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Aligning Demand and Supply When ‘Stuff Happens’

The Need for Agile Demand-Supply Alignment

The global pandemic put a giant exclamation point on the . . .
Definition of Agile Demand-Supply Alighment:

“The capability to effectively realign supply and
have always had to contend with. A tremendous amount of demand, during execution,® in the face of

effort and expertise is put into forecasting, supply planning, demand volatility and supply disruptions.”
supplier vetting and selection, contract negotiations, ensuring

the right purchase orders are placed at the right time, and that shipments are destined for the right
destinations in the right mix and quantities. Yet, regardless of how good companies get at planning, ‘stuff

uncertainty that retailers, distributors, and manufacturers

happens’ and companies then need to be able to rapidly adjust to the evolving actual situation on the ground.

Between the time orders are placed with suppliers and the time those goods arrive at the factory, DC, or store,
lots of things can change: actual demand deviates from the plan (sometimes dramatically) and supply/logistical
disruptions and delays occur (sometimes catastrophically). Now, more than ever, companies need the ability to
rapidly adjust and change inbound flows at each stage in the process, to deal with unplanned changes. That
includes slowing down, speeding up, or altogether changing production plans before orders are shipped, as
well as the ability and agility to make post-shipment logistical and executional adjustments, such as changes to
shipment destination, changing modes, consolidation and

deconsolidation, merge- or split-in-transit, hold at The Research for this report: This paper is

intermediate locations, expedite, transship, and so forth. We based on interviews with manufacturers, brand
refer to this capability for extreme flexibility in post-order owners, retailers, and solution providers, as well
execution as Agile Demand-Supply Alignment (ADSA). as secondary research. The interviews took place

between July and September 2020. We are
grateful for the support and participation of the
Retail Value Chain Federation and the National

As illustrated in Figure 1 below, the activities involved in Retail Federation in this research study.

planning and execution can be viewed as having three phases:

Phases of Planning and Execution

1. Preparation phase: An enormous amount of capability-building, relationship-building, planning,
negotiation, and preparation activities happen well before an order is placed with a supplier. This is the
most consequential phase, as agility in execution is all about preparation before execution. Using the

analogies of a sporting match or a military campaign, the team or army that wins is generally the one
that has the best recruiting, training, equipment, motivation/discipline, and preparation. Below we
discuss Examples of Specific ADSA Capabilities, all of which involve considerable pre-order capability-
building.

2. Production phase: In a make-to-stock model, production usually starts before orders are received. In a

make- or assemble-to-order? model, production or assembly starts after an order is received. From the

! Execution happens primarily between the time an order is placed with the supplier until the goods are delivered.
Execution, as defined here, includes both production and logistics.
2 Similarly, in a design-to-order or engineer-to-order model, production doesn’t start until after an order has been placed.
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perspective of the buyer, there are a specific set of ‘levers’ they can pull if demand starts deviating

from plan. These can include requesting expedited or delayed production, leveraging alternate sources

of supply, helping the supplier resolve material shortages or production or quality issues, reallocating

existing supply or capacity, and using demand shaping to redirect, accelerate, or slow down demand.
The availability and effectiveness of those levers depends in large part on actions taken before the

order was placed.

3. Logistics Phase: This overlaps somewhat with the production phase, because loads are tendered,

shipments booked, and containers requested before the order/shipment is actually picked up and
shipped. The levers available to make adjustments in this phase are different from the production
phase, but with some overlap. Shipments may be expedited, rerouted, or merged-in-transit. In

addition, alternate sources of inventory might be leveraged, existing supply reallocated, and demand

shaping used.

ADSA

Pre-order ADSA enablers

(Pre-execution steps required for successful ADSA)

» Network optimization—selection of supply
locations, DCs, supply strategy

« Strategic supplier relationships
- Advanced supplier contracts/commitments for

creating in-season supply flexibility/agility

- Flexible surge capacity availability
- Range forecasts and contracts

« Developing strategic carrier/3PL relationships and
capabilities
- Maximizing carrier/lane options

« Sourcing strategies (dual sourcing, flexible
capacity arrangements)

« Order timing/quantity negotiations with supplier

Post-order/Pre-shipment

Post-shipment

+ Predicting demand-supply mismatches: Demand volatility, supply disruptions
» Prioritizing: Intelligence to understand which mis-matches matter the most, which to deal with first
- Demand shaping (promotions, markdowns, prominent placement, bundling, etc.)

