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How Distributors Can Combine Human
and Artificial Intelligence to Drive
Superior Inventory Performance

A Great S&OP Process Drives Customer Satisfaction, Inventory
Turns and Sales. But “SMOP” armed with Al is Even Better.

By lan Heller
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Introduction

e've seen enormous changes in the landscape of inventory
\/\/management in wholesale distribution over the past few
decades. Many changes were driven by rapid advance-
ments in technology, but the recent unprecedented challenges have

contributed to making this the most difficult period in memory in
terms of forecasting inventory correctly:

COVID: No one likes to talk about the pandemic anymore, but
the crazy and uneven impacts on supply chains were dizzying.

Relentless supply chaindisruptions: It's been one crisis after
another: a container shortage, followed by intense congestion
at major ports, then the Panama Canal ran out of water and
terrorists attacked ships in the Suez Canal and the Red Sea.

Inflation, inflation, inflation ... and maybe deflation?
It's difficult to forecast demand and set pricing in the best of
circumstances; it's a lot harder during spiraling inflation.

Interest rate hikes. Holding inventory is inarguably one of the
primary value-added functions of a distributor. When interest
rates are high, it's also one of the most expensive.
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All this uncertainty has created the conditions for unusual levels of
demand volatility. Smart distributors are countering these challenges
by instituting or improving their “Sales & Operations Planning,” or its
upgraded successor, “Sales, Marketing & Operations Planning” (AKA
SMOP). To get even better results, some distributors are enhancing
their SMOP processes with artificial intelligence, which can analyze
vast amounts of data, identify patterns, and make predictions with a
level of accuracy and speed unattainable by human operators alone.
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The Progression from Manufacturing
S&OP to Distribution SMOP

Sales and Operations Planning (S&OP) and
Manufacturing

The history and development of S&OP can be traced back to the
1980s, when manufacturers sought to improve internal coordination
to reduce stockouts and excess inventory. The advent of ERPs further
advanced S&OP processes because these systems allowed for
real-time data analysis, more accurate forecasting, and better integra-
tion of various business functions. The focus of S&OP expanded to
include collaboration across all departments. Some people call very
comprehensive forms of S&OP “Integrated Business Planning” or IBP.

SMOP in Distribution

While S&OP laid the groundwork for cross-functional collaboration
primarily in manufacturing, the development of SMOP reflects the
unique challenges and opportunities in distribution companies.
Distribution companies deal with different challenges, including
broader product ranges, more complex supply chain relationships,
and direct customer interactions, necessitating a more nuanced
approach to planning.

The inclusion of marketing in the planning process acknowledges the
critical role it plays in driving demand for some distributors. Unlike
manufacturing, where demand might be more stable or tied to fewer
variables, distribution is often subject to rapid shifts in customer
needs, promotional activities, and seasonal fluctuations. SMOP for
distributors extends beyond the internal focus of traditional S&OP
by integrating external market insights, customer preferences, and
promotional impacts into the planning process.

Distributors that incorporate SMOP enjoy several important benefits;
some possible only via the inclusion of marketing.

1. Demand Alignment: Synchronizing inventory and supply
chain operations with fluctuating market demands, driven by
promotional campaigns, seasonal peaks, and changes in cus-
tomer requirements. This alignment ensures that the right
products are available at the right time and the right place,
minimizing stockouts and overstock situations.
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2. Operational Efficiency: Optimizing supply chain opera-
tions and inventory management, while reducing carrying
costs and enhancing the ability to respond swiftly to changes
in demand or supply conditions. This includes improving
procurement, logistics, and distribution strategies to support
efficient order fulfillment.

3. Cross-Functional Collaboration: Fostering a culture of
collaboration and communication among sales, marketing,
and operations teams, ensuring that all departments are
aligned on strategic goals and operational plans. This col-
laborative environment helps break down silos, facilitating a
more agile and responsive organization.

4. Market Responsiveness: Enhancing the ability of the dis-
tributor to quickly adapt to market changes and customer
behaviors by closely integrating marketing insights into the
planning process. This responsiveness allows for more effec-
tive promotional activities and product positioning, driving
sales and customer satisfaction.

5. Strategic Decision-Making: Leveraging comprehensive
data analysis and forecasting tools, incorporating insights
from sales, marketing, and operations to inform strategic
decisions. This includes choosing which products to stock,
determining optimal inventory levels, and planning for new
product introductions.

