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The Retail 3.0
Organization

How can retailers organize themselves to capitalize on the tools
available in Retail 3.0? What skill sets are needed? What happens at the
store level, and what happens at headquarters?

Today, retailers and brands have the ability to measure shopper lifetime value by leveraging shopper-
identibed transaction data. They have technologies that enable them to market to individual shoppers.

Aboct And they have other technologies that provide them realtime insights into store-level activity. But do
retailers have the courage necessary to seize the opportunity presented?
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Retail Technology. A couple of years ago Winston Weber, CEO of Winston Weber & Associates, published an article in
hawkinsstrategic.com Forum called OItOs Time for Turtles to Fly.O In it Weber expressed his adamant belief that product

In the late 1990s as frequent shopper and loyalty programs exploded through the supermarket and

data gathered. One of those leading the early charge was Brian Woolf, author @lustomer Specific

Management system and process. Some early adopters that included Green Hills and other clients of

presented comprehensibly and incorporated into management and Pnancial reporting. But while those



category management had had its dayNit needed to better address the needs of shoppers: Oln short, the [category
management] focus is still on the supply side, rather than on the demand or shopper-centric side.O

The retail store is ground zero for the Retail 3.0 ecosystem. It is in the store that products and shoppers meet, where
retailers have increasingly realtime views into store-level activity. It is at the store level that tomorrowOs retail and brand
battles will be fought, and the battle will be complex. An industry that has long been slow-moving, with annual and
quarterly plans supported by weekly advertising cycles, is going to accelerate quickly, and few have contemplated the
impact. How do roles and responsibilities change with realtime data observable across operations?Ncombined with the
ability to communicate to individual shoppers realtime via email, web, in-store kiosks, and time- and location-based
mobile?

How can retailers organize themselves to capitalize on these tools? What skill sets are needed? What happens at
the store level, and what happens at headquarters?

In his article Weber went on to advocate evolving product category management into a solution-based approach:
shoppers don®t think in terms of departments or categories, Weber pointed outNthey think in terms of meals, meal
solutions, and other need groups. But this doesnOt go far enough. In the Retail 3.0 world, every unique shopper has her
own needs and interests which vary over timeReven by time of day. While solution-based merchandising can be more
effective than traditional category management-driven merchandising, it still looks at shoppeirs aggregate. It does not
force the retailer to focus on maximizing each shopperQs lifetime value.

Consider some of the various activities that can be managed in Retail 3.0:

¥  Product inventory: The 3.0 Retailer knows when product is arriving at the back door in addition to its perpetual
inventory in the back room and sales 3oor. Systems are in place to alert the appropriate store-level manager of an
out-of-stock situation on the sales Roor. In short, the product stock of a store, across all departments, can be
managed in realtime.

¥ Aisle conversions and category dwell times: Leveraging an in-store management platform, the 3.0 Retailer can
monitor conversion rates: the number (or percentage) of shoppers going down any given aisle in the store, along
with the number (percentage) dwelling in front of key categories, and those making a purchase. The same systems
assist in monitoring wait times at service departments and checkout.

¥  Shopper-based management reporting: The 3.0 Retailer has a complete view into her storeOs shopper base and
brings shopper-based measures into the storeOs management reporting. This retailer also monitors shopper
inventory: the Bow of new shoppers, existing shoppers, shoppers declining in spending, those that have lapsed in
shopping, and those defected to competitors. And this information is brought to the department level, providing
each department manager the same depth of information for her area of responsibility as well as her departmentOs
shopper penetration (the percentage of total shoppers purchasing from the department), and a department-level
shopper retention measure.

¥ Realtime marketing: While retailer headquarters certainly have the ability to market to the individual shopper over
multiple digital channels, marketing is increasingly manageable at the store levelNdriven by time- and location-

based mobile marketing services to maximize stores® performance.

