Not JuSt ore Ilabration..
Better Collaboration

In the course of working with each of our clients, we identify a range of possible alternative options to
improve its position and profitability. These options may relate to your conduct in the marketplace and
may, therefore, be governed by competition or antitrust laws. Our recommendations and analyses

assume action consistent with, and in no way are meant to imply that steps be taken contrary to, any — ' Trading Partner
applicable laws. McKinsey does not render legal advice; if you have any legal questions relating to /"""'_  pr—
these options or our advice, we recommend that you seek legal advice prior to taking action. m
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McKinsey and the Trading Partner Alliance (TPA) have
partnered to develop new insights on collaboration
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How we define collaboration in this context

We are less focused on... We are more focused on...
Regular interactions between A set of joint initiatives with
partners; or ad-hoc initiatives not shared accountability and
explicitly integrated within the targets, which go above and
companies’ business plans beyond the normal course of

business and can lead to
significant long-term impact
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We won’t urge you to collaborate;
you're already doing it

830 of companies e
Y0/ collaboration eff

# of collaborations last year
100%

More than
three

Two or
three

One

None

SOURCE: 2011 McKinsey TPA survey, 2010 CCM survey, McKinsey analysis
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However, most collaborations don’t achieve the
expected results

added
little or no value

Y @ produced
\ significant results

Are collaborations really worth the effort?

SOURCE: 2011 McKinsey TPA survey, 2010 CCM survey, McKinsey analysis
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The size of the prize from successful
collaboration is large...

- ' ™
* £

T | v ‘ 1 ‘.:F
Increase iIn EBIT margin
4 Y for retailers $8-12 bn.
] ' f EBIT value
up to | for industry

Increase in EBIT margin given areas where
5 p.p. formanu faCtU rers collaboration applies

. so don’t give up trying!

SOURCE: McKinsey analysis, industry interviews
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What makes it so hard? — Top reasons cited for
collaboration failure
% of Retallers % of Manufacturers

Not enough resources
dedicated to collaboration

Lack of support from
partner’s leadership

LOROTILY compqred Misaligned incentives
to other opportunities

Lack of alignment on
priorities

Not enough resources
dedicated to collaboration

Lack of interest or
commitment from partner

Unwillingness to share
sensitive information

Unclear how to share
the potential benefits

Lack of interest or
commitment from partner

SOURCE: 2011 McKinsey TPA survey, McKinsey analysis
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Transformation in one company is challenging,
let alone across several

R EEES Manufacturers

Brand
penetration

Product
margin

Category
growth

Buying
iIncome

Hundreds of Efficiency _~Afew Sales growth -
categories imperative -""“_ categories imperative
- e . i
Willingness for future collaboration =
» Handling -
s : = -
g~ products = ——
e - 66% —
= efficiently i 33% BN ~
= = — 83% =
- = Merchandising _ IIEFIZIN E h
SOURCE: 2011 McKinsey T ey, McKinsey analysisat .~ -
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The industry needs a new approach

From... To...

= . .
7 = Collaborating in response ® Collaborating in areas where

WUEREEIR (0 deficiencies you have strong fundamentals
collabora e _ e
on P = Choosing only win-win " Turning win-lose to win-win

: R4y opportunities through benefit sharing models

V‘ v U
i L d

ﬁ) \ = Selecting partners mostly  ® Selecting partners on capability

Whom to - . based on size and strategic alignment
collaboratés

with -~ * Planning “top-to-top” = Aligning incentives and
without aligning frontline engaging “top-to-bottom”

= 18" = Adding initiatives to already * Investing in dedicated
Howto 0% fragmented resources infrastructure and people

collaborat; W * Giving up or declaring = Committing to long-term actions

victory too quickly and jointly measuring impact

o,
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Improve the odds by focusing on areas of highest
value

Category assortment &

Revenue
il e = Up to 3% sales improvement*

promotion strategies

Merchandising &

_ * Up to 4% sales improvement*
in-store layout

Product development & * 10-20% sales lift for NPI

H packaging innovations = 5% savings on raw materials and pkg.
v Demand planning & = 20% savings on inventory
fulfillment = 30% obsolescence reduction

] (0] o
Collaborative sourcing Up to 5% procurement & packaging

savings
Flow and handling = 20-30% warehouse and inventory
efficiency savings

Reducnon

* Estimate limited to category expansion opportunities
SOURCE: McKinsey analysis, industry interviews

= Up to 35% labor savings in shelving
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Select the right model to address asymmetry of
costs and benefits
Sharing Models

Collaboration costs and benefits similar
for both parties and recognized
individually

Transfer of costs and benefits to
equalize incentive for both sides to
collaborate

Joint benefits pool created and used
to sustain collaboration effort
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Taking collaboration further: what should we do
as an industry?

Examples of opportunities

" Common performance metrics " Transport efficiency

= Standardized data and IT " Reduce unsaleables
PrOCESSES " Staying ahead of quality

" Retail-ready packaging and health standards

" Innovative/digital marketing " Rapid recall exchange
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Not just more collaboration... Better collaboration

= Why Is collaboration an imperative
for industry leaders today?

= How do you think about what
partners to collaborate with, and
what areas to collaborate on?

= What factors have you seen drive
success or failure in collaborations?
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Contact information

Kari Alldredge
Senior Practice Expert

Kari_Alldredge@mckinsey.com
(612) 371-3188

Audrey Manacek
Partner

Audrey Manacek@mckinsey.com
(312) 795-7412

Luis Benavides
Associate Partner

Luis_Benavides@mckinsey.com
(305) 961-8818

Steve Reis
Engagement Manager

Steve Reis@mckinsey.com
(404) 335-3006

Jan Henrich
Partner

Jan_Henrich@mckinsey.com
(312) 795-7408

Daniel Swan
Partner

Daniel_Swan@mckinsey.com
(312) 551-3541

Kris Licht
Partner

Kris_Licht@mckinsey.com
(214) 665-1732
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