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SCM in Emerging Markets:
Learnings from Latin
America

CLI Academic Workshop - Valparaiso

Edgar E Blanco

eblanco@mit.edu

Research Director

Executive Director MIT SCALE Latin America

Edgar Blanco — Research Themes

How to design distribution
systems in mega-cities in the
development world?

M

How should global
organizations develop
long-term green supply

chain strategies?

.

How will mobile phone
technology enable innovation
in emerging market supply
chains?
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Why are Emerging Markets important?

Russia
£y 142M - $5.8k

459M - $34k

’ Germany
D 82M - $36k

China N
~ Japan

USA 1,314M - $2k ™
300M - $45k M- $38k
&
sgl\yllptm 3K Vietnam
Mexi ' Pakistan 84M - $0.6k
exico 155M - $0.7k ilinpi
104M - $8k ' : Philippines
India \ ‘ , 87M - $1.4k
Nigeria 1,113M - $0.8k % - \’
149M - $0.6k e
?:::Iadgs‘:lk Indonesia
= £l 222M - $1.4k
Brazil
187M - $4.7k
Country World
Population - GNI per Capita 6,440M - $7.5k Source: Wikipedia, World Bank 2006 Database
- o E. Blanco © 2011 MIT CTL .. Do not quote

without author authorization

Lesson 1:
Urban density to “new” levels

E. Blanco © 2011 MIT CTL . Do not quote
without author authorization
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Mega-cities keep growing

* 100 mega-cities represent 38% of global GDP
* Projected to double by 2025

economic power of cities.

b CompleX enViron ment e Source MGI - Urban world: Mapping the

Putting density in Perspective °

Rank City/Urbanarea  Country  Population 'Zi‘:"sd a{:? . rPe;f'rtZ
1 Mumbai India 14,350,000 484 29,65
2 Kolkata India 12,700,000 531 23,900
3 Karachi Pakistan 9,800,000 518 18,900
4 Lagos Nigeria 13,400,000 738 18,150
5  Shenzhen China 8,000,000 466 17,150
6  Seoul/Incheon South Korea 17,500,000 1,049 16,700
7 Taipei Taiwan 5,700,000 376 15,200
8 Chennai India 5,950,000 414 4,350
9 Bogota Colombia 7,000,000
10 Shanghai China 10,000,000 746 13,400
11 Lima Peru 7,000,000 596 750
25 Sao Paulo Brazil 17,700,000
27 Mexico City Mexico 17,400,000 2,072 8,400
28 Santiago Chile 5,425,000 648 8,400
35 Rio de Janeiro Brazil 10,800,000 1,580 6,850
36 Monterey Mexico 3,200,000 479 6,700
39 Guadalajara Mexico 3,500,000 596 5,900
42 Madrid Spain 4,900,000 945 5,200
43 London UK 8,278,000 1,623 5,100
46 Buenos Aires Argentina 11,200,000 2,266 4,950
90 Los Angeles USA 11,789,000 4,320 2,750
114 New York USA 17,800,000 <__8,683 2,050 >

11/16/11



Latin America is the most urbanized developing region— 2025
almost 85 percent of the population will live in cities by 2025 W 2000
Population living in urban areas,' 2009 and 2025
%
86
77

Latin Asia? China India Africa Europe North

America America
1 Urban i g to definitions.
2 Excluding China and Indla
SOURCE: United Nations P Division Dep of E ic and Social Affairs, World population prospects:

The 2009 revision, March 2010; McKinsey Global Institute analysis

el . E. Blanco © 2011 MIT CTL . Do not quote B
c without author authorization

Diverse city profiles

242 habs per store
279 habs per store Per capita COL$2.185K

Per capita COL$2.0195K

SAN CRISTOBAL

mr

Sin estrato 3
W Estrato 1 ; y/ FONIRON,

Estrato 2

Estrato 3 W

Estrato 4 N A

Estrato 5
I Estrato 6

JAD BOLIVAR

121 hhabs per store

3 148 habs per store
Per capita COL$469K v g

Per capita COL$267K

AN mr
-y

151 habs per store

Per capita COL$237K

155 habs per store

Per capita COL$186K

Fuente: Planeacion Distrital.