With abilities come responsibilities to oversee their proper utilization. These must be added to existing store-level
responsibilities like growing sales, maintaining margins, managing (smaller) labor budgets, controlling shrink, customer



service, promotion execution, and more. How can retailers manage the new ones like shopper marketing and the
increasingly important store-level merchandising®ne must begin with the organizational structure itselfNand the
traditional, hierarchical organization is not an effective form for the realtime, shopper-specibc marketing world of Retail
3.0. An organizational structure similar in practice to the one below is required, strategically aligned to focus the
organization on maximizing the lifetime value of each shopper.

The Retail 3.02 Organization
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Customer Strategy Group | 3

To understand this structure, begin at its middle with an unfamiliar division, the Customer Strategy group (3), and its new
C-level executive, the Chief Customer Ofpcer. The CCO and Customer Strategy group are charged with developing
strategies and tactics to maintain and grow the retailerOs shopper inventoryNstrategies and tactics that necessarily touch
many functional areas across the retail enterprise. But to measure and manage these strategies and tactics, new
approaches to customer segmentations are required. Customer segmentation needs to become more complex,
incorporating lifestyle attributes, economic value to the retailer, and how customers® needs evolve over time.

For this reason, we suggest that customers be grouped into Customer Portfolios to contain customers of similar

economic value, and subdivided into lifestyle or demographic groupings for marketing purposes. In a supermarket
setting, for example, a Customer Portfolio containing Tier 1 (most valuable) shoppers may include such subsegments as
gluten-free, natural and organic, and pet owners.

Customer Portfolio Directors are charged with optimizing value creation over time. The retention of customers
over time is an important new dimension for success in Retail 3.0.

A Customer Portfolio Director takes ownership of her group(s) of customers, learning and developing key insights as she
engages with those customers. But the communication is not one way: digital channels supporting customer specibc
marketing are also a way for customers to communicate feedback to their Portfolio Director.

An example will be of assistance. It is commonly reported that younger consumers impacted by the recent economic

upheaval have permanently changed their shopping habits, shunning extravagance and seeking value. The Portfolio
Director responsible for those shoppers will engage with those customers differently than Portfolio Directors with older
customers who are highly likely return to their ways of shopping during economic boom times.

Value creation over time (see table on following page) requires the retailer to behave very differently than if it were
concerned only with meeting quarterly earnings goals. The Retail 3.0 organization must learn to think and act
accordingly, engaging with customers not just over weeks or months, but years. Changes to organizational structure and
operational discipline cannot and should not be avoided.



Shopper Value & Retention Over Time

Top 10% % of total . Bottom 10% % of total .
retention retention
Shoppers revenue Shoppers revenue
1 year 55.9% 1 year 0.1%
5 years 68.6% 97.56% 5 years <0.1% 27.06%
10 years 72.3% 94.53% 10 years <0.1% 19.67%

Top and bottom 10 percent of shoppers ranked by spending. Data drawn from leading US supermarket retailer.

Marketing Group | 2

Shifting attention just to the left in our Retail 3.0 Organization graphic: in a 3.0 Retailer the Marketing department (2)
stands ready to support the Customer Strategy group with its traditional expertise in such areas as branding and
knowledge of mass advertising vehiclesNleveraged by Customer Strategy to drive inRow of new customers to the
retailer. But in addition, Marketing is charged with creatingontent for use by the Customer Portfolio Directors as they
engage with their customers. If a Portfolio Director learns some of her customers are developing diabetes as they age,
she can rely upon Marketing to provide content relevant to diabetic shoppers: recipes, food suggestions, articles on
exercise, and other ways to control the condition.

Product Strategy Group | 1

The leftmost icon in the graphic indicates the Product Strategy group (1). This group, headed by the new Chief Product
Ofbcer, is charged with developing and implementing a cohesive product strategy for the 3.0 Retailer in synergy with the
Chief Customer Ofbcer. Just as a Portfolio Director draws upon Marketing for information and content relevant to diabetic
shoppers, she will also draw upon the Product group foproducts relevant to diabetics. The Product group is organized
along solutionsNwhat Weber was getting atNrather than traditional categories. But the solutions are in turn driven by
customersO needs and wants (e.g., diabetics).

