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Transition Toolbox: the case for Retail Packaging
By Michiel Bouvy

e,

Retail packaging at work: the final moment of truth

Shopper centric and easy to process instore. These have become fundamental requirements
for packed groceries in today’s retail channels. They make packaging a driver of both sales
value and distribution costs. But putting a value into the equation is not so easy. Getting it
right is a matter of application management and proper execution, rather than a task for
packaging technologists, design agencies and packaging suppliers. In short: proper use of a
toolbox.

Instore performance of Retail Packaging
relates to both shopper impact and store
operations. But Retail Packaging as such is
a virtual reality. It is not so much a
physical solution, but rather a combination
of functionality coming from the product,
consumer packaging and transport outer.
In spite of all the money and effort put into
the development and use of packaging
across the globe day in, day out, the level
of failure instore can be stunning.

| keep asking myself: Why? What makes
getting it right so hard? And what can be
done about it? This paper is intended to
share some valuable insights on the root
causes and on how to make improvements,
step by step.

Michiel Bouvy is the owner of Impaqtum, based just outside Amsterdam in The Netherlands. As an independent
specialist in the impact of packaging on the retail grocery supply chain he supports manufacturers and retailers
across Europe. Optimising the interrelationship between packaging and supply chain processes makes the
difference in performance enhancement, cost reduction, sustainability and time to market.
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Why pack at all
Need ——0 In the grocery trade, packaging is
Solution — L undeniably moving up the strategic

agenda. And if top management doesn’t

Convenience recognise this it would be well advised to
catch up quickly. Packaging is the physical
vehicle in a complex  business

Technology il Wi market  environment. (fig 1). Functionality is
P >0 associated with a range of critical areas:

innovation, sustainability, marketing and

Physical

secondary €—> structure

Operational Commercial branding or manufacturing capabilities.
Processes Channel gi;k at:ribtutlfsh rfjpond toh the netc_ads of
ifferent stakeholders each operating in
T~ Chain — sreraEs Dol relative isolation. Retail Packaging aims at

balancing performances between them,
while keeping different sales channels in

Fig. 1: Physical vehicle in a complex business environment mind and is increasing|y relevant to
achieving bottom line results.

The current focus on sustainability clearly demonstrates the complexity of packaging management as a
supply chain issue. Initiatives on global standards® and evaluation metrics® recognise the diversity in
needs and requirements between disciplines and business partners. Eco-friendly materials are not
enough. Choices must be judged in a wider context of evolving supply chains and business processes.
Packaging enables efficient distribution of goods and is a major driver of consumer value.

Distribution or Consumer focus | —
The classic split between consumer- and Distribution

transport packaging is reflected in the way Supply Chain Product \
they are usually managed. Product- and Process Use s
consumer focus puts the emphasis on : ;
primary pack  functions.  Transport | Transport packaging Product packaging

packaging has mainly a logistic function
and gets managed in a different domain Fig. 2: The classic split between distribution and consumer domain.

(fig 2)

Brand equity and product features attract consumers and create value. The packed product defines the
basis for grouped items to be processed in distribution chains. Logistic functionality mainly correlates
with the impact of weight, volume, distance or speed on the overall cost structure and competitiveness.
Distribution efficiency is therefore more dominant with high volume products (crisps), heavy loads
(water) or lower value items (toilet paper).

The packed product itself conveys all relevant marketing imagery to make it attractive and saleable.
Once in store, cases and crates have done their job and will hopefully disappear from sight before the
consumer gets to see the product. On-shelf use of transport outers is often seen as an efficiency-driven
retailer strategy that frustrates the shelf impact of beautifully designed items. But this approach is old
school, for 3 reasons: shopper marketing, channel operations and product transition.

Shopper Marketing: competing on dm?®

The ‘final moment of truth’ as defined by sophisticated shopper insights recognises the challenge of
capturing shoppers’ hearts and minds to make a sale. Regardless of whether it is a destination category
or an impulse product; a ‘big head’ or a long ‘long tail’®, a product must somehow manage to end up
in a shopping cart and make it to the checkout. Shopper marketing applies multiple techniques to
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trigger subconscious processes and stimuli. But whatever means are used, at some point products need
to been identified, understood, accepted and physically picked. Unseen is unsold.

