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raditional Japanese carpenters build to last—their wooden struc-
tures, constructed using traditional techniques, are among the
oldest in existence. Japanese carpenters are renowned not only
for the durability of their work, but also the beauty. Watching them
work, though, can drive some people crazy. These master craftsmen can
appear to be doing nothing: sharpening their tools, laying them out care-
fully and studying the wood, yes, but with no real production. Then,
suddenly, they begin work and can complete a project with lightening
speed and efficiency. Good planning, finely honed tools and careful

measurement produce superior results with minimal waste.

These principles are precisely what A.T. Kearney’s

AERO (Achieving Excellence in Retail Operations)

research has revealed about excellence in retail.

AERO examines what retailers are already doing

well, and identifies considerable opportunities for

sharpening their tools to achieve peak performance
and lasting results. For example:

* Retailers that consistently pilot the majority of
new store initiatives and then selectively roll out
just one or two initiatives per quarter enjoy the
highest compliance across their store networks

* Loyalty programs are common (63 percent of
participants have them), but far fewer retailers
analyze the data enough to understand true
customer behavior

* A holistic approach to establishing in-stock
goals can reduce out-of-stock rates by more
than 25 percent

* A rigorous strategic planning process that
involves management at the senior and middle
levels can lead to higher margins

e When field leaders and regional managers
spend the majority of their time in stores, it

leads to better compliance with store initiatives

and less employee turnover

* A strategic store planning process can reduce
construction cost overruns by more than 25
percent and improve store development

* Geography does not play a role in store oper-
ations performance; there was no significant
difference in store operations practices among
retailers in the Americas, Europe or Asia

True retail success requires constantly analyz-
ing the markets and asking the right questions:
What do consumers want? What makes a differ-
entiated shopping experience? Are we getting the
most productivity from our store employees?
How do we efficiently manage the stores? Are
field teams leading effectively? How can we cut
costs while improving customer appeal? And
most importantly, how can we be better than the
competition?

As the economy emerges from the down-
turn, retailers are looking for every opportunity
to improve their positions. A.T. Kearney’s 2010
AERO study provides a blueprint for achieving
an operational competitive advantage (see sidebar:

About the Study).
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Pointing the Way to Excellence

Retail is both art and science, but more retailers
want to base their decisions and business processes
on solid facts rather than feel-good ideas. AERO
data demonstrates four key practices that point

the way to operational excellence (see figure 1).

About the Study

A.T. Kearney pioneered the Achiev-
ing Excellence in Retail Operations
(AERO) study to provide insight
into how retailers can improve their
retail operations. The survey, avail-
able in 10 languages, has 100 ques-
tions and more than 400 elements
that probe the strategies and methods
of retailers in 30 countries. Partici-
pants in the 2009 study included 53
leading companies, including retailers
in the apparel, electronics, grocery,
hard goods, do-it-yourself, drug,
health and beauty, and mass market
and hypermarket sectors (see figure).
While all company-specific data
remains strictly confidential, the
study provides valuable insights

Management must develop ways to drive store
value through insights from customers, analysis of
shopper behavior, and strategies that position the
brand. Management must effectively direct stores’
business planning in areas such as real estate, finan-

cial planning and appropriate choice of markets

into achieving excellence in store
operations.

Participants report that it takes
approximately three to four hours
to complete the online survey. All
survey participants receive a custom-
ized benchmark report comparing
their performance to leading compet-
itors in the same sector, and a sum-
mary of the study’s overall findings.

Value of Participating

in the AERO Study

While the results provide useful feed-
back for retailers about best practices
to improve operations, the reflective
process of participating in the study
is also a valuable experience. Partici-

Figure: Survey participants are from a broad cross-section

of the retail sector
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Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010
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pants say filling out the survey helps
identify metrics to consider in the
future to manage the business and
provide better, timelier feedback,
while also highlighting what areas
and processes do not receive suffi-
cient attention. Those who com-
pleted the survey as part of a work
group said that discussing and debat-
ing the questions helped them exam-
ine their planning and management
processes with discipline and rigor.

