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Executive Summary 

Inventory is one of the most valuable assets a company has, yet benchmark results show 
that most companies fail to manage it effectively. The majority of manufacturers and dis-
tributors rely on out-of-date, too simplistic, or overly localized inventory policies. By 
doing so, companies tie up working capital, harm customer retention, and hurt share-
holder value-added. Faced with lengthening supply channels and tighter service-level 
demands from customers, many companies are now wholesale reexamining how to flow 
inventory across their supply chains and how to set inventory policies. In general, com-
panies are finding they have been burdened with inventory misconceptions (including 
around Lean principles), oversimplification, corporate discomfort with changing inven-
tory strategies, and significant underinvestment in breakthrough collaboration and opti-
mization technology.  

Business Benefits 
A number of companies, however, have broken free of these constraints and are driving 
20%+ reductions in on-hand inventory and 20%+ improvements in time to market 
from supply chain inventory initiatives. By changing how products are designed, how 
replenishment is triggered, and how inventory policies are calculated, these companies 
have dramatically improved financial performance and customer satisfaction.  

Best-in-Class Processes Lead to Much Greater Cost and Service Improvements  

 
0-10%  

Improvement 
11-20%  

Improvement 

More Than 
20%  

Improvement 

Reduced inventory carrying costs 65% 25% 10% 

Reduced lead times to customers 68% 15% 17% 

Increased perfect orders to customers 65% 21% 14% 

*% of respondents achieving improvement level from their latest supply chain inventory initiative 

Companies that stand out in adopting new, technology-supported processes include the 
HP Imaging and Printing Group, Seagate, Stryker Instruments, Deere’s consumer and 
commercial equipment business, and a handful of consumer packaged goods firms.  

Recommendations for Action  
To optimize inventory investment, companies need to rethink how to stage inventory 
across their channels, how to use postponement and risk pooling strategies, and how to 
leverage the inventory capabilities of their trading partners. Technology support is criti-
cal to selecting and executing a supply chain inventory program. Disturbingly, key sup-
ply chain inventory technologies are used by just 10-35% of companies today. Com-
panies should seek technology that allows them to optimize the positioning of inventory 
globally across supply chain tiers, rather than locally, and enables collaborative inventory 
processes with suppliers. 
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Chapter One: 
Issue at Hand 
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• Inventory misconceptions are damaging companies’ top and bottom lines. 
• Best-in-class companies are achieving greater than 20% cost reductions and service im-

provements. 
• New supply chain-oriented inventory approaches and technology are helping companies 

extract maximum benefit from their inventory.  

 

nve
effi
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pro

ntory is the lifeblood of supply chains. Properly managed, it drives revenue and 
ciency for companies. But as the nature of supply chains changes, so must the 
icies used to manage inventory. According to Aberdeen’s survey of supply chain 
fessionals, companies are rethinking how they should flow inventory across their 

supply chains to ensure that their inventory strategies keep pace with the lengthening of 
supply channels and customers’ tighter service-level demands.  

I 
This is resulting in a resurgence of interest in inventory management – and specifically in 
what Aberdeen calls supply chain inventory practices. Supply chain inventory practices 
involve managing the flow and positioning of inventory holistically across multiple 
stages in the supply chain, including suppliers and downstream partners.  

As a result of this reexamination, supply chain executives are discovering that many of 
their preconceptions about managing and positioning inven-
tory are dramatically wrong. Competitive Framework 

Key 
The Aberdeen Competitive 
Framework defines enter-
prises as falling into one of 
the three following levels of 
practices and performance: 

Laggards (30% of respon-
dents) — practices that are 
significantly behind the av-
erage of the industry 

Industry Norm (50%) —
practices that represent the 
average or norm 
Best in Class (20%) —
practices that are the best 
currently being employed 
and significantly superior to 
the industry norm 

Inventory Misconceptions  
1) Simplistic inventory policies work well. Companies 

that use ABCD inventory policies or simple weeks-of-
supply rules frequently have 15-30% more inventory 
than they need and lower service levels. They hold too 
little inventory for items with lumpy demand and too 
much for items with steady demand. 

2) Holding all items at all levels in our finished goods 
network will give us the highest service levels. Com-
panies with multiple tiers of finished goods distribution 
frequently hold the wrong amount of inventory in the 
wrong locations and suffer out of stocks despite high in-
ventory investments. Many of these companies should 
be holding some items just at their hub locations.  

3) It is fine for each location or tier in the supply chain 
to set its own service level targets and replenishment 
planning frequencies. The lack of synchronized inven-
tory policies across manufacturing stages and distribu-
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tion tiers builds up unneeded inventory across the supply chain. In addition, firms 
with high-volume, high-variability environments often have replenishment planning 
frequencies that are too slow, creating unnecessary stock-outs and greater inventory 
costs. 

4) Inventory minimization should be our goal. Companies with strong Lean philoso-
phies often suffer from longer-than-necessary order lead times, high total delivered 
costs, and service level issues because they hold too little raw material and in-process 
buffer stock.  

5) Using purchase orders or release notices for replenishment is efficient. A grow-
ing number of companies that used to cut purchase orders or release notices for their 
suppliers are discovering it is more effective to ask suppliers to take responsibility 
for maintaining inventory between min/max levels. 

These misconceptions around inventory impact both top line and bottom line revenue.  

• Top Line Revenue: 1) Revenue loss from stock-outs and late or incomplete orders 
that are cancelled; 2) customer retention issues because of service failures, long lead 
times, and flexibility challenges 

• Bottom Line Revenue: 1) Too much working capital tied up in inventory (also im-
pacts the balance sheet); 2) lost manufacturing productivity and higher warehouse, 
labor, and transportation costs (e.g., expediting costs) caused by inventory delays or 
shortages; 3) profit erosion and write-offs from obsolete or declining price inventory 

As Figure 1 shows, the top reasons that companies are rethinking their inventory prac-
tices are to stem customer dissatisfaction and improve return on invested capital. Best-in-
class companies are twice as likely as laggards also to feel pressure due to global sourc-
ing and demand for customized products. This is mainly because most laggards have yet 
to figure out how to leverage worldwide resources to deliver tailored customer solutions.  

Figure 1: Top Pressures Causing Inventory Strategies to be Reexamined 

44%

44%

64%

65%

72%

0% 20% 40% 60% 80%

Variable demand or short life cycles make forecasting difficult

Global sourcing and/or outsourced manufacturing are increasing
lead times and variability

Market pressure to reduce product price & increase
responsiveness

Corporate need to improve return on invested capital

Pressure to reduce stockouts and customer service failures 

% of Respondents

Source: AberdeenGroup, December 2004 
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A New Opportunity for Inventory Savings 
Companies today have the opportunity to adopt a combination of proven supply chain 
inventory practices and a new generation of inventory collaboration and multi-echelon 
optimization technology. Companies following this approach are reducing inventory lev-

els across their organization, 
while simultaneously improving 
service levels and productivity. 
Significantly, these companies 
are not pushing back inventory 
onto their suppliers, but are help-
ing their suppliers reduce their 
inventory levels as well.  

