Manufacturers
need to know what’s
selling before they can
produce and deliver their
wares in the right
quantities. Call it:

SUPPLYONDEMAND
BY GALEN GRUMAN

M

anufacturers
dream of a finely
tuned supply chain,
with finished goods
landing softly on distributor and retailer loading docks at
exactly the right time in precisely the
right quantity. That can’t be done, of
course, without accurate demand forecasting — which still tends to be based
on intuition, last year’s sales numbers,
and spreadsheet war games between
sales and marketing groups. For most,
the dream remains distant.
But manufacturers finally have a shot
at turning that fantasy into reality. The
key is integrating POS (point-of-sale)
data with modern demand-planning
tools, which are just now coming
together for the enterprise. Wal-Mart
has led the way, providing its suppliers
POS data per store, updated several
times a day, allowing suppliers to adjust
their distribution, manufacturing, and

marketing efforts based on what’s
actually selling and where.
“Wal-Mart is setting the gauge for
this supply-chain railroad,” says Don
DePalma, supply-chain analyst at
Common Sense Advisory. Other major
retailers, such as Best Buy, Home
Depot, Kmart, Lowe’s, Rite-Aid, and
Target, are following suit.
Armed with that POS data, both
retailers and manufacturers can build
demand models that account for seasonality, regional variations, pricing and
promotions, and distribution and manufacturing constraints. For example,
analyzing POS data for promotions
may tell you that 70 percent of an item
is typically sold on the first Saturday of
the promotion, letting you arrange your
distribution accordingly. Retailers and
product makers can also compare their
forecasts to uncover differences in
assumptions and then adjust them to
create a “forecast of record.”

Demand-driven systems also help
companies adjust to inventory inefficiencies required by the increased use of
overseas outsourcing. As companies
have increased the use of overseas
suppliers, many have had to keep more
local inventory, raising costs and
countering earlier just-in-time efforts.
A demand-driven system helps companies better manage the flow of these
strategic inventory reserves through
distribution as demand shifts, as well as
provide earlier signals of demand
changes so remote suppliers have better
notice of when to adjust their output.
The use of near-real-time POS data
should not take the place of planning,
analysts advise. Instead, POS data
should be used in demand-planning
tools to refine those forecasts in a
continual-improvement process, says
Yankee Group Analyst Mike Dominy.
“Forecasting is critical to demanddriven systems,” notes Noman Waheed,
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“The IT solution is only 5 percent
of the supply-chain effort.”
— John Paterson, IBM
a partner at the consultancy Accenture.
Otherwise, you’re just automating the
status quo, not avoiding problems and
identifying opportunities.
For example, dressings and sauce
maker Litehouse Foods uses Ross
Systems’ demand-planning software to
compare POS data from Wal-Mart
against its forecasts, says IT director
John Shaw. This allows Litehouse to
adjust what it sends to Wal-Mart’s
distribution centers to avoid overstock
of fresh supplies that would spoil. It has
also significantly reduced divergence
between sales and forecasts, which had
been as high as 60 percent, Shaw says.

Building on Existing
Infrastructure
Midsize and large enterprises typically
have operational systems — ERP, MRP
(manufacturing resource planning),
and SCM — for distribution, manufacturing, and inventory efforts, as well
as BI and data-warehousing systems
to manage the underlying data
and business rules. Implementing a
demand-driven system typically means
augmenting these existing enterprise
systems rather than building new ones,
and it can be done in stages as each
incremental effort pays off, notes Kevin
O’Marah, an analyst at AMR Research.
Enterprises are also likely working on
SOA (service-oriented architecture)
and Web-based services, which provide
the tools needed to run demand-driven
processes among supply-chain partners. “SOA is vital because it lets you
overlay all this siloed [demand and
supply] information, to look at it in real
time,” says Mike Grandinetti, senior
vice president at Yantra, a supplyexecution software provider.
When implementing a demanddriven system, “the IT solution is only
5 percent of the supply-chain effort,”
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says John Paterson, chief procurement
officer of IBM. Analysts and consultants agree: The vast majority of the
effort belongs to the business managers, who must determine the right
processes and business rules, as well as
the meaning of the data they get. “Then
you figure out what information you
will make available in the supply chain
and what information you can get,”
Common Sense’s DePalma says.

