Research Brief

Mid-Market Retailers Take on Tier |l in
Precision Merchandising

According to Aberdeen Group research gathered in October 2008, 37% of
retailers are feeling enough consumer pressure to create customized
assortments; by store, by store cluster, or by selling channel. Customers
now expect a certain de facto level of personalization in many aspects of
their lives. In fact, "matching higher customer-centricity by the competition"
was the third highest pressure cited by retailers (following the perennial
standard-bearers of gross margin and inventory turns).

Anxious to keep and cater to their existing client base, forward-thinking
retailers are gathering, aggregating, and analyzing customer data,
merchandise data, and selling channel data, in order to construct multi-
attribute, affinity-based precision assortments. These assortments are
constructed and tailored specifically for each group. This merchandising
methodology has only recently become technically feasible, so one might
suspect that Tier | retailers, with their larger budgets and staff, would have
staked out for themselves a clear advantage over their smaller competitors.
But as Aberdeen data shows, such is not the case.

Mid-Marketers Aim Strategic Actions at Precision
Merchandising

As the first data element in Figure | shows, 41% of mid-market retailers cite
achieving an optimal mix of standard and customized merchandise as a top
strategic action, compared to 27% of Tier | retailers. In the second data
element on increasing the percentage of domestic suppliers, 9% of mid-
market respondents cited this as a strategic action, compared to 0% of Tier
I. This is noteworthy in that increasing one's reliance on domestic suppliers
is more costly, at least in the short run; but, it dramatically reduces the lead
time from order to delivery. This shows that mid-market retailers see
increasing the percentage of domestic suppliers not as a cost increase, but
rather as a strategic opportunity to make more money through a closer,
more nimble, responsive supply chain. Conversely, none of the Tier |
respondents selected this as a strategic action they would take.
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Mid-Sized Retailer
Demographics
v Revenue size: $50M < $IB

\ Geography: North America,
South America, Asia Pacific

\ Apparel, supermarket /
grocery, footwear, consumer
electronics, general
merchandise
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Figure |: Strategic Actions Chosen
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The final data element, "improving demand forecast accuracy", requires
some reflection and deliberation. Why would 53% of Tier | retailers cite this
as a strategic action they would take, while only 32% of mid-marketers and
15% of small retailers would choose this? One inference is that Tier |
retailers feel less confident in their forecasting capabilities than mid-market
and small retailers. Another reason could be the heightened importance of
accurately managing merchandise for a $1B+ enterprise. Whatever the
reason, Tier | is feeling significantly more pressure here than mid-market
retailers, which does not portend well for accurate precision merchandising.

Mid-Marketers' Capabilities Outpace Competitors

As Figure 2 indicates, mid-market retailers are already outpacing their
competitors in some of the capabilities needed for precision merchandising.

Figure 2: Capabilities to Achieve Precision Merchandising
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Of these capabilities listed, the most important one (and also the most
difficult to achieve) is successfully integrating weighted, attribute data with
an advanced merchandise planning system. Retailers can collect all the data
they want: on customers, merchandise, suppliers, cost trade-offs, etc. But if
at the end of the day you cannot assign weighted values to these data
points, and have them become an important part of the calculus used to
determine assortments, then you're on the outside looking in. You're just
not in the precision merchandising game.

Case in Point

Guitar Center, one of the largest specialty retailers in the US, is a 200+
store national chain that carries a wide variety of musical instruments. One
of the biggest challenges facing Guitar Center was the need for precision
merchandising, with carefully crafted inventory selection and management
for each store. This strategy is necessary because the cost and turn of the
merchandise varies greatly from store to store depending on customer
purchase patterns and socio-economic data. For example, they carry very
fast-moving, "beginner" electric guitar sets starting at $199. They also carry
very slow-moving, very expensive models such as a vintage Eric Clapton
Stratocaster for upwards of $15,000.

So they looked for and found an application that provides a single,
consistent view of inventory, enterprise-wide, in real-time. According to
Irene Messier, Sr. VP of Planning and Allocation, "evidence of the success of
the deployment” include:

e  “The project was completed within the agreed-upon three-month
time frame and on budget

e Customer satisfaction scores increased
e Less overall inventory, yet fewer stock-outs

e Visibility towards long-range inventory needs”

Recommendations for Mid-Sized Retailers

e Verify capabilities. Mid-size retailers must take honest stock of
their technical and operational capabilities. They must perform gap
analysis between where they are and where they need to be to
accomplish precision merchandising goals.

e Improve demand signal responsiveness. Having clear views of
both upstream and downstream demand is an essential tenet for any
precision merchandising initiative. Mid-sized retailers should start
using a Demand Signal Repository (DSR) within 12 months. The flip
side to capricious, shifting demand is the ability to make it work for
you in a profitable way. And the surest way to obtain this capability
is to develop an agile, responsive chain of suppliers. Although
offshore suppliers are less expensive, their extensive lead times
severely curtail retailer’s ability to react nimbly to demand shifts.
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Domestic suppliers are quicker, but often more costly. Mid-sized
retailers must perform vendor cost/ benefit analysis, vendor
flexibility, and vendor substitutability.

¢ Integrate and leverage disparate customer data. Just as a
business welcomes all revenue streams, so should mid-sized
retailers embrace all customer data streams. Whether it be from
POS, loyalty, store charge cards, CSAT surveys, what have you, the
more the retailer knows about the customer (with the customer
opting in, or at least being given the option to opt out), the better
and more specific will be the merchandise assortments. And if the
desired good is available to the correct customer through the
desired channel, the greater the sell-through, the higher the margin,
and the happier the customer.

Solution Snapshot

The following is a list of vendors that can help with precision merchandising
capabilities.

Table I: Vendor Landscape

Solution Merchandising Customer Professional

Providers Analytics Services
4R Systems
7th Online
Accenture
Aldata Solution

Alpha Bay
Corporation

Celerant - -

Churchill Systems =
Cognizant n
DemandTec =
Demandware
Epicor
Escalate
Island Pacific
JDA

KSS Retail

Manhattan ]
Associates

Mercado n

Microstrategy
Omniture
PivotLink

PTC Quantum n [}
Retail
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Solution Merchandising Supply Customer Professional

Providers Chain  Analytics Services

Quantisense

Quantivo
RedPrairie [ | [ [
Retailagent
SAS = = =
Sterling = - -
Commerce
Teradata
The Nielsen =
Company
Tomax = -
Tradestone - = - -

Source: Aberdeen Group, November 2008

For more information on this or other research topics, please visit
www.aberdeen.com.
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strategic role Harte-Hanks brings to the market. For additional information, visit Aberdeen http://www.aberdeen.com
or call (617) 723-7890, or to learn more about Harte-Hanks, call (800) 456-9748 or go to http://www.harte-hanks.com

This document is the result of primary research performed by Aberdeen Group. Aberdeen Group's methodologies
provide for objective fact-based research and represent the best analysis available at the time of publication. Unless
otherwise noted, the entire contents of this publication are copyrighted by Aberdeen Group, Inc. and may not be
reproduced, distributed, archived, or transmitted in any form or by any means without prior written consent by
Aberdeen Group, Inc. 043008a

© 2008 Aberdeen Group. Telephone: 617 854 5200
www.aberdeen.com Fax: 617 723 7897




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