For companies with more than
one banner, AERO can serve as a
valuable diagnostic and documenta-
tion tool for comparing methods
and results, and enhancing best prac-
tices. Retailers can evaluate if more
should be done to cross-pollinate top
talent across banners. AERO points
out where consistency might be most
important—both in the way retail-
ers allocate managers’ time between
administrative duties and customer
interaction, and in the way indirect
costs are managed (particularly if
economies can be achieved across
all banners).

The study is ongoing, and there
is still an opportunity to partici-
pate in further research. For more
information about study participa-
tion, please contact Dean Hillier at
dean.hillier@atkearney.com or Jim
Brown at jim.brown@atkearney.com.



and formats. Once communications with custom-
ers are established, delivering core store value
becomes paramount as retailers seek to provide the
customer with the best possible experience through
effective store operations, strong leadership and
a well-managed supply chain.

Enhanced store value comes from high-
quality facilities management, optimum construc-
tion practices, control of operating expenses, and
ramped-up technology that better manages staff-
ing via improved scheduling, hiring and perfor-
mance evaluation.

Finally, we recommend the Learning Store
Methodology of rolling out and evaluating
changes, to allow testing and fine-tuning of
creative improvements. Our findings reveal that
piloting new intiatives before rollout increases
the ability to make longer-term changes “stick”
throughout the entire store network.

Figure 1
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Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010

1. Driving Store Value

AERO takes a close look at how retailers use
customer and market insights to set directions
across a store network. It delineates how retailers
gather feedback from customers and then use it
to develop channel and store planning strategies
that improve customers’ shopping experience.

Voice of the customer. Direct customer feed-
back is valuable, but represents merely a fraction
of the kind of information that can be assembled.
There are many ways to listen to the voice of the
customer— from primary and secondary research
and transactional data to employee insights and
vendor relationships. AERO focuses on two
approaches to customer metrics: customer trans-
actions and customer behavior.

The vast majority of AERO respondents
believe that tracking transactional metrics is very
important, with 93 percent saying their firms track
the number of in-store transactions, 88 percent
tracking the average size of in-store transactions
and 86 percent tracking the number of store visits.
These stats are relatively easy to capture from basic
sales data.

However, customer behavior metrics, which
help retailers understand not only what customers
buy but also how they buy, are tracked less fre-
quently (see figure 2 on page 4). Does the shopper
spend a long time in the store, or is it a grab-and-
go trip? Does the customer stop in frequently, or is
the store an infrequent destination? Only 36 per-
cent of retailers track the average time customers
spend in the store, and 57 percent track the average
time between repeat customer visits. Retailers that
examine behavioral data have more information to
build a deeper understanding of their customers.

Loyalty programs can solidify customer-
behavior information and help retailers provide
more differentiated experiences. Our survey reveals
that 63 percent of retailers have loyalty programs,

yet nearly 40 percent of those retailers review the
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Figure 2

Leading retailers capture and use both transactional and behavioral customer information
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Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010

Figure 3

Multiple data sources ensure that the most relevant information is applied to business questions

¢ Employee surveys
¢ Employee focus groups

¢ Cash register and point-
of-sale data
¢ Customer loyalty data

Transaction
data

¢ Vendor market research
¢ Vendor trends analysis
 Industry association research

Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010

data only once a year or less, which means they risk
falling behind on customer trends and preferences.
They are not actively using data available to them
to gain a better understanding of their customers
or to develop more targeted customer strategies.
Today, our ability to access, collect and

analyze data is unparalleled, but sometimes the
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Key data
sources

e Traffic flow analysis
¢ Shop-alongs

e Virtual shopping

* Ethnography

¢ Customer surveys and
focus groups

¢ In-home interviews

¢ In-store interviews

¢ Panel research

feedback

¢ Social networks
e Customer complaints

data is overwhelming rather than helpful, or too
general to answer specific questions.

Retailers that keep in mind their underlying
business issues and select among multiple data
sources can ensure that they are applying the most
relevant data to the most appropriate situations.

