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We are very happy to present this report from the confedera-
tion of indian industry (cii) and the Boston consulting group 

(Bcg). consumption in india is expected to rise from us$900 billion 
to about us$3,600 billion in the coming decade, presenting an 
unparalleled opportunity for Fmcg and retail companies. 

the Fmcg sector with a five year cagr of 17 percent and steady 
margins has been a safe haven for investors. organized retail, 
though much more nascent, has grown at over 25 percent annually 
since 2008. Both sectors, however, need to overcome challenges, such 
as poor supply chain infrastructure, changing consumer preferences, 
challenging macroeconomic outlook and increasing competition, in 
order to see sustained growth. the future is uncertain and both sec-
tors need to prepare for a volatile operating environment. 

very often, companies confuse planning for uncertainty with risk 
management; the two are fundamentally different. while risk can be 
measured and quantified, uncertainty is an intangible. while most 
companies have established robust risk management practices, they 
need to understand and prepare for uncertainty. keeping this in 
mind, cii has partnered with the Boston consulting group this year 
to bring out a report outlining how Fmcg and retail companies 
should think about planning for uncertainty.

this report examines sources of uncertainty and their impact on 
Fmcg and retail. it highlights the need for companies to develop an 
agile business model, and lays out a methodology that will enable 
them to leverage uncertainty to win in the long-term.

we look forward to your continued cooperation as we work together 
toward accelerated growth and sustained profitability in both sectors.
we hope you find this report interesting and informative. 

we would like to take this opportunity to thank all the people whose 
valuable contributions have gone into the making of this report.

ForeWord 

Kurush Grant
chairman, cii national 
committee on Fmcg 2012-13 
and executive director,
Fmcg Businesses, itc Ltd.

Bhaskar Bhat
chairman, cii national retail 
committee 2012-13 and
managing director,
titan industries Ltd.
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Uncertainty has been a buzzword in business circles for a long 
time. chief executives across the world have cited preparing for 

uncertainty as one of their top priorities. when applied to the context 
of the indian Fmcg and retail sectors, uncertainty has several addi-
tional nuances. We are witnessing a significant flux in both industries, 
with consumer preferences shifting rapidly due to increasing choice 
and access to information. volatility in commodity prices and the 
emergence of new competitors have squeezed margins, forcing most 
players to cut costs in order to protect earnings. we, however, believe 
that uncertainty can create opportunities. historically, we have seen 
that real winners capitalize on turbulent times and invest for long-
term growth. Bcg’s adaptive advantage index, a study measuring the 
returns provided by listed companies in the u.s. between 1950 and 
2009, shows that businesses that developed capabilities to adapt to 
volatility succeeded not only during turbulent periods but also 
became long-term winners. it is thus essential that Fmcg and retail 
sectors consider uncertainty as a stepping stone to accelerated growth, 
rather than taking tepid measures to tackle it.

this report leverages insights from a wide array of engagements 
where Bcg has helped clients develop strategies to thrive in uncer-
tainty. the document also captures insights gleaned from a survey of 
Fmcg and retail companies conducted by Bcg and cii, in order to as-
sess their readiness to face volatility. the report proposes an “uncer-
tainty audit” across the value chain, and lists specific imperatives for 
each element of the business model to help companies become agile. 
it also suggests that companies engage in scenario planning and build 
organizational capabilities to win in volatile times.

PreFace
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execUtive sUmmary

Uncertainty is omnipresent—it is a global phenomenon that 
has impacted india as well.

the only thing certain about the current global outlook is the  •
inherent uncertainty. the geopolitical environment remains in flux 
following the change of guard in china and the arab spring. on 
the economic front, we are still trying to recover in the aftermath 
of the post-Lehman crisis and the euro zone remains unstable.

india, too, has not escaped unscathed. the once-taken-for-granted  •
growth rate of seven percent no longer seems so certain, and 
rating agencies such as s&P and moody’s have lowered the 
country’s investment rating, highlighting heightened concerns 
(may be unfounded). exports have been impacted and consumer 
price inflation has sustained at more than nine percent for all but 
one of the last ten quarters.

