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2016: The Future Value Chain

Why should we worry about the future when we already have too much to keep us busy today? There are many reasons:

· Technology is moving at a pace we’ve never seen before. 

· Energy costs are escalating and supplies are in jeopardy. 

· Demographics are shifting as the population ages and economic migration grows. 

· Consumer awareness of sustainability and social responsibility  is increasing.

· Diversification of channels, including the Internet, is redrawing the industry landscape. 

These forces, among others, have the potential to significantly alter the industry’s value chain over the next decade.

The speed of change and a sense of urgency will drive the evolution of the value chain over the next decade. Is the industry ready? Are you ready? 

Inside the Value Chain: Industry Trends Driving Change

At the same time that the industry is buffeted by external forces (eg. ecological trends, demographic changes, new technologies, new regulations), internal trends will also drive the evolution of the value chain. One critical difference, however, is that the industry has the power to shape these internal trends and influence how they develop – which is hardly the case regarding external forces. Change is expected to come particularly in the following areas: Consumer/shopper behaviour, Product-flow and Information-flow.

2016 Consumer/Shopper Behaviour

Trends in consumer behaviour can be grouped into those that specifically impact the consumer and those that can be categorised as retailer/manufacturer reactions or responses to changing consumer behaviour patterns. Consumers will be impacted, to varying degrees, by external forces, including demographic, regulatory, economic and ecological changes.

Changing demographics will significantly influence consumer and shopping behaviour in the coming years. For many wealthier older consumers, retirement will mean the start of a new, active life with strong buying power. For others, the rising costs of health care and medications will reduce their buying power. In addition, the cost of pension provision and social care contributions may reduce the spending power of younger and middle-age consumers who are working. 

Health and wellness will be key. Consumers are looking for healthier options across all product categories. Improved information and labelling, education and community programmes are among the many ways to respond to this important movement.

In fact, tomorrow’s multi-dimensional consumers will expect greater differentiation in the buying experience. A single consumer will demonstrate a range of different shopping behaviours depending on specific circumstances. For example:

· Speedy, low-cost replenishment for basic requirements.

· Solution-driven shopping; more holistic approach to meeting life’s needs.

· Self-expressive shopping, driven by desires and designed to reflect the shopper’s individuality in terms of lifestyle and fashion.

· Sense of discovery; impulse-oriented, highly emotional shopping.

Although consumers themselves may grow more sophisticated in some respects, they will also look for simplification, time savings and time management.. Increasingly, the “smart consumer” will use converging technology to run the home as a business, providing companies with the opportunity to connect to the household information platforms that will likely emerge.

Retailers and manufacturers will respond to evolving consumer behaviour in a number of different ways. We expect to see more emphasis on consumer behaviour analysis, as well as consumer-driven process modelling, more detailed market segmentation and more personalised marketing.

Providing a differentiated selling experience will be critical to success. For example, some supermarkets of the future will aim to create a real “experience” for customers. A small mobile computer will guide the way to the desired articles and gives shoppers tips on special offers and promotions on the way. 

Shoppers will also be able to get more details about products: Which company supplied the steak? Would white or red wine be better with it? How many calories does the dessert have? Buying clothes? The dressing room will spot if a customer would like to try on a blouse. A screen will show which skirt or pants match the blouse. It will also show available colours and sizes. 

2016 Product Flow

The industry will experience a shift towards services and solutions, leading companies to rethink product development with an emphasis on these aspects. The outcome of the consumption experience, rather than the features and functions will become much more important to the shopper. Retailers and manufacturers that succeed in this will have a greater chance of achieving “lock-in” with customers—that is, where a particular store or product is the only consideration and a consumer will not accept nor seek an alternative. 

In the retail and consumer products business, consider online dinner providers. Consumers first visit a company’s website, select a certain number of dinners and a date and time to pick up their meals. On the selected date, they visit the meal assembly session nearest to them, where the ingredients for their meals have been prepared and precooked. Consumers assemble and customise the dinners, pack them up and take them home. The uncooked meals can be frozen, and then defrosted and cooked in the days or weeks ahead. The importance of services related to health care and wellness will also grow, giving both manufacturers and retailers the potential to transform themselves into lifestyle providers. 