In other words, leading retailers will pick the cor-



rect sharp tools to make the most accurate cut.
Figure 3 illustrates the key data sources that can be
applied to each business issue.

AERO also finds that retail leaders use data
analysis to match the product and presentation to
the customer’s needs, improving vital areas such as
product innovation (assortment and packaging),
pricing, promotion strategies and offers, store
layout, and shelf strategies.

Channel strategy. Channel strategy is vital, as
it relates to brand positioning, the operating
model, products and merchandising. Listening

to the customer can help retailers select a cost-
effective channel strategy; collecting and analyz-
ing customer metrics will point out which channel
strategies produce the best results. Our findings
suggest that leading retailers define a strategic
channel strategy based on channel mix and market
reviews, with goals and targets established during
the strategic planning process.

We find that satisfaction with channel mix
varies across retail sectors. For example, in the
electronics and mass and hypermarket sectors,

fewer than one-third of executives say they are

CASE STUDY: Learning Stores Help Save $30 million

A specialty retailer was struggling in
a market segment that was declining
and under pressure from new retail
channels. The retailer’s far-flung
network includes more than 3,000
stores operating under three brands
in urban and rural locations across
North America. Management was
skeptical that additional cost controls
could be achieved, given the strenu-
ous efforts already made.

The challenge was to achieve
further efficiency and enable growth
in stores that had recently undergone
labor cutbacks. In addition, the
small-box store format was often
staffed with a single associate, leading
management to believe that there was
little more that could be done. To
convince management and store asso-
ciates, the suggested changes would
have to be proven effective through
in-store testing and hard data.

Approach

Initially, the A.T. Kearney team per-
formed a rapid diagnostic of 10 to
12 stores to understand operations,

labor and customer expectations
better. The opportunities identified
in the rapid diagnostic provided
management with the confidence to
advance the project to Learning Store
trials. In this phase, we tested its
operating model at 13 stores across
the country; in five states from Cali-
fornia to Florida. Each site selected
was redesigned, tested, tuned and
monitored over a two-month period,
in partnership with store managers
and associates. Cross-functional
workshops further refined the initia-
tives and ensured unique operating
conditions were considered.

Once results from the Learning
Stores had been analyzed, the full
network rollout was supported with
detailed training sessions. All district
and regional managers trained in
a series of two-day sessions held for
cach region. Implementation success
was monitored closely with rigorous
reporting by each district manager,
providing management with a clear
indication of progress and any issues
that required additional attention.

MEASURE TWICE, CUT ONCE

Results

In eight to nine months of devel-
opment and testing, we identified
$30 million in savings through labor
and shrink reductions. Results
exceeded expectations. Highlights
included 16 percent labor savings
through process efficiencies and
improved scheduling, increased
accountability, improved visual mer-
chandising, store layout and promo-
tions and happier customers reporting
experiences that met or exceeded
expectations. On top of that,
employee morale improved. One
store associate said, “You guys are
actually caring about employees

and are taking stress off of us,” while
a store manager said, “It is just great
to actually have what I call a ‘teamy’
that listens and takes my ideas into
consideration.”

Even in a challenging business
environment, the Learning Store
methodology and listening at all
levels of the retailer’s network pro-

duced dramatic savings.
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satisfied with their company’s current channel
mix. In apparel and grocery, well over half of
retailers say they are satisfied with their current
channel mix.

Store business planning. Reaching the right
consumers with the right products is crucial, but
so is the means of delivery—whether through
retail stores, websites or call centers. All aspects of
selecting, establishing and operating stores can
contribute to future growth. AERO data indicates
that retailing “leaders”—those with higher mar-
gins than peer groups—tend to have a more
rigorous business planning process, with more
stakeholders involved, than do the “followers.”
In addition, the leaders bring middle managers
and executives into the strategic planning process,
conduct the process at regularly scheduled inter-
vals, and describe the strategic planning process as

rigorous and formal.

