University,
increase almost proportionally to the Kobe, Japan.

number of product facings on the
shelf) and customer perceptions of

) ) Susumu Ogawa
choice and variety.

is Professor
of Innovation

Retailers elsewhere have much to Management at
learn from these ways by which SEJ Kobe University,
Kobe, Japan.

is pushing the frontiers of innova-
tion. Manufacturers have something  ®ecececccccees®
to learn, too. Manufacturers tradition-

ally focus on innovating the content of their brands. But
SEJ is showing that context — how the product is made,
distributed and sold - can also help manufacturers build
their brands. Together the two sides are opening up a new
chapter in collaborative innovation.
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Are Your Staffing Levels
Correct?

by Marshall L. Fisher, Jayanth Krishnan and Serguei Netessine

Most retailers could significantly boost their rev-
enue simply by linking planned staffing levels to
store traffic rather than to revenue. After the cost
of goods sold, expenses related to hiring, train-
ing, and employing store labour constitute by far
the largest component of a retailer’s costs, often
accounting for 10% to 20% of sales and for more
than 50% of operating costs.

Matching store staffing levels to customer demand -
store traffic — is key to maximizing the sales potential
of the store. Because store traffic levels vary by time of
year, day of the week, and time of day, creating a store
staffing plan that reflects actual customer demand is
difficult. There may also be problems with implemen-
tation. This research suggests that better scheduling of
staff working hours could increase basket sizes by 1.8%,
with a further 2.4% uplift from better implementation
of these schedules.

Two factors drive effective staff scheduling: the plan it-
self and the detailed execution of the plan. The research
investigated two simple hypotheses: that the financial
performance of a retail store is positively associated with
a) the quality of labour planning and with b) how well
this plan is executed. We tested these hypotheses in a
three-year study of 311 stores in a large retail chain.

We estimate that if managers were able to reduce
staff planning mismatches by 50%, the resulting
revenue uplift would be 1.8% of the current chain
level of revenue. From a practical point of view, it
appears that improving labour planning mainly
requires switching from forecasted sales to fore-
casted traffic, which should be relatively straight-
forward to do. Many retailers use sales rather
than traffic to determine staffing levels in their
stores. However, staffing policies affect sales, so
using sales as the metric to determine staffing
levels is a bit circular.

The effects of better execution are even greater:
eliminating 50% of execution mismatches creates
an additional revenue uplift of 2.4%. However, it
is much harder to advise on specific policies to
improve store labour execution because of the
many practical issues associated with managing
the seasonal hiring of full-time employees. We
also conjecture that labour execution practices
are largely driven by the store manager’s experi-
ence and biases. Thus, our measure of execution
mismatches might be indicative of the general
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effectiveness of store managers, and a store man-
ager’s effectiveness affects many aspects of retail
store operations that are not directly related to

store labour.

To sum up, our analysis suggests that stores that better
schedule full-time employees to match traffic patternsin
the store can achieve significantly larger basket values.
However, we believe that this analysis is quite conserva-
tive and is likely to underestimate potential improve-
ments. Current best practices suggest that traffic should
be matched with labour in hourly or even shorter time
intervals. This makes great sense to us:

depending on store location and
product profile, different stores will
experience increased traffic at dif-
ferent points of time throughout the
day. Also, as the management of the
company we studied pointed out,
labour scheduling should be differ-
ent for different departments within
the store if they experience different
traffic levels. We believe that, if such
data becomes available, it is likely
that even higher revenue lifts can be
realized.

We also demonstrate the impor-
tance of better execution of the
planned labour deployment sched-
ule. Our results suggest that a 2.4%
revenue lift can be realized by mod-
estly improving execution. Exactly
what specific actions store manag-
ers can take to improve execution is
an area needing further study. The
combined improvement from bet-
ter planning and better execution is
a 4.2% revenue increase, and this is
a very large number in an industry
where comparable store sales in-
creases usually run in the low single
digits. It thus appears that the old ad-

Marshall L. Fisher
is the UPS
Professor in the
Department of
Operations and
Information
Management, The
Wharton School,
University of
Pennsylvania.

Jayanth Krishnan
is an Economist in
the Monetary and
Capital Markets
Department at
the International
Monetary Fund.

Serguei Netessine
is an Associate
Professor in the
Department of
Operations and

Information
Management, The
Wharton School,
University of
Pennsylvania.

age of having “the right product at the right time and
place” could be true of employees as well: staffing levels

should be aligned with store traffic.

