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EXECUTIVE The end of mass consumer markets has led to increasing

SUMMARY complexity both in the supply chain and in merchandising.
For consumer packaged goods companies and retailers, one
way to more effectively manage that complexity is through
increased collaboration. “Shelf-centered collaboration,” in
which CPG manufacturers and retailers develop infrastructure
that is more responsive to consumers’ needs and more efficient
for all, is one approach that is gaining favor. European manu-
facturers and retailers have recently stepped up their com-
mitment to collaboration, according to a Booz & Company
survey. The main barriers to increased collaboration are
an absence of clear rules of engagement and lack of trust.
For example, both sides fear the transparency that comes with
greater sharing of point-of-sale data and marketing research.
To get beyond the impasse, supply chain partners need
to be more pragmatic, align expectations, get senior manage-
ment buy-in, and pursue collaboration programmatically.
By building on early successes, managers can propagate good
news about collaboration throughout their enterprises, thus
establishing it as a common way of doing business.
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GROWING
COMPLEXITY
DEMANDS MORE
COLLABORATION

Life used to be simpler for consumer
goods companies. In days gone by,
makers of cosmetics, food, or clean-
ing products could build large brands,
market them to mass audiences,

and watch boxes fly off the shelves.
The decades after World War II, in
particular, were a boom period when
disposable incomes rose rapidly and
economic growth ensured steady
demand for good-quality products at
reasonable prices.

No longer. Over the past 20 years,
every aspect of consumer packaged
goods manufacturing and retailing has
fundamentally changed. It is no longer
enough for CPG makers to develop
decent products to meet unmet
demands. Consumer expectations
have grown exponentially. Customers
of all ages and both genders are now
well informed, demanding, and highly
differentiated. They expect the right
product, at the right time, at the right
price. Developed markets in Europe,
the U.S., and elsewhere are slow-
growth and exacting. CPG companies
must work harder to satisfy consum-
ers who are, to an extent, already
satisfied, perhaps even overly so.

The response of manufacturers has
been to step up the rate of innovation
and introduce an ever-widening array

of products and product combina-
tions. They concentrate on items with
higher margins, such as those that ful-
fill more than one need (e.g., vitamin-
enriched drinks) or include functional
or specialized packaging (e.g., aseptic
PET bottling). Meanwhile, retailers
have looked to participate in more
areas of the value chain, with either
their own private-label lines or items
they have exclusively customized.

Such strategies have allowed manu-
facturers and retailers to stay ahead
of the game and meet the challenges
of a more exacting, complicated mar-
ketplace. But they have come at the
cost of increased complexity. On the
fulfillment side, forecasting and lead-
time management have never been
more difficult, while merchandising is
both expensive (relative to sales) and
more hit-or-miss. Frequently, market-
ers are unable to say whether promo-
tions are working or not; our research
suggests that more than 50 percent
of promotions have a negative return
on investment.

In the supply chain, in particular,
the balance between complexity and
operational effectiveness in today’s
consumer marketplaces is becom-
ing ever harder to strike. Given this,
CPG companies need to consider new
approaches, including those aimed
at improving collaboration with
retailers. As time goes on, there is a
greater need for actors in the supply
chain to work together—to col-
laborate effectively—for the benefit
of all. Shelf-centered collaboration
is one such approach that is gaining
traction. A recent Booz & Company
survey reveals the struggles and
opportunities that both manufactur-
ers and retailers face as they pursue
shelf-centered collaboration.

SHELF-
CENTERED
COLLABORATION

Collaboration becomes a critical lever
if CPG companies are to fix intrac-
table problems in the supply chain
and improve merchandising effective-
ness. Booz & Company’s concept of
shelf-centered collaboration involves
manufacturers and retailers work-
ing together selectively to build an
infrastructure that is more responsive
to customer needs and more efficient
for all parties. It involves (1) new
types of managerial and technologi-
cal links between organizations, (2)
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an end to the characteristic zero-sum
game of manufacturer—retailer nego-
tiations, where one’s side gain is the
other’s loss, and (3) a deeper focus on
point-of-sale data that moves beyond
emphasizing aggregated sales and
considers a more granular under-
standing of patterns per item, per
hour, and per store.