2. Delivering Core Store Value

If listening to the voice of the customer helps
retailers deliver desirable products in the right way
at the right price, then focusing on delivering core
store value is the essence of retail operations.

AERO asks retailers to identify opportunities to

Figure 4
Five factors to reduce out-of-stock percentages

Product gross margin >
Sales velocity >

Sales variability

Product cost

Importance of product to key customers >

Note: Leaders consider all five factors for in-stock goals
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reduce operating costs, improve the customer
experience and grow revenues.

Supply chain interfaces. Stores today need
to excel at managing inventory, correctly predict-
ing their inventory needs, controlling shrinkage,
and managing stock so that it is shelf-ready
and can be displayed quickly and effectively.
The survey examines whether retailers were
receiving, storing, merchandising and replenish-
ing inventory most effectively. Five key factors
emerge as critical when setting in-stock goals
(see figure 4):

* Product gross margin

* Sales velocity

e Sales variability

* Product cost

* Product value to key customers

AERO finds that retailers that consider all five
factors can lower out-of-stock percentage by 27
percent. Shrink control is vital in minimizing out-
of-stock rates. Shrink, especially due to theft,
becomes more significant during challenging eco-
nomic times. The majority of retailers (71 percent
of leaders and 53 percent of followers) believe that
managing shrink will command far greater atten-
tion in the next three years.

Study respondents’ out-of-stock percentages

RCON

1%

. Followers

|:| Leaders

Consider all
five factors

Consider fewer
than five factors

Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010



Store operations. Just as critical as inventory
optimization is the management of in-store pro-
cesses and personnel. Retailers must have effective
staffing, strong performance management, and good
communications among employees and customers.

AERO asks retailers to consider not only how
much staff is necessary but also whether different
levels of staffing, with the right associates, might
provide a better customer experience. Also consid-
ered is the correctness and timeliness of opera-
tional tasks.

The study finds that fewer than half of
participating retailers have systems in place to
record and track the performance of store met-
rics such as planogram compliance, customer
wait times and scan speed. Nor do the majority
of retailers have the mechanisms to report these
metrics up to division or corporate leadership, or
to provide tactical guidelines to stores to improve
the processes.

The study finds that one way to improve
employee satisfaction and reduce turnover is
simply to communicate more and create a better,
less stressful work environment. Retailers that
communicate with store employees more than
once per month about store objectives, goals and
store performance, and those that recognize high-
performing employees, have employee turnover
rates of 10 percent or lower than their peers (see
sidebar: Learning Stores Help Save $30 Million).

Store leadership. Most retailers know that
store managers who establish clearly defined roles
and responsibilities for their store teams and invest
in building employees’ competencies can signifi-
cantly improve operations and profits. But effec-
tive leadership stretches beyond the four walls of
the store. The AERO study finds that the presence
of regional managers on site can have an impact
on a store’s stability and responsiveness. For exam-
ple, when regional managers spend more than 75

percent of their time in stores, employee turnover

falls by approximately 10 percent, and stores are
18 percent more likely to conform to initiatives.
Retail is a people business, not only because
customers are crucial, but also because people
who work in retail also need positive contact
for job satisfaction and to feel part of some-
thing larger than their immediate job. Of course,
administrative tasks are necessary, but regional
managers’ time should be planned to maximize
hands-on interactions. Regional managers who
get to know and make connections with store
employees can increase the overall performance

of their stores.

3. Enhancing Store Value

Anyone who has ever remodeled a home knows
that more often than not it will cost a lot more
time and money than expected. It’s no different
for most retailers. Seventy-six percent of the retail-
ers surveyed have had at least one cost overrun in

the past three years, in at least one of the following

areas: interior décor, fixtures, construction labor
and exterior construction. Interior décor had the
highest incidence of cost overruns, with 48 per-
cent of retailers reporting problems in this area.