Fuente: MEIKO 2009+ DANE 2009




Logistic Planning Implications

Different objective function?
Congestion & time-windows
Uncertainty & Stochasticity
Many, many, many more “nodes”
Clustering & segmentation

E. Blanco © 2011 MIT CTL . Do not quote

. . 9
without author authorization
Lesson 2:
L]
E. Blanco © 2011 MIT CTL . Do not quote 10

without author authorization
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® Modern ® Traditional

E. Blanco © 2011 MIT CTL. Do not quote

. . 11
without author authorization

Channel Complexity

MOM & POP STORE

® 200 — 1500 sq.ft.
¢ Owner operation & individual decision-making
* Counter
b“ * Knowledge & proximity to community
o Informality (p.e. taxes, invoicing, financing)
¢ Smaller size products
* Slow volume, high frequency, few items (500 — 5,000 SKUs)

¢ Examples: Tiendas de barrio, ferreterias, panaderias, kioskos, mayoristas, droguerias, autoservicio
independiente, etc.

MODERN RETAIL

* 5000 sq.ft or more

* “Corporate” decision-making process

* Self-service

* Multiple outlets, shared brand

* Organizational structure, physical infrastructure, IT technology

* Regular size products

* High volume, high frequency, many items(30,000 — 150,000 SKUs)

* Examples: Supermercados, hipermercados, tiendas de conveniencia, cadenas de autoservicios etc.




11/16/11

o urm e
B e sk

VENTA DE SRODUCTOS

MINERALES




11/16/11

~—




11/16/11




OV

11/16/11

10



21

SCM Implications

Lack of information

Shelf space / assortment
Channel development
Product handling & packaging

F
T E. Blanco © 2011 MIT CTL . Do not quote

a> without author authorization
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Lesson 3:
Cash is king

E. Blanco © 2011 MIT CTL. Do not quote
without author authorization
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Very different profitability profiles by

channel

Una relacion rentable

Empresas de consumo masivo de Latinoamérica, EBITDA' como % de ventas, por tipo de punto de venta

Categoria
de producto

A

B
C
D

Tienda de barrio Supermercado
BT I 1.9
R 101 SRR 00
T 60 R 4.0
. 17 L = Y

"Beneficios antes de intereses, impuestos, depreciacién y amortizacién.

4n mr

Risy 2009

All rights reserved. LOGyCA — CLI 2008.

26
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SCM Implications

* Financial flows & incentives
* Affordability
* Security

E. Blanco © 2011 MIT CTL . Do not quote

Lesson 4.
Do not ignore sales & marketing

without author authorization
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Schemes used by leading companies in

-~ A

|
Ld l'gs‘n:!nlized Schemes

Traditional Presales ‘ ‘ Telesales (Call Center) ‘ Presales through Partners ‘
Presales (by Motorcycle) ‘ ‘ EDI ‘ High Drop ‘
Presales (Walking Route) ‘ ‘ Mix Telsales ‘ Post-mix ‘

Delivery after
presales

Presales (Remote)

|
|
Presales ‘
|
|
|
\

Presales (w / limited access) ‘

Specialized Presales ‘ ‘ Presales (Retailers)
Delivery ‘ ‘ High Drop Delivery ‘ Post mix Delivery ‘
i Bulk Delivery ‘ ‘ Express Delivery ‘ Night Delivery ‘
>
s Delivery (Limited Access Zone) ‘
=
<
< Onboard Traditional Onboard Onboard with Auxiliary Presales
Sales Onboard with HandHeld Vending
Hybrid Hybrid Routes
- ‘ Collaborative Partner ‘ ‘ Volume Concentration Partner ‘
Outsource
‘ Truck Man ‘ ‘ Commission Salesman ‘
Framework for Channel Design/
Selection
. Competition Intensit
High P i
_ Low
High
+
On-Board Presales Direct Sales
Density of
Orders
Exclusive Distribution with Presales Exclusive Distributor with Direct Sales
Exclusive Distributor General Distributor
General Distributor
Low

11/16/11
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Mapped cases study companies into
the framework...

Competition Intensity

High
_ Low
High
+ Beer Drinks
0 @
@ @
D ity of Electronics
ensity o 7 Electronics
Orders ’ Paint OCandz ‘
Q Pipes ‘ O
CEG) Tobacco
Cooking Oil O
Candy
Low

E. Blanco © 2011 MIT CTL . Do not quote
without author authorization

Mapped cases study companies into
the framework...

LEADING COMPANIES THAT
. PROTECT MARKET SHARE  Bompetition Intensity
High THROUGH SERVICE
Low
High
+
. Cement
@
D ity of Electronics
ensity o 7 Electronics
Orders ’ Paint OCandz ‘
Q Pipes ‘ O
CEG) Tobacco
Cooking Oil O
Candy
Low

E. Blanco © 2011 MIT CTL . Do not quote
without author authorization
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Mapped cases study companies into
the framework...