Instore media and merchandising features are
definitely en vogue. But at the end of the day it
is the package that has to close the deal. Few
products may count on true loyalty or brand
- personalvalue  Strength and ignore shopper impact basics. The
\ Emotional importance majority must reinforce the product point from

Bell Curves

. i \
Lowcost baslcs Lack of differentiation \

*  Low involvement

Disappear into

Growth & perceived value

> ‘Pricedriven £ opien ‘ D}fqentiateto channels every angle
* Scale \ Target niches
_ N The Well Curve® approach to value generation
Well Curves takes Porter’s leadership strategies a step
— - further and challenges the traditional efforts to
Mass competitive spectrum Specialised R
capture markets with average standards (bell).
Fig. 3 Bell or well:

Well curve: find profitable growth at either end of the competitive Ir_]Stead prOfItabIe gr0\_/vth requires focus: target
spectrum. Packaging must match your position. Middle-of-the-road niches to connect with consumers, or focus
solutions fit the Bell, but just miss the point in well based strategies. fu||y on mass markets.

Most grocery shopping is an intuitive process that triggers a primed mindset and expectations. Split-
second understanding is required. Consumers seek confirmation - not confusion and inconsistency.
Technically, there is nothing wrong with a scratched carton or a dented can. Except that it doesn’t sell.

Anchor features, like Milka purple, may draw shoppers to the confectionary shelf, but what makes that
other brand suddenly more appealing? When does the purple wall take over and the individual product
get indistinguishable? And does it really help to stress the brand when there is hardly an alternative on
offer? Competitive impact® on a shelf is intricate business. Not only the individual product, but also
the competitive environment, the store layout and product substitutes define what packaging has to
deliver on a shelf. Are typical consumer features sufficient to do the job?

Brands love to build walls. But when does the wall turn into a blur? How does instore execution influence final impact?
(Germany - Sweden - Germany)

It seems to get worse as well. Severe competition instore makes keeping pace using your packaging
ever more challenging, for 3 reasons:

1. Inflation: the instore landscape gets increasingly crowded and dynamic with screaming
media messages and multiple products competing for attention. Restages of products are
meant to keep consumers interested, but do they merely add to the confusion? Just stand in
front of the average shelf and picture what it looked like 10 or 20 years ago. And which of
the products you see there were on offer last year and looked exactly the same?

2. Innovation: advanced technology generates a boost in smaller, unstable, brightly coloured
and interestingly shaped products. But many are hard to merchandise: flexible packs fall
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over, smart shapes can’t be stacked and some get simply too small to have a stable facing
and make an impact.

Instead of boosting sales or getting more sustainable, innovation may backfire if the
product does not sell for these reasons.

3. Channels: Specialised differentiation is part of
the problem. Merchandising strategies vary
between retailers requiring specific pack
formats. Rigid definitions often do not justify
the costs. On top of this, brands compete with
own label products. Interestingly enough, where
one would expect the own label to outsmart the
competition in every possible way, retailers’
control over execution is often disappointing.
For shopper impact of own label, the store brand
and price point dominate.

Channel operations

Retailers increasingly operate a variety of channels to
capture consumers in different circumstances. In spite of
consolidation of buying power, the variety in banners and
store formats is on the rise. Giants like Tesco and Carrefour
no longer focus on expanding hyper- and supermarkets as a
standard, but massively revert to developing convenience
outlets®.

Others, like Rewe and Edeka strengthen their position in
discount with both own label and branded products. But
national and regional differences also apply, especially in
Europe. Drugstores in Germany dominate the sales of Ny | 5
categories like infant nutrition or air care pI’OdUCtS. A merchandising challenge (Germany)

For packaging, this means horses for courses. Store size and channel formats differ ever more.
Varying distribution methods call for different packs and unit size for different purposes. Category
width and depth increasingly vary, next to merchandising, strategies and instore operations, even
within one retailer operating under one banner. How does a retailer handle a product and what
determines its competitive success? What shelf dimensions apply and how many facings? How many
products get stacked on top of each other how does this impact stability, risk and access? With channel
differentiation being a critical route to markets, packaging must adapt to make them function.