6. Customer Satisfaction: Ensuring that the distributor effec-
tively meets customer needs and expectations, leading to
higher service levels, customer loyalty, and repeat business.
This involves aligning inventory and logistical capabilities to
deliver exceptional service, even during peak demand peri-
ods or promotional events.

7. Financial Performance: Yielding improved working capital
performance by balancing inventory investment with service
level objectives, thereby enhancing profitability and cash
flow. This involves making informed decisions about inven-
tory levels, product mix, and resource allocation based on
a comprehensive understanding of market demands and
operational capabilities.
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SMOP for distributors is about creating a seamless and dynamic
planning environment where sales, marketing, and operations are
linked, driving the distributor toward greater efficiency, market
adaptiveness, and customer satisfaction. This integrated approach
helps distributors navigate the complexities of a challenging market
by leveraging their inventory and operational strengths to achieve
competitive advantage and sustainable growth.

Nexview Consulting published the results of their Key Topics in
S&OP Survey. Companies with S&OP processes reported a variety of
operational and financial gains:

Al Operational Metrics Improved

0% 10% 20% 30% 40% 50% 60%

Forecast Ervor | 55
inventory Turns. - | 537
on-Time/in-Full [ 43%

Distribution Related _ 25%

Planning Cycle Time _ 23%

Supply Performance Related _ 22%
Customer Satisfaction _ 19%
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New Product Sales - 14%

Product Development/Intro -12%

None - 8%

Ul Financial Metrics Improved
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Margins

Return on Capital

Production 22%
Distribution 10%
Organization 10%
Material 8%

None - 8%
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Fifty-eight percent of respondents reported their average improve-
ment was more than 10%, which indicates the potential of S&OP to
improve results. We believe that by implementing SMOP - a more
comprehensive process than S&OP - distributors can enjoy even
more gains.

Technology Utilization in Inventory
Management

The role of technology in modern inventory management has become
increasingly pivotal. Distributors adopt a range of technologies to aid
in inventory management, which, when utilized effectively within the
SMOP framework, can drive superior inventory performance:

1. ERP Systems: Enterprise Resource Planning (ERP) systems
form the backbone of most distributors’ core processes,
including inventory management, offering robust modules
for forecasting, procurement, order management, and finan-
cial tracking. During the SMOP process, ERP systems provide
a single source of truth for inventory levels, sales data, and
financial metrics, facilitating cross-functional collaboration and
decision-making.

2. Advanced Forecasting Tools: These tools use historical
sales data, market trends, and statistical algorithms to predict
demand.Integratedwithinthe SMOP process, theyenable more
accurate inventory forecasting, taking into account marketing
campaigns, seasonal fluctuations, and promotional activities.

3. Warehouse Management Systems (WMS): WMS tech-
nologies optimize warehouse operations, from receiving
and storage to picking and shipping. In the context of SMOP,
they ensure that marketing and sales initiatives are sup-
ported by efficient order fulfillment and inventory accuracy.

4. Artificial Intelligence: Al systems offer advanced capabili-
ties in predicting demand, identifying patterns, and optimiz-
ing stock levels. Within SMOP, Al can analyze vast datasets,
including market trends, customer behavior, and promotional
impacts, to provide nuanced forecasts and actionable insights.

Distributors with state-of-the-art ERPs are in the best position to
utilize Artificial Intelligence to optimize forecasting, demand planning,
and inventory performance.
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Common Mistakes in Technology Integration

Despite the advantages these technologies offer, distributors often
encounter pitfalls when integrating new systems:

1. Underutilization of Existing Systems: Before adopting new
technology, it's crucial for distributors to fully leverage their
existing ERP and WMS capabilities. Many systems come with
advanced features that are underused due to alack of training
or awareness.

2. Siloed Implementation: Integrating technology without
aligning it with cross-functional processes like SMOP can lead
to siloed operations, where the potential for collaborative
planning and optimization is lost.

3. Over-Reliance on Technology: While technology can pro-
vide valuable insights, distributors must balance this with
human expertise. Over-relying on automated forecasts with-
out contextual input from sales, marketing, and operations can
lead to misaligned inventory strategies.

Balancing Technology and Process

For distributors, the key to leveraging technology for enhanced
inventory management lies in finding the right balance between
adopting new tools and optimizing existing systems. This involves:

¢ Conducting thorough assessments of current technology and
processes to identify gaps and opportunities for improvement.