» Manufacturing status tracking

- Early prediction of production delays

- Rapid resolution of material shortages

+ Rapid resolution of quality issues

» Rapid resolution of production issues

- Alternate sources of supply

* Supply capacity flexibility

» Production rescheduling/reprioritizing at supplier's
factory

* Near real-time logistics status tracking

» Predictive more precise ETA/early warning of
delays

+ Reroute in-transit

» Expedite/hold-back

- Leverage alternate inventory availability

+ Production rescheduling at own factory (to deal
with delay in incoming materials/components)

T
Frozen Zone

Planning/Preparation

Order Placed

Production

Order Shipped

Logistics

Source: ChainLink Research

Figure 1 — Demand-Supply Alignment Enablers During Different Phases of Planning and Execution

Early Awareness of Issues Enables Broader Choice of Resolutions, Lowering Costs

The sooner that deviations from plan are known, the wider the range of options available to deal with the

issues. If a shortage is known early enough, then alternate sources of supply might be leveraged, whereas after

a certain point it is too late for that. Similarly, when leveraging existing inventory from another location,

expediting fees may be avoided if the issue is known on time. Furthermore, when customers are warned of

impeding shortages or schedule slippages early enough, it gives them more opportunities for making

adjustments. Customers would much rather know sooner, than finding out at the last minute that their order

will be short or late.

Order Delivered

Demand shaping is one lever that can sometimes be done with very little lead time, such as changing the price
on a website. However, demand-shaping often cannot be done instantly, such as when promotional campaigns
need to be planned and executed, partners and employees notified, physical goods moved (e.g. for more
prominent placement), price stickers changed, and so forth.
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Figure 2 - Different Demand-Supply Alignment Actions Require Different Lead Times for Completion

Accelerated Planning Cycles ... Evolving to Continuous Planning

For the past three decades, planning cycles have gotten shorter and shorter across virtually all types of supply
chain-related planning including forecasting, sales and operations planning, supply planning, and logistics
planning. These have gone from monthly to weekly to in some case daily. In fact, we are moving to an
incremental, continuous planning model, where inventory, demand, and orders are being constantly
monitored. These algorithms are typically designed to avoid nervousness in the system—i.e. they don’t keep
making changes to plans, but rather make changes only when the benefits of changing the current course of
action outweigh the costs of changing course by some threshold amount.

These same trends have blurred the lines between planning and execution. The planning process is now
embedded within execution processes. Furthermore, much of the same technology that has enabled faster
compute cycles® has also enabled much more granular/detailed, rich, timely planning models.

Tactical vs. Strategic Adjustments

Typically, ADSA involves making tactical adjustments to aligh demand and supply, such as those discussed
above (e.g. changes to production schedules, expediting shipments, etc.). However, in highly disruptive times,
as we are going through now in the pandemic, the need for more drastic, yet extremely quickly executed
strategic adjustments becomes imperative for survival. This could involve changing a company’s product,
market, or channel strategy within an intensely short period of time. For example, Twin City Die Castings’ main

3 The speeding up of planning cycles has been largely enabled by in-memory computing models, highly scalable and elastic
compute services, and increasing hardware speeds. What used to take many hours, or even days in previous decades can
now be done in minutes or even seconds.
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business was making automotive car parts. When General Motors and Ford halted production early in the
pandemic, orders dried up. Twin City almost immediately pivoted to an opportunity to make pistons for
ventilators. These are quite different from automotive pistons. They compressed what would normally be
months of development work into a few days and began producing pistons shortly thereafter. It was a matter
of survival. In another example, when the COVID 19 pandemic hit, the demand for commercial toilet paper all
but disappeared, while the demand for consumer toilet paper took off. The raw materials, manufacturing
processes, and machinery for consumer toilet paper are all different from those used in commercial toilet
paper. The manufacturers not only brought on every bit of idle capacity they could find, but some of them
retooled machinery in order to meet demand. A third example is large food service companies whose primary
business has been supplying restaurants and cafeterias. When demand from their usual customers collapsed,
some of them pivoted to supplying grocery stores and selling direct to consumers online.

Probably the most widespread strategic shift during the pandemic has been massive ecommerce adoption.
Ecommerce sales are expected to grow by over 18% this year, while store sales have simultaneously collapsed
during the same time. One apparel brand company we spoke with saw their ecommerce sales increase by 15
times. For many retailers, the ability to rapidly ramp up their ecommerce fulfillment capabilities and things like
curb-side pickup, is making the difference between surviving vs. going out of business during the pandemic.

Systemic Agility and a Culture of Agility

Excellence at aligning demand and supply requires both ‘systemic agility’ and a ‘culture of agility.” Systemic
agility is where agility is built into a company’s systems and processes. Systemic agility is most important during
normal times, because it creates repeatable and reliable agility in response to normal fluctuations in demand
and supply. Systemic agility will be the main focus of most of the rest of this paper.

A ‘Culture of Agility’ is where employees are encouraged to be constantly on the lookout for the next big pivot
or shift the company needs to make, and are ready, willing, even eager to take an all-hands-on deck, no holds
barred approach to rapidly implementing dramatic changes. Companies like Tesla and Amazon are good
examples ... ready to take big risks and evolve quickly. Working in these kinds of companies can be quite
stressful or exhilarating, depending on the disposition of the employee. A culture of agility helps companies
make radical strategic changes quickly, which can be essential during highly disruptive times such as the
pandemic.