Product Transition

The objective of grocery retailing is profitable transaction with a physical change of ownership and
control over goods. For most products the transition from distribution to consumer involves a radical
transformation of units, function and information requirements. Consumer functions have no logistic
value, and vice versa. No order picker cares how long it takes to get your pasta al dente or reviews the
new spout a ketchup bottle. Which consumer is interested in a barcode? A this side up or pack count
label? Yet, packaging has not only to facilitate both, in retail packaging the transformation process
itself is a critical factor. (fig. 4)

Retail packaging has to meet the fundamental requirements of effective sales support and handling

efficiency. Next to a smooth transaction into the hands of the consumer, a transition takes place at 3
levels: functions, units and communication.
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Distribution
Supply Chain Format Product
Process Shcﬂaper Use
Transport packaging l Product packaging

Functions Shipping Presentation Convenience
Units Distribution Sales Consumption
Communication Logistics Perception User
Figure 4: Retail Packaging in transition: unique requirements - same components. reroreimpagium
Functions

Efficient throughput and profitable sales of goods summarize the nature of grocery retailing.
Packaging fulfils a number of specific functions that apply to neither bulk distribution nor a product’s
use at home. Some functions relate to instore operations and the complexity of merchandising: what
does it take to identify a product at the back of a store, prepare for presentation and put on display?
How to dispose of excess packaging, ensure code rotation and keep shelves organised and tidy?

Next to the process of preparing for presentation, packaging of course has to be — and stay —
presentable and shopable. Product visibility, access and stability are generally assumed to be OK. In
reality, products can be hard to distinguish or look terrible on a half shopped shelf. Facing integrity
means: can you rely on your product to always face the consumer as intended? What if it doesn’t?

Units

A breakdown of bulk shipments into saleable units is one of most costly activities in the retail process
with packaging as a key driver of physical handling and efficiency. Many consumer packs facilitate
breakdown at home into portions or doses of ingredients. But secondary and tertiary packaging largely
determines the breakdown into store orders in distribution centres and subsequently into sales units on
the shop floor. VVolumes, turnover and business processes determine whether pallet-, case- or item
logistics define unit loads and -breakdown. Unit sizes tend to get smaller in response to certain
consumer needs, but the associated inefficiencies are self-evident.

Self service dispensing units are a particularly efficient
strategy to deal with variable demand. This way,
consumers fully control how much they actually take
home. It may lead to an efficiency boost in packaging,
but also to a higher level of consumer involvement with
the product.

3 r,kusms';:

The negatives are space, stock issues, branding and
communication, next to appropriate packaging,
= o Y .«1 measuring and pricing. In short: partial redesign of the

4 S N supply chain. Common for candies and speciality stores
for coffee & tea or herbs & spices, nowadays several
grocery chains apply them for all kinds of dry and

- ] o PLACE BAG PLACE BAS uw . . .
oA sy UNDERNEATH UNDERNEATH I i q ui d c a.t e g ories.

AL GENTLY o 1 GEwTy
fIEN RETURN, N RETURY

Self service dispensing of dry foods (New Zealand, Internet)

Communication

Instore communication is hot. Interactive technology and innovate solutions help to draw attention to a
brand, a product or a specific feature or offer. At the final moment of truth, the package has to
reinforce the market strategy, not work against it for lack of consistency in identity, quality and
information. The overall perception of the product or brand depends much less on the individual text,
the elaborate graphic or a particular feature. Perception depends on the instant impression of how a
product appears on the shelf. Within seconds the shopper must be able to grasp the issues relevant to a
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purchase decision. In most cases: basic attributes and simple cues suffice. Take out the logistics and
reserve elaborate explanations for the kitchen table. Instore, less is more.

Instore functions are interrelated: good applications are not only easy to process, but also make sure
products end up on display as intended. This way, suppliers are able to maximise control over instore
execution instead of depending fully on the discretion of store managers and the zealousness of their
staff.® Just visit the average supermarket on a busy day and count the number products placed upside
down, back-to-front, fallen over or put (back) in the wrong place. Or simply disappear in the blur, or
in the deep of a dark shelf. And ask yourself: does it matter?