® Ensuring that new technology investments are aligned with
strategic business objectives and complement the SMOP pro-
cess.

® Focusing on employees’ training and change management to
maximize the adoption and effective use of technological tools.

® Maintaining a holistic view that integrates technology with
human expertise, leveraging data and analytics to inform deci-
sion-making while recognizing the value of human judgment
and experience.

Technology plays a crucial role in modernizing inventory management
for distributors, but it's essential to avoid the pitfalls of over-reliance
on new software without fully leveraging existing tools and processes.
A balanced approach that combines technological advancements
with strong SMOP processes and human expertise can drive superior
inventory performance and operational efficiency.
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Combining Human Expertise with Al for
Optimal Inventory Performance

In Sales, Marketing, and Operations Planning (SMOP) for distributors,
human intelligence plays an irreplaceable role in interpreting data,
making informed decisions, and steering the entire process. While
Al and other technologies offer powerful tools for data analysis and
automation, the nuanced understanding, experience, and strategic
insight of human professionals are critical for contextualizing data,
understanding market dynamics, and making decisions that technol-
ogy alone cannot.

Role of Human Intelligence in SMOP

1. Interpreting Data: Human expertise is essential in interpret-
ing the vast amounts of data generated by Al and other sys-
tems. Professionals can identify patterns, anomalies or trends
that Al might overlook, especially those influenced by market
dynamics, customer behaviors, or external economic factors.

2. MakingInformed Decisions: \While Al can suggest decisions
based on data, humans assess these recommendations within
a broader context, considering factors like market conditions,
strategic goals, and customer relationships. This holistic view
ensures that decisions support long-term objectives, as well
asimmediate needs.

3. Driving the SMOP Process: Human leadership is crucial in
the SMOP process, guiding cross-functional collaboration and
ensuring that sales, marketing, and operations are aligned.
This requires soft skills such as communication, negotiation,
and leadership that Al cannot replicate.

Strategies for Blending Human Expertise with Al

To effectively combine human intelligence with Al capabilities for
improved inventory accuracy, cost reduction, and enhanced service
levels, distributors can adopt the following strategies:

1. Augmented Decision-Making: Use Al as a tool to augment
human decision-making, not replace it. Al can process and
analyze data at an unprecedented scale, providing insights
and recommendations that humans can review, contextual-
ize, and act upon.
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2. Cross-Functional Teams: Establish cross-functional teams
that include members from sales, marketing, operations, and
IT to ensure a holistic approach to inventory management.
This encourages the sharing of insights and the integration
of Al tools in a way that aligns with company-wide objectives.

3. Training and Development: Invest in ongoing training for
employees to stay abreast of the latest Al tools and technol-
ogies. Equipping your team with the knowledge to leverage
these tools effectively ensures they remain an asset along-
side advancing technology.

4. Human-Centered Al Design: Develop Al systems with a
focus on user-friendliness and interpretability, ensuring that
non-technical employees can understand and use Al outputs
to make informed decisions.

The synergy between human intelligence and Al capabilities is pivotal
for the success of SMOP in distribution. While Al offers powerful tools
for data analysis and automation, human expertise is essential for
interpreting data, making strategic decisions, and driving the process
forward. By effectively blending these elements, distributors can
achieve superior service levels and inventory performance - simulta-
neously!
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Implementing a Successful SMOP Process

Implementing a successful Sales, Marketing and Operations Planning
(SMOP) process involves a strategic approach that integrates the
capabilities of sales, marketing, and operations teams, supported by
the intelligent use of technology. The goal is to ensure that inventory
management is not only responsive to current market demands but
also aligned with broader business objectives.

P Key Components of a Successful SMOP Process

Integrated Planning Framework:

Establish a unified planning framework that incorporates inputs and forecasts from
sales, marketing, and operations. This should include market analysis, sales fore-
casts, promotional plans, and operational capacities.

Data Analytics and Forecasting:

Utilize advanced data analytics for accurate demand forecasting, taking into
account historical sales data, market trends, promotional impacts, and seasonal
fluctuations.

Cross-Functional Collaboration:

Foster a collaborative environment where sales, marketing, and operations teams
work together, sharing insights and data to inform planning decisions.