LEADING COMPANIES THAT
. PROTECT MARKET SHARE  Competition Intensity
High THROUGH SERVICE
High
g MULTINATIONALS THAT RELY
+ Beer Drinks ON DISTRIBUTORS TO
o Cement ACHIEVE MARKET COVERAGE
N Bread
@
D ity of Electronics
ensity O
Orders . Paint OCandz
O Pipes O
Tobacco
Cooking Oil O
Candy
Low
E. Blanco © 2011 MIT CTL . Do not quote 33
without author authorization
SCM Implicati
* Strategic asset
* Higher complexity
- E. Blanco © 2011 MIT CTL . Do not quote "
without author authorization
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Lesson 5:
They call them emergent for a
reason ...

an mr
wr

E. Blanco © 2011 MIT CTL. Do not quote

without author authorization 3
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SCM Implications

* Unexpected processes
* Operational excellence as an asset
* Creativity needed ...

E. Blanco © 2011 MIT CTL . Do not quote
without author authorization

39

The Lessons
* Lesson 1: Urban density to “new” levels
* Lesson 2: Small stores matter
* Lesson 3: Cash is king
* Lesson 4: Do notignore sales & marketing

* Lesson 5: They call them emergent for a reason

11/16/11
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Success stories ...

E. Blanco © 2011 MIT CTL. Do not quote
without author authorization

41

Ex: Nestle “Venta Directa a
Changarros”

DSD

Sin escalas

BIEN\IENIDO

E. Blanco © 2011 MIT CTL . Do not quote
without author authorization
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Complete logistics re-design

e 24 months: 13 cities, 140.000
“changarros”, 500 trucks

e Structure
* Processes
* Technology

* EBIT=19%

E. Blanco © 2011 MIT CTL. Do not quote

without author authorization a2
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Trade Credit & Financing @ Brightstar

*Brightstar conducts a qualitative and quantitative analysis of the financial
situation of dealers.

*The qualitative analysis looks at commercial references, bank
references, qualification given by the carrier and a visit to the dealer.
*The quantitative analysis includes a financial analysis and a credit risk

analysis.

*In order to maximize the level of trade credit that Brightstar can give out to
its dealers, Brightstar takes trade credit insurance. It is collaborating with
COFACE, a credit insurance company who carries out financial analyses for
each client, delivering a line of credit to each dealer

*Trade Credit could help Point of Sales grow their revenues from 10% to 25%,
depending on the terms of the financing.

Sr. Member
Late Shri Dhondiba Medge

Founder
Late Shri Mahadu H. Bachhe

The Wonder Of Dabbawallas Unfolded
NUTAN MUMBAI TIFFIN BOX SUPPLIERS ASSOCIATION

Web Site : mumbaidabbawala.org

11/16/11
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ABOUT NMTBSA

 History : Started in 1890
@ Charitable trust : Registered in 1956
| Employee Strength : 5000
| Avg. Literacy Rate : 8t Grade Schooling
ﬁ Total area coverage : 60 Kms to 70 Kms
 Number of Tiffins  : 2,00,000 Tiffin Boxes
400,000 transactions every day (including return)
i.e. 400,000*25 days*12 months= 120,000,000
(120 million or 12 crore transactions per year)
# Time taken : 8 to 9 Hours
Morning 3 Hours Wartime
(9 A.M. to 12 P.M. for the Collection and Delivery)

E. Blanco © 2011 MIT CTL. Do not quote 47
without author authorization

The Dabba coding system evolution

Coloured threads Coloured cloth tags B Oil paint shapes
End of the 19th century Mid 20th century } 1970s till the
to the mid 20th century till the early1970s . late 1980s

(&)

Alphabates
The Current coding system- Alphanumerics in oil paint. A; B, Mu....Z
Origin railway station
. Area collected from within (VLP means Vileparle station)
3 Vile Parle (E meansHanuman
road) Area to be delivered

/ within Churchgate zone
T V L P (9 means Nariman point)

VP ks
> Building to be
E 3 - E 3 — ﬁ delivered within
N Nariman point
— (Al means
N N Air india building)
et >3

Floor to be delivered to in Air India

building. (Although 12th floor is
Destination railway station mentioned, all dabbas are delivered
(3 means Churchgate station)  at the ground floor only in high rises)

Amit RangnekarAug06

The name of the dabba owner or address is seldom put on the dabba
Different groups use different colour coding within the same zone
E. Blanco © 2011 MIT CTL . Do not quote
h . 48
without author authorization
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Thanks!

Q&A

Edgar E Blanco

eblanco@mit.edu

I I I -
IJI MASSACHUSETTS INSTITUTE OF TECHNOLOGY
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