Undersupply vs. Oversupply

Deviations from plan can cause both undersupply and oversupply situations. These may be localized, such as a
shortage of an item at only one or a few specific locations. If there is a simultaneous oversupply of the same
item elsewhere in the network, it may be possible to ship inventory from the oversupplied locations to the
undersupplied locations. At a minimum that extra step of transshipping from one location to another eats into
profit. For low-value high-weight/cube items, it is often simply not worth the cost of shipping them. This is one
reason companies are trying to get smarter about better assortment and range planning, as well as holding
back some portion of inventory at centralized locations until demand is more precisely known.
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Source: ChainLink Research

Figure 3 - Undersupply and Oversupply Scenarios—Both Have Negative Consequences

Both undersupply and oversupply are undesirable. Undersupply can result in lost sales and lost customers.
Oversupply erodes or even decimates profits. Undersupply is usually more time-critical to address. The greater
the delay addressing undersupply, the greater the impact on the cost and feasibility of solutions, as well as on
customer satisfaction. Though less time-critical, oversupply situations still should be solved in a timely manner.
At a minimum, there are carrying costs being incurred. There may be other reasons to act soon. For example,
the earlier in a season that a markdown ladder can be adjusted for a slower moving item, the less profit is
eroded by being forced to make more dramatic markdowns or liquidation at the end of the season. Similarly,
cancelling orders or productions runs before it is too late avoids exacerbating an existing oversupply problem.

Elements of Agile Demand-Supply Alignment (ADSA)

The following diagram shows the elements of effective agile demand-supply alignment capabilities:

it £
's";'?"°" Detect >>Understanc>> Prioritize >> Decide >> Act > Monitor >
Deviation G e y &
Become aware  Gather accurate  Assess the impact Consider Execute the Ensure the
of supply disrup- necessary of all disruptions  different options course- actions have
tions or volatile information and  and volatilityto  to solve the issue correcting been properly
demand that are gain an prioritize where and select the actions. executed and
or will be deviat- understanding to focus best course of monitor the
ing from plan.  of the situation. resources. action. outcomes.

Source: ChainLink Research

Figure 4 - Elements of Agile Demand-Supply Alignment

Companies are at various stages of maturity in how they do all of these. As illustrated above and noted below,
some of these phases run in parallel or iteratively back and forth ... in particular Understand, Prioritize, and
Decide.
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Detect

Early detection of supply disruptions and demand volatility is extremely valuable. The earlier an issue is
detected, the more options there are to address the problem, at a lower cost. Ideally, issues are predicted well
before they happen, rather than being detected after they happen. Supply disruptions can be due to either
production delays or to logistical delays which generally have two different sets of tools to deal with them. Our
research showed that visibility into supplier’s production status is particularly poor at many companies. Some
refer to this as a ‘visibility black hole.’

| Planning OrderPIacedOrderShipped Logistics  Order Delivered

Source; ChainLink Research

Figure 5 - Production Status Visibility Black Hole

Detecting Production Delays

The OEM, brand owner, or retailer often is not aware of delays in the supplier acquiring raw materials or hitting
production milestones until the supplier fails to book a container by the date they were supposed to. Calling or
emailing each supplier to constantly ask for updates can consume a tremendous amount of time and labor,
while straining the relationship. Cultivating a trusted relationship is an important element of ADSA, particularly
in Asian cultures where saving face and never saying ‘no’ is the norm and suppliers may be reluctant to deliver
the bad news when things are running late. Some companies use a supplier portal for suppliers to update
status daily throughout the production cycle. A portal does not magically solve the issue; it still requires training
and constant reinforcement of the importance of timely updates.

Detecting Logistics Delays

For international shipments, our research found the poorest Quote from Apparel Brand Logistics Manager
visibility was typically from the factory gate to the port. Once that we interviewed: “We have a blind spot.
the shipment has arrived at the origin port, logistic status We don’t get in-transit information until our
updates are usually provided by the 3PL* or forwarder booking agent receives the factory’s packing list.

handling the shipment. Larger firms who handle the importing ! often don’t know it has left until it has been on

themselves may get updates directly from the carriers. In the water for 4-5 days. | am constantly asking

either case, there is a lot of room for improvement in getting our agent and the factories ‘did this leave, did

. . . - that | It I and painful.”
more timely status updates, and particularly in predicting at leave" It is manual and painfu

delays.

For domestic shipments, there are a number of tracking networks that have increasingly broad coverage,
especially for shipments by truck. These take advantage of GPS on the vehicles, driver apps, and other
mechanisms for getting status updates. Many of the main tracking networks have broadened out to multi-
mode tracking, trying to solve the international problem as well.