Technology Optimization:

Leverage existing ERP, CRM, and other relevant systems to gather and analyze
data, ensuring that technology is used to its full potential in supporting the SMOP
process.

Implement a system for ongoing review and optimization of the SMOP process,
incorporating feedback loops and performance metrics to identify areas for
improvement.
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Best Practices for Leading and Executing SMOP

® Leadership Commitment: Secure buy-in from senior lead-
ership to ensure that the SMOP process is supported at the
highest level, emphasizing its strategic importance to the orga-
nization.

¢ Change Management: Develop a thorough change manage-
ment plan to address concerns and resistance from the team
members.

® Address Data Challenges: Bad data drives bad decisions.
Also, team members will question the validity of the process
and recommendations if there is too much error in the data.

¢ Cross-Functional Teams: Establish cross-functional teams
thatinclude representatives from sales, marketing, operations,
and IT. Be sure to include employees who interact with custom-
erseveryday. Thisis also a great opportunity to give rising stars
more exposure and experience.

¢ Clear Communication: Maintain open and transparent com-
munication channels across all departments involved in the
SMOP process. Regular meetings, shared dashboards, and col-
laborative platforms can facilitate this communication.

* Defined Roles and Responsibilities: Clearly define the roles
and responsibilities of each team and team member involved
inthe SMOP process. This clarity helps to ensure accountability
and streamline the execution of tasks.

¢ Training and Development: Provide ongoing training and
development opportunities for team members to enhance
their skills in data analysis, forecasting, and the use of techno-
logical tools.

* Defined Goals and Measurements: The SMOP team needs
quantitative objectives and clear measurement data thatis con-
tually tracked and communicated.

Implementing a successful SMOP process requires a strategic blend
of cross-functional collaboration, advanced data analytics, clear
communication, and the effective use of technology. By following
these best practices and focusing on continuous improvement,
distributors can enhance their inventory management, reduce costs,
and improve service levels, driving overall business success.
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Case study examples demonstrating the
impact of a well-coordinated marketing
department on inventory planning

Here are some hypothetical examples based on industry best
practices and the principles discussed earlier regarding the integra-
tion of marketing into Sales, Marketing, and Operations Planning
(SMOP). These examples illustrate how a well-coordinated marketing
department can significantly impact inventory planning, operational
efficiencies and customer satisfaction.

Case Study 1: HVAC System Launch for
Commercial Buildings

Background: An HVAC distributor is preparing to launch a new line
of energy-efficient systems tailored for commercial buildings. His-
torically, the company has faced challenges with overstocking niche
products and underestimating demand for new technologies.

SMOP Integration: Sales, marketing and operations analyze market
trends, regulatory changes, weather forecasts and potential com-
mercial needs, ensuring that inventory levels match the anticipated
demand from business customers.

Strategy:

Impact:

° Target Market Analysis: Marketing con- ® OptimizedInventoryLevels: Thedistrib-

ducts in-depth research on commercial
building trends, energy efficiency stan-
dards, and potential retrofit markets.
Coordinated Launch Plan: The team
aligns the product launch with targeted
B2B marketing campaigns, trade shows,
and direct outreach to facility managers
and commercial contractors, synchroniz-
ing with inventory procurement.
Feedback and Adaptation: Post-launch,
the distributor analyzes sales data and cus-
tomer feedback to adjust inventory levels
and refine the product offering based on
real-world application and performance.

utor avoids overstocking specialized units
by aligning inventory with verified com-
mercial interest and pre-launch orders.
Increased Market Share: Effective tar-
geting and timing of the launch to coin-
cide with industry needs lead to a strong
market entry and increased sales.
Customer-Centric Solutions: Feedback
loops allow for rapid adjustment to prod-
uct offerings, enhancing long-term rela-
tionships with commercial clients.

Qe ericor (13)




How Distributors Can Combine Human and Artificial Intelligence to Drive Superior Inventory Performance

Case Study 2: Electrical Supply Chain for
Infrastructure Projects

Background: An electrical distributor serves large infrastructure
projects, which require precise coordination of materials for timely
project execution. Variability in project timelines and specifications
often leads to inventory mismatches.

SMOP Integration: The sales department works closely with project
managers, contractors, and the operations team to forecast demand
based on upcoming projects, integrating data into inventory planning.