As item functionality becomes more sophisticated to meet consumer wishes and demands, product complexity will also increase. Greater complexity in products such as multimedia equipment and phones combined with greater assortment will result in a rise in online information gathering. This complexity also will lead to either higher levels of support and helpdesk functionality or greater speed of product obsolescence 

In addition, customer-driven product development will be enabled by improved qualitative consumer insights and direct customer feedback. Consumers increasingly will be pulled into the R&D process, in much the way they are involved today in bringing innovations to new-generation iPods, gaming and LEGO Mindstorms. 

“Most often, innovation comes from the core community of users,” said Søren Lund, director of LEGO Mindstorms, in a recent press release announcing that the company will release as open source the firmware of the LEGO Mindstorms microprocessor. “We’re excited to see how our open approach will push new boundaries of robotic development and are eager for all enthusiasts to share their creations with the community.”

Procter & Gamble’s Tremor serves as a similar example in the retail and consumer products industry. Members of this community, consisting primarily of teens, help develop relevant product ideas such as new video games and marketing programmes targeted at teens. 

Offshore manufacturing will lead to lower costs of production for high-quality goods. Speed to market and reduced design cycles will make imitation easier, which has the potential to lead to the commoditisation of quality. Product differentiation will be harder to maintain. An example of this development can be seen in the cycling world where the prices of high-end bicycle features have dropped by two-thirds since production was outsourced to China. 

When products can be sourced virtually, even by the consumer, brand becomes increasingly important. Brand ownership carries the elements of trust in service, quality and reliability. 
The value chain will in the next ten years be driving towards global sourcing and global supply chain management. However, longer supply chains can lead to more risks and regulatory hurdles, necessitating improved contingency planning. Ultimately, with oil supplies running low, it is possible that more localised chains might reappear.

Being responsive to consumer needs will lead to “Fast, Fresh and Responsive” becoming an industry mantra. Lead times will be shortened, resulting in either faster or fresher products. To achieve this, increased emphasis will be placed on lean provisioning, with companies attempting to maximise consumer satisfaction whilst minimising waste in the value chain. Waste can be reduced by the “minimum inventory flow” concept that is typified by products moving through the value chain in a continuous way, with a minimum of intermediate stock.

Channel diversification will also impact the flow of products, particularly as consumers make more frequent use of home delivery and local convenience stores. “The implications for store design and format design will be significant,” said Dan Jones, founder of Lean Enterprise Academy and co-author of Lean Solutions. “No one format will win, but we expect to see new forms of convenience retailing as companies attempt to move closer to the consumer.”

Companies will increasingly look to enter markets through new channels to maintain their competitive positioning and as an avenue for growth. In the next 10 years the rules binding traditional store formats will continue to break down. By 2016 supermarkets, for instance, may offer “total lifestyle” services covering all requirements from the cradle to the grave.

2016 Information Flow

Trends relating to information flow involve the way in which information is delivered to and received by consumers and how it is used by the different partners of the value chain. The value chain will increasingly be built around the dialogue with the household. Retailers and manufacturers will have more frequent and higher-quality contact with consumers and shoppers to improve products, identify new product needs, anticipate purchases and respond to actual demand. 

Consumers’ willingness to share their personal information with companies will increase over time with greater Internet use and presuming their experiences in sharing data are largely positive. This will be dependent on the consumer having confidence in the privacy and security measures in place covering this type of activity. Most importantly, however, they will expect to get something of value in return, such as tailor-made promotions or added convenience. Companies will also develop clearer market segmentation based not on who the consumers are (age, gender, etc.) but on how they act (their buying behaviour separate from traditional demographic cohorts).

Increasingly, consumers will want access to more information and the ability to see it all in one place. Rich-media (‘a rich combination of all kinds of multi-media’) offers that potential. Consumers will be able to access rich-media information (pictures, video’s) through a variety of formats and devices available in multiple locations, including in the store. These types of devices offer retailers and manufacturers the potential to influence consumer buying behaviour in a direct, measurable and real-time manner at the point of purchase. Information thus becomes location-, time- and person-specific.

Personalised focus will be another key information flow trend. Personal profiling, as well as personalised buying and behaviour patterns will increase, as will more personalised and customised offerings such as special prices, special products related to consumer preferences (for example, allergies and health), promotions and service levels.

New technology and devices will also contribute to more personalisation and customisation. Consider, for instance, the emergence of products such as Cellf™ Genetic Assessments from Sciona, Inc. Sciona’s genetic tests analyse an individual’s DNA, diet, lifestyle and nutritional supplementation using a proprietary software programme to generate a confidential and personalised report containing information and an action plan that may help an individual to manage his or her potential risk of negative health—all based on the individual’s own DNA.