Starting With Demand Data
To be demand-driven, both retailers
and product makers first need to have
sufficient history — at least two years —
on which to build their initial demand
models. But most companies have only
a history of what they shipped or
received, not what they sold. At best,
most companies are looking at weekly
sales data, says Doug Percy, CEO of
Blue Agave, which helps retailers
supply that sales data to distribution
centers. Wal-Mart provides such data
several times a day.
The few retailers that now provide
POS data largely limit access to
their immediate suppliers, notes Jim
Culliton, manager of supply-chain services at Hitachi Consulting, but if POS
data were made available to suppliers
further down the supply chain, those
suppliers could more easily anticipate
demand changes. Analysts cite two reasons for this limited sharing: One is
that retailers are limiting initial deployment efforts to their larger suppliers;
the other is that a retailer might not
have a business relationship with companies further down the supply chain.
In the latter case, suppliers that do get
access to POS data should consider
making it available to their own suppliers and manufacturers, Culliton says.
Even when POS data isn’t available
from the retailer, product makers gain

a better sense of demand by using delivery information from distributors. This
information is typically available in EDI
format, notes analyst Dominy, and provides some insight into store sales by
tracking their replenishment patterns.
As RFID systems get implemented,
Dominy says, such systems will have
more data on inventory location, providing better insight into what’s staying
in stockrooms unsold.
Smaller companies without an ERP
or similar infrastructure can use the
services of distributors to take advantage of the sales data. For example, distributor ADS builds demand models for
its suppliers, collects sales data from
retailers, and provides reports to its
clients, which lets the clients focus on
the data analysis, often in Microsoft
Excel and Microsoft Access, says Bruce
Mantz, executive vice president at ADS.
“Distributors will have to do things like
that to justify their existence” in a
demand-driven world, notes Tim Vaio,
vice president at Hitachi Consulting.

Focusing on Data Consistency
Because suppliers and retailers will vary
widely in their applications usage, IT
should focus its efforts on ensuring data
consistency, both for internal systems
and in data shared with other companies. Typically, such consistency is
already in place for ERP, MRP, BI,
CRM, and SCM systems.
Demand data is typically published
as CSV (comma-separated value)
files viewable in Excel and flat-file
databases. AMR’s O’Marah says more
sophisticated formats, such as EDI,
RosettaNet, and XML, are typically
used for order handling rather than for
sharing demand data. But the use
of XML, Ferrari notes, will become
more important as systems get more
demand-driven and rely more on shar-

Chain of Demand
Although most supply-chain partners exchange order data electronically, demand
planning retains its human element, tapping intuition and historical analysis before
being transmitted as Excel spreadsheets or flat-file data. A demand-driven system
automates the gathering of demand data and the reforecasting process and then
integrates any changes with the existing distribution and manufacturing systems.

ing business rules and demand
assumptions along with the data.
Because so many companies use
Excel or Access to manipulate demand
data, most demand-planning tools
import and export flat-file data. Many
newer tools also support EDI, XML,
and sometimes RosettaNet. In most
cases systems will need to output and
import several formats to satisfy the
needs of partner companies.
For example, although the electronics industry uses EDI and XML more
so than other industries, Paul Katz,
head of global supply chains at distributor Arrow Electronics, notes that just
1,500 of his 14,000 customers are electronically connected. Katz expects more
small and midsize suppliers to share
data electronically as data-sharing costs
go down, thanks to the use of RosettaNet and hosted systems.
As demand data is moved among
supply-chain partners, there’s a good
chance there will be unexpected
changes to underlying business-rule
assumptions or to the data itself,
Common Sense’s DePalma warns. So
when IT creates data-translation and
reporting rules, it needs to understand
how the data is used, not just what its
format and labels are.

NANCY SUESS

Integrating Trends With Forecasts
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Thanks to improvements in datafiltering capabilities and support for
more complex supply-chain models,
modern demand-planning tools can
integrate POS data to refine their
forecasts as demand changes, Yankee
Group’s Dominy says. i2 Technologies
and Manugistics are the leading
providers of demand-planning tools,
analysts say. Many vendors, including
Demantra, Logility, Ross Systems,
SupplyWorks, and Yantra, offer tools
tailored to specific industries. Tools
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from the ERP vendors — such as Baan,
Oracle, PeopleSoft, and SAP — are less
mature, analysts agree. BI providers
such as Business Objects, Cognos, and
Prescient also offer some analysis tools,
as well as databases that also handle
rules and contingencies for the stored
data. NCR Teradata has pioneered
such demand-signal repositories,
O’Marah notes.
IDC’s Ferrari expects Microsoft will
offer tools in the next few years as it
completes digesting recent ERP acquisitions such as Great Plains Software
and Navision. In the meantime, most
small companies use Excel and Access.
The larger an organization is, the less
it can rely on Excel and Access for
demand planning, says AMR’s O’Marah,
because “when the numbers get large,
the answers are often counterintuitive.”
But Excel remains a common tool, even
for organizations that have enterpriseclass systems. For example, Scott Roy,
director of demand planning at Well’s
Dairy, uses Excel to refine the company’s