Uncertainty is here to stay—this period of turbulence will not be a 
transient phase; instead, it will persist and pose a lasting challenge.

the current phase of turbulence is distinct from previous similar  •
periods as it is driven by multiple structural forces rather being a 
unidimensional issue. a confluence of macroeconomic factors, 
commodity-price volatility, policy instability, dynamic consumer 
behavior, emergence of new competitors and technology changes 
is driving sustained volatility today.

turbulence leads to positional volatility…

global uncertainty has resulted in leadership positions across  •
industries becoming less durable today than three decades ago. a 
study conducted by Bcg for a sample set of firms across sixty nine 
industries in the u.s. shows that the average positional volatility of 
companies has doubled over this period.

The Boston Consulting Group  •  Confederation of Indian Industry | 5
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indian industry is acutely aware of this challenge. 54 percent of  •
respondents to our survey (conducted among executives of leading 
Fmcg and retail companies in india) expect a change in the 
composition of top three players in their industries within the next 
five years.

… it can, however, be the seed of opportunity—if leveraged appropriately. 

according to Bcg’s adaptive advantage index, companies that  •
developed adaptive capabilities during volatile periods have been 
consistently able to unlock value, thereby outperforming peers 
over the long term. For example, a ten percent increase in adap-
tive percentile can translate into an additional three percent cagr 
in market capitalization.

historically, we have seen companies such as iBm use periods of  •
uncertainty as an opportunity to consolidate their market position 
by taking contrarian bets. during the great depression, iBm invested 
heavily in research and development (r&d), in sharp contrast to 
most of its rivals who scaled back during the period. it introduced 
new accounting machines and gave customers the unique option of 
renting machines rather than buying them. iBm reduced employee 
costs by cutting wages instead of laying off workers. additional 
employee benefits, such as life insurance and paid holidays, were 
provided to boost staff morale during the highly turbulent period. 
the result? By the time the depression ended, iBm had vaulted from 
fourth to second position in the market, and has been able to sustain 
its leadership position for many decades since then.

Fmcg has seen resilient growth till now, but the path ahead could be 
turbulent.

the indian Fmcg sector has expanded at a cagr of 17 percent  •
over the last five years, demonstrating staunch resilience amid a 
slowing and uncertain economy. sales growth, as well as margins, 
have been steadier in the sector, compared with most other 
industries, leading to heightened investor optimism over the 
vertical. 

however, there are significant demand fluctuations due to chang- •
ing consumer preferences and a rebalancing of spends by infla-
tion-hit consumers. challenges such as supply chain inefficiencies 
and rising competition persist. input price inflation, driven by 
multiple factors including volatile commodity prices, is putting 
costs under pressure. the simultaneous volatility on the demand 
and supply side is creating a challenging business environment for 
the industry.

Fmcg players must embed more agility into their value chain to le-
verage this turbulence.

to succeed in this uncertain environment, Fmcg companies need  •
to continuously make their value chain more agile, by building 
flexibility into their operating models and value proposition. 
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the supply side can be made more flexible through initiatives such  •
as local sourcing, disposable factories1 and dynamic allocation of 
trade spends. at every step, players must balance the need for 
flexibility with cost efficiency to arrive at an optimal operating 
model mix. 

companies can achieve demand flexibility by processing consumer  •
information real-time, and feeding that into a modular design 
process. Pricing must also reflect this consumer understanding, 
and be designed so that companies can play up or down without 
creating stickiness in the trade or consumer’s mind.

organized retail in india is at an inflection point.

organized retail in india has been growing at a healthy cagr of  •
more than 25 percent over the last five years. however organized 
retail still forms less than 10 percent of the sales across most 
consumer categories in india. in categories like food and grocery, 
organized retail contributes less than 3 percent of sales.

this gap in sales through organized retail provides the growth  •
opportunity. with consumption set to more than triple in size over 
the next decade, sales through organized retail is expected to reach 
14 percent and 21 percent by 2020. as organized retail in india 
takes shape, it could leapfrog the developed world to develop 
more efficient and targeted business models.