Retailers report a variety of techniques to
improve planning and control overruns:
* 75 percent review actual versus forecasted costs
* 63 percent consider historical construction data
* 56 percent employ a high-level, top-down

approach to construction planning

Our findings and experience suggest that con-
struction is an area where retailers can reduce costs
and minimize headaches. For example, only 48
percent of retailers in our survey use a rigorous
bottom-up approach to setting costs and planning
projects, while only 42 percent say they tie results
to team performance metrics.

Besides construction management, retailers
can streamline operating management proce-

dures and costs with less common tactics. For
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example, improved cleaning and maintenance
can contribute to enhancing store value by setting
up store cleaning schedules based on days of the
week (only 45 percent of retailers use this tech-
nique). For store supplies, attention to ordering
policies and establishing rules, coupled with poli-
cies to optimize cleaning schedules and proce-

dures can reduce expenses (see sidebar: Improved

Backroom Increases Profitability). Fewer than 40
percent of retailers employ two or more of these
techniques to control expenses (see figure 5).
Store life-cycle management. A well-tested
and recognized design smoothes the customer
experience and reduces both construction and
maintenance costs. AERO finds that it is valuable

to evaluate how construction build-out costs,

CASE STUDY: Improved Backroom Increases Profitability

Independence and creativity can
produce a dynamic corporate cul-
ture, but when operational standards
become chaotic, some order can
improve performance. A.T. Kearney
partnered with a big-box retailer to
elevate the performance of store oper-
ations over its entire network. This
retailer had more than 125 stores
across three national regions (East,
Central and West), but had few uni-
form operational standards. Each
store operated somewhat indepen-
dently, with no clear path to unite
operations. Nevertheless, the retailer
wanted to identify productivity
opportunities, find tools to imple-
ment changes consistent with com-
pany culture, and reduce labor costs.

Approach

We collected baseline data from
seven stores during the diagnostic
phase, then examined current operat-
ing performance to identify produc-
tivity opportunities. Our approach is
to listen carefully to the client before
making any recommendations. As
such, we conducted corporate inter-
views and regional workshops to
understand what was important to
the stores and to get organizational
buy-in.
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We then developed a diagnostic
business case to quantify the bene-
fits of improving store productivity.
Three Learning Stores were estab-
lished to test possible productivity
initiatives and trial data verified the
diagnostic business case. Again, the
Learning Store method allowed us
to assemble an implementation tool-
kit and plan for system-wide rollout.
The trial at the seven stores pointed
to key project success requirements
that could be incorporated into
changes for the entire system of
store operations.

Results
A store associate said it best: “Every
day was a struggle [before the ware-
house changes], now it’s a very big
improvement.” Redesigning the store
warehouse made a significant differ-
ence in productivity and inventory
management. The aim of the redesign
was to smooth traffic flow, place prod-
ucts closest to the entrance where they
would be needed, make all products
easy to access, and emphasize safety.
Rather than cluttered and random,
warehouse layout was organized to
be open and well-aligned with needs.
After analyzing traffic flow, it was
clear that open space was needed to

AT Kearney

stage, sort and receive shipments.
Incorporating this into the design
reduced employee stress and
improved speedy handling of deliver-
ies and shipments. This revamped
layout and usage patterns improved
receiving productivity by 40 percent,
resulting in savings of more than
110,000 person-hours per year.
Managing inventory by establish-
ing a regular review process allowed
issues to be addressed when needed,
not after they have become monu-
mental. In addition, issues were pre-
dictable, and standard procedures
were developed to fix inventory prob-
lems. Improvements in store inven-
tory strategy resulted in better shrink
management, a lower amount of
clearance and distressed inventory,
and enhanced sales processes.
Opverall, improvements ident-
ified in the diagnostic process and
tested at the Learning Stores resulted
in a 22 percent reduction in opera-
tional labor costs and saved 15 per-
cent in customer service labor costs.
Mission accomplished? Yes, accord-
ing to a store associate. “With this
process, everyone knows what to do,

and there is no confusion.”



including refurbishments and expansion costs,
trend over a five-year time period, and whether or
not standardization has had an effect on those
costs. Also, AERO examines the value of forming
partnerships with construction materials and ser-
vice vendors. If prototypes are used effectively,
retailers can achieve significant economies of scale
for both construction materials and service costs.