Consumers will also access information in a more collaborative fashion over the next decade, through channels such as communities of interest and “Wikipedia”-style” collaboration. This will accelerate consumer-focussed innovation and enable more interactive consumer feedback towards retailers and manufacturers. Consumer portals will provide a platform for the interchange of experiences and comments on products.

All types of information, both consumer-information and value-chain information, will increasingly be available anywhere/anytime. Mobility is the key word here. An explosion of advanced mobile devices will enable consumers and employees to have access to relevant information at any moment and in any place. 

The backbone for all this information sharing will be a network of databases and server applications that allow companies to structure and control the flow of information in an efficient way. In 2016, the network rules. This network will provide an ever-increasing collective intelligence, and will include the rules of how information is treated. Databases (data warehouses) will play an increasing role and shared databases will be created in order to avoid redundancies and will be able to deliver information on demand

The capturing of demand signals will take on greater significance within the value chain in the coming years. Demand will be captured early on (and not just at the moment the goods are sold at the point-of-sale) via facilities like online ordering or mobile shopping devices. This will also enable the capturing of “true demand” (the product the consumer really was looking for, instead of the product the consumer actually was “forced” to buy). Also, demand signals from consumers can be aggregated in new ways. For example, United Consumers in the Netherlands is providing specific discounted deals based on aggregated demand for commodities such as energy and fuel. It is also possible, that consumers will share their future requirements with selected players in the value chain. This would allow for replenishment direct to the consumer bypassing the need for stock in the value chain.

Real-time visibility will be an important factor in the new value chain. RFID technologies (using electronic tags attached to products) in combination with standardised and free data-sharing platforms will allow a near real-time insight into the chain for all interested partners.

All this information will enable intelligent decision-making—and this requires sophisticated supply chain management. Decentralised decision-making will be key and will be supported by a new generation of agent technologies. The gap between planning and execution will be closed. New “plan-while-executing” processes will combine decision support and execution—in a real-time, flexible, situation-driven manner.

To manage the increasing diversity and complexity of the information flow, the industry will place greater focus on service orientation. Services are the new building blocks for technology infrastructure, applications and business processes. This pervasive design pattern (combined with global standards) allows extensive reuse of functionality and will enable true plug-and-play at the business process level. Companies can start to use other companies’ “menus” to complement their own capabilities, resulting in a truly collaborative value chain.

Open standards are a key prerequisite for collaboration. The GS1 system (which provides common Global Standards to the CP and Retail industry) will be widely adopted in order to enable greater collaboration, enhance supply chain visibility and create a more streamlined and seamless flow of information. This involves foundational standards on identification keys, business messaging, Global Data Synchronisation and EPCglobal (which is the GS1 standard for RFID in CP and retail). 

The Value Chain Vision: Welcome to 2016

The convergence of external forces and industry trends will lead to the evolution of the industry’s value chain. The interactions between all partners in the chain, as well as the internal operations of each partner, will evolve to respond to the technological, economic, ecological, regulatory and demographic changes discussed in the previous chapters.

Evolving Value Chain of 2016
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One overarching goal of this evolution is to greatly reduce the lead time from design to product and from raw material at source to the consumer (see accompanying diagram). Whilst 20 days may seem unrealistic in some industries, the timescale is meant to be indicative of the step changes that will occur as the industry evolves towards this vision in 2016. 

More real- time information about the actual status of the chain, shared in a standardised and flexible way, will be the basis for this step change. However, it may also be necessary to re-evaluate the physical layout of the chain and redesign supply lines, production locations and the distribution network. On top of this, collaboration around production and distribution will need to intensify in order for the products to flow through the chain with minimal inventory. Even though there are physical boundaries to the flexibility of the value chain, delaying the final choice of what will actually be produced is certainly possible in many areas.

And even during distribution, delaying the final choice of allocation to sales channels can improve the flow of goods. Just like oil can change ownership several times during its voyage at sea, so could the flow of goods be seen as one large set of moving inventory that can be reallocated based on diverse constraints and priorities. The ability to redirect or split the flow of goods dynamically using advanced planning, scheduling and routing systems will be essential for the future distribution network. Many of these decisions will need to be made automatically, with human interference only on rare occasions.