Retail 3.0 is about empowering the shopper: it is a world of customer pull, not product push. 1

Brace yourselves, retailers. In Retail 3.0 it is the Customer Strategy group that will establish the selling price for any given
product. Retail 3.0 is about empowering the shopper: it is a world of customer pull, not product push.

The Product Strategy group has responsibility for procurement of product at the lowest possible price, and establishing a
shelf price that is competitive for the marketplace and provides the going-in margin required. But it is the Customer
Strategy group that has responsibility for communicating the specibc product promotion price to the individual customer
that is required to encourage the customer to purchase the product while also maximizing retailer value creation.

Operations Group | 4

Let®s move our focus forward in the organization towards the customer, and look at the Operations group (4) and its
function in Retail 3.0. The Retail 3.0-savvy COO is charged with maximizing the performance of each store in realtime,
and her Operations group actively supports Store Managers in the same quest. The COO is responsible for bringing
together such realtime inputs as: store stafbng levels by department; customer trafbc Row throughout the store
(measured by conversion rates by aisle); inventory levels (supported by out-of-stock alerts on the sales Roor and notice of
perishable item overstocking); and production planning. The COO should develop a OdashboardO for measuring these



realtime inputsNgiving Operations a realtime view into all areas of the store. (For information on the realtime inputs
available in Retail 3.0, see Retail 3.0: In-Store Activity by Hawkins Strategic.)

The headquarters Operations group must operate at a macro level, observing those realtime inputs for trends across all
or groups of stores and taking appropriate action. And supporting the Operations group are representatives from the
Product Strategy and Customer Strategy groups, helping the organization to respond to trends observed.

Retail Store & Customer | 5

As we move rightward in our graphic we move toward the storeNthe 3.0 RetailerNand the customer (5). In Retail 3.0,
Store Managers have the ability to respond in realtime to the trends and alerts using the same OdashboardO available to
the Operations group, with data on their individual stores. The Store Manager is charged with maximizing value creation
for his or her store by leveraging the 3.0 tools now available. Consider the following examples:

¥ If the number of customers shopping in a given week is running behind budget, the Store Manager can Oturn up the
dial® on promotions targeted to speciPc shoppers, communicating them out via email or time- and location-based
mobile marketing services.

¥  If perishable item stocks are running too highNthe bakery produces too much fresh breadNthe Store Manager can
send a special promotion to shoppers already in the store and those entering over the next two hours.

The possible scenarios are countless. The demands on the Store Manager will increase signibcantly in Retail 3.0,
requiring new skill sets and experienceNbut so do the opportunities. Not only must the Store Manager be a master
merchant, he also needs to be an expert in realtime inventory control, customer behavior, and marketing. The Store
Manager becomes responsible for optimizing value creation at the store and individual customer levels. The world of
Retail 3.0 is not for the fainthearted. An entire paper could (and might) be devoted to the Store ManagerNbut for now we
offer this prognostication: this hyper-complex role will best be addressed by the largest retailers, and by independent
operators. This world will be challenging to mid-size companies.

Large retailers will leverage their size to consolidate (even realtime) operational decisions at headquarters. These
companies are also well positioned to train and educate their Store Managers, providing them the skill sets and
knowledge required to succeed. And small retailers, on the other hand, whose strength has long been knowing their
customers, will become a new breed whose members leverage Retail 3.0 technologies (many of which are offered as
SaaS) to reach new heights of store performance. But mid-size retailers will be caught between the resource-rich large
companies and the nimble, innately customer-focused independents, in the race for customers and maximizing store
performance.

The capabilities addressed here are real, they exist today, and they are being implemented now in retail stores. Retail 3.0
is about bringing these disparate solutions together and connecting them, creating new capabilities focused on
maximizing the lifetime value of each individual shopper, supported by synergies with realtime marketing capabilities and

supply chain views. But signibcant changes to the current organizational model are required.
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