The survey asks retailers to ponder future
growth by considering how new markets are
identified, how sites are selected, what the right
formats are, penetration and saturation, and the
best locations to serve customers while maximiz-
ing profits.

One area that causes issues for most study
participants is store building, as more than
three-quarters blame construction overruns for
hampering store development. Improved plan-
ning and increased accountability usually result in
significant cost savings and increase the ability to
meet deadlines.

Leading retailers do two things in particular:
They deploy a rigorous bottom-up approach to
store planning, and they tie store planning metrics

to the team’s performance evaluations. Here, too,

Figure 5

thorough knowledge of the customer incorpo-
rated into the planning process can improve per-
formance.

Operating expense control. The skill of
the craftsperson comes in selecting exactly the
right tool, and using it with just enough force to
accomplish the task. The same is true in retail
management: Controlling indirect expenses (that
is, goods not for resale) provides another, often
overlooked, opportunity to improve. Using eval-
uation techniques and appropriate software can
improve procurement decisions in every area,
from appropriate software and technology selec-
tion to shopping bag purchases. Leading retailers
consider frequencies, trends and any inconsisten-
cies in the management of these decisions. They
achieve significant cost savings by planning infor-
mation technology purchases, scrutinizing corpo-
rate services such as insurance and office supplies,
evaluating marketing expenditures, and stream-
lining store supplies.

For example, leading retailers in all sectors
take full advantage of demand management tech-
niques to control store expenses, such as supplies
and cleaning and maintenance. Yet there is still

Retailers can reduce store operating expenses by optimizing supplies and cleaning and maintenance

Technique used by company (% of respondents)
57% 57%

52% 52%

. Store supplies

|:| Cleaning and maintenance

45%
0,
40% 38% 38%
T I T

Define ordering ~ Share cleaning Clarify usage Differentiate Modify cleaning Differentiate Optimize Employ value
policies and jobs with policies daily cleaning frequencies levels of wet- packaging engineering

restrictions store staff across stores by time of work cleaning

day or week across stores

Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010
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room for improvement, as our study finds that
nearly 40 percent of retailers use two or fewer cost
management techniques.

Store technology. Appropriate use of tech-
nology can simplify scheduling of both labor and
product replenishment and enhance performance
reporting. With information, retailers can make
smarter choices about capital and operating
expenses, significantly lowering costs and opti-
mizing the total cost of ownership.

According to AERO, although 85 percent of
respondents agree that technology is an important
differentiator in store performance, fewer than 70
percent have management or planning systems
(such as ERP or MRP) in place.

Retail executives surveyed also agree that
technology designed to reach and assist the
customer is a potent differentiator of store excel-

lence. They may like it, but so far they don’t use it
very much—fewer than half use customer-facing
technologies. Of these, 49 percent use TV and
video to demonstrate or promote products and
services; 49 percent use price scanners or checkers;
30 percent use ordering kiosks; 19 percent provide
product availability scanners; 12 percent offer self-
checkout; and 9 percent provide smart carts. Of
course, the appropriate tools are right for the tar-
geted customer and are in line with the banner
identity, but it appears that retailers have plenty of
options to consider for both controlling costs and

providing better reach and services to the customer.

4. Using the Learning Store for Rollout

Many retailers participating in the survey find
that examining their own methodologies gener-
ates copious amounts of ideas and potential new

CASE STUDY: Streamlining Success with Learning Stores

How can a retailer control costs
while keeping its unique niche? This
retailer was facing challenging finan-
cial times and wanted to identify
cost savings within each store’s oper-
ations. However, it had three unique
brands, three different operating
models, and individual point-of-
sale systems at various locations.
Past efforts had not produced uni-
form success—in fact, different
initiatives at different times had
produced even more variability
among stores, with diverse methods
and uncertainty over what might
really work over the entire system.
Management was very concerned
that store shrink rates were higher
than the industry average. The
bottom quartile of stores was
performing at very poor levels.
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Approach