As Table 1 shows, 10-17% of 
companies we surveyed report 
greater than 20% improvements 
in key cost and service metrics 
from their inventory initiatives. 
These companies are breaking 
the inertia of their old ways of 
planning inventory and are 
adopting new, technology-

supported processes. 

PACE Key 
For a more detailed description, see Appendix A 

Aberdeen applies a methodology to benchmark research that 
evaluates the business pressures, actions, capabilities, and 
enablers (PACE) that indicate corporate behavior in specific 
business processes. These terms are defined as follows: 

Pressures — external forces that impact an organization’s mar-
ket position, competitiveness, or business operations 

Actions — the strategic approaches that an organization 
takes in response to industry pressures  

Capabilities — the business process competencies 
required to execute corporate strategy  

Enablers — the key functionality of technology 
solutions required to support the organization’s 
enabling business practices  

Table 1: Cost Reduction and Service Improvement from Inventory Initiatives* 

 

Reduced  
Inventory  
Carrying Costs 

Reduced  
Inventory  
Obsolescence 
Costs 

Reduced Lead 
Times to  
Customers 

Increased Per-
fect Order % 
(On Time and 
Complate) to 
Customers 

0–5%  
Improvement 
 

26% 34% 40% 37% 

6–10%  
Improvement 

38% 32% 28% 28% 

11–12%  
Improvement 

26% 19% 15% 21% 

More Than 20% 
Improvement 

10% 15% 17% 14 

*Percentage of respondents achieving improvement level from their latest supply chain inventory 
initiative 

Source: AberdeenGroup, December 2004 
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Chapter Two: 
Key Business Value Findings 
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• A wide and disturbing disconnect exists between companies’ corporate inventory objec-
tives and how they actually manage inventory today. 

• Many supply chain inventory approaches that could dramatically improve performance 
are viewed as controversial. 

• Companies that try to reduce inventory across the supply chain are twice as likely to 
have below-average inventory carrying costs.  

 

ather than monitoring and managing inventory at a local level, companies are 
increasingly adopting supply chain-wide inventory practices. Nearly half of com-
panies surveyed strive to reduce inventory across the total extended supply chain; 
by comparison, 14% of companies try to minimize their costs by pushing inven-

tory responsibilities to their suppliers, and 38% try to minimize inventory at the local 
level. Companies that try to reduce inventory across the supply chain are twice as likely 
to have below-average inventory carrying costs as their industry peers.  

 R
Overall, a wide and disturbing disconnect exists between companies’ corporate inventory 
objectives and how they actually manage inventory today.  

#1 Goal: Become more responsive and reliable to customers. Fully 82% of respon-
dents say it is highly important to their company to increase service levels without in-
creasing inventory investment. Because the amount of inventory needed to meet service 
levels is directly related to lead times and variability, 80% say reducing lead times and 
supply chain variability is also highly important to them.  

Today’s Disconnect: Despite companies’ aspirations, Aberdeen estimates that fewer 
than 5% of companies today are effectively factoring in variability across the supply 
chain when setting inventory policies. Companies commonly use absolute lead times and 
monthly demand variation into their safety stock calculations. But other factors are also 
important to set optimum inventory policies, including supplier, transportation, and 
manufacturing lead time variability, and yield rate variability. Uncertainty in the supply 
chain drives inefficiencies – so to drive out inefficiencies, companies need to better un-
derstand uncertainty and its impact. 

According to survey results, most firms use simple rules like weeks of supply or ABCD 
analysis determined by product throughput speed (Figure 2). Of firms over $1 billion in 
revenue, 29% said they use general weeks of supply rules, 19% ABCD categories, and 
38% an MRP/DRP or advanced planning system (APS) approach, which delivers some-
what better results. Only 13% set inventory policies using a system that simultaneously 
optimizes inventory policies across multiple echelons (also called levels, tiers, or stages) 
in the supply chain and factors in variability. Moreover, of these select companies, fewer 
than half take into account supply chain variability factors other than demand variability. 
Those that do typically report reducing on-hand inventory levels by at least 20%. 
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 Figure 2: How Companies Set Inventory Policies 
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Source: AberdeenGroup, December 2004 

#2 Goal: Improve financial performance. Of companies surveyed, 77% say it is highly 
important to their company’s inventory management success to maximize profit contribu-
tion and net margin, and 76% say reducing manufacturing or distribution costs is highly 
important.  

Today’s Disconnect: Aberdeen’s supply chain surveys consistently show that companies 
want to optimize total delivered cost, yet respondents say they are handicapped by a lack 
of detailed supply chain information and enabling technology. As a result, many compa-
nies instead become fixated on inventory cost as the key metric, with the thought that if 
they hold less inventory their financial performance will improve.  

Especially in cases in which Lean processes are instituted, companies can take this “the 
lower the inventory, the better” philosophy too far. For one automotive manufacturer, its 
use of daily supplier milk runs for certain materials lowered its inventory investment, but 
its total costs actually increased because of higher transportation costs. For other compa-
nies, inventory levels that are too low drain financial performance by raising expediting 
costs, increasing manufacturing re-scheduling or downtime costs, and causing lost sales 
from uncompetitive lead times and stock-outs.  

How Old Is Your Inventory Strategy? 
Another drain on financial performance is that companies’ inventory strategies are rarely 
kept up to date with real-life conditions. Two-thirds of companies say they update their 
inventory strategies on an annual or less frequent basis (Figure 3), with 13% of compa-
nies updating them every five years or more. This frequency of analysis is not sufficient 
given today’s global sourcing and contract manufacturing strategies, which create more 
variability. Survey results show that best-in-class and industry norm companies are 
more than 2.5 times as likely as laggard companies to update their inventory strate-
gies and policies multiple times a year. 
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Figure 3: Frequency with Which Companies Adjust Their Inventory Strategies 
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Supply Chain Inventory Controversies 
As shown in Figure 4, supply chain professionals are handicapped in their inventory 
management initiatives by misperceptions (blue bars) and corporate inertia (red bars). 
Half of respondents say it is controversial in their company to suggest that products 
be designed specifically to support postponement (in which inventory is held in a ge-
neric state until a true demand pull) or component risk pooling (in which a safety stock 
buffer is calculated once for a common component instead of for each of its independent 
demand streams), both which can lower overall inventories. A third of respondents find it 
controversial to consider increasing raw material or work in progress inventory, even 
though this may lead to shorter customer lead times and lower total delivered costs.  