Special attention will be paid to the famous “last mile to the consumer.” In addition to the regular shop where consumers will collect their items, other ways to bring products (more frequently as part of a service) to the home will be considered. A good example of this is the local convenience store that can serve as an outlet for the online orders from a much larger grocery assortment.

This not only applies to the fast-moving consumer goods sector of industry, the trends explored can be applied to many other sectors. Delivery of the “product or service” to the end consumer could well see a merging of delivery agents from many different sectors. Healthcare, postal, parcel, social services (home meal services) and horticulture are just some of the examples where a combined delivery service could meet industry and environmental needs.

Moving to a Home-Direct Model
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A more radical change to the value chain is imaginable with the emergence of a home-direct model, where a significant percentage of goods, across many categories, move from production directly to the consumer’s home.

Consider how one of the world’s leading companies addressed the way in which its manufacturing plants could be serviced in terms of materials and packaging: Toyota adopted the “water spider” approach. The water spiders will flit across the surface of a pond going from one feeding spot to another. In much the same way, Toyota has used this principle to set up delivery mechanisms within its plants to “flit” between work teams, keeping them supplied with the items they need to keep production flowing.

Can we set up a similar “water spider” type network for servicing consumers? Can we have “vans” flitting around out neighbourhoods servicing our needs?

A middle-class family in the western world in 2016 will have undergone considerable culture changes, and convenience will be one of the mantras. Reacting to changes in the environment and the services being offered, the consumer will no longer be prepared to act as the “picking and delivery” agent for the majority of shopping needs. They will not drive to stores to pick and collect commodity items; they will expect these to be delivered. Delivery will be based on “personalised ordering agents” managing the replenishment of commodity items.

The home-direct model will not replace the evolved value chain; rather the two will co-exist. Manufacturers, retailers, logistics service providers, local postal services and specialised local companies will play an important role in this development; each one has the opportunity of becoming the “delivery agent.”

On the Way to the Future

The convergence of these external and industry trends will drive the evolution of the value chain. Turning this vision into reality will require that the industry focus on five critical areas of opportunity for growth and improved performance.

1. Shopper dialogue: The industry has an opportunity to better serve shoppers by creating a two-way dialogue with them, helping them make more informed decisions, and linking the store and the home with emerging in-house and consumer technology.

2. Information sharing: Companies must be prepared to share standards-based data free of charge. Sharing information, e.g. of supply chain events, between trading partners will result in an improved information flow and, as a consequence, improved collaboration to better serve the consumer. . An resulting collaborative information platform could become the basis for further supply chain solutions, like demand-driven ordering and collaborative promotion planning.

3. Synchronised production: The industry must use the improved dialogue with the household and the technological connection with the customer to help the industry make more informed decisions, share plans and better synchronise production with actual demand. This also relies on full integration of Upstream Suppliers of raw material, ingredients and packaging. Distributed manufacturing, flow consolidation and a “final assembly” model may play a role in the move towards “lean” production.

4. Integrated logistics/home fulfilment: As the industry is confronted with less available energy and fuel, more city regulations, increases in working capital and a sharp rise in home shopping, it will move from retailer brand-centric logistics to geographic-centric logistics. Strategies will include consolidated distribution, dynamic route planning, and more effective transport sharing and backhauling.

5. Sustainability: Sustainability aims to achieve a higher quality of life for everyone. Economic development, social development and environmental protection are mutually reinforcing components. The three key objectives are: eradicating poverty, protecting natural resources and creating sustainable production and consumption. 

6. Company cultural/behavioural changes: Building the new value chain vision starts with information sharing within and between enterprises. Other critical cultural and behavioural changes will include organisational development, improved trust, new measures and rewards to support the better alignment of strategic and tactical thinking. 

More details about these 6 Opportunity Area’s can be found in the Capgemini / GCI ‘2016 Future Value Chain’ report.

Final Observation

The ‘2016 Future Value Chain’ report is in no way prescriptive. There will be key challenges moving forward around collaboration, competitive advantage and cultural change. This report is intended to act as a catalyst for discussion of the issues both within the industry and within your own company.

The challenge has is clear: Will we invent our future, or have it dictated to us by forces and trends upon which we have chosen not to act?

Author: Kees Jacobs, Capgemini

Source: ‘2016 – The Future Value Chain’, published by Capgemini and GCI

www.capgemini.com – Consumer Products & Retail
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