We began by collecting data from
11 stores to diagnose current operat-
ing performance and locate opportu-
nities to improve productivity. We
presented our findings to store exec-
utives—a diagnostic business case
identifying more than $30 million
worth of benefits by improving store
processes. This was compelling evi-
dence to move forward. Rather than
roll out new methods across the
chain, our team suggested a Learning
Store approach. Five stores across
three regions were designated as
Learning Stores. In each store, pro-
cesses underwent detailed re-design,
new methods were tried, and
improved loss prevention practices
and scheduling methodologies were
put into place. The Learning Store
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demonstration project verified that

changes suggested by the diagnostic
analysis were really functional, and

the improvements were adjusted to

make them viable for a roll out

across the retailer’s operations.

Results

The team identified more than 24
improvement opportunities in store
processes, loss prevention practices and
scheduling methodologies. The dra-
matic changes in efficiency and pro-
ductivity demonstrated by the Learn-
ing Stores created momentum for
change in field operations and enthu-
siastic buy-in at the corporate level.
While the original analysis suggested
savings of more than $30 million, the
ongoing implementation suggests
that this figure will be much higher.



directions. But how to choose and select the best
strategies for a particular retail environment?
AERO recommends the Learning Store
Methodology to provide a controlled environ-
ment in which opportunities can be tested and
developed by an in-store team. In other words—
learning! Ideally, analysis of all available metrics
has been completed with improvement tracking
continuing throughout the Learning Store trial.
A thoroughly planned, often-updated, innovative
program must also be developed. In the Learning
Store concept, representative stores are selected as
pilot sites for whatever new program and poten-
tial changes seem to offer the most promise. The
changes are made and then measured for impact
at the same time that mechanisms are triggered to
gather employee and management feedback for
benefits and challenges. These stores test changes
(compared to a control group of stores with simi-
lar characteristics and no changes applied), point
the way to modifications, and enable rollout of
new programs or modifications with a high degree
of confidence. The emphasis at these Learning

Stores is on testing and tweaking, not necessarily

Figure 6

on achieving an initially successful result. The
method seeks to lay a foundation and modify and
improve design, rather than to deliver a fully con-
structed edifice (see sidebar: Streamlining Success
with Learning Stores).

Because all levels of store personnel partici-
pate in the model, management can evaluate, ana-
lyze and prioritize changes with the confidence
and knowledge that the program will likely impact
all levels and 2// components of their business.

The better the trial is during piloting, the
fewer errors that will occur during full rollout.
AERO finds that leading retailers—those with
a higher percentage of rollout success in all stores
in their network—test more initiatives: 88 per-
cent of leaders test at least 50 percent of their
initiatives, compared to 68 percent of followers.
Ultimately, leaders implement fewer of these pro-
grams, choosing the best from a wider, better-
tested selection. They orchestrate the rollout
across their store networks, taking into consider-
ation their organization’s ability to adapt to change.
In other words, leaders are lavish with ideas, but

strategic with actual implementation (see figure 6).

Leading retailers use pilots to roll out fewer but more successful initiatives

(% of respondents)
56%
50%

32%

12% 12%

| |
Fewer than half More than half All
Initiatives piloted before rollout

Source: A.T. Kearney Achieving Excellence in Retail Operations Study, 2010

63%

. Leaders
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39%
33%

13% 13% 129 13% 9%

I | I 1
3-5 6-10 >10

Initiatives rolled out (per quarter)
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Leaders tend to use a core group of stores as
test sites. Followers, on the other hand, try less but
implement more. Leaders test intensively, but for
a shorter period of time, since they tend to have a
ready and experienced group of pilot sites to deter-
mine speedily what works and what doesn’t. Sixty-
seven percent of leaders pilot programs for less
than one month, while 71 percent of followers
pilot programs for between one and six months. It
appears that retailers that frequently use a Learning
Store concept become expert at determining what
will work and what changes should be made, or
when a concept should be discarded. They have
learned to manage risk and promote decision-
making confidence, thanks to finely tuned infor-
mation-gathering techniques.