Figure 4: Techniques Viewed as Controversial Inside the Corporation 
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37%
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Source: AberdeenGroup, December 2004 
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For more than 10% of respondents, at least 4 out of 5 of these techniques are viewed as 
controversial in their organization, and 70% say at least one of these methods is consid-
ered controversial. But a lack of controversy still doesn’t translate into action: Of the 
30% of companies that say all these statements are commonly accepted in their organiza-
tion, a third still don’t use any of these methods. Overall, just 4% of total respondents use 
all these techniques, while 36% of companies employ none of them. 

The problem is that little real analysis is done to determine the right strategies. Inventory 
management is largely driven by perception rather than fact – and the real answers are 
counterintuitive in many cases. Yet few companies employ tools beyond basic spread-
sheets to validate their opinions or alternatives. As a result, many corporate strategies are 
too simplistic, not based on complete-enough analysis, or simply a replication of past 
experience in a world that has dramatically changed. 

Best in Class Performance  
Best-in-class companies hold much different attitudes toward supply chain inventory 
management than do their peers. Best-in-class organizations are half as likely as their 
peers to view the statements in Figure 4 as controversial and twice as likely to have 
adopted these practices. 

Best-in-class companies achieve higher improvement rates as a result of their better in-
ventory management practices (Figure 5). These improvements are even greater when 
companies apply technology to these practices, such as supplier collaboration technology 
or multi-echelon inventory optimization tools. These technology-enabled companies are 
achieving 20-30% improvements in these KPIs from their inventory management initia-
tives.  

Figure 5: Best-in-Class Companies Achieve Better Results 
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Source: AberdeenGroup, December 2004 
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Challenges to Inventory Improvement 
Table 2 shows the top challenges supply chain executives face when they try to improve 
inventory management. A lack of senior management support across the organization is 
the top-rated barrier. Without executive support that includes changes in measurement 
systems, programs are doomed to fail. Metrics need to be changed so that local staff 
members are measured on how well they follow the optimal inventory and service level 
policies that have been set, not on how much they can decrease inventory or increase ser-
vice levels in their individual location or function. 

Best-in-class respondents are much less likely than their peers to be struggling with a 
lack of a senior executive mandate; in fact, 50% of them report having an executive with 
end-to-end ownership of inventory in their company. 

Companies also report having difficulty assessing the costs, risks, and benefits of chang-
ing their inventory strategies. Because inventory directly impacts customer satisfaction, 
revenue, and costs, companies are wary of making changes. The good news is that new 
modeling tools are helping companies more accurately and easily simulate the impact of 
making inventory strategy changes. These tools can also optimize around business objec-
tives, such as meeting a service-level target for the customer while minimizing working 
capital or maximizing margin. 

Table 2: Supply Chain Inventory Management Challenges and Responses 

Top-Rated Challenges % Selected Top-Rated Responses % Selected 
1. Lack cross-functional management 
support to implement new inventory strat-
egy 

58% 1. Improve inventory, consumption, 
and forecast visibility with suppliers 

64% 

2. Hard to assess costs, risks, and bene-
fits of changing inventory strategies 

57% 2. Top executive mandate with cross-
functional process & metric align-
ment 

55% 

3. Complexity of setting optimal service 
policies at item-location level 

46% 3. Use inventory strategy and ser-
vice-level optimization tool 

54% 

4. Difficult to collect lead-time variability 
and other data needed for inventory strat-
egy analysis 

46% 4. Improve data quality and imple-
ment continual data collection proc-
ess 

53% 

5. Our current technology doesn't support 
new inventory strategies 

33% 

 

5. Deploy new operational-level 
technology (e.g., Lean manufacturing 
system or WMS with final assembly) 

34% 

Source: AberdeenGroup, December 2004 

Business Capabilities That Most Improve Inventory Management  
Two classes of organizations were surveyed about their inventory management practices: 
distribution-intensive companies and manufacturing-intensive companies.  
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• Distribution-intensive companies have a large percentage of supply chain costs tied 
up in finished goods inventory and distribution networks. These include consumer 
packaged goods, distribution, wholesale, and retail organizations.  

• Manufacturing-intensive companies have a large percentage of supply chain costs 
tied up in manufacturing processes, including the management of contract manufac-
turers and component suppliers. These include auto, high tech, industrial equipment, 
metal products, and aerospace manufacturing. 

Each group was asked which business capabilities had the greatest positive impact on 
inventory management at their company (Figure 6). For distribution-intensive companies, 
the most important capabilities have been inventory placement optimization and visibility 
of inventory and in-transit status. Manufacturing-intensive firms say they have gained the 
most from Lean strategies, inventory placement optimization, and supplier managed in-
ventory (also called vendor managed inventory or VMI in some industries).  

Figure 6: Business Capabilities with the Greatest Positive Impact on Inventory 
Management 

0% 25% 50% 75%

Single corporate owner of end-to-end inventory

Inventory and in-transit status visibility

Suppliers manage inventory on consignment 

Optimized where and how much to stock inventory 

Lean manufacturing and replenishment strategy

% of Respondents
Manufacturing-intensive companies
Distribution-intensive companies

 

Source: AberdeenGroup, December 2004 
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Chapter Three:  
Implications & Analysis 
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• Survey respondents doubled their adoption of supply chain inventory tactics in the past 
three years. 

• Best-in-class companies are 50-70% more likely to use a supply chain inventory tactic. 
• Companies adopting multi-echelon inventory optimization and supplier collaboration 

technology are achieving the greatest business benefits.  

 

upply chain inventory tactics such as postponement, risk pooling, and merge in 
transit have been around for years, but more organizations are now embracing 
these practices across more product types and geographies. Survey respondents 
report they have roughly doubled their adoption of supply chain inventory 

tactics since 2001 (Figure 7). The level and sophistication of these tactics are also grow-
ing. Some 14% of firms use supply chain inventory principles along the entire life cycle 
of a product, including the design process. These companies maximize inventory flexibil-
ity and efficiency by designing products specifically to support potential risk pooling and 
postponement strategies.  

S 

Figure 7: Adoption Rates of Supply Chain Inventory Tactics  
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Source: AberdeenGroup, December 2004 

Best-in-class companies are 50-70% more likely than their peers to use these inventory 
tactics. For instance, 8 out of 10 best-in-class companies perform risk pooling today, 
compared with fewer than half their peers. And roughly 50% more best-in-class firms use 
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merge in transit, which involves the simultaneous delivery of shipments from different 
origin points. 

As shown in Table 3, survey respondents fell into one of three categories – Laggard, In-
dustry Norm, or Best in Class — based on their characteristics in four areas: 1) process 
(supplier replenishment process, inventory customization process); 2) organization (in-
ventory ownership); 3) knowledge (inventory analysis level); and 4) technology (inven-
tory policy setting tool). 

Table 3: Supply Chain Inventory Competitive Framework 

 Laggards Industry Norm Best in Class 
Process 
 

• Hold finished goods. 
Treat each product 
separately.  

• Send purchase orders 
to suppliers.  

• Some product post-
ponement and compo-
nent risk pooling.  