4 3PL = Third Party Logistics provider
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Detecting Demand Volatility

Accurately detecting demand volatility early on’ can be devilishly hard. Some product categories, such as
fashion apparel, have high mix-complexity, meaning the forecaster is trying to figure out exactly what mix of
size-color-style will be needed at each location across a network of selling locations (retail stores and
ecommerce fulfillment centers). When the mix is wrong, people come into the store (or onto the website),
don’t find the size, color, and style they want, and that sale is often lost. Manufacturers (and their suppliers)
who sell to distributors and retailers face the further challenge of lack of direct visibility into end customer
consumption. They only see a stream of orders from their immediate customer, which can contain all kinds of
distortions, such as forward buys (potentially for a promotion or for other reasons), or a slowdown in orders for
reasons other than a slowdown in end consumption.

Thereby, detecting demand volatility can be broken down into two parts: 1) knowing the actual end-
consumption and current inventories across the chain, accurately and in a timely manner; and 2) using that
current consumption data and other casual factors to see exactly (preferably by SKU-location) how current and
near-term consumption deviates from your forecast. Using modern demand sensing software, with the right
data, a much more accurate picture of near-term demand can be created.

Challenges for Suppliers

Ideally, all companies in the multi-tier supply chain would like to know the actual end consumption (not just the
order stream from their immediate customer), as well as how much inventory is being held at all the
intermediate locations and tiers between them and the end customer. That data would enable them to net out
demand and supply to understand if there is the right amount of inventory in the supply chain (already
delivered, in-progress, and planned) to meet demand. For the company at the downstream end of the chain,
where consumption happens (such as a retailer, hospital, construction company, dealers, etc.) this is less
daunting than for upstream suppliers. A retailer needs to ensure their POS data and inventory counts across
their network are accurate and timely. A hospital needs accurate and timely data on stockroom and supply
room inventory and withdrawals. A construction company is generally going to take a project-driven approach
to assessing demand.

For suppliers the end-consumption visibility challenge is greater, encompassing multiple tiers. In theory,
Collaborative Planning, Forecasting, and Replenishment (CPFR) could at least in part help solve this problem.
However, in spite of being around for over 20 years, CPFR has yet to be widely adopted. There are services and
software that help brand companies to consolidate POS, syndicated data, and casual factors to get a handle on
end consumption. There are also software and networks that provide visibility into multi-tiered distribution
channels inventory and sell-through. In general, however, lack of visibility into end consumption and
downstream inventory is a big weak spot for brand owners and suppliers.

From Manual to Automated Detection

Smaller companies and those with less advanced process and systems typically rely on manual methods for
detecting deviations from plan. This could include sending emails and making phone calls to suppliers and 3PLs
to assess the status of orders and shipments, scanning Excel spreadsheets full of mind-numbing details on
actual sales, inventory levels, shipment status, and production status. Needless to say, this is slow, labor-

5i.e. detecting deviations from forecast well before they happen.
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intensive, and error prone. Issues needing attention are missed or discovered too late in the game. Companies
with more advanced approaches use various automated systems to monitor the status of their supply chain,
demand consumption, and inventory levels. There are many variations and levels of sophistication in these

systems, which will be discussed further in Part Two of this paper.
Understand

Types of Information Needed

When a deviation from plan (demand or supply) occurs, information is needed to understand the current
situation, assess the impact, understand alternatives, and make decisions. Unfortunately, that information is
usually scattered all over the place and may be stale. Different information is needed for different types of
deviations and causes. Examples of the types of information that may be needed are shown below in Figure 6.

Purchasing .
Commodity systems Procurement Mainte-
Order Mgmt. managers professionals  nance .
v systems UBPHEL
4 mgmt.
Industry platforms
news Production

sources Order and scheduling
Demand Production systemsMES
planners # schedules and the status of pending orders, raw

materials, WIP, and finished goods systems
B * local constraints, e.g. other products or orders
Marketlng competing for the same capacity Supplier