Exhibit 1

Such an approach concentrates the
effort, as the name suggests, on the
shelf—on the moment of truth when
a consumer chooses a product. It
includes shelf-forward strategies that
focus on customized products, store
displays, and variable shelf mixes
(based on, say, the part of the week),
while also taking into account the

Shared Value through Shelf-Centered Collaboration

weather, the store location, and the
specific makeup of customers. It also
includes shelf-back initiatives that
give retailers and manufacturers the
flexibility to respond with real-time
adjustments in the supply chain with,
for instance, customized pallet mixes,
rapid replenishment, and unique
routes to market (see Exhibit 1).
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FIVE KEY
TRENDS
IN EUROPE

The idea of such collaboration is not
new. Retailers and manufacturers
have been talking about the possibili-
ties of working together more closely
for years through initiatives such as
efficient consumer response (ECR) in
the European grocery supply chain.
But collaborative efforts have thus far
failed to deliver the types of bene-
fits—particularly in terms of yielding
consumer insight—that today’s point-
of-sale data theoretically supports.

So how might retailers and manu-
facturers move from the halfhearted
collaborative efforts of the past to
something truly beneficial for all
involved? To help answer that ques-
tion, Booz & Company commissioned
an in-depth survey of 100 manufac-
turers and retailers across 15 coun-
tries. Our shelf-centered collaboration
study reveals five key trends defining
the state of manufacturer—retailer col-
laboration in Europe:

e European organizations have
stepped up their commitment to
collaboration.

Shelf-forward collaborative efforts
are more prevalent.

Despite commitment to
collaboration, overall satisfaction
with results remains low; however,
retailers are generally more satisfied
than manufacturers.

Collaborative efforts are still
primarily ad hoc rather than
programmatic.

Lack of trust and transparency are
the main barriers to establishing
successful collaborative programs.

Trend 1: Stepped-Up Commitment
European organizations have stepped
up their commitment to collabora-
tion, and they increasingly see
collaborative initiatives as an impor-
tant way to drive future benefits.
Eighty percent of manufacturers

and retailers are collaborating to
address common business challenges.
Seventy-six percent of manufacturers
and 67 percent of retailers said their
commitment to collaboration has
increased significantly or slightly
over the past three years, while

51 and 46 percent, respectively,
expect collaborative efforts to grow
in importance in the future (see

Exhibit 2).

Additionally, well over half of respon-
dents view collaboration as key both
to their supply chain efforts and to
various marketing efforts including
consumer insights, trade promo-
tions, and category management (see
Exhibit 3).

To some extent, the level and type of
collaboration depends on the industry.
Food and beverage manufacturers
and retailers are collaborating more
on shelf-forward initiatives such

as business planning and category
management, product customization,
product launches, and trade
promotions. By contrast, the office
supply and household appliances
industries are more active in shelf-
back areas such as customized pallets
and inventory management. For
example, four-fifths of respondents
from the office supply segment say
they are currently collaborating on
customized pallets, compared with
only 36 percent of respondents in the
health and beauty arena.
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Exhibit 2
A Growing Commitment to Collaboration

COMMITMENT TO COLLABORATION FUTURE ROLE OF COLLABORATION

Increased Growing 46%
Significantly Importance 51%
Increased Essential
Slightly 56% for Success
Same Keep as Is
Gone Down Start Testing
Approach | 3o
Il Retailers
Don’t Know ReQucg/ Manufacturers
Stop Doing it | 2%

Note: Results are from respondents who are currently collaborating.
Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008

Exhibit 3
Collaboration Is Key to Supply Chain and Marketing Efforts

WHERE COLLABORATION IS KEY
(percentage of all respondents)

90%
80%
70%
60%
50%
Supply Consumer Trade Category In-Store
Chain Insights Promotions Management Operations
FOCUS OF CURRENT COLLABORATIVE EFFORTS
(included in top five responses)
60%
50%
40%
Supply Planning Marketing Revenue Localization
Chain POI Growth

Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008
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Why? Because nonfood retailers in
office supply, household appliances,
and consumer electronics see the
greatest need to improve their supply
chain and procurement activities.
With “permanent assortments”

of products, and year-round
continuous replenishment, food and
beverage retailers tend to have more
optimized supply chains. By contrast,
categories such as household goods
and consumer electronics tend to
develop “seasonal assortments” and
have products that are continually
evolving, which means they are more
exposed to the risk of obsolescence.