• Supplier-managed 
min/max replenishment. 

• Postponement, risk 
pooling, and supplier-
managed inventory 
strategies are a fully 
integrated process 
from product design 
through delivery.  

Organization • Inventory handled by 
function and location. 

• Some cross-functional 
collaboration on inven-
tory strategies. 

• Single owner of end-
to-end inventory. 

Knowledge  • Analysis performed at 
an aggregate product 
level.  

• Some analysis by 
product or product fam-
ily. 

• Some analysis at the 
item-location level.  

Technology • Inventory policies set 
using general rules 
(e.g., hold 8 weeks of 
supply for all prod-
ucts). 

• Inventory policies set 
by ABCD categories or 
by MRP/DRP or APS 
system that evaluates 
one echelon at a time. 

• Inventory policies set 
using a multi-echelon 
inventory optimization 
system that considers 
variability. 

 

Source: AberdeenGroup, December 2004 

The Critical Role of Technology in Inventory Management 
Improving supply chain inventory practices calls for a high degree of collaboration and 
visibility across the supply chain, as well as more sophisticated optimization. Companies 
that do not use technology to enable their supply chain inventory initiatives will not 
achieve the same level of performance. Spreadsheet methods are not sufficient in today’s 
demanding environment because they are incapable of evaluating all of the trade-offs. 

• Companies using a tool to optimize item-location level planning were five times more 
likely to have inventory carrying costs below industry average than those companies 
that had no plans to adopt such a tool. They were also three times as likely to have 
cash-to-cash cycles below industry average. 

• Companies using a visibility or supply chain event management system were twice as 
likely to have below average inventory carrying costs as those companies that had no 
plans to adopt such a solution.  
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Disturbingly, key supply chain inventory technologies are used by just 10% to 35% 
of companies today (Figure 8). Future adoption plans, if executed, would raise that to 
60% or more of companies. As shown in Figure 9, best-in-class companies are much 
more likely than their peers to already be applying technology to supply chain inventory 
management. Even when technology is used, however, most is homegrown and does not 
deliver the collaboration and optimization capabilities of current commercially available 
solutions. For instance, of the respondents that do multi-echelon optimization today, only 
a fraction use a tool that takes into account multiple elements of variability or time-
varying demands and capacities, which are critical to achieving significant cost savings.  

Figure 8: Top Technologies for Supply Chain Inventory Management 

10%

30%

35%

22%

29%

22%

35%

32%

33%

47%

49%

60%

0% 15% 30% 45% 60% 75% 90%

Product design and sourcing simulation tool

Warehouse system with postponement support

Lean synchronization technology

Item-location policy optimization tool for manufacturing
process

Item-location policy optimization tool for finished goods 

Visibility system

% of Respondents

Use today
Plan to use 

 

 Source: AberdeenGroup, December 2004 



The Supply Chain Inventory Strategies Benchmark Report 

 

 

All print and electronic rights are the property of AberdeenGroup © 2004. 
AberdeenGroup • 13 

Figure 9: Best in Class Use More Technology to Execute Their Inventory Strategies 
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 Source: AberdeenGroup, December 2004 

Supply Chain Inventory Management: What’s Working 
An abundance of strategies exists on how to flow and position inventory along the supply 
chain (Figure 10). Different product families and distribution channels will have different 
characteristics and respond best to different strategies. Companies will need to synchro-
nize these strategies by channel to achieve the performance they desire. The following 
sections discuss strategies experiencing high degrees of innovation or adoption accelera-
tion, such as supplier managed inventory, postponement, and multi-echelon inventory 
optimization, along with case studies of company success.  
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Figure 10: Types of Supply Chain Inventory Strategies 
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Source: AberdeenGroup, December 2004 

Supplier Managed Inventory: What’s New 
Supplier managed inventory is a long-established practice that continues to grow in 
popularity. Fully 84% of respondents at companies with more than $1 billion in revenue 
say they have suppliers manage consignment inventory for them, as do about two-thirds 
of mid-market respondents. However, some newer twists on this practice are providing 
greater benefit and lower risk for the suppliers.  

Pull-Based Replenishment with Suppliers 
In the traditional consignment supplier managed inventory model, the supplier builds 
product to a forecast and pushes product to an inbound VMI hub or other location. In this 
model, the supplier still owns the inventory at the hub until the buyer pulls product down. 
This creates higher inventory carrying costs for the supplier, as it has to own an addi-
tional bucket of inventory – and higher inventory risk.  

Buyers always want more than enough inventory in the hubs. As a result, when a buyer 
provides a forecast, and when the forecast is off, the hub is typically left with excess in-
ventory, which is the supplier’s liability. Moving to a pull-based (rather than a forecast-
based) replenishment process, as used by Lean operations, can reduce that liability. Fore-
casts should still be shared, but suppliers build to actual demand pulls instead. 

High-Tech Supplier Example: Seagate 
Seagate, a hard disc drive manufacturer, has a strategy of global manufacturing and op-
erational efficiency. Inventory ownership and responsibility is being pushed upstream to 
them by their customers, and the rule of thumb for their industry is that price declines 1% 
per week. To increase agility and lower costs, Seagate implemented an inbound VMI 
program managed by third-party logistics (3PL) providers. Seagate sends kanban demand 
pull signals to the 3PL in real time along with a daily consumption report. The 3PL sends 
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a current inventory report daily to each supplier and to the Seagate plants. The 3PL also 
sends a hub receipt report four times a day.  

To execute this information synchronization and visi-
bility process, Seagate uses a Web-based collabora-
tion platform that supports both browser-based data 
entry and access, and system-to-system messaging (in 
Seagate’s case, RosettaNet messaging is used). All 
replenishments are done from pull, and lead times 
range from two days to two hours. As a result of this 
process, Seagate now owns no component inventory 
and no warehouses, and it has been able to generate new revenue through faster time to 
market. 

Seagate now owns no  
component inventory and no 
warehouses, and it has  
generated new revenue  
through faster time to market.  

 

Moving From POs to Min/Max Replenishment 
Nearly half of respondents report shifting from using purchase orders and release notices 
to trigger supplier replenishment to having some suppliers do min/max replenishment 
instead. To do this, a company sets the minimum and maximum target levels for an item 
at a plant or other company location, and then asks the supplier to take responsibility for 
ensuring that inventory is maintained within that range.  

Supplier collaboration technology is helping companies execute these strategies by: 1) 
Providing real-time views to suppliers of information, such as on-hand inventory, fore-
casts, current and future production schedules, and order commitments – this helps sup-
pliers plan efficient replenishment processes. 2) Providing shared status dashboards to 
warn of impending problems, such as red (under the minimum), blue (over the maxi-
mum), and green (in range) indicators for inventory positions. 3) Letting a company’s 
materials managers and purchasing agents see shipment notifications and perhaps even 
supplier in-process activities. With visibility to in-transit inventory, for instance, a mate-
rials manager can understand that even though on-hand inventory has dipped below its 
minimum target, a shipment is on its way so no action needs to be taken. 