growth is contingent on players exploiting change.

in order to achieve faster growth, retailers need to navigate  •
multiple roadblocks such as supply chain inefficiencies and 
shortage of trained manpower.

to deal with these challenges, retailers must be flexible in their  •
offerings to consumers, as well as in their execution models. 
retailers should experiment with store formats, assortment mix, 
shopping experience, discount strategy, etc. in order to attune their 
offerings to changing consumer needs. they should also make 
their execution models nimbler by leveraging localized sourcing, 
backward integration, flexible lease agreements and manpower 
rationalization etc. 

globally, retailers such as walmart have been able to succeed  •
during multiple phases of turbulence by employing such prac-
tices.

our recommendation: a comprehensive 3-P approach to leverage un-
certainty.

Perform an “uncertainty audit”: •  an uncertainty audit would entail 
performing a complete health check across different elements of 
the value chain, and stress-testing them against extreme shocks in 
the operating environment. this exercise, carried out on an annual  
/ bi-annual basis, would help organizations recognize vulnerabili-
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ties in their value chains, and take suitable corrective measures. 
these measures can then be incorporated into the annual operat-
ing plan.

Prepare for multiple future scenarios:  • companies must prepare for 
multiple future scenarios by assessing the likelihood of occurrence 
of each. this can help enterprises open their minds to different 
kinds of volatility that might impact the business environment. 
the starting point between an uncertainty audit and preparing for 
multiple future scenarios is very different. While the audit starts 
from today’s environment and shows what can change, a scenario 
evaluation exercise starts from the future, extricating managers 
from the tyranny of today’s constraints. scenario evaluation will 
help managers determine long-term trends and assess the likeli-
hood of the occurrence of each. such an exercise should be 
conducted with a horizon of five to ten years. companies, however, 
need to revisit this exercise if any macro trend / source of uncer-
tainty identified in the scenarios starts playing out.

Prime the organization to exploit uncertainty:  • Leaders must also 
ensure that their organizations have an adaptive structure and 
possess the necessary capabilities to operate successfully in each 
scenario. a mindset of winning in uncertainty, rather than surviv-
ing it, needs to be cultivated throughout the organization.

note
1. Factories designed for rapid setup and dismantling at low cost—generally for tem-
porary mass production.
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the certainty oF 
Uncertainty

Why do FMCG and reTaIl players need To ThInk 
aBoUT UnCerTaInTy?

“Yes, this is a moment of challenge… but each 
generation has found the capacity to not only 
endure but to prosper—to discover great oppor-
tunity in the midst of a crisis.”

— Barack obama

Uncertainty has become a regular 
topic of discussion in business circles 

over the last decade. the global economic 
outlook remains clouded in doubt. the 
world is just recovering from the biggest 
downturn since the great depression of the 
1930s. ambiguity prevails over the solution 
to the euro zone’s massive debt and unem-
ployment problems, and growth in emerging 
nations such as china has slowed down. the 
arab spring has had far-reaching global 
consequences. 

while 22 percent of businesses globally re-
ported a negative impact of the uprising on 
their operations1, oil exporters in the middle 
east & north africa region such as united 
arab emirates, kuwait and saudi arabia 
have gained from the spike in oil prices post 
the revolution. natural disasters, whose fre-
quency has doubled over the past three de-
cades2, are also highly erratic, and the costs 
of these disasters are increasing exponential-
ly. against this backdrop, consumers are 
trading up / down across categories and tra-
versing across brands and retail formats at 
an unprecedented rate—consumer loyalty is 
a moniker of the past.