Trend 2: Shelf-Forward Initiatives
Are More Prevalent

Our findings reveal that shelf-forward
initiatives are more prevalent than
shelf-back projects—with category
management, product customization,
new product development (NPD) and
launches, and promotion planning
and execution among the most
popular applications. Well over half
of retailers and manufacturers said

they had at least one initiative in each
of these categories (see Exhibit 4).

By contrast, inventory management,
customized pallets, and unique routes
to market (RTMs) were somewhat
less popular across the board. Shelf-
forward initiatives may be more
common because they are likely to
involve a more straightforward quid
pro quo, in which, for instance,
manufacturers supply consumer
insights and retailers provide exper-
tise and feedback in trade promotions
management. Compared with shelf-
back initiatives, they are also simpler
to execute, more likely to produce
benefits that are immediately visible,
and harder for any party to dispute.

On the other hand, shelf-back
initiatives were seen on both sides

as offering the greatest long-term
potential. Fully 83 percent of retailers
and manufacturers said collaboration
was important or very important for
enhancing supply chain efficiency.
And respondents said the supply

Exhibit 4
Collaboration Implementation

chain was the most likely area for
their future collaborative efforts.

Trend 3: Mixed Levels of Satisfaction
Although retailers and manufacturers
show enthusiasm for collaboration

in the abstract, there was a level of
dissatisfaction with previous proj-
ects. This was particularly evident
concerning shelf-back initiatives. For
example, 35 percent of retailers were
somewhat or very dissatisfied with
customized pallet attempts, while 32
percent were dissatisfied with inven-
tory management (see Exhibit 5).

Retailers were more satisfied than
manufacturers across most areas of
collaboration (see Exhibit 6). For
example, 38 percent of retailers
declared themselves very satisfied
with collaboration on promotions,
compared with only 14 percent of
manufacturers. Similarly, 30 percent
of retailers were very satisfied with
collaborative product launches,
compared with 18 percent of
manufacturers.

COLLABORATION IMPLEMENTATION BY INITIATIVE
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Note: Results are from all respondents

Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008
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Exhibit 5
Collaboration Dissatisfaction Levels

DISSATISFACTION BY COLLABORATIVE INITIATIVE

Customized Pallets 35%
Inventory Management 32%
“Shelf-Back”
Unique RTM Themes
Product Launches
Product Customization
Promotions
Category Management
Note: Results are from respondents currently collaborating who are either di isfied or very d isfied.

Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008

Exhibit 6
Collaboration Satisfaction Levels

RETAILER SATISFACTION WITH COLLABORATION MANUFACTURER SATISFACTION WITH COLLABORATION

Promotions 38% Custom Pallets 21%
Product Launches 30% Product Launches 18%
. Product
Unique RTM 29% Customization 17%
Category Promotions
Management
Product Inventory
Customization Management
Inventory Category
Management Management
Custom Pallets 7% Average 22% Unique RTM 0% Average 11%
% %
0O 10 20 30 40 50 0O 100 20 30 40 50

Note: Results are from respondents currently collaborating who are very satisfied
Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008
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Why are manufacturers generally less
satisfied than retailers? One explana-
tion is that manufacturers tend to put
more effort, time, and resources into
collaboration, so they expect more in
return. In exchange for producing cus-
tomized labeling, packaging, or product
sizes, they may expect increased sales,
improved margins, or deeper customer
insights. Retailers, on the other hand,
are more likely to be the recipients of
customization, and tend to devote less
effort to it. Accordingly, they are less
likely to be disappointed if projects fail
to produce everything they wanted. In
fact, given their relatively small invest-
ment in time or resources, they may be
satisfied with a minimal return.