Supplier min/max replenishment can be done with or without the supplier owning the 
inventory at the customer. It will generate inventory savings and service level improve-
ments to a company, while helping its supplier minimize inventory excesses and create 
more efficient production schedules and transportation moves.  

Keep in Mind: Emerging practice is to readjust min/max targets for the supplier on a 
quarterly basis. Some companies that have tried weekly or daily readjustments have 
found that this does not give suppliers the stability they need to meet target levels and 
drive internal efficiencies, and that it leads to payment and performance disputes. Also, in 
cases where a quarterly adjustment would lead to a large drop in the inventory targets, 
consider implementing the reduction in steps over time, so that the supplier can more eas-
ily manage its cash flow and revenue. 

Being successful with the min/max approach requires inventory accuracy and good plan-
ning systems and planners. For instance, a standard kanban process may be more appro-
priate if on-hand inventory accuracy is an issue.  
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Medical Equipment Example: Stryker Instruments 
Stryker, one of the world’s largest medical device manufacturers, has implemented 
min/max replenishment, without consignment, in its surgical instruments division. 
Through this program, Stryker has reduced inventory by over 30%, and some of its sup-
pliers have seen associated inventory reductions of 
25% or more, while drastically reducing stockouts. 

Stryker sets monthly min/max targets for each part 
number and uses a supplier collaboration platform to 
exchange information and provide views of inventory 
status. Suppliers enter in promises for future ship dates 
with projected quantities, and they also provide ad-
vanced shipment notice (ASN) information for prod-
ucts shipped. A red-blue-green dashboard allows proactive, exception-based management 
by Stryker planners, unit managers, and the suppliers.  

Switching to supplier min/max  
replenishment cut Stryker  
Instruments’ inventory by 30%. 

 

Styker’s instruments division now uses this process successfully to control 90% of its 
direct material purchases, including small machine shops with unsophisticated internal 
systems, as well as with internal distribution centers in Europe and Japan. 

Using a Virtual Inventory Bin  
Fully a third of respondents report using in-transit inventory as a virtual inventory bin, 
reallocating and redirecting in-transit inventory. By comparison, 10% of companies in 
Aberdeen’s 2004 China Trade Benchmark Report said they reallocate and redirect in-
transit inventory. Virtual inventory bins can be used both in a multi-stage manufacturing 
process and for finished goods inventory distribution. Using a virtual inventory bin can 
take a number of forms, including allocating orders while in-transit, assigning new ship-
ping instructions to divert in-transit inventory to higher-demand destinations, and holding 
unallocated inventory at a deconsolidator until there is a true demand pull.  

Virtual Inventory and VMI: Companies replenishing to a customer’s VMI hub where 
there is low lead-time variability but long transit times should seek to renegotiate their 
contracts to enable in-transit inventory to be treated as available inventory. By providing 
excellent in-transit visibility and shipment reliability to the customer, firms can operate 
with fewer days of supply at the hub and thus lower their total inventory costs. Seagate, 
for instance, replenishes to its customers’ just-in-time hubs and has arranged so that the 
available quantity in the hub incorporates both in-transit and on-hand inventory. 

Postponement 
Postponement is considered highly important to inventory management success by 
41% of manufacturing-intensive companies and 19% of distribution-intensive com-
panies. Postponement strategies can occur in upstream processes or in the final configu-
ration of finished goods. Although often associated with the high-tech industry, post-
ponement is being used across a variety of businesses, such as tractor manufacturing, in 
which dealers attach buckets, shovels, and other attachments based on customer orders, 
and tomato canning, where unlabeled cans (called “brights”) are held, and customer-
specific labels are applied when orders come in. 
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Instead of storing ready-to-ship product, warehouses supporting postponement must be 
capable of light assembly, kitting, or customized packaging before an order can be filled. 
Companies may need to upgrade their warehouse management technology to support 
this. Inventory modeling tools can be used to determine where, when, and how to post-
pone and for which product groups. 

Optimizing Inventory in Multi-Level Distribution or Manufacturing 
Longer, more globalized supply chains are driving interest in determining where just-in-
time processes should be used, where inventory should be buffered, how much should be 
held, and in what state (e.g., generic product or finished good). To support these objec-
tives, a new generation of commercial inventory optimization technology has been 
created since the late 1990s. These tools use probabilistic (stochastic) methods, taking 
into account the distribution of variability, rather than the traditional deterministic meth-
ods. For instance, in a lead-time distribution, 80% of shipments might have been on time, 
12% may have taken an extra week, and another 8% an extra three weeks. 

Multi-echelon inventory optimization tools often come up with surprising answers that 
may be heretical to a company’s existing inventory philosophy. 

• A Lean-focused equipment manufacturer had uncompetitive customer order lead 
times of 28 days because it was fixated on not having work in progress or raw mate-
rials. These lead times meant it could not respond to upside market demand. By hold-
ing slightly more in-process inventory, it was able to cut lead times, improve cus-
tomer satisfaction, and capitalize on unexpected demand. 

• A company with facilities in the U.S. and China thought it should make 80% of its 
items in China, but the optimal policy turned out to be to make just 18% in China. 

These new multi-echelon optimization solutions differ from traditional MRP/DRP and 
APS systems in important ways. These include running a simultaneous optimization for 
all items at every individual location over multiple echelons of the supply chain. The op-
timization can take into account where to position inventory across tiers to take advan-
tage of pooling and postponement opportunities, while meeting a business objective such 
as minimizing inventory investment or maximizing margin. These tools can also optimize 
the mix of customer service levels assigned to items so that the sum of all items will meet 
the overall objective with far less inventory expense. 

New Bang for the Inventory Buck 
Multi-echelon inventory optimization tools commonly drive 20-30% reductions in 
on-hand inventory and 10-20% improvements in time to market. For instance, within 
three months of adopting a multi-echelon tool, a consumer products company reduced its 
average finished goods inventory in one of its business segments by 25% and improved 
customer service levels (fill rates) to more than 99%. The improvement was across the 
entire supply chain, not concentrated in one set of products or at one location. The sys-
tem, which runs daily, identifies optimal safety stock and inventory targets for each item 
and location in the multi-echelon distribution network. It sends the targets to an ERP 
planning system for daily planning.  

Multi-echelon inventory optimization solutions are useful for doing strategic inventory 
flow design, tactical what-if analysis, and operational inventory policy setting. 
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• Strategic-level decisions for a manufacturer might include whether to carry inven-
tory at a supplier and use a just-in-time pull process; identifying risk pooling or post-
ponement opportunities; and determining the impact of moving to a contract manu-
facturing model. For a distribution-intensive company, decisions might include hub 
and spoke inventory placement and customer-specific service level policies. (For in-
stance, if Wal-Mart asks to have service levels increased from 97% to 98%, what is 
the best way to provide that service level, and how much will it cost? What if the 
same level of service was provided to Home Depot?)  