Uncertainty—omnipresent and 
across industries
uncertainty today is not only widespread, but 
is also steadily increasing (see exhibit 1.13). 
the last decade has seen more than double 
the number of turbulent periods (character-
ized by red portions in the exhibit) than in 
the previous three decades. the average 
length of turbulent periods has quadrupled 
over the past three decades3. 

while we have seen greenshoots of recovery 
in the aftermath of the recent financial crisis, 
unemployment rates in most advanced econ-
omies are unlikely to return to pre-crisis lev-
els before 20174. going forward, high levels of 
unemployment are likely to impede recovery, 
and augment global uncertainty. 

as a result of this, market share positions 
have become volatile and short-lived. the last 
decade, especially the post-2005 period, has 
seen many more players compete for the 
same space—with increased volatility in mar-
ket positions. as highlighted in exhibit 1.2, 
the erstwhile river-like steadiness in relative 
market ranks amongst players has turned 
into oceanic turbulence, with continuous 
competition for the top slot.

Uncertainty in the indian context
uncertainty in india is being driven by six 
structural factors—macroeconomic forces, com-
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Source: BCG analysis.
1Data includes all United States and Canadian public companies from 1950–2009.
2Average (Δ rank) / rank per year of any given company, unweighted average of 69 industries.

Exhibit 1.2 | Volatility in Market Positions has Increased in the Last Decade

Sources: “Adaptive Advantage”; BCG Strategy Institute.
Note: Based on all public United States companies.
1Average five–year rolling standard deviation of percent firm market cap growth by sector, weighted by firm market cap.
295th percentile of standard deviation across sectors.

Exhibit 1.1 | Uncertainty Increasing Across Sectors
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modity-price volatility, policy instability, chang-
ing consumer dynamics, emergence of new 
competitors and game-changing technologies. 

Macroeconomic forces: 1. india’s macroeconom-
ic outlook continues to remain uncertain. 
gdP growth is slowing down while con-
sumption outlook is still favorable driven 
by the country’s demographic profile. 
increasing government expenditure, 
primarily on account of large subsidies and 
interest payments, has resulted in high 
fiscal deficit. consumption growth however 
remains robust, driven primarily by rural as 
well as bottom of the pyramid consumers. 

Commodity-price volatility:2.  the last five 
years have seen tremendous volatility in 
commodity prices, as illustrated in exhibit 
1.3. oil prices are fundamentally driven by 
the global economic outlook, inventory 
levels, production policies, and geopolitical 
concerns. while demand for oil from 
advanced economies has moderated since 
the 2008 financial crisis, demand from 
emerging countries remains robust. 
Production and inventory levels, however, 
have remained volatile. this, coupled with 
geopolitical events such as the arab spring, 
have contributed to swings in oil prices. 
meanwhile, weather-related supply disrup-
tions have caused volatility in food prices 
during this period, putting pressure on 
margins of FMcg companies—particularly 
during Fy11, when food prices rose consid-
erably. companies have had to be cautious 
in passing the effect of increasing input 
costs onto consumers, given the large risk of 
“down-trading”. 

Policy environment: 3. uncertainty vis-à-vis 
policy making in the last five years has 
adversely affected the investment environ-
ment in the country, with leading rating 
agencies such as s&P and Fitch downgrad-
ing india’s sovereign credit rating from 
“stable” to “negative” in mid-20125.For 
example, major Fmcg and retail players 
have been advocating the implementation 
of goods & services tax (gst) ever since 
the idea was mooted in the 2006-07 budget 
speech. although the Finance minister 
hinted at progress on this front in his latest 
Budget speech, a clear time frame for the 

introduction of this new tax regime is still 
awaited. the government has introduced 
the policy of allowing 51 percent Fdi in 
multi-brand retail. however, the impact of 
the same is yet to be felt, given that the 
decision to implement the policy is to be 
taken at the state level. 

the central government has, however, at-
tempted to speed up the reforms process in 
the last six months by liberalizing Fdi in 
sectors such as insurance and aviation, and 
reducing diesel subsidies. 