The expectation gap is more evident
in some industries than in others. In
the clothing and accessories industry,
60 percent of manufacturers say
collaboration will be essential to
drive future benefits, compared

with only 30 percent of retailers.

In office supplies, the split is even
wider: 100 percent of manufacturers
say collaboration will be important,
versus just 25 percent of retailers.

Differing levels of satisfaction, and
expectation, around collaboration are
a key finding of the survey, as they
indicate why companies have thus far
been reluctant to more fully engage
in it. Before moving to the next stage
of collaborative efforts, manufactur-
ers and retailers must better align
their expectations for success for each
initiative. Absent that alignment,
manufacturers, in particular, are likely
to continue perceiving collaboration
as unequal.

Trend 4: Collaboration Is Still Ad Hoc
Despite general enthusiasm for col-
laboration, the survey also revealed
that many projects are conceived on
an ad hoc basis, often as the result of a
negotiation between a manufacturer’s
brand manager and a retailer’s category
manager, rather than as part of an
enterprise-wide strategy. And they are
more likely to be “customization” proj-
ects (e.g., tweaks to a product’s labeling
or size) than truly joint programs that
entail sharing data or systems. Overall,
only 32 percent of collaborative initia-
tives undertaken by survey respondents
are programmatic (see Exhibit 7).

The survey findings also reveal that
many organizations are limiting

their range of potential collabora-

tion partners to those they consider
most important. While 57 percent of
retailers said they had entered into
collaborative projects with the “most
important partners in key categories”
or with several partners in several cat-
egories, 26 percent said they were not
collaborating at all. On the manufac-
turer side, 70 percent were collaborat-
ing with their most important partners
in key categories, or with several
partners in several categories, while 15
percent were not collaborating at all.

Trend 5: Lack of Trust and
Transparency

Manufacturers are keener than retail-
ers on collaboration and are willing
to collaborate more deeply by, for
instance, sharing marketing research
insights, consumer trends, and other
consumer-related data. Retailers, on
the other hand, are more likely to
want to withhold customer informa-

tion (e.g., point-of-sale data), believing
that this is what separates them from
their competition. “Unwillingness to
share data” was the barrier most often
cited by retailers (66 percent) when
asked what was holding them back
from greater collaboration. Far fewer
manufacturers (44 percent) cited this
as a key barrier (see Exhibit 8).

Over half of manufacturers view com-
plexity as a key barrier to collabora-
tion. Among retailers, 37 percent shy
away from collaboration because
they fear adding more complexity

to already complex supply chains.
The prospect of reorganizing supply
systems for only a modest return, and
at the risk of privileging one supplier
over another, causes retailers to think
twice about whether collaborating
with manufacturers is worth the addi-
tional effort. Retailers face a choice:
Work more closely with manufactur-
ers to innovate around existing prod-
uct offerings or add even more SKUs
to already lengthy product rosters.

Most fundamentally, the survey
reveals that trust remains a key barrier
for both retailers and manufactur-

ers. Manufacturers, whose margins
have been progressively squeezed

by retailers over the past few years,
remain somewhat wary: 58 percent of
manufacturers cite “no transparency
in measuring and sharing results” as

a key barrier. Forty-nine percent of
retailers share that concern. The lack
of agreement about the rules for col-
laboration poses another barrier. Both
manufacturers and retailers cited “lack
of methodology and tools to identify
opportunities” as an important issue.
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Exhibit 7
Programmatic vs. Non-Programmatic Initiatives

COLLABORATION SCOPE
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Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008

Exhibit 8
Key Barriers to Successful Collaboration

RETAILERS MANUFACTURERS

No Transparency in

Unwillingness to Share Data 66% Measuring & Sharing Results 58%
Lack toof I“;:;T;’;’g';ggiggz 57% Trust/Relationship 53%
Trust/Relationship Increased Complexity 53%
No Transparency in
Measuring & Sharing Results Collaborators’ Resources 51%
Lack of Dedicated Resources Lack of Methodology & Tools 51%

to Identify Opportunities

Collaborators’ Resources Unwillingness to Share Data

Increased Complexity Lack of Dedicated Resources
Insufficient Supplier Capabilities Insufficient Supplier Capabilities