demand forecasts. He then uploads the
changes to the Prescient BI system that
maintains the demand plan and compares it to POS data from Wal-Mart.
Other staffers use the Prescient system
directly; however, Roy says its rigid
interface makes for a slower process.
IT will need to customize and integrate demand-planning tools based on
the kind of POS data received and on
the business rules to be applied to that
data. Such tools also require “a lot
of maintenance” to reflect product,
distribution, supplier, and marketing
changes, says Lisa Plaskow, director of
solutions marketing at Manugistics.
“We advise customers who feel they
have a handle on the forecasting process
that tools from these vendors do work
well to build forecasts, but that a
broader sales-and-operations-planning
process is essential to give business
judgment a chance to tune forecasts and
react to events,” O’Marah says.
IDC’s Ferrari further cautions that
the tools that help integrate ongoing

“We give suppliers the same visibility as
the buyers and replenishment managers.”
— Christi Gallagher, Wal-Mart
sales data with forecast models are still
evolving. “A lot of the supply-chain
vendors are moving in that direction, so
the question [that IT must investigate]
is timing and integration,” he notes.

Share With Everyone Involved
A demand-driven supply chain is not a
one-way street. Organizations should
be able to monitor processes and product status both up and down the chain,
as well as provide that information to
their partners, so everyone has as much
context as possible to make any changes
in manufacturing, distribution, or marketing. “Think of it as a dynamic network,” says AMR Analyst Alison Smith.
Sharing data requires trust, which
means companies can’t ask for more
than they need just in case demand
rises. “Our position with suppliers is
that we will give them visibility to
everything we know. We give our best
forecasts. We don’t inflate our demand
requests,” IBM’s Paterson says.
Similarly, Wal-Mart “gives suppliers
the same visibility as the buyers and
replenishment managers to information
such as item performance, in-stock
merchandise, and insight as to where
the item is in the supply chain,” says
Wal-Mart Spokeswoman Christi
Gallagher. “Having access to every item’s
performance at every store for every day
for the past two years enables Wal-Mart
and the supplier to jointly manage their
business at the lowest level of detail.”
Just as retailers and product makers
should share their demand plans, manufacturers should share their production schedules, Waheed says. For example, if a product maker knows whether
its suppliers’ factories are running at
full capacity, it can know whether to
meet demand by finding alternative
providers or by requesting increased
production, DePalma says.

Likewise, if manufacturers can see
that a particular model is selling much
better than expected, they can prepare
to reconfigure manufacturing in anticipation of the product maker altering
the product mix in response to the
unexpected sales trend.
The demand-driven approach also
requires a win-win relationship across
the supply chain. Unlike the business-

to-marketplace systems of the late
1990s, which focused on driving down
supplier prices, demand-driven collaborative systems require that everyone
benefit from the efficiencies the systems
seek to identify and exploit, Ferrari says.
Even if the IT infrastructure is in place,
demand-driven supply chains won’t
work without those shared business
rules and expectations. i

Ahead of the Supply-Chain Curve
demand-driven supply chains are more common in some industries
than in others. The electronics, automotive, pharmaceutical, and aerospace
industries are furthest ahead, because they either have short product lifecycles
or rely on just-in-time manufacturing to keep down overhead costs. Some update
their demand plans hourly, forcing them to share more information across the
supply chain to ensure optimum levels of production and delivery.
Dell Computer is perhaps the best-known example of a successful demanddriven manufacturer, though the fact that it’s also a retailer — one that takes
custom product orders directly — gives it a natural advantage, notes Dean
Strausl, executive director at Electronics Supply Chain Association. But even
Dell has to predict what components to order, and when its demand slips out of
alignment with what it can build, it alters consumer demand by changing pricing
and availability, steering customers to what Dell can build quickly, he says. That
shows the importance of applying demand and supply information at all points
of the supply chain.
Makers of discrete goods — apparel, furniture, and other style-oriented
products — as well as grocery and other mass-market retailers are only now
looking at demand-driven approaches. That has a lot to do with the short life span
of much of their inventory, so the production and sales window has been too small
to make adjustments outside of distribution. Mass-market retailers have also
come late to the demand-driven approach, because they typically live on tight
margins and avoid large infrastructure investments, says Don DePalma, an
analyst at Common Sense Advisory. Except for Wal-Mart, grocers are largely
absent from the demand-driven effort. “The grocery industry in general has been
reluctant to share information with customers,” notes John Shaw, IT director at
Litehouse Foods.
Makers of continual goods — potato chips, notepads, staplers, and the like —
are rarely demand-driven, says Accenture’s Waheed, perhaps because their
product flow is fairly regular. But they should be able to adopt the concept easily,
given they already use continual-refinement processes in their manufacturing, and
the concept is easily extended to the distribution and retail processes. Why they
haven’t is a mystery, he says. — G.G.
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