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he growing need for integration

in the consumer packaged

goods (CPG) market is emerg-

ing as an important influence
on enterprise resources planning
(ERP) vendors. Unless they can find
a practical way to integrate tradition-
al ERP packages with applications
that provide powerful functionality
in such areas as logistics, customer
relations, channel management, and
electronic commerce, consumer
packaged goods manufacturers will
increasingly turn away from tradi-
tional ERP providers and look to
other software vendors to meet their
pressing needs.

Bruce Bond, vice president,
research group director at leading
industry analyst Gartner Group,
Stamford, Conn., says “Consumer
goods companies stand to win or lose
in the marketplace based on their
ability to handle logistics issues, cus-
tomer relationships, and channel
management. In order to do that, they
have to be able to integrate enterprise
systems to the different software
products that provide the functional-
ity they need to compete.”

According to Bond, an example is
the typical poor performance of ERP
products in handling distribution
logistics. “There are products out there
that are much more adept than ERP
products at supply chain logistics, so
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the challenge for consumer goods
companies is how to integrate their
ERP products with that type of appli-
cation,” says Bond.

The stakes are considerable—Gart-
ner estimates the enterprise applica-
tion market for CPG companies at $2.5
billion for 1999 and projects that it will
reach $11 billion by 2004.

The bottom line is that ERP ven-
dors are trying to move
aggressively into this
space—yet they haven’t
done very well in meet-

THE ABILITY TO

1 CONSUMER PACKAGED GOODS

Integrate or huild?

ERP vendors look for more functionality
to cope with demands of CPG market

systems, most do not expect to be
using sell-side commerce software
from their ERP vendor by 2001.”

The Forrester report goes on to state
that ERP vendors need to shift their
focus and recognize the way to add
real value to their customers is by
improving ERP’s ability to integrate
with leading software solutions.

Sensing both the market potential
and the gaping need for
enhanced functionality, an
army of ERP providers,
including market leader

ing specific challenges  HANDLE HYBRID  SAP, America, Newtown
presented by this special- Square, Pa., PeopleSoft,
ized market. “Therefore,  PROCESSING IS  Pleasanton, Calif., Ora-
the partnerships that ERP cle, Redwood Shores,
vendors have developed to CRUGIAL. Calif., Symix Systems,

address the CPG market

have tended to be tactical,”

says Bond. “They 're unable to provide
the applications themselves, so they’ve
moved to develop limited partnerships
to furnish some kind of integration or
interfacing as an interim measure.”

In a recent report, Forrester
Research, Cambridge, Mass., finds
that the ERP shortcomings are partic-
ularly pronounced in the area of e-
commerce. “ERP has a small role in
sell-side electronic commerce,” says
Laurie M. Orlov, analyst at Forrester.
“Our interviews with 50 users of ERP
applications reveal that users doubt
that ERP vendors will be able to meet
their Internet commerce needs.
Despite a long-term desire to integrate
their commerce sites with their ERP

Columbus, Ohio, and ROI

Systems, Minneapolis,
have targeted the consumer goods
arena as a means of fueling further
growth in the years immediately
ahead.

Major consumer goods manufactur-
ers worldwide, such as ITW Paslode
and Mott’s, are starting to realize the
benefit of these efforts by leveraging
ERP functionality for reduced inven-
tories, optimized manufacturing
processes, better distribution prac-
tices, and more responsive customer
service.

Delivering the functional goods

A number of ERP functions are par-
ticularly valuable for the consumer
packaged goods enterprise. “From a
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manufacturing perspective, the abili-
ty to handle hybrid processing is cru-
cial,” says Bond. “For example, when
you make cookies, the process is
batch at the start and discrete at deliv-
ery. As the product moves toward
packaging, the manufacturing
process becomes repetitive.”

Tim Powers, a manager at ROI Sys-
tems, says, “Only certain software
packages are designed for mixed-
mode manufacturing. Although the
software packages may be strong in
addressing requirements for other
kinds of manufacturing, without a
development focus on the CPG
market, some software packages
may fall short of meeting needed
capabilities.”

According to Tom Cochrane,
director of consumer goods strat-
egy for PeopleSoft, an ERP solu-
tion has to recognize several basic
structural facets of the consumer
products industry in order to
work effectively. Primary among
these facets are multiple channels
of distribution, production-driven
supply chains, and electronic
commerce integration.

“Because CPG companies typi-
cally serve multiple channels, the
ERP system needs to be able to
handle the process and opera-
tional differences among different
channels—for example, food
service distribution versus gro-
cery retail,” says Cochrane.

These channels are affected
increasingly by the nature and timing
of product-specific promotions.
“Trade promotions, rebates, seasonal-
ity—a whole litany of consumer and
marketing-driven parameters—are
increasingly important in this sector,”
says Bond. “So ERP products have to
be able to handle this, and a lot sim-
ply can’t do it.”

Because some ERP packages fail
to accommodate such promotions,

planning systems based on statistical
forecasts will break down unless they
can model the extensive promotional
events that spike the demand curves.

Core competencies

Brian Ladyman, senior director,
Oracle applications, cites four princi-
pal functional areas in which ERP
benefits CPG manufacturers:

e Order management. Major shifts
have occurred in consumer demo-
graphics, lifestyles, and attitudes—

An area of promotions and packaging currently outside the
realm of ERP systems is management of the artwork for
protecting brand integrity across channels or regional
markets. To overcome this problem, Mary Kay created an in-
house system to manage artwork functionality. (Photo courtesy
Ross Systems)

making themes like “convenience,”
“responsiveness,” and “variety” per-
vasive, “It’s necessary to get closer to
customers and collaborate with them
in order to better plan for and antici-
pate the customers’—and the cus-
tomers’ customers—needs,” says
Ladyman.

e Supply chain management. Con-
solidation at the retailer level means
that power has shifted down the
supply chain, with strong retailers

placing increasing pressure on their
suppliers for lower pricing, faster
delivery, and improved product qual-
ity. Streamlining the flow of money,
products, and information is critical
to efficient consumer response
throughout the enterprise network—
and properly managing this informa-
tion gives CPG manufacturers a sig-
nificant advantage when dealing with
their retail customers.

e Process improvement. “Despite a
booming economy, levels of spending
on nondurables has not kept
pace with other spending cate-
gories,” notes Ladyman. Add in
slow overall population
growth, and process manufac-
¥ turers find themselves compet-
ing in a “zero-sum” game. In
order to remain successful,
CPG market leaders must focus
on increasing their margins by
continuously improving busi-
ness processes. ERP systems
must empower CPG manufac-
turers to do more with less.

e Customer relationship
management. In today’s com-
petitive marketplace, compa-
nies tend to focus on reducing
their supply-chain costs—for
example, by reducing the num-
ber of their ship-to points and
increasing their minimum order
sizes. At the same time, they are
trying to get closer to distributors
and customers regardless of size.
“To do this, their systems must com-
municate with their customers and dis-
tri-butors as efficiently as possible,”
Ladyman says.

Underlying this is what Bond refers
to as “the basic CPG requirement for a
lot of flexibility.”

Cochrane agrees that this is a key
functionality. “Key technologies must
let you adapt to meet competitive
threats and customer demands,” he
says. The implication is that, when an
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