• Tactical decisions might include: How should inventory positions be changed to 
account for West Coast port delays? What would happen to inventory costs if a sup-
plier had less variability or if we cut manufacturing processing time? If a product is 
in allocation mode, should we reserve inventory back at our hub for a higher-value 
customer and direct ship it to them? Or should we replenish inventory at the spokes? 

• Operational inventory policy setting includes identifying optimal safety stock and 
inventory targets for each item and location in the multi-echelon network. 

High-Tech OEM Example: HP Imaging and Printing Group  
HP’s Imaging and Printing Group is the global leader in inkjet supplies and printing 
products. In its initial employment of a multi-echelon tool, the Inkjet Supplies organiza-
tion slashed on-hand inventory by 20-30%. HP uses the tool to factor in time-phased 
forecasts, forecast accuracy, manufacturing yields, stage 
times, and other variables to generate target safety stock 
at an item-location level, as well as total pipeline levels. 
Updated parameters are fed back once a quarter into HP’s 
ERP system for execution.  

Previously, a general practice was to assign all products 
at a location similar weeks of supply if they had similar 
volume or were at a similar life cycle stage. With the 
multi-echelon tool, HP found it was carrying too little inve
packaging, which had lumpy demand, and too much invent
volume packaging operations. The group also found that for
had to increase buffer inventory at certain points in the sup
this the overall service levels to customers could be improve
proach both reduced inventory and improved customer satisf

Dealer Network Example: Deere & Company 
Deere’s Commercial & Consumer Equipment Division 
makes lawn equipment and utility vehicles, among other 
products. The division has 100 product families that it 
distributes to 2,500 North American dealers, five plants 
and associated warehouses, and several retailer consign-
ment warehouses. Dealers had large inventories and less 
than two inventory turns, but they often did not have the 
right products in stock.  

To improve its financial performance, the division 
adopted a multi-echelon inventory optimization tool to set ti
HP’s inkjet group slashed  
overall inventory by 20-30%  
by using a multi-echelon  
optimization tool. 
 

 

ntory for items with special 
ory for low-variability, high-
 items with long lead times, it 
ply chain, but that by doing 
d. In aggregate, this new ap-
action. 

me-varying inventory targets 

One of Deere’s divisions  
reduced inventory by $550 
million and avoided another 
$340 million in inventory  
investment. 
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for each item at each location. Stocking levels are dynamically calculated 
for millions of item-locations every week, and these recommendations are automatically 
integrated into Deere’s legacy systems each week without manual intervention. During 
2003, the division reduced actual inventory by $550 million and avoided another $340 
million in additional inventory that would have been held under the previous planning 
process. This improved annual shareholder value-added by $107 million. 

CPG Planning Frequency Example: Hindustan Lever 
Driving operations and replenishment planning frequency also helps companies, espe-
cially in high-volume, high-variability environments. Hindustan Lever, a subsidiary of 
Unilever, is India’s largest fast-moving consumer goods company, with a four-level sup-
ply chain. It moved two of its planning processes from good to great using a comprehen-
sive multi-tier supply chain planning system. It moved its monthly operations planning 
process to a weekly cost-optimized process to adjust the 
supply chain based on changes in supply constraints and 
demand. It also moved from weekly manual spreadsheet 
replenishment plans to daily replenishment planning. The 
multi-tier planning technology coupled with greater plan-
ning frequency enabled the company to have a unified 
system that simultaneously optimized not just how to dis-
tribute available stock but also how to manufacture stock. 

Hindustan Lever was able to increase its customer service 
levels by more than 30%, enabling it to hit 95%+ service 
levels. In tandem with increasing service levels, the company was able to close down 
four distribution centers by removing an intermediary inventory point. In the proc-
ess, Hindustan Lever was also able to reduce its product inventory levels from 8-10 
weeks of supply down to 6 weeks. 

A CPG company increased cus-
tomer service levels by more than 
30% by using a multi-tier supply 
chain planning system and in-
creasing planning frequency. 

 

Pressures, Actions, Capabilities, Enablers (PACE) 
Aberdeen’s PACE (pressures, actions, capabilities, enablers) analytical framework can be 
used by companies to map their pressures and their current and planned strategic actions, 
process capabilities, and technology enablers. Compare your company’s personal PACE 
to the PACE identified by survey respondents to see how you can adjust your plans to 
accelerate value for your corporation (Table 4). The survey revealed that best-in-class 
companies are much more aggressive in attacking the pressures by adopting multiple 
supply chain inventory practices and using enabling technology. 
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Table 4: PACE for Supply Chain Inventory Strategies  

Priorities Pressures Actions Capabilities Enablers 

1 Pressure to reduce 
stockouts and customer 
service failures  

Increase service 
levels without  
increasing inventory 
investment  

Optimized where and 
how much to stock 
inventory and where 
to use pull processes 

Tool to optimize item-
location stocking policies 
for finished goods 

2 Corporate need to im-
prove return on 
invested capital  

Maximize profit  
contribution/ net  
margin 

Lean manufacturing 
and replenishment 
strategy 

Lean technology to en-
able pull-based  supplier 
synchronization 

3 Pressure to reduce 
product price and in-
crease responsiveness  

Reduce manufactur-
ing or distribution 
costs and lead times 

Suppliers manage 
inventory on con-
signment  

Tool to optimize inven-
tory policies across multi-
stage manufacturing  

4 Global sourcing or out-
sourced manufacturing 
increases lead times, 
variability, and inv. 
costs  

Reduce lead times 
and supply chain 
variability 

Inventory and in-
transit status view-
able across supply 
chain 

Visibility/ supply chain 
event management  
system 

5 Variable demand  
or short product life 
cycles makes forecast-
ing difficult  

Componentize  
product design to 
optimize risk pooling 
or postponement  

Single corporate 
owner of end-to-end 
inventory 

Product design and 
sourcing tool to evaluate 
product componentiza-
tion and logistics options 

6 Increased demand for 
option-intensive or cus-
tomized products  

Hold inventory in a 
less-expensive ge-
neric state 

Partner performs final 
assembly, kitting, or 
packaging close to 
consumption point 

Warehouse management 
system that supports 
final postponement activ-
ity  

Source: AberdeenGroup, December 2004 
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Chapter Four: 
Recommendations for Action 
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• Companies need to buck conventional wisdom about how to manage inventory. 
• Companies should seek technology that lets them optimize globally across supply chain 

tiers and that enables supplier-managed processes. 
• Change management and metric realignment need to be part of the program. 

 

o stay competitive, companies need to buck conventional wisdom about how to 
manage inventory. Companies need to redesign how they manage inventory 
across their supply chains to lower costs and improve customer service levels. 