* industry-wide constraints, such as material

shortages portals
Promo. mgmt. Demand * information about disrupting events such as the I
systems schedule to fix a downed machine or the uali i
i expected delivery date of raw materials that Q ty O‘ua“ty
have been delayed = ) mgmt.
o current end . a_Iternate supplle_rs, available capacity, cost and )
Account customer demand timeframe for using alternate sources : ;yuprﬁl?efrlzsnujlocation systems
managers : g:\rﬂ:tr?gnastf?gm tier of units impacted .
demand plan, with . Progosgdt.fix o Quality
h L * costand time to fix A
Forecasting ?g&i‘;;‘f‘"ma“o" if « milestones and engineers
systems Understand responsible parties
TMS
Syndicated systems
retail data Inventory
Salespeople e current inventory levels across the forwarders
network, including downstream
stores, DCs, stocking locations, * shipment contents, including
Stockroom dealer network, own DCs and — quantity of items and
SvetEms factories, partners, suppliers’ * production impact, such as impacted POs Transpor-
Y finished goods impact on productp_n ® shipment location, status and tation
¢ commitments against current schedules or quantities updated precise ETA
POS inventory; which units are already ¢ sales impact, reduction in * options for expediting, cost managers
allocated, who or what use are sales units and dollars and time impact of those
systems they allocated for, criticality of * profitimpact ) options
those customers or uses * customer satisfaction Carriers
Channel impact, criticality of the
mgmt impacted customers ERP
systems systems
Dealers and
distributors CRM
Distributed systems
Order ngmtw \ Inventory Bl/analytics
systems VVarenouse ., nje mgmt. platforms
managers
systems systems

Source: ChainLink Research

Figure 6 — Very Broad Range of Sources and Information Needed to Understand Disruptions and Deviations
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Gathering all the information needed to properly understand the deviation can be very time consuming.
Thankfully, there are solutions that help automate the gathering of the information. In particular, control tower
solutions attempt to bring together information from many sources about issues that have been detected.
Furthermore, it is important that the information is current and correct. Out-of-date or inaccurate information
leads to misunderstanding of the actual situation on the ground. Near real-time situational data, as well as data
accuracy tools and services, help provide a valid and current understanding of the situation.

Prioritize

Focusing Resources on the Most Consequential Disruptions and Deviations

As a business grows, it becomes increasingly difficult for them to gather comprehensive information about
every disruption or deviation from plan that is detected. Furthermore, not every deviation needs to be
addressed. In fact, the majority of them do not have significant enough consequences® to justify actions or
changes to the existing plans. An intelligent organization is able to prioritize the most consequential disruptions
and deviations and apply their resources to them.

Sometimes a single disruption (such as congestion at a DC or a fire at a plant) impacts dozens, hundreds, or
thousands of orders and shipments. In those cases, it is important to understand the root cause, and not just
look at each delay separately. Hence, Prioritize and Understand phases are often intertwined and iterative. A
certain amount of information gathering is needed first, to be able to prioritize and shortlist which issues to
investigate further. Then more information can be gathered to do further prioritization and decide which of
those issues should be focused on first. Control towers and autonomous supply chain platforms are developing
software algorithms to help businesses prioritize issues as they arise.

Decide

Identifying Potential Solutions to the Disruption or Deviation

As soon as the highest priority disruptions and deviations have been identified, various options for solving the
problem should be considered and the best course of action selected. Ideally these are cross-functional efforts,
since different parts of the organization can bring different solutions to bear. For example, a transportation
manager may reflexively turn to expediting a shipment as the solution when there may be more creative ways
to deal with a pending shortage that could be discovered if inventory, production, and procurement managers
put their heads together. When this happens, multiple potential solutions to the problem may be brought to
the table such as A) pay for expedited production at an alternate supplier, B) pay for expedited transportation
with the existing supplier, C) move inventory from another location, or D) let the item run out of stock.

Solution Impact Analysis

When the team or person is faced with multiple potential solutions, ideally they will analyze and compare the
impact of each course of action, to select the best one. This may include the impact on sales/revenue,

5 1f a shipment leaves the factory late but will still make it to the port in time for the sailing, no action is needed. If
production is behind schedule or demand is surging, but there is enough safety stock to cover the shortfall, there is no
need to take action. In other cases, there may be a shortfall, but the consequences of that shortfall are small enough that
taking corrective action doesn’t make sense.
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profitability, customer satisfaction and other key metrics. Some people use
ad hoc analytic tools to do these what-if comparisons, but the job of pulling
together all of the data and maintaining the model can be difficult.
Furthermore, it is easy to introduce errors into home-grown models.
Advanced control towers and autonomous supply chain platforms attempt
to make the job of comparing different potential solutions easier by pulling
together all of the needed data and analytics to compare the outcomes
side-by-side.

Control towers and autonomous supply chain platform providers are also

investing heavily in creating Al/ML’ engines that learn by observing the actions taken under various
circumstances and recording the outcomes of those various actions. These engines can then start to build
internal models, looking for patterns, and recommending actions based on the current situation. In theory, they
will get better and better at prescribing the best course of action over time.

Optimizing Globally

Ideally, the global impact of different resolutions is considered. Most planning engines optimize within some
local domain or functional area, such as the transportation or inventory needs of a single firm, without regard
for the impact outside of its domain. However, a resolution to an issue that is optimal for transportation may
overrun the capacity of the DC (such as having too many arrivals at or near the same time). Similarly, a fix that
optimizes inventory for one company may place an even greater inventory burden on a trading partner. The
various issues, resolutions, and supply chain elements are all interconnected. Decisions about which solution is
best should be made within a unified global framework. Global network-wide optimization generates greater
value and performance for the supply chain as whole, compared with locally optimal solutions.