This research has been supported by the ICI-Unilever Research

Grant.
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Empowering the
New Consumer

based on a speech made by Andy Bond, CEO of ASDA

The digital era is bringing about a radical trans-
fer of power in favour of ordinary people. People
are more connected than ever before, and they're
putting their trust in themselves and each other.
They are undermining traditional hierarchies and
questioning the role of experts. Businesses oper-
ating in this environment can’t cheat, can't ‘spin;
and can’t hide. Within seconds, customers can
compare notes, demolish price structures, destroy
marketing strategies, and tell the world to shop
elsewhere.

How should businesses adapt to this new environment?
By handing control to the man in the street, empowering
consumers to dictate how the company does business
and the products it sells — by revolutionizing its decision-
making processes. At ASDA, initiatives at hand mark the
beginning of a long-term transformation: a business strat-
egy to embrace customers as core decision makers.

We're now entering a next phase of business evolution,
which we're calling ‘democratic consumerism’ There’s no
doubt we're seeing the dawn of a new age. In this phase,
companies must invite customers into the hearts of their
businesses, where consumers dictate the way we do busi-
ness and the products we sell. New self-organizing struc-
tures are emerging throughout the Internet as people
cut out the middleman and run their own banks, football
clubs, businesses, forums, support groups, and even cam-
paigns. Consumers are no longer content for decisions to
be made exclusively by politicians, chief executives, and
bankers. The consumer’s clamour is “We've lost control
and we must get it back” Theyre demanding to be drawn
into the process, to be involved, to be empowered.

Democratic consumerism has emerged from the
confluence of two trends: the digital explosion and
the “trust vacuum”. It is a new model in which busi-
ness is run by the consumer and for the consumer,
transforming the way we operate. It means work-
ing with customers so that we no longer shape
their lives - instead, they shape the way our busi-
ness is run for them. At ASDA, we want to be at the
forefront of this new, defining era. Our aim is to put
customers at the heart of our business in a way
that’s never been done before on this scale. Right
now, we are pursuing three new initiatives that
symbolize how we intend to engage with these
newly empowered consumers. First, we have built
up a community of 18,000 regular ASDA shoppers.
Every week we seek their views on everything from
new product ranges in our stores to events hap-
pening around the world. Our second area of focus
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is trust. The biggest fallout from the crisis of the
past year has been the fundamental breakdown
and collapse of public trust. People have lost
faith in the traditional holders of influence and
power; they feel let down by the political system
and have little or no confidence in our politicians
or political parties. A similar picture could easily
be painted of banks and businesses. | am person-
ally convinced that the only route to rebuilding
trust is increased transparency. Only through
drawing our customers into the process and by
being genuinely transparent will we be able to
regain their trust.

The third element of democratic consumerism
is harnessing ideas to drive innovation. The past
year has seen hard times breed ingenuity and
creativity. Our plan is to reward customers who
come up with clever ways of saving money for
us — not with a gift voucher or a free basket of
shopping, but with hard cash. Early next year we
will launch a program that rewards the customer
who has the Brightest Idea to save us money. If
her suggestion is implemented, then she will be
rewarded with up to 5% of the savings. Looking
forward, | think our role as a successful business
is to be an “idea factory”, a company that thrives
on translating people’s ideas — regardless

of where they come from - into  eeecececcccces,
action. N B
. Andy Bond K
. o is the o
In the modern democratic world, the ¢ hiofExecutive o
most valuable thing a customer can Officer of E
give you is their loyalty. But this can’t ¢ ASDA. :

be bought with plastic points or mon-
ey-off vouchers - it must be earned.
This is why | firmly believe the path to suc-

cess is to become more open and transparent. By actively
involving customers in every aspect of what we do and
showing how we do things, we want ASDA to become a
leader in transparency. Through transparency we will re-
build people’s trust in big business. With their trust comes
their loyalty.
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Why Fairness Matters
by Ludo Van der Heyden and Thomas Limberg

There is a demonstrable link between ‘fair proc-
ess’ and improved organizational performance.
Fair processes are essential for anyone wanting to
build successful, collaborative working arrange-
ments. This article identifies what companies
need to do to operationalize fair processes. It also
discusses obstacles to implementation.

Good fair process management leads to a radically new
view of leadership that goes way beyond communica-
tion. One key finding of the research is that fairness has at
least two aspects: fairness in outcomes and fairness in the
processes followed to reach these outcomes. People are
much more prepared to accept ‘unfair’ outcomes if they
feel that the process that led to these outcomes was fair.
Even more strongly, people are far more likely to reject
‘fair’ outcomes if they feel that the process that generated
these outcomes was unfair. Accepting that fair processes
are key to superior performance involves letting go of
‘managing by results. Managers cannot ‘manage by re-
sults’and manage fairly at the same time.