Technology support will be critical to selecting and executing a successful supply chain 
inventory program. In particular, companies should seek solutions that let them optimize 
globally across supply chain tiers, rather than locally, scale for item-location policies, and 
enable supplier-managed processes such as min/max replenishment. Change management 
and metric re-alignment also need to be part of the program.  

T 

Below are recommendations for action based on a company’s current maturity stage. 
Whether a company is trying to move its supply chain inventory practices from “Lag-
gard” to “Industry Norm,” to move from “Industry Norm” to “Best in Class,” or to re-
main at “Best in Class” status, the following actions will help improve performance: 

Laggard Steps to Success 
1. Increase supplier-managed practices that use Lean principles. 

Share more information with suppliers and give them more responsibility for keeping 
your company optimally supplied with inventory. Some 70% of manufacturing-
intensive companies use supplier-managed inventory today, along with 56% of dis-
tribution-intensive companies. Investigate the benefits of moving to pull-based proc-
esses and just-in-time delivery as part of the program. 

2. Rethink hub-and-spoke inventory placement. 
Fully 60% of large companies surveyed report holding highly variable finished goods 
inventory centrally at a hub versus at each individual spoke. This method frees up 
working capital while improving overall service levels. Supply chain modeling tools 
can uncover these opportunities. 

3. Move away from simple weeks of supply and ABCD inventory policies. 
Simplistic methods lead to flabby supply chains. Companies facing high customer 
service levels, short product life cycles, or multi-tier manufacturing or distribution 
networks have the most to gain from moving toward item-location level inventory 
policies. Look to APS or multi-echelon optimization solutions and simultaneously 
look at increasing replenishment planning frequency. 
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Industry Norm Steps to Success 
1. Appoint a single end-to-end owner of inventory. 

Less than a quarter of companies have created a single owner for inventory across the 
supply chain. Without this level of accountability, local inventory reduction and ser-
vice level programs will thrive. Locally optimized programs, despite their good in-
tentions, almost always lead to higher working capital costs and service level chal-
lenges. Make sure metrics are changed so that local staff members are measured on 
how well they follow the optimal supply chain inventory and service level policies 
that have been set, while central inventory planners are compensated on how much 
they have been able to improve customer service levels and take out cost from the to-
tal supply chain. 

2. Act on merge in transit, postponement, and risk pooling opportunities.  
The competition is becoming much smarter in how it pools inventory and flows 
product, so every corporation should be re-examining its product portfolio for addi-
tional opportunities. Nearly a quarter of manufacturing-intensive companies, for in-
stance, say they plan to adopt new postponement or merge-in-transit strategies in the 
next 18 months. Inventory optimization tools that allow for scenario planning help 
define and quantify the opportunities. Third-party logistics firms are being used by 
41% of respondents for execution and planning support for strategies such as these.  

3. Accelerate Lean supply chain benefits with collaborative technology.  
Implement a supplier collaboration platform that uses a red-blue-green or similar 
metaphor to enable information sharing and proactive exception management. Also 
look at the benefits of moving to a min/max supplier replenishment model, without 
requiring consignment inventory. In addition, remember to readjust metrics – suppli-
ers should be measured in red-blue-green percentages rather than on-time delivery 
percentage.  

Best in Class Next Steps 
1. Actively manage in-transit inventory. 

Enterprises with long transit times should investigate the different ways to use in-
transit inventory as a virtual inventory bin to lower safety stock levels, reduce total 
delivered costs, and maximize revenue opportunities.  

2. Use a commercial multi-echelon optimization solution. 
The new generation of commercially available multi-echelon optimization solutions 
at last enables companies to properly account for variation in the supply chain. Com-
panies with multi-echelon manufacturing or finished goods distribution networks 
should not delay in investigating these solutions. 

3. Make supply chain inventory goals part of the product design process.  
Maximize inventory flexibility and efficiency by designing products specifically to 
support potential risk pooling and postponement strategies. Component-based design 
should be a tenant of your organization. 
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Featured Sponsors 

 

 
 

E2open is the leading provider of software to manage inter-company processes. Compa-
nies engaged in outsourced manufacturing use E2open for cross-company inventory 
management, order management, demand/supply synchronization and multitier visibility 
to integrate trading partners across multiple tiers of distributed global supply and demand 
networks.  

E2open software on demand for Multi-Company Process Management is the industry's 
only solution to combine inter-company process management functionality, event man-
agement tools, performance management capabilities and an open B2B integration plat-
form delivered in an on demand, software-as-a-service model that results in lower total 
cost of ownership and shorter deployment cycles. 

 

 
 

LogicTools (www.logic-tools.com) a leading provider of supply chain planning solutions 
was founded in 1995 by David Simchi-Levi, Professor of engineering systems at MIT. 
LogicTools provides the expertise, software, services and support that enable comprehen-
sive supply chain planning processes in a variety of industries. LogicTools’ suite of sup-
ply chain planning solutions includes network design, inventory planning, and multi-site 
production sourcing.  LogicTools is an SAP software partner and “certified for SAP Net-
Weaver” for Inventory Analyst 4.0™, its inventory planning solution. LogicTools’ cus-
tomers include Del Monte, General Motors, IBM, Kraft Foods, Ryder System, The Tim-
ken Company, True Value Hardware, UPS, United States Postal Service, Welch’s, Yan-
kee Candle and many others. 

 

http://www.logic-tools.com/
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SmartOps Corporation is the market leading provider of enterprise-class supply chain 
software solutions that help Fortune 500 companies improve their approach to inventory 
planning and optimization. Based on academic advancements in supply chain modeling 
and algorithms, SmartOps' inventory and replenishment optimization solutions offer 
companies the ability to improve critical key planning targets in the presence of multi-
stage complexities, inherent supply and demand uncertainties, and the need for frequent, 
dynamic and automated decision support.  SmartOps serves customers in the petro-
leum/chemicals, pharmaceuticals, food and beverage, manufacturing, consumer products, 
wholesale, and retail industries. For additional information on the company, please visit 
our website at www.SmartOps.com

 

 
ToolsGroup offers the world's best inventory optimization software for the finished 
goods distribution supply chain. We help businesses optimize their customer service lev-
els, while reducing inventory and operating costs.  

Our 80+ customers span 28 countries, making us one of the most experienced inventory 
optimization software providers worldwide. Our customers are found in nearly all “dis-
tribution intensive” businesses, including consumer packaged goods, aftermarket parts, 
downstream process, wholesale and retail. They include such industry leaders as Colgate-
Palmolive, British Petroleum, Barilla, Delphi, Dixons Group, and Castrol. 

ToolsGroup stochastic optimization solutions “bolt on” to most large supply chain and 
ERP suites including SAP, i2, Manugistics, JDA, Oracle, JD Edwards and PeopleSoft.  
They are particularly powerful for optimizing challenging distribution environments re-
quiring any of the following: 

• Aggressive customer service levels (95% or more) 
• Slower moving products  
• Short life cycle or fashion items 
• Multi-echelon distribution networks 

http://www.smartops.com/
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Appendix A: 
Research Methodology 

n November 2004, AberdeenGroup and Supply Chain Management Review magazine 
benchmarked the supply chain inventory management procedures, experiences, and 
intentions of 178 enterprises. 