Successful piloting requires a willingness to
listen, and the courage to discard ideas that once
seemed excellent. The study demonstrates that
selecting fewer but better changes and improve-
ments results in a much greater degree of success,
and a higher level of compliance when the initia-
tive is rolled out throughout their store networks.

Authors

Once the model is built, top retailers don’
just put a manual together and ship it out to the
stores. Leaders invest far more in formal training
methods to implement their initiatives. Seventy-
five percent of leaders use both “train-the-trainer”
and formal training methods to ensure that all
levels of personnel—regional, district and store—
are fully equipped with the skills necessary to

implement new initiatives.

Moving from Basic to Advanced

True retail leaders understand that their work is
never done. They gather as much information as
possible, select the most appropriate tools, study
and test the prototype—and do so quickly. When
they implement, they do it wisely and strategi-
cally, always looking for ways to improve the
design and engage the people within their organi-
zations to ensure success. These retailers imple-
ment swiftly and with confidence built on
experience. They do what all good carpenters
do—measure twice, and cut once.

Dean Hillier is a partner in the consumer products and retail practice. Based in the Toronto office, he can be reached

at dean. hillier@atkearney.com.

Joel Alden is a principal in the consumer products and retail practice. Based in the Toronto office, he can be reached

at joel.alden@atkearney.com.

Melanie Mityas is a principal in the consumer products and retail practice. Based in the Chicago office, she can be

reached at melanie.mityas@atkearney.com.

Nicolai Schleip is a principal in the consumer products and retail practice. Based in the London office, he can be

reached at nicolai.schleip @atkearney.com.

Irene Cai is a consultant in the Shanghai office and can be reached at irene.cai@akearney.com.

Tvan Kotov is a consultant in the Moscow office and can be reached at ivan.kotov@atkearney.com.

The authors wish to thank Piotr Kadela and John Gomes for their valuable insights and help in writing this paper.

MEASURE TWICE, CUT ONCE | A.T Kearney



A.T. Kearney is a global management consulting firm that uses strategic
insight, tailored solutions and a collaborative working style to help clients
achieve sustainable results. Since 1926, we have been trusted advisors on

CEO-agenda issues to the world’s leading corporations across all major
industries. A.T. Kearney’s offices are located in major business centers

in 37 countries.

AMERICAS

EUROPE

ASIA PACIFIC

MIDDLE EAST
& AFRICA

Atlanta | Boston | Chicago | Dallas | Detroit | Mexico City
New York | San Francisco | Sdo Paulo | Toronto | Washington, D.C.

Amsterdam | Berlin | Brussels | Bucharest | Copenhagen
Diisseldorf | Frankfurt | Helsinki | Kiev | Lisbon | Ljubljana | London
Madrid | Milan | Moscow | Munich | Oslo | Paris | Prague | Rome
Stockholm | Stuttgart | Vienna | Warsaw | Zurich

Bangkok | Beijing | Hong Kong | Jakarta | Kuala Lumpur
Melbourne | Mumbai | New Delhi | Seoul | Shanghai | Singapore
Sydney | Tokyo

Abu Dhabi | Dubai | Johannesburg | Manama | Riyadh

Copyright 2010, A.T. Kearney, Inc. All rights reserved. No part of this work may be reproduced in any form
without written permission from the copyright holder. A.T. Kearney® is a registered mark of A.T. Kearney, Inc.
A.T. Kearney, Inc. is an equal opportunity employer.

A.T. Kearney Korea LLC is a separate and independent legal entity operating under the A.T. Kearney name in Korea.

7 KEARNEY”

For information on obtaining
additional copies, permission
to reprint or translate this work,
and all other correspondence,
please contact:

A.T. Kearney, Inc.

Marketing & Communications
222 West Adams Street
Chicago, lllinois 60606 U.S.A.
1312648 0111

email: insight@atkearney.com
www.atkearney.com



PDF ATK.0610.135