The ideal ‘fair management process’ has five main steps:

1. Seeing, engaging and framing. Framing is about defin-
ing the agenda to which management ought to devote its
attention. To frame the debate properly we must learn to
see better: people ask to see from their leaders issues and
solutions that others do not see. But the best way to do
this is by seeing jointly and by engaging people: ask them
what they see; what they think.

2. Exploring and eliminating options. Once the
main issues are identified, there are usually differ-
ing views as to how best tackle them. To many ex-
perienced managers, exploring alternative options
is a frustrating waste of time; to the team, this is
the creative and fun part. Again, if the team comes
up with a solution, implementation is greatly facili-
tated, for the team will always be more committed
to its own solution than one imposed from outside.
The job of the manager at this stage is not to be a
strong advocate of his own opinions. His role here
is to be an impartial judge, choosing the best deci-
sion out of the many different options discussed. If
consensus arises, he does not even need to argue,
he only needs to agree.

3. Deciding, explaining and setting expectations.
People who feel their intelligence is not being re-
spected tend to respond reciprocally. But expecta-
tion setting brings with it another, crucial, dimen-
sion. It is where fair process expands to generate
fair outcomes. By clarifying expectations up-front
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- about what we are going to do, how we are go-
ing to do it, and who will get what benefits from
doing it — the expectation setting process not only
gives all concerned their due respect, it pre-empts
the often bitter recriminations that tend to break
out when people start arguing about ‘fair shares’ of
the cake.

In all of these three steps, reliance on outside con-
sultants to advise managers ‘behind the backs of’'
staff is an almost sure-fire way of making the proc-
ess seem unfair from the staff point of view.

4. Acting and executing. Once expec- g e°®°°°°c®cccce,
tations have been set, any failure to
actually commit to and carry out the
decision risks being seen as some sort
of betrayal: you have broken your
promises. This is why, contrary to how
many managers see it, fair process ac-
tually requires and depends on reso-
lute, disciplined action. One particu-
larly insidious (and common) practice
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here is the attempt to go behind Thomas
peoples’ backs to overturn decisions ) Limberg
before or while they are being imple- altstimztll_jg;::g
mented. The fair pro.cess approach Graduate School
to such manoeuvres is “No time for of Management
re-discussion here. You should have (HHL) writing a
raised this before. If you are still wor- doctoral
ried about it when we have finished, dissertation
. . . under
you can raise it again at the review -
, the supervision
stage. of Ludo Van der
Heyden.

5. Evaluating, learning and adapting. . R
There is nothing more likely to in- ~ ®®®®®eesseee®
flame peoples’ sense of unfairness than

if a mistake has clearly been made yet the ‘powers that
be’ refuse to recognize this fact or do anything to rectify
the situation. ‘Results’ may have been achieved this time
round, but peoples’ willingness to commit to achieving
future results may be severely undermined. If mistakes
have been committed by management, then continued
collaboration with employees requires that these mis-
takes are admitted.

Fair process demonstrates ‘good intentions’: while fac-
tories make products, it is fair process that ‘makes’ trust.
And, as we all know, without trust effective collaboration
is impossible.

10 YEARS OF NEW KNOWLEDGE




How Effective is Category
Management?

by Stephen J. Hoch and John J. Pomerantz

The research investigated the key drivers of effec-
tive category management and how those drivers
depend on the role of the category in the retail
portfolio. It was based on data from 19 food cate-
gories sold in 106 major supermarket chains in the
US. Findings can help manufacturers better allo-
cate their scarce marketing resources across retail-
ers and categories to the marketing actions that
have the biggest impact on a category’s perform-
ance, and can also help the retailer to reallocate its
resources across categories to improve its overall
market position.

Categories were divided by two key criteria, frequency of
purchase and penetration, resulting in four category roles
according to a simple four-box matrix: “staples” (high freq.
/ high pen.); “niches” (high freq. / low pen.); “variety en-
hancers (low freq. / high pen.); and “fill-ins” ( low freq. /
low pen.).

Although lower prices, more promotion, and larger as-
sortments generally improve performance in all catego-
ries, the critical drivers of performance systematically vary
depending on the role the category plays in the portfolio
of the retailer and the consumer.

Four key insights can be drawn:

1) Merchandising variables play a significant role
in affecting category fair share indices. Reduc-
tions in the breadth (number of brands) and depth
(number of SKUs in terms of size, pack type, fla-
vour) of assortment may meet with resistance in
many product categories due to their positive im-
pact on category performance. Retailers should be
more accepting of assortment reductions in sta-
ples, where reductions are unlikely to be noticed
as much as in niches, variety enhancers and fill-ins.

2) Conventional wisdom suggests that retailers
rely on national brand assortment to build store
traffic (and hence category volume). Results sug-
gest, however, that a retailer’s store brand can play
a key role in increasing primary demand for the
category, even to the extent of overcoming the