Risk of Information Leakage Risk of Information Leakage

Note: Results are from respondents who are currently collaborating.
Source: Booz & Company Shelf-Centered Collaboration Survey, April 2008
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GETTING
BEYOND
THE IMPASSE

For packaged goods suppliers and
retailers, the key question for the
future is how to advance to the next
stage of collaboration—from ad hoc
projects to programs that are part

of the institutional fabric of their
organizations. To make that leap, both
sides will need to develop common
organizational architectures, and
work through some of their current
reservations about data access, results
measurability, and, most fundamen-
tally, trust. Until manufacturers and
retailers truly feel comfortable that
collaboration isn’t a strategic ploy
from the other side, they will never
move beyond current initiatives to true
collaboration of partners that share
teams, resources, data, and systems.

With this in mind, we advise the
following:

1. Be pragmatic. To get the ball
rolling, manufacturers and retailers
should target quick wins that demon-
strate the benefits of collaboration to
their wider enterprises. Even success-
ful collaborative projects often fail

to get the visibility and recognition
they deserve because they occur at the
brand or category level. “Launch-and-
learn” initiatives—perhaps involv-
ing a single category in a few stores,
rather than full programs that entail,
say, complex profiling exercises—are
a good place to start.

10
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2. Align expectations. The survey
revealed that manufacturers

and retailers have very different
expectations about collaborative
projects. Aligning expectations is
crucial. All parties should have

a mutual understanding of the
program’s goals and expected
benefits, and what resources will be
required. The agreement should also
outline any “no go” areas—sensitive
information about margins or specific
customer data, for instance—that
either party wishes to exclude from
the arrangement.

3. Get the right people involved. Senior
management buy-in is essential to
supporting any complex, intraorgani-
zational trade-offs (e.g., balancing SKU
assortments with warehouse efficiency)
in the collaborative exercise. To be suc-
cessful, the collaborative initiative will
need a champion who can look beyond
the silos—without creating new layers
of management—and communicate
effectively to garner support across
functions. Without top-down leader-
ship, collaboration will be driven by
brand and category managers, whose
immediate priorities and objectives

Until manufacturers and retailers

truly feel comfortable that collaboration

isn’t a strategic ploy from the other
side, they will never move beyond current

initiatives to true collaboration.

may not support the enterprise’s over-
arching goals for collaboration.

4. Separate from day-to-day activi-
ties. Collaboration is often embedded
in the relationship between category
manager and brand manager, each

of whom is naturally preoccupied
with price negotiations, tactical
battles, and solving various problems.
Collaboration should be placed on

a longer-term timetable that looks
beyond immediate operational or
commercial issues. Short-term wins
may include increased sales, improved

Booz & Company
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margins, and better in-stock perfor-
mance. But these benefits pale when
compared with the longer-term poten-
tial of a happy manufacturer—retailer
partnership. Focusing on the possibili-
ties to improve differentiation and
customer insights will help the new
relationship through its early days.

S. Pursue systematically. Once col-
laborative strategies prove successful,
manufacturers and retailers should
look to see how they can extend

the benefits to other areas of the
business—in different stores, across
different categories, and in different
markets. Only when collaboration is
pursued systematically will it become
part and parcel of the way manufac-
turers and retailers do business.

None of this will be easy. There are
good reasons that collaboration
between manufacturers and retailers
has not occurred more widely before
now. Only by working step-by-step—
one category at a time, one level

of the organization at a time—will
collaboration eventually become
more systematic. Once that happens,
however, collaboration may not be so
much hard work as second nature.

Methodology

Booz & Company surveyed more than 100 managers in February and March
2008 across a variety of functions—supply chain, sales, brand management,
marketing—at consumer packaged goods retailers and manufacturers in

15 western European countries. The anonymous interviews were conducted
by third-party research company Ipsos MORI. Represented industries included
clothing and accessories, electronics, food and drink, furniture and do-it-
yourself, health and beauty, office supplies, and others. Responses were
analyzed to understand the current state of collaboration, future focus and
challenges, and the similarities and differences between manufacturers and
retailers and across industries.

12
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