Act

Executing the Selected ‘Best’ Solution

Once a course of action has been decided, it needs to be executed. This may involve changes to production
plans, expediting a shipment, transferring inventory, or other actions. Control towers may package together all
of the information needed to ensure precise instructions are given to the person or service provider taking
those actions. More advanced control towers and supply chain platforms are attempting to use direct API
connections to execution systems to drive those changes without human intervention. In a few cases, the
control tower solution provider also provides the executing applications, which usually results in tighter, more
robust integration of decision making and execution.

Monitor

Ensuring Execution Stays on Track

Once action has been initiated, progress should be monitored. In many cases, this is simply part of the normal
process of monitoring execution of production and logistics. In other cases, the action may involve a mini-
project to fix the problem. For example, if the disruption is caused by a quality issue, then there may be a mini-

7 Al/ML = Artificial Intelligence/Machine Learning
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project created, with milestones such as diagnose root cause, propose fix, test fix, implement fix/rework, and
release the quality hold. As with the other phases, automating the monitoring of progress allows skilled supply
chain professionals to spend their time on higher value problem-solving activities.

ADSA Maturity Progression

Companies become better at agile demand-supply alignment by investing in their underlying processes and
systems. Automation and intelligence can help employees become more productive and effective. Many if not
most companies still do things manually. Just automating the grunt work of collecting data and monitoring
supply chain activities can free up skilled human capital and shorten time-to-detect and time-to-act. The ability
to automatically gather all the right information together helps teams make quicker, more informed decisions.

For example, consider potential steps on the maturity journey for detecting production delays at suppliers’
factories:

1) Manual—sending emails and making phone calls to the supplier, asking the 3PL or booking agent
whether a container request has been made yet.

2) Supplier self-service—suppliers update their production status on a supplier portal.

3) Auto-monitoring—alerts are generated when the supplier reports a problem, or schedule deviates
beyond a threshold.

4) [nstrumented factory—supplier’s factory is instrumented, so production steps are automatically and

continuously monitored and communicated machine-to-machine.
5) Predictive—Al/ML software monitors supplier portal data, factory instrumentation data, and other data
sources® to detect patterns and predict upcoming delays or disruptions.

Each of the ADSA phases has analogous levels of maturity or capabilities that companies acquire.

Examples of Specific ADSA Capabilities

Beyond the general framework described above, there are specific capabilities that can help companies excel at
demand-supply alignment. Some of these examples are applicable only to certain types of companies. For
example, the In-Season Re-ordering discussed below is applicable to brands and retailers with highly seasonal
products, especially high mix-complexity fashion items. Agile Compliance with Customer Mandates is for brands
selling to retailers and suppliers selling to OEMs who have lengthy and strictly enforced compliance manuals.
The other examples, Channel and Market Flexibility and Leadtime Reduction, are more broadly applicable.

8 Other data could include on-time delivery rate for the supplier, industry-wide material shortage indicators, and other
data that might be useful in forecasting delays and disruptions.
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In-Season Re-ordering

The lead time for fashion products is often considerably

longer than the season they are sold in. That means fashion
brands and private label retailers are usually forced to make
a single large buy for the entire season, well before the
season starts. They must forecast the entire season’s
demand—down to the size, color, style level—before they
have sold a single item to see what the actual mix of demand
will be. This is a nearly impossible task and inevitably results
in excess inventory with the resulting heavy markdowns for
slow movers and out-of-stocks with the resulting lost sales
for the hot-selling styles, colors, and sizes.

Some fashion brands and private label retailers have been
able to overcome this by developing in-season re-ordering
capabilities. Working closely with their suppliers, they are

able to place an initial order at the usual timeframe, but only

for a portion of the expected total season sales. Then, once they are into the season and have a chance to see
what the actual demand is, they place a second order for the rest of the season. In that second order, they can
order a lot more of the hot selling items, and few or none of the slow selling items.

How do they pull off this magic when the supplier’s required lead times are normally longer than the season?
For starters, the brand owner/retailer has their designers make a conscious effort to use common materials
and components across styles whenever possible, without sacrificing quality or aesthetics.® As soon as they
know the total volumes for each type of material and component, they place an order with the supplier to
procure those materials and components for the entire season. However, the initial order only specifies the
style/color/size mix for a portion of that total season volume; enough to cover just the first part of the season.
The supplier thereby leaves a portion of the fabric grey (un-dyed) and uncut. The buyer works closely with the
supplier to agree on shared risk and mutually understood ‘drop dead’ dates—i.e. cutoff dates for key decisions,
such as when cloth must be procured, by when it must be died, when cut, and when sewn.