Changing consumer dynamics:4.  consumer 
spending in india is at an inflection point. 
the consumer base is likely to be trans-
formed across all dimensions—income, 
geography, age and gender. the average 
household income is expected to grow 2.9x 
from inr 6,400 in 2010 to inr 18,500 by 
2020, with the share of middle-class 
households set to rise from 28 percent to 45 
percent. the working-age population (those 
aged between 20 and 59) is likely to 
increase by over 20 percent, from 616 
million in 2010 to 752 million in 20206. the 
number of working women is estimated to 
grow by almost 20 percent between 2010 
and 2020. companies operating in india 
need to particularly watch out for the 
emergence of a relatively new class of 
consumers—the “gen i”—which is expect-
ed to constitute 72 percent of the working 
population by 2020. having grown up in 
the post-economic liberalization era that 
began in 1991, this generation likes to 
indulge. confident of having a stable, 
sustained stream of income, they are 
comfortable with credit. an amalgamation 
of all these trends is likely to shape the 
Fmcg and retail sectors in the next decade.

Companies in India need to 
watch out for the emergence 
of “Gen I”

Emergence of new competitors: 5. Fragmenta-
tion has increased across industries in 
india since 2008. For example, in the 
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Fmcg sector, competitive landscape has 
expanded with the entry of new players 
(multinational corporations and regional 
players) and industry players foraying 
into new market segments. as a case in 
point, danone made its indian debut in 
2009 with a foray into dairy and baby 
food. reckitt Benckiser entered the 
personal care space through the acquisi-
tion of Paras Pharmaceuticals in 2010, 
before selling the latter’s personal care 
brands to marico in 2012. regional 
players, too, have begun expanding their 
presence—companies like Panjon, Wagh 
Bakri, Bisk Farm and mapro are planning 
to ramp up their product portfolios, as 
well as geographical reach. Panjon hopes 
to increase its sales tenfold within two 
years by launching new products and 
tripling its distribution network7. increas-
ing consumer focus on health and 
wellness has led to the creation of new 
categories in the food and beverages 
space, such as sugar substitutes (for 
example, sugar Free and equal). 

similarly, in the telecom space, emergence 
of low-cost players has resulted in in-
creased fragmentation of market share. 

nokia has lost its dominance in the indian 
market, with its share sliding from almost 
68 percent in 2007 to less than 40 percent 
in 2012. domestic peers such as micromax, 
karbonn mobiles and spice have entered 
the fray, and gained nearly 17 percent 
market share—primarily through offering 
low-cost feature phones. smartphone sales 
in india have risen at a cagr of over 55 
percent in the last five years, with sam-
sung being the main beneficiary8. 

Game-changing technology:6.  retailers globally 
have begun making use of innovative 
digital technology to transform customers’ 
shopping experience. tesco has launched 
“virtual stores” in seoul and London, where 
consumers can shop and get products 
delivered at home by simply pointing their 
mobile phones at virtual product displays 
and scanning the qr code of the product. 
Futuristic technologies such as augmented 
reality and 3-d printing are making the 
shopping experience much richer by the 
day. in the nearer term, the ability to 
harness the tremendous volume of data 
available through social media is likely to 
become a critical success factor for both 
Fmcg and retail companies.

Source: IMF.
1Simple average of three spot prices, Dated Brent, West Texas Intermediate, and the Dubai Fateh.
2Coffee, Robusta, International Coffee Organization, New York cash price, ex-dock New York.
3Palm oil, Malaysia Palm Oil Futures (first contract forward) 4–5 percent FFA.

Exhibit 1.3 | Commodity Price Volatility Over the Last 5 Years
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the opportunity in Uncertainty
uncertainty is not just a challenge; it is also 
an opportunity to win, provided one has the 
right systems and structures in place to capi-
talize on emerging trends.

a study on “adaptive advantage” conducted 
by Bcg also shows that the degree of correla-
tion between growth in market capitalization 
over the long-term and adaptability (ex-
plained subsequently) is significantly high9—
underscoring the point that companies that 
are able to win in turbulent periods sustain 
their growth momentum over the long term. 
adaptability is measured by the degree of 
outperformance in a company’s market capi-
talization growth versus its industry during 
the most turbulent periods. it takes into ac-
count four sources of volatility:

demand—rate of industry-wise revenue  •
growth

competitive intensity—positional volatility  •
on the basis of revenue-based rankings

Profitability—rate of industry-wise  •
earnings growth

Market expectations—volatility in the  •
industry’s market capitalization growth rate

the above factors are weighted, based on 
which each company is given an adaptive in-
dex score—with the industry’s adaptiveness 
taken as the base (100). 

