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�  HOW ONE OF THE MOST 

SUCCESSFUL SPORTS 

RETAILERS RECENTLY 

INCREASED SALES BY 50% 

� NEW PARTNERSHIPS 
WITH CHINA Pull Distribution 

Trends THE NEXT GENERATION OF CONSUMER GOODS COMPANIES….. 

WHAT THEY ARE DOING AND PRACTICES THEY ARE CHANGING 

When you are already one of the most profitable Big Brand 
companies, increasing sales by 50% within 3 months 
inevitably requires new products. NOT SO in this case.  

Building a supply 
chain to GROW 
A new generation of consumer goods 
companies is emerging. This 
generation intends to grow sales 
without growing inventory – a tall 
order when manufacturers are often 
located oceans apart from the end 
consumer.  
 
The new generation is gearing up for 
the global change in currencies, when  
the era of getting containers of cheap 

ACTUAL RESULTS 
New logistics moved this supply chain from “Push” to 
“Pull”. This Big Brand company let store managers 
focus on sales. The new system simply replenished 
what was consumed, while automatically adjusting 
inventory targets up or down according to trends. This 
produced astonishing results in less than 3 months.  
 
One of the big challenges was to stop some traditional 
practices – kill some sacred cows - in consumer goods 
replenishment. See inside for details. 

goods from overseas comes to an 
abrupt end. They are adapting new 
ways of flowing goods at twice the 
speed through their supply chain. As 
shortages decline, sales increase 
dramatically. As the number of slow 
movers are systematically reduced, 
sales grow again.  
 
The results are more than impressive. 
Getting the results within 3 months is 
nothing short of amazing. 
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Why it seems 
impossible to 
double sales & turns 

Trying to forecast consumer demand 
is a disturbing sacred cow…. 

Over the past 30 years, 
many consumer goods 
gurus must have believed 
that consumers can 
become more predictable. 
How else can you explain 
the incredible investment 
and sophistication in 
forecasting systems? The 
expected results, however, 
have not materialized.  
 

At the SKU level, 
consumer behavior is still 
very erratic. No one can 
accurately predict all the 
factors that influence 
consumers, including new 
competitive offerings, 
shelf placement, 
companion products, 
weather. 
 
The result is very 
predictable – at the SKU 
level, some items will 

FAST MOVERS: 
How much sales 

are shortages 
really costing? 

Ask a retailer what their 
shortages are and the 

typical response is 2-4%. 
This figure is normal for a 
distribution center. Go to 

any retail location and 
count how many items are 
out of stock, and the range 

is 20-30%!  What’s 
missing? The most popular 

items, meaning that the 
30% shortage is costing 

50% in lost sales 

move more slowly than 
forecast, resulting in 
markdowns and 
obsolescence. Other SKUs 
will move much more 
quickly, resulting in 
prolonged shortages, lost 
sales and consumer 
frustration.  
 
Recent experience has 
shown that the combination 
of too many slow movers 
and shortages means lost 
sales of at least 30%. 
 

“ Retailers promote slow moving 
items when they would often be 

better off burning them” 
SOURCE UNKNOWN 

Large order batches perpetuate 
shortages and excesses…. 

To keep costs down, 
manufacturers prefer to 
produce in larger batches. 
Distributors try to control 
their costs by 
accumulating orders to a 
full truckload, and by not 
breaking pallets of 
individual SKUs. 
 
These practices force 
retailers to order individual 
SKUs less frequently, and 
to order in large quantities. 
In fact, the larger the 
quantity they order, the 
 

lower the transportation 
costs, and the better the 
price they get. 
 
However, this is not the 
only dilemma a retailer 
faces. By ordering in large 
batches of several weeks 
worth of goods, the 
retailer is ordering well in 
advance of the actual 
consumer demand.  The 
further in advance, the 
less accurate the forecast. 

As the order quantity 
increases, the time until the 
retailer needs to replenish 
the goods increases. The 
more the replenishment 
time increases, the greater 
the forecast inaccuracy. 
 
With these practices, it is 
common to witness each link 
in the supply chain trying to 
push their goods down the 
chain. The assumption is that 
the closer you can push the 
goods to the end consumer, 
the better it is.  

As long as the end consumer hasn’t 
bought, no one in the supply chain 

has sold. 
THE RIGHT ATTITUDE 

This habit of “pushing” 
consumer goods is the 
opposite of what is needed 
to increase sales. A 
forecast improves in 
accuracy as demand is 
accumulated. Where is 
there more aggregation of 
demand – in one store or at 
a country-wide level?  
 