The first order is shipped, then the brand owner/retailer starts selling and gathering data on actual demand ...
what is popular and what is not. Then when the deadline for dyeing is near, the brand owner will tell the
supplier how many of each color to make. Just before the deadline for cutting, they tell the supplier which sizes
and styles to make. This way, the buyer or merchandizer has as much actual demand information as possible,
enabling them to order the most accurate mix of styles, sizes, and colors, thereby minimizing markdowns and
maximizing profits.

% Brand owners and retailers doing this kind of thing often use at least two product hierarchies: 1) gender/season/style
hierarchy for assortment and range planning and 2) materials hierarchy for commonality design in order to leverage
common materials as described above.
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This same approach can be used for other products where lead time normally exceeds the product’s entire
season or lifecycle. One well-known sunglasses brand had a 120-day order-to-shelf lead-time from their
contract manufacturers. With a selling season of only 140 days, they had to place orders for virtually the entire
season before they sold a single pair. By designing sunglasses using common raw materials (e.g. resins) and
parts (e.g. hinges), the brand was able to place orders for the entire aggregate demand early on, since
aggregate demand is much more predictable than per-model demand. Having the raw materials already in
place effectively shortened the order-to-shelf lead-time for individual models to about 50 days, enabling in-
season reordering. Thereby model/size/tint order quantities became much better aligned with demand.

This is an example of how preparation well before an order is placed enables more agility in aligning demand
and supply during the season, after the initial order has been placed. Creating this type of capability requires
developing a strategic relationship with the supplier, which takes time. The following quote from an interview
with a private label retailer describes it well:

“Each buyer reviews sales each Monday. If something is selling well, they might increase their

total forecast for the season and have the next two drops delivered as one drop. If a

continuity product is moving slowly, they might tell the supplier ‘use that fabric in this

different style that is selling well ... or make more cardigan and fewer V-necks ... or die more

in red and less in yellow.’ This is partly the skill and experience of the buyer and the merchant,

watching things closely together. But it is also having strategic supply conversations well

ahead of the season about the limiting factors for the vendors. The planning is key; making

sure the suppliers work as partners, planning it out ahead of the season. We can’t expect

miracles from suppliers at the last minute.”

Agile Compliance with Customer Mandates

Most major retailers and many OEMs have
extensive compliance manuals specifying
exactly how they want to be served by their
suppliers. These specify things like retailer-
specific packaging, ticketing, carton labeling
(type and placement), documentation
requirements (including completeness and
accuracy metrics), EDI requirements (such as
requiring an ASN within a specified time
period), shipment routing guides, on-time in-
full requirements, floor-ready merchandise,
and more. These are intended to create
uniformity, efficiency, and quality for the
buying organization. The compliance manuals

specify specific chargeback fines per incident
when the supplier fails to meet the
requirements. For a supplier that is sloppy, these chargebacks can be onerous, in some cases exceeding five
percent of the supplier’s annual revenue.
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Excellence at complying with customer mandates can help achieve more agile demand-supply alignment. For
example, some brands do a lot of repackaging and relabeling in their North American or European DCs to
ensure proper compliance to retailer-specific requirements. If instead their suppliers drop-shipped directly to
their big retailer customers, it would save the time and costs of the extra leg of transportation, all that extra

handling (loading and unloading), and allow less expensive ‘ ‘ §
. . . . t Logistics M Major B :
labor to do the retail-specific packaging and labeling. Quote rom_ OBIStICS ) anager_ orWiajor Bran
. . “We are trying to do direct fulfiiment from

However, brands are reluctant to do that, since they will have L o . .,
) origin, shipping directly from our suppliers

to pay the chargebacks for any mistakes factories to our large retail customers.

their supplier makes. To do this without incurring massive Logistically it is possible, but each retailer needs

chargebacks requires the brand to work with their suppliers their own kind of labels and packaging. If we can
and set up systems and processes to ensure the suppliers’ get the suppliers’ factories to do the correct
factories reliably and correctly follow all of the detailed, labeling and packaging, they could ship direct to
precise compliance requirements. Elements of this capability our customers, saving us a lot of time, money,
include processes, systems, and mechanisms to accomplish and logistical complexity.”

the following:

e Ensure the supplier has received, read, and understands the latest retailer mandates and
requirements, including all updates and revisions

e Track and confirm proper execution of the requirements on factory floor and their shipping operations

e Efficiently interleave different retailers’ requirements in large runs at the supplier’s factory

e Quickly and easily change the mix of items going to different retailers

e Efficient reworking of labeling, packaging, and other retailer-specific elements when a last-minute
change is required to send items to a different retailer

e Enforcement mechanisms, so that chargebacks that are the supplier’s fault are tracked and flow back
to the supplier

e Continual improvement programs, so suppliers make fewer and fewer mistakes over time

When suppliers can reliably comply with retailer-specific requirements, they can ship direct to retailers without
incurring chargebacks. This reduces logistical complexity, turning two journeys (supplier to brand, brand to
retailer) into one (supplier to retailer), thereby taking time out of the process. It also saves money as the labor
in origin factories is quite a bit less expensive than at the brand’s DCs. When ramped to significant volumes,
this enable’s a reduction in the footprint of the brand’s DC, as it is bypassed for much of the product flowing to
retailers.