Responding supply chain, logistics, and operations executives completed an online sur-
vey that included questions designed to determine the following: 

I 
• The degree to which supply chain inventory management impacts corporate 

strategies, operations, and financial results 

• The structure and effectiveness of existing supply chain inventory strategies 

• Current and planned use of technology to aid these activities 

• The benefits, if any, that have been derived from supply chain inventory man-
agement initiatives 

Aberdeen supplemented this online survey effort with telephone interviews and addi-
tional follow-up surveys with select respondents, gathering additional information on 
supply chain inventory strategies, experiences, and results. 

The study aimed to identify emerging best practices for supply chain inventory manage-
ment and provide a framework by which readers could assess their own capabilities. 

Responding enterprises included the following:  

• Job title/function: The research sample included respondents with the following job 
titles: C-level officer or vice president (29%), director/manager (47%), internal con-
sultant (16%), or staff (8%). Roughly 90% were responsible for supply chain, logis-
tics, manufacturing, or procurement functions. The remaining respondents were in fi-
nance, customer service, or sales functions. 

• Industry: The research sample included respondents from manufacturing, distribu-
tion and retail industries. Consumer packaged goods, consumer durables, distribu-
tion, and retail/wholesale represented 36% of the sample. Automotive, industrial 
equipment manufacturing, and aerospace/defense accounted for 17% of respondents. 
High tech, telecommunications, and medical equipment also accounted for 17%. 
Some 13% were in chemicals, pharmaceuticals, and metals industries. Other sectors 
responding included construction/engineering, mining/oil/gas, and paper/lumber/ 
timber. 

• Geography: Nearly 60% of study respondents were from North America. Remaining 
respondents were split primarily between Europe and the Asia-Pacific region, includ-
ing India. Some large multinationals also had respondents from other regions. 

• Company size: About 31% of respondents were from large enterprises (annual reve-
nues above US$1 billion); 42% were from midsize enterprises (annual revenues be-
tween $50 million and $1 billion); and 27% of respondents were from small busi-
nesses (annual revenues of $50 million or less). 
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Solution providers recognized as sponsors of this report had no substantive influence on 
the direction of the Supply Chain Inventory Strategies Benchmark Report. Their sponsor-
ship has made it possible for AberdeenGroup and Supply Chain Management Review 
magazine to make these findings available to readers at no charge. 

Table 5: PACE Framework 

PACE Key 

Aberdeen applies a methodology to benchmark research that evaluates the business pressures, actions, 
capabilities, and enablers (PACE) that indicate corporate behavior in specific business processes. These 
terms are defined as follows: 

Pressures — external forces that impact an organization’s market position, competitiveness, or business 
operations (e.g., economic, political and regulatory, technology, changing customer preferences, com-
petitive) 

Actions — the strategic approaches that an organization takes in response to industry pressures 
(e.g., align the corporate business model to leverage industry opportunities, such as product/service 
strategy, target markets, financial strategy, go-to-market, and sales strategy) 

Capabilities — the business process competencies required to execute corporate strategy 
(e.g., skilled people, brand, market positioning, viable products/services, ecosystem partners, 
financing) 

Enablers — the key functionality of technology solutions required to support the organiza-
tion’s enabling business practices (e.g., development platform, applications, network con-
nectivity, user interface, training and support, partner interfaces, data cleansing, and man-
agement)  
 

Source: AberdeenGroup, December 2004 

Table 6: Relationship between PACE and Competitive Framework 

PACE and Competitive Framework: How They Interact 
Aberdeen research indicates that companies that identify the most impactful pressures and take the most 
transformational and effective actions are most likely to achieve superior performance. The level of com-
petitive performance that a company achieves is strongly determined by the PACE choices that they make 
and how well they execute. 

Source: AberdeenGroup, December 2004 
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Table 7: Competitive Framework 

Competitive Framework Key 

The Aberdeen Competitive Framework defines enterprises as falling into one of the three following levels of 
FIELD SERVICES practices and performance: 

Laggards (30%) — Supply chain inventory practices that are significantly behind the average of the indus-
try, and result in below average performance 

Industry norm (50%) — Supply chain inventory practices that represent the average or norm, and result in 
average industry performance. 

Best in class (20%) — Supply chain inventory practices that are the best currently being employed and 
significantly superior to the industry norm, and result in the top industry performance. 

Source: AberdeenGroup, December 2004 
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Appendix B: 
Related Aberdeen Research & Tools 

Related Aberdeen research that forms a companion or reference to this report includes: 

• The Outsourced Manufacturing Strategies Benchmark Report (September 2004) 

• The Lean Strategies Benchmark Report (June 2004) 

• The Quiet Revolution in Supplier Management (June 2004) 

• Supplier Performance Management: What Leaders Do Differently (June 2004) 

• The China Trade Management Strategies Benchmark Report (September 2004) 
Information on these and any other Aberdeen publications can be found at 
www.supplychainaccess.com or by e-mail at sca@aberdeen.com. 

mailto:sca@aberdeen.com
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About  
AberdeenGroup 

Our Mission 
To be the trusted advisor and business value research destination of choice for the Global 
Business Executive.  

Our Approach 
Aberdeen delivers unbiased, primary research that helps enterprises derive tangible busi-
ness value from technology-enabled solutions. Through continuous benchmarking and 
analysis of value chain practices, Aberdeen offers a unique mix of research, tools, and 
services to help Global Business Executives accomplish the following:  

• IMPROVE the financial and competitive position of their business now  

• PRIORITIZE operational improvement areas to drive immediate, tangible value to 
their business  

• LEVERAGE information technology for tangible business value.  
Aberdeen also offers selected solution providers fact-based tools and services to em-
power and equip them to accomplish the following:  

• CREATE DEMAND, by reaching the right level of executives in companies where 
their solutions can deliver differentiated results  

• ACCELERATE SALES, by accessing executive decision-makers who need a solu-
tion and arming the sales team with fact-based differentiation around business impact  

• EXPAND CUSTOMERS, by fortifying their value proposition with independent 
fact-based research and demonstrating installed base proof points  

Our History of Integrity 
Aberdeen was founded in 1988 to conduct fact-based, unbiased research that delivers 
tangible value to executives trying to advance their businesses with technology-enabled 
solutions. 

Aberdeen's integrity has always been and always will be beyond reproach. We provide 
independent research and analysis of the dynamics underlying specific technology-
enabled business strategies, market trends, and technology solutions. While some reports 
or portions of reports may be underwritten by corporate sponsors, Aberdeen's research 
findings are never influenced by any of these sponsors. 
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