Strategy:

Project Pipeline Analysis: Marketing
and sales collaborate to maintain a pipe-
line of upcoming projects, analyzing the
scale and requirements of each to forecast
demand.

Dynamic Inventory Management: The
distributor uses this data to adjust inven-
tory levels dynamically, ensuring availability
of critical components like transformers,
conduits, and wiring systems.

Partner Collaboration: By working
closely with suppliers and contractors, the
distributor enhances its ability to respond
to changes in project scopes and sched-
ules, minimizing excess inventory and
ensuring project success.

Impact:

Project Efficiency: Aligning inventory
with confirmed and potential projects
reduces delays caused by material short-
ages.

Strategic Stocking: The distributor can
strategically stock high-demand and spe-
cialized items, reducing lead times and
enhancing service levels for project clients.
Supply Chain Resilience: Close collab-
oration with the supply chain enhances
the distributor’s ability to adapt to project
changes, improving overall resilience and
reliability.

© 2024 Distribution Strategy Group
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Case Study 3: MRO Supply Optimization for
Manufacturing Facilities

Background: A distributor specializing in MRO supplies for manu-
facturing facilities struggles with predicting the fluctuating demand
for various maintenance, repair, and operations supplies, leading to
overstocking and stockouts.

SMOP Integration: Operations, sales and marketing leverage data
about industry trends, plus direct feedback from manufacturing cli-
ents to improve inventory forecasting and management.

Strategy: Impact:

Industry Trend Analysis: Marketing
analyzes manufacturing industry trends,
including seasonal maintenance cycles
and technological advancements, to pre-
dict demand.

Client Engagement Programs: Through
workshops, webinars, and direct consul-
tations, the distributor gathers insights
on client-specific needs and maintenance
schedules.

Adaptive Inventory Strategy: Based on
aggregated data and client feedback, the
distributor adjusts its inventory strategy,
focusing on high-demand and critical MRO

Reduced Inventory Costs: Tailored
inventory to the specific needs and sched-
ules of manufacturing clients reduces
overstock and minimizes stockouts.
Enhanced Customer Service: By aligning
supply with actual demand, the distributor
ensures high availability of essential MRO
supplies, enhancing client operations and
satisfaction.

Proactive Solution Provisioning: The
distributor can proactively offer solutions
for anticipated industry changes or main-
tenance needs, positioning itself as a stra-
tegic partner to manufacturing clients.

items for the manufacturing sector.

These hypothetical case studies illustrate how B2B distributors in
sectors like HVAC, electrical supplies, and MRO can significantly
benefit from integrating marketing insights into their inventory plan-
ning processes, leading to more efficient operations, better custom-
er service, and enhanced strategic positioning in their respective
markets.
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Conclusion

Combining human expertise with Al in Sales, Marketing, and Oper-
ations Planning (SMOP) is the key to achieving superior inventory
performance in today's volatile market.

Keep these takeaways in mind:

¢ Embrace SMOP: Implement a robust SMOP process that inte-
grates sales, marketing, and operations for holistic planning
and decision-making.

® Leverage technology: Utilize advanced tools like ERP, fore-
casting software, and WMS to optimize inventory management
and gain data-driven insights.

¢ Don'tover-rely on technology: Remember, human expertise
remains crucial for interpreting data, making informed deci-
sions, and driving the SMOP process.

® Investin Al, but strategically: Focus on using Al to augment
human decision-making, not replace it. Ensure user-friendly
and interpretable Al systems.

® Foster collaboration: Establish cross-functional teams with
representatives from sales, marketing, operations, and IT to
ensure a holistic approach.

¢ Continuously improve: Regularly review and optimize your
SMOP process, incorporating feedback loops and performance
metrics to identify areas for improvement.

1. Conduct a SMOP 2. Investin
mmended assessment: training:

t Steps Evaluate your current planning Equip your team with the skills
process and identify areas for and knowledge to leverage
improvement. SMOP and Al effectively.

Develop a technology 4 | Establish clear roles 5. Promote open
roadmap: and responsibilities: communication:

Identify and implement the Define ownership and account- Foster a culture of collaboration
right technology solutions to ability within your SMOP teams. and information sharing across
support your SMOP process. departments.

By following these recommendations, distributors can harness the
power of SMOP and Al to achieve superior inventory perfor-
mance, enhanced customer satisfaction, and increased prof-
itability in the ever-changing market landscape.
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