Companies that win in 
turbulence sustain their 
growth momentum over the 
long-term

exhibit 1.4 shows an illustrative list of the 
most adaptive companies in food and sta-
ples retailing in the u.s. 

the study shows that on average, a 10 per-
centile increase in adaptiveness ranking for 
a firm can translate into an incremental 3 
percent cagr in market cap10.

historically, we have seen that companies 
thriving during uncertain times typically do 
so not by merely surviving such periods, but 
by leveraging turbulence to reinvent their 
business models. this was particularly evi-
dent in the post-great depression era, when 
companies such as chrysler, general motors, 
ge and iBm made bold strategic moves that 
helped them outperform peers consistently. 
rather than scaling back as most of their 
peers did, these companies expanded their 
portfolios through new product launches 
and acquisitions, while simultaneously fo-
cusing on cost control. iBm, for example, de-
cided to maintain its production capacity, 
and increased its focus on innovation 
through higher r&d spends. the technology 
major introduced new accounting machines 
during the depression, and provided custom-
ers with the unique option of renting ma-
chines instead of having to buy them. iBm 
reduced employee costs by cutting wages, 
and not by laying off employees. additional 
benefits for workers, such as life insurance 
and paid holidays, were provided to main-
tain staff morale. such measures enabled 
iBm to vault from fourth to second position 
in the market during a highly turbulent peri-
od, and they have been able to sustain their 
leadership position for several decades11.

notes
1. source: grant thornton, econmatters.
2. source: swiss re, Bcg analysis.
3. Source: “the Most adaptive companies 2012—
winning in an age of turbulence”, Bcg report.
4. source: imF.
5. source: Press search.
6. source: “the tiger roars: capturing india’s 
explosive growth in consumer spending”—Bcg 
report, 2012. middle class income defined as 
between us$15,000-45,000 adjusted for PPP in 2005 
constant dollar terms.
7. source: Press search.
8. source: euromonitor.
9. For 2500 listed u.s. companies, degree of correla-
tion between 30-year market cap growth (1982-2011) 
and percentile of adaptive advantage index was 
found to be ~0.6.
10. source: “adaptive advantage: winning strategies for 
uncertain times”, martin reeves, michael deimler, 2012.
11. source: “green shoots, False Positives, and what 
companies can Learn from the great depression”, 
Bcg Perspectives.
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Sources: BCG Perspectives; BCG analysis.
1Each BCG adaptive advantage index score is expressed in terms of a company’s percentage-point outperformance relative to its industry. A score 
of 105 means that, on average, the company outperformed its industry by 5 percentage points during a single turbulent quarter. For more details 
on the index and scoring, see the methodology section in Appendix I to the accompanying report. The Most Adaptive Companies 2012: Winning in 
an age of turbulence.
2The interactive graphic indexes each company’s—and each industry’s aggregate—market cap to 1 in Q4 2005 and charts indexed growth over the 
subsequent six years.

Exhibit 1.4 | List of Adaptive Companies in Food & Staples Retailing in the United States
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conqUering 
Uncertainty

“Uncertainty in the business environment im-
pacts any organization, but the level of impact 
can be handled if we prepare for it”

— coo of a leading indian FMcg player

After a slow start to the twenty-first 
century, the indian Fmcg industry has 

posted a healthy cagr of 17 percent in the 
last five years (See exhibit 2.1), outperforming 
nominal gdP during this period. the industry 
has shown tremendous resilience in the face of 
uncertainty. 

sales growth and margins in Fmcg have 
been steadier than most industries in india. 
as shown in exhibit 2.2, volatility (as mea-
sured by standard deviation) of both annual 
sales growth and profit-after tax have been 
the lowest for Fmcg, as compared to other 
sectors. during turbulent periods, such as 
Fy09 and Fy10, the Fmcg industry main-
tained its growth momentum while growth 
in most industries decelerated. as a result, 
investors have been bullish on the Fmcg 
space since 2008, perceiving it as a “safe ha-

Sources: Euromonitor; BCG analysis.
1Market size considered in nominal terms.