CONCLUSION: More 
inventory should be kept 
where there is the greatest 
aggregation of demand – 
at the central warehouse – 
not in the stores.  This is 
the opposite of today’s 
common practice. 
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The effect of Order Lead Time  

OOrrddeerr  PPooiinntt  

The diagram shows a scenario that is a very common practice today. Often, no re-order is placed until the stock level is 

low – usually some minimum value that allows some time to replenish the goods before you run out. This order lead 

time is often the biggest of the three lead times – comprising weeks.  

Production Lead Time is the time it takes to produce a product, if not readily available. This can also be several weeks. 

See more the new China partnerships on the last page, and how this time is now 0. 

Transportation Lead Time is the time required to ship the product.  

 

By ordering daily, according to actual daily consumption, the order lead time is one day, down from several weeks. By 

shipping smaller quantities of individual SKUs more frequently, total replenishment lead time reduces significantly. The 

shorter the replenishment lead time, the more accurate the forecast. 

The time it takes to replenish 
goods is made up of three 
different times – Order, 
production and transportation 
lead time:  
 
Order lead time is the time 
between receipt of a shipment 
of a given SKU and the date the 
next order is placed for that 
SKU. 

How to operate according to a more 
accurate forecast, without having a 
more accurate forecasting system…. 

Rule # 1: Order daily, 
replenish frequently 

Planting the Seeds 
for Success 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As the example in the chart 
shows, demand doubles within 
a few replenishment periods.  
By monitoring the available 
inventory (in stock, on the way 
and on order), the system 
automatically determines when 
inventor levels are too much in 
danger of a stock out. 
 

Rule # 2: Monitor and 
adjust targets up or 
down according to 
changing trends of 
actual consumption  

The diagram shows how the system automatically increases the target inventory, when actual stock level has been 
in the “red” or danger zone too frequently and too deeply.  Such an increase in the target would also automatically 
generate an order for the amount of the increase. 
 
Forecasts are used to set initial targets and for planning manufacturing and warehousing capacity. However, on a 
day to day operational basis, actual consumption drives the replenishment system. 
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Rule # 3: Establish  warehouse  location s, including a central 
warehouse, to dramatically shorten replenishment ti mes, decrease 
shortages and operate according to a more accurate forecast. 

Instead of pushing quantities of stock along the supply chain, the end consumer points pull stock strictly according 
to consumption and inventory target adjustments. To work effectively, stock must be available to pull, both from 
plant to distributor and from distributor to point of sale. With inventory properly distributed among these points of 
supply, the next generation consumer goods companies is achieving significantly better availability with much less 
inventory. In the old generation, many plants operated without a plant or central warehouse. In its place, the plant 
warehouse concept is implemented, with buffers monitored, by SKU, and orders generated in smaller batches 
throughout the supply chain. 
 

The manufacturer is no longer making to stock or to order. They are producing to 
availability – to ensure that each SKU is available throughout the supply chain, with 
minimum shortage durations. 



  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
For more information      
or to set up a program on your site:    
          

 
Contact Gerald Kendall, Principal       
TOC International        
Phone: 865-430-3128       
Email: Gerryikendall@tocinternational.com     
www.tocinternational.com        

 

A small group of Chinese manufacturers 
have successfully implemented their 
decision to produce to availability. This 
means that they maintain a central buffer 
of finished goods stock, ready to replenish 
every SKU. For the retailer or distributor, 
production lead time working with these 
collaborators is now zero.  

The total replenishment lead time is 
reduced dramatically, when you combine 
the effects of reduced production and order 
lead times. Inventory requirements drop 
dramatically. Availability increases by an 
order of magnitude, when demand is 

China – the new collaboration!  
 

matched to supply. Obsolescence is no longer the big concern it was, due 
to much lower inventory levels throughout the system. Ability to 
implement major product replacements is dramatically speeded up. 

In the new collaboration, old walls of mistrust between manufacturer, 
distributor and retailer are replaced by an open sharing of data and 
rewards from increased sales.  

Retailers make the commitment to do business differently, providing 
consumption data instead of orders. In return, they receive frequent 
replenishments and enjoy greater sales and turns. Manufacturers make the 
commitment to produce in smaller batches, replenishing reliably and more 
frequently. 

What is the right strategy for your organization? While the 
principals discussed in this newsletter are generic, we rarely 
find generic companies.  Every organization has, at any point 
in time, one or two big leverage points. The first challenge is 
getting agreement from a core team on what to focus on, and 
secondly, getting a cross-functional team, top to bottom, to 
execute. 

We use a tool (the Strategy and Tactics Tree) which 
integrates, in one place, every key result and required key 
actions / milestones. Any one in the organization can look at 
this amazing structure and find their role and their 
responsibility. Everyone can see how it all fits together. 

Call or email now for more information or for an example 
that is relevant to your organization. We have examples from 
Retail, Distribution, Manufacturing, Engineering and Project 
environments. 

Strategy and Tactics  
 