The primary way this helps with demand-supply alignment is by reducing lead times and enabling more nimble
shifting of supply from one retail customer to another. The brand’s own ecommerce channel could be
considered as just another retailer in the mix, so this capability also makes it easier and more economical to
shift between ecommerce and retail channels.

Channel and Market Flexibility

Some of the companies that have done the best during the pandemic have been those that were able to rapidly
shift their channels (e.g. from store sales to ecommerce sales) and/or markets (e.g. from commercial markets
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to home/consumer markets). That kind of flexibility is invaluable for aligning supply and demand not only
during major disruptions but in normal times as well. Some retailers use ecommerce sales as a leading indicator
of demand, to make adjustments to forecasts earlier and more accurately. Other retailers start selling into a
new market via ecommerce before they invest in opening stores in that region. This way they can gauge
reception, as well as build up brand awareness, before making major capital investments.

Opposite Hemispheres Strategy

One interesting strategy we found in our research was with a retailer that sold outdoor apparel, which is highly
seasonal. They had stores in New Zealand, as well as in North America and Europe. This ‘opposite hemispheres
strategy’ took some of the pressure off of getting the forecast for the season exactly right, because excess
inventory at the end of the season could be shipped to the other hemisphere to sell in the next season a few
months later. It also provided more frequent demand signals (twice a year instead of once a year) to get
demand and supply alignment right. We are not suggesting entering a new geography solely for better
demand-supply alignment, but it is an important benefit to include when considering entering a new market in
the opposite hemisphere, particularly for seasonal products that are valuable enough to justify shipping excess
inventory to the other hemisphere. That can be leveraged as part of an overall demand-supply agility strategy.

Leadtime Reduction

Reductions in lead times and cycle times are a potent driver of supply chain performance in general and
demand-supply alignment agility in particular. The shorter the lead times and the shorter the internal cycle
times are, the less overall inventory is needed across the supply chain, and the quicker it is to make
adjustments to order flows and inventory available for sale. Cycle time reduction and lead time reduction
should be continual improvement goals for virtually every company that has a supply chain, as the benefits are
so broad reaching and profound. One furniture retailer we interviewed is moving more of its supply to bonded
warehouses at origin, to cut lead times from 90 days to 30 days. Below is a quote from their Vice President of
Global Sourcing:

“One of my biggest initiatives is to convince more of our partners to use bonded warehouses
[at the origin country]. Traditionally, we have to ship containers separately from each
factory. With bonded warehouses, we can consolidate inventory and shipments in the
bonded warehouse, which is controlled by a third party. With traditional production, | have
to plan 90 days in advance. With the bonded warehouse, the only lead time is the 30-days in
transit. It is a total game changer for us.”

Cultivating Agile Demand-Supply Alignment Capabilities

Each business has a variety of potential initiatives to improve their demand-supply alignment agility. Where
and how the business invests depends a lot on who is leading the charge. Functional managers will typically
focus on their own area of control. Senior executives who have cross-functional influence should seek to
implement more holistic approaches. ADSA should be a key part of a broader continuous improvement culture,
where everyone in the organization is encouraged and incentivized to continually seek, suggest, and champion
small and large performance improvements. Agility in aligning supply and demand will serve an organization
well, in normal times as well as during times of major disruptions.

© 2020 ChainLink Research, All Rights Reserved. Pg. 16



About ChainLink Research

ChainlLink is a recognized leader in custom research and advisory services, with a focus on supply chain, Internet of
Things, and blockchain. Founded in 2002, our emphasis from the start has been on inter-enterprise interactions and
architectures (‘the links in the chain’). We have conducted over 75 primary research projects, interviewing and survey-
ing over 10,000 executives and professionals. Much of our research focuses on industry-specific use cases, business
cases and ROI, and drivers/inhibitors of technology adoption, and business change. As a result, we have developed a
deep, multi-industry practice, founded on real-world, validated, supply chain-wide, end-to-end perspectives that have
helped our clients understand, plan, and succeed as they move into the future.

For more information, contact ChainlLink Research at:
321 Walnut Street, Suite 442, Newton, MA 02460-1927

Tel: (617) 762-4040. Email: info@clresearch.com Website: www.clresearch.com

© 2020 ChainLink Research—All Rights Reserved.


mailto:info@clresearch.com
http://www.clresearch.com/