Retail packaging at work: room for improvement - what x why x who x how

In the process, packaging not only supports efficient transition from logistics to consumer use, the
transition process itself becomes increasingly relevant and generates a separate set of requirements.
These principles do not only apply when devising a promotional display. Instead, they work the other
way round to make it standard practice. Essentially, this is what retail packaging is about: how to
maximise value with instore performance.

Toolbox

Retail packaging is a virtual reality. As physical solution, it does not exist. Profitable competitive
performance is the balance of packaging functions tuned to the store environment in line with market
strategies (fig 5). Some floor displays look stunning, but are they really that efficient? Contrary to
what most people expect, retail packaging involves very little innovation, development or design. The
key to success is application management, which follows the logic of a few simple rules:

Retail Packaging Toolbox

primary <«— graphics

| X

transport <€—> structure

Fig. 5: Mix to fit for purpose ereroreimpagtum

Packaging technology generally leaves room for a
range of executions, with a variety in shape, dimension
or materials and graphics. The right combination of
available elements makes executions match specific
applications or use.

The toolbox approach recognises that retail packaging
optimises the combined functionality of both the
primary [product] and transport [outer] packaging.
Structural design of the combined execution
determines a range of physical properties: dimension,
units, stackability, stability or handling.

,,,,,

- e ™
Graphics partly make up for a merchandising nightmare. But
is this the intended brand image? (France)
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But shape, materials used and execution also impact the perceived image —
which could work both ways.

Graphics and colour are generally seen as exclusive means to convey brand
equity and product image. But this only succeeds when executed in harmony
with structural design and instore execution.

Reinforcing image (WalMart)

Make the difference

Is adapting packaging to product development and market needs not what companies do all the time?
Yes and no. Business systems are most comfortable with processing standards. Pack development is
usually geared at replacing one standard by a new version where variations are limited to applying
different graphics for product variants or languages. Versions get treated as separate products. When
market dynamics call for a higher SKU proliferation there are 2 obvious scenarios:

1. Stick to standards. Serve the market with a limited range of standard solutions. This usually
results in middle-of-the-road applications. These products often underperform as they fail to
meet specific channel needs. The strategy backfires through opportunity losses in sales value.

2. Off-line repair. Sales and trade marketing adapt products to customer requirements, channel
needs or promotions. Delivered performance of added features, repacking or merchandising
measures often hardly justify the time, effort, materials and money involved.

Issues united

How would you rate the on-
shelf competitive performance
of each of these products?

And from an operations point of
view?

Which of these would have
come straight from an
automated packing line and
could be rated as a standard
pack style?

What additional transport
packaging could have been
used? Would the delivered
shelf appearance justify the

costs?

How about the one on
promotion?

(Spain)

By raising the retail packaging toolbox to standard practice, continuously adapting applications to
market dynamics becomes part of the standard process. The key to success is a slightly different
approach to efficiency and scale, where the emphasis no longer lies with standard solutions but with
the applicability of basic design, packaging technology base and business process. The contribution to
sustainable development and efficient use of means and resources is self evident. At the same time,
agility and responsiveness reduces the time to market in an increasingly dynamic business
environment. In fact, retail packaging is nothing more than making the difference with mass
customisation.
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The road to success
Adopting a retail packaging strategy requires a different approach to packaging management. Relevant

expertise is often embedded in R&D and manufacturing, or outsourced altogether to suppliers,
technical service providers or agencies.

The packaging community is crammed with experts: technologists, designers, suppliers. But they can
only deliver in response to defined market needs. They may generate opportunities and develop
options, but at the end of the day their control over executions and applications is fairly limited. Key
decisions are often made elsewhere, without sufficient comprehension of the interface with core
interests. Successful companies invariably embed application management in their business process.

BALANCED SCORECARD

I* Revenue Basket
I Operating Efficiency

I Capkx

BUSINESS PROCESS

> Agility & responsiveness S > Consumer satisfaction
o trategy .

