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Improving Net Profit

by Reducing Merchandising Costs

Part 1 - Reducing In-Store Project Implementation Costs

By Joe Nassour, David Harvison and James Tenser

Introduction

Retailers continually seek ways to improve net profit by either controlling costs or adding revenue. This

article focuses on important merchandising activities; it presents a practical solution to lower costs and

improve effectiveness, with resultant improvements in net profit.

Merchandising is often the key to whether a retailer earns a profit or loses money. In the grocery and

mass channels, retailers’ average gross profits range in the area of 20% and net profits can be less than

1%. Competition for market share causes pressure on volume and a squeeze on net prices. In addition,

merchants face upward pressure on merchandise carrying costs due to increased assortment size and

localization.

These are just some of the challenges facing a grocery retailer. Some of the ways merchandising affects

net profit include:
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Cost of In-Store Implementation (ISI)

Compliance reporting costs

Higher cost of goods due supplier raw material costs
Category carrying costs

Cost of ineffective category management activities
Loss of volume to alternate channels

Loss of customer trips to competitors

Loss of share of wallet

This article outlines a proven, practical method for controlling In-Store Implementation costs.
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Reducing Costs of In-Store Project Implementation

A most effective way to gain control and reduce In-Store Implementation costs is to implement a secure
multi-user system for ISI collaboration. The requirements for such a system include:

Ability to capture project data

Ability to transmit project requirements to decision makers and field teams
Ability to capture and maintain current information about store conditions
Ability to capture real time project feedback from the field
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Method to display implementation score cards
Method to track and correct store-level implementation issues

The benefits of such a collaborative system are numerous, and they extend to the retailer, brand
marketer, merchandising service organization and ultimately to the shopper. Within the stores
themselves, key advantages include:

Reduce duplication of effort

Increase management visibility of project status and store conditions
Reduce labor cost of managing execution programs

Improve execution effectiveness through issue resolution

Improve on-time compliance
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Improve item availability and sales

Case Study: Collaborative Merchandising in Action

Summary: A major U.S. retail chain implemented a collaborative merchandising platform to better
manage In-Store Implementation activities across multiple suppliers and merchandising organizations.
As a result it has been able to reduce staff headcount, streamline process, and lower costs with
improved performance.

Challenge: Prior to implementing the system, this retailer had struggled with a cumbersome
merchandising reporting and feedback process. Reports took weeks to generate, with heavy reliance on
spreadsheet reporting, numerous emails and manual manipulation of data from multiple sources.

As a result, merchandising decisions were being made too far away from actual events. Data to support
some desired decision processes was simply not available. Corrective action was nearly impossible, since
incidents of non-compliance could seldom be detected prior to the conclusion of an in-store event.

Solution: The retailer implemented a collaborative merchandising platform, Retail Performance
Manager (RPM) from RetailTactics. The new solution made the merchandising decision process, work
flow and reporting faster and more accurate. Among the key improvements:

9 Dissemination of project information became more effective and efficient. Most email
communications were eliminated, replaced by the RPM collaborative portal.
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9 Built-in analytics and dashboards meant spreadsheets and individual confirmation were no
longer required.

9 The right implementation teams were automatically engaged for each in-store project and it
became much easier to coordinate the activities of multiple resources.

9 Task data can now be captured in real time, which enables managers to see results of a store
visit instantly in the field and at headquarters. Top managers and account teams can instantly
roll the data up to consolidated reports, in a dashboard environment.

9 Centralized reporting eliminated many tasks that resulted from consolidating reports from
multiple teams.

1 The platform enabled easy and practical score-carding of implementation teams.

Benefits: The initial benefit was an immediate reduction of 6 full-time equivalent positions that were
responsible for aggregating spreadsheets and coordinating reset providers. After 4 years using the RPM
software, the retailer was able to completely remove a layer of managers who had been dedicated to
execution. That layer amounted to 74 FTEs, according to a report published in Progresis’e Grocein
September 2010."

This is an excellent illustration of how an improved In-Store Implementation practice, supported by a
well-designed collaborative platform, can lead to a significant reduction of cost in merchandising
activities. The dollar value of the cost reduction was equivalent to the net profit for 26 stores.
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