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RFID is about collecting real-time information about activities in the supply chain. In order to get value from that information, you need to have the ability to respond with agility to exceptions identified within that information. To achieve that agility, you need to follow four incremental steps.
Step 1: Tap into Existing Data Visibility
Very few companies exploit the supply chain information they already have. Visibility is not just about reaching into the internal planning and execution systems within your company, it also incorporates silos of information from your trading partners. This requires a strong integration capability, coupled with sturdy process management and a data model that is designed for an extended supply chain.
Much of the critical information about an item does not reside within your company. For example, for a retailer to be able to reduce his back-room safety stock, he needs to know—with a fair degree of reliability—when the supplier is going to ship the product, and he needs to know how long it will take to get there. These are not pieces of information that traditional planning and execution systems are designed to handle. The retailer also needs to know when the product actually left the supplier, and he needs to be alerted immediately if there are any shipping delays. Conversely, the supplier must be able to see how fast the product is moving off the retailer's shelf, as well as how much inventory the retailer has and where that inventory resides, within the retailer's distribution network.
The critical factor in pursuing visibility is to look for a solution that can start small, i.e., solve a specific issue, but also be able to expand across the supply chain. For example, it might be tempting to look into the extended visibility that your transportation management system might provide in order to gain shipment visibility, but shipment visibility alone does not provide enough context to help you understand what the impact of a late shipment really is. You would need still need to look up the order to see what inventory was on it, and you would still need to check inventory levels at the destination to see if a late shipment means risking a stock-out before you would have all of the context you need in order to make a decision about the shipment.
It does no good to see what's late unless you have the ability to do something about it. Gaining visibility into your trading partners' activities means that you have access to much more data than you ever did before. The only way to realistically manage all of this information is by exception. For this, you need supply chain resilience.
Step 2: Build Supply Chain Resilience
Supply chain resilience comes from being able to act on the information that visibility provides, and the core capability of supply chain resilience is exception management. Exception management can occur at three different levels. At the first level, users are alerted to specific events that result in exceptions. For example, let's say that a supplier does not acknowledge, within a predetermined time-frame, that a new order has been received. Normally, this might result in the ball being dropped—the supplier doesn't realize that an order had been placed, and the customer doesn't know that his order was never received. This kind of exception might not be discovered until the order doesn't arrive when expected—unless the entire order life cycle between the supplier and the customer is monitored for exceptions.
The second level of exception management is summary-level monitoring of the supply chain, e.g., with regard to inventory, shipments, and/or orders. Summaries give users the big picture. For example, a status summary of orders might indicate, in real time, how many new orders have been created but not acknowledged by suppliers; how many orders have been acknowledged by suppliers but not shipped; and how many orders have been shipped but not received. Looking deeper within that summary, various levels of status can be communicated and managed. For example, for all orders that have been acknowledged but not shipped by suppliers, some percentage of those are quickly approaching their cancel date, and some are relatively new. Exception management provides a way to quickly identify orders that need attention, even before true exceptions, such as a missed ship-date, take place.
Finally, the third level of exception management provides an even bigger, more in-depth picture by looking at supply chain activities over time, yielding trends. This gives you the ability to not only identify which exceptions cause disruptions, but also what the root causes of those exceptions really are, paving the way for the elimination of fundamental problems that cause exceptions in the first place. For example, shipments from a supplier to a retailer might always be received late. But who is really causing the late receipt? Exception management trend analysis can easily identify the sources of the exception and quantify the impact of that continued exception. This gives you the leverage you need to get the retailer to change his receiving process or justify changing carriers.
As exception management becomes a standard practice within your company, you will find that you go through the same process for resolving certain exceptions every time. In those cases, the next step in exception management is to implement some exception process automation through "adaptive execution."
Adaptive execution provides work-flow guidance, ensuring that users only consider appropriate responses to an exception. This is accomplished by providing them with a list of options and walking them through the steps that will execute that resolution. It can also be used to completely automate an exception response, eliminating the need for any individual to touch the process. For example, for any order with inventory that is going to be promoted in the store, if it is delayed at the DC, it should always be expedited to reach the store on time. Adaptive execution identifies the exception, and then reaches back into the underlying execution systems to coordinate the resolution (perhaps notifying a user that this kind of exception occurred and identifying the action that was taken to resolve it).
Step 3: Evolve Your Processes
Two things happen when a company has fully implemented exception management. First, you find that the exceptions that you want to know about have changed over time. For example, where you might have originally wanted to know about stock-outs, you have now found that the root cause of this exception is really that the inventory sits at the back of the store for too long without getting received. So now, what you actually want to know is if a shipment has been delivered to a store but has not been received within a specified time frame. By acting on this exception, the original one, on stock-outs, has been prevented.
The second thing that happens is that your company gets better and better at quickly resolving exceptions. Some of this improvement takes place because the number of exceptions has been reduced while experience at resolving each kind of exception increases. But some of it comes because you have grown comfortable enough with some resolution processes that you have started to automate them using adaptive execution.
Exceptions will never be truly eliminated, even with the attention and focus that exception management brings. However, your organization's ability—and that of your trading partners—to respond to and resolve exceptions will increase tremendously. You will have built a resilient supply chain, one that can rapidly identify and respond to disruptions. This is the foundation that you need in order to get the real value out of RFID.
Step 4: Increase Your Granularity
Now that you have the capability to manage your supply chain in real time at a shipment or order level, it's time to increase granularity down to the item level. The problem in implementing RFID (beyond the standards issue, which is moving towards resolution) is that it must attack two challenges simultaneously in order to achieve widespread adoption: tagging every item and having readers at the key places in every location to read the tags. This means that there are two primary paths possible in implementing RFID.
The first path is basically one of efficiency, that is, where the expected benefits from RFID will come primarily from reduced handling or faster movement of goods. This would be driven in part by ease of installation of readers and the relatively high costs for tagging. Pallet tracking would be a good example of this. The argument for this approach says that as the price of the tag drops, the granularity will also increase. In other words, it will become cheaper and easier to move from tagging pallets to tagging boxes or cases, and finally items. The CPG industry will likely follow this path, as they stand to benefit the most from pallet- and case-level tagging of items.
The second path is based on accuracy, where the benefits from RFID will come primarily from reducing the impact of errors. This path would be driven by low cost tags accompanied by expensive readers. For example, if in-store visibility truly requires all new fixtures, networks, and computer hardware in order to be viable, it is highly likely that the first real application of RFID in stores will come to the specific places where accuracy is critical, such as receiving or point of sale.
RFID is still in its infancy, and it remains to be seen just which component of RFID infrastructure will remain the most expensive or the most difficult to implement, because both readers and tags are currently expensive propositions. A resilient supply chain capability will help you make the most of the RFID opportunity, because it is through this capability that you will be able to identify the benefits to be gained from RFID. If your supply chain is generating a lot of cycle-time and lead-time exceptions, then it will become immediately apparent that the efficiency path is the most attractive opportunity.
On the other hand, if your supply chain is generating a lot of accuracy exceptions—item shortages or substitutions, for example—then the accuracy path will yield the most value. Instead of the falling price of tags or readers, it will be the pursuit of root cause analysis, gained from greater visibility, and more granularity, that will drive RFID adoption.
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