I* Application management > Shopperimpact

I* Technology & design 1> Retail & channel efficiency

A 4

LEARNING & GROWTH

= Cross-functional skills
I Value Chain synchronisation
I Information & transparency

Fig. 6: The balanced scorecard provides an organisation perspective on retail packaging. ereroreimpagtum

Business implications are best reflected by a balanced scorecard (fig.6). The mix of financial,
customer related and business process elements are linked to continuous improvement, learning and
growth. The wider strategic and organisational impact exceeds, but does not replace, the design or

manufacturing challenge. On the contrary, it provides a valuable framework that adds to profitable
packaging strategies.

At least 3 critical areas must be resolved in order to succeed:
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1. Organise ownership

Who decides on what, when and how? As a supply chain and multi disciplinary topic, ownership of
packaging and pack related issues must be organised accordingly. Retail packaging cannot be detached
from shopper marketing and trade strategy. But assuming ownership also implies the competence to
steer and control short term applications as much as development, innovation and investments further
down the road. Is the organisation and staff sufficiently equipped for this task? Alignment between
marketing, supply chain and manufacturing is a cross-functional objective for top management to steer
and control.

2. Redeflne packaging effICIency

involves the balance of costs and benefits across
different supply chains in a dynamic
environment. Brand equity and value projections
involve numerous estimates and assumptions,
whereas cost calculations use known parameters.
The ‘harder’ the data - like materials and line
efficiency - the more they seem to dominate the
equation. Most retail packaging functionality is
; l| hardly reflected in conventional business case

,,;2{7,},15{)2,5“ < (r;i'zho]:joorlosggé”E\r/sgd the ECR_ Elérope business
Tonnikalafileetd <oy : y packaging” assumes the
availability of impact data, which in reality do
not exist or are, at best, rough estimates.
Redefining packaging efficiency at value chain
Integrated design: efficient and successful for years (Sweden) level is the onIy way forward.

il Luksus

But not being able to do the numbers is no excuse for not doing the right thing. Brands that
consistently excel instore are generally pretty good at retail packaging too. Do sophisticated
calculations tell them whether or not to apply some extra print here or use a special feature to add
stability? Or have they simply integrated pack performance in their strategy — to succeed?

3. Devise a business process

Make the best of NOW! Retailing seems to
get ever more dynamic. Deciding what pack
formats and features fit your strategy best
must materialise in weeks rather than
months. Forget about a tedious development
and design process or line investments.

By the time you have your pack in place you
should are already thinking about the next
generation. But in most cases the available
infrastructure has a range of unexploited i
possibilities. You just have to learn how to Lm
make use of the existing toolbox with an ““"l' ‘““
organisation that allows you to do just that.
In short: a sound business process.

But application management in the hands of
commercial stakeholders is a worst case
scenario in the eyes of manufacturing and
supply chain directors.

Unpacking items is not the same as premium execution (Netherlands)
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Yet, it is up to product supply to fill the toolbox sufficient possibilities and manage cost-effective
agility. Transparency of cost impact in a wider business context is indispensible. It will be up to sales
and marketing to decide how the balance helps to maximise business value in the marketplace.

A leadership challenge

Implementing retail packaging as a commercial strategy and a business process will not succeed
without proper management support. Companies must devise a manufacturing and distribution
infrastructure to efficiently process a variety of executions for similar products.

Portfolio management matching basic designs with custom
applications provides scale and drives efficiency. Smart
business systems may facilitate transparency, speed and
control between disciplines — and business partners.

As standard practice, retail packaging is subject to
continuous improvement with development of required
skills matching a sophistication of the packaging toolbox
over time.

The shockwaves of product and market dynamics reflect a
completely different lifecycle than the infrastructure that
needs packaging as a distribution vehicle. Retail packaging
sets performance standards that help synchronise available
Promotion based on standard packaging (Poland) means with market demand.

Successful retail packaging does not stem from a single creative design, but starts with vision and the
strategic decision to make a sustainable and lasting difference. In short: leadership.

Being different is the very nature of grocery retailing: across countries, channels, formats and categories. (Netherlands - Spain)
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