Exhibit 2.1 | FMCG Growth has Accelerated in the Last 5 Years

0

1,000

2,000

3,000

4,000

Size1 (Rs. billion) 

Fiscal year 

+17% 

+9% 

2012 

2,725 

2007 

1,255 

2002 

828 

Soft drinks 

Pet care 

Packaged food 

Hot drinks 

Home care 

Consumer health 

Beauty and personal care 

2002–07 2007–12 

CAGR 

8% 16% 

8% 14% 

6% 10% 

5% 15% 

10% 18% 

13% 20% 

10% 22% 



16 | Winning With Uncertainty

ven” during periods of volatility. this is re-
flected in the fact that the Bse Fmcg index 
has gained 150 percent over this period, 15 
times the gain recorded by the Bse sensex1. 

growth has been driven primarily by increas-
ing consumption, with PFce2 rising by almost 
7 percent over the last five years. Food catego-
ries, on average, have outperformed nonfood 
categories such as personal and home care 
during this period. Fmcg players used multi-
ple levers like overseas / domestic acquisi-
tions, expansion into new product categories 
and enhancement of distribution networks to 
ensure sustained growth momentum. 

with competition in india increasing, firms 
turned to aggressive international expansion, 
tapping emerging markets such as Bangla-
desh and the african subcontinent. along 
with revenue growth, this strategy has provid-
ed them with synergies in branding and pro-
curement, as well as management band-
width. For example, gcPL’s acquisitions of 
rapidol, tura and the darling group have 
helped them build a strong presence in afri-
ca. many companies have forayed into catego-
ries witnessing strong volume growth to gain 
a larger share of the consumption basket. 
gsk consumer and healthcare ventured into 
new segments, such as healthy snacks, noo-

dles and breakfast cereals, between 2009 and 
2012, while marico entered the breakfast ce-
reals category last year. 

with consumption expected to grow rapidly 
in rural areas, companies have worked on 
ramping up their distribution networks to en-
hance their rural reach. in Fy12, dabur 
launched a project to almost double its di-
rect-distribution reach in rural areas, from 
14,000 to 27,000 villages, following in the 
footsteps of peers such as huL, P&g and 
emami, which have focused on improving ru-
ral penetration3

however, challenges persist for Fmcg com-
panies, with regard to both revenue and 
costs. on the revenue side, demand fluctua-
tions are likely to continue as consumers’ 
willingness to trade up or down in different 
product categories keeps changing. For ex-
ample, indian consumers have traded up in 
categories such as personal and health care, 
while simultaneously trading down in more 
discretionary categories such as apparel and 
footwear. high levels of inflation over the 
last three years have caused consumers to 
be more prudent in their spending. consum-
er sentiment research conducted by Bcg in 
2012 showed that while the willingness of 
indian consumers to trade up is higher than 

Sources: Euromonitor; Capitaline; BCG analysis.
Note: Sample set of companies comprising approximately 80% of revenues in each industry for FY12 considered. Volatility defined as standard 
deviation of PAT margin / change in net sales for sample set considered over the period 2007–12. Aggregate data from Euromonitor considered for 
FMCG in calculation of volatility in sales growth due to incomplete data in sample set.

Exhibit 2.2 | Sales Growth and Margins in FMCG have Been Steadier Than Many Industries
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that of their counterparts in developed 
countries, almost half the consumers sur-
veyed plan to cut back on discretionary 
spends over the next year. intensifying com-
petition has also impacted volume growth. 
simultaneously, costs have escalated due to 
volatile global commodity prices as well as 
inflation in locally sourced materials. com-
modity prices witnessed an inflationary 
trend between Fy09 and Fy12 (as discussed 
in the previous chapter). input costs of mate-
rials sourced locally have also risen in the 
last year, primarily due to a weak monsoon. 
while prices have been hiked in a calibrated 
manner in the last two years, companies 
have had to be cautious in passing on the 
full effect of increased costs to consumers—
given the high price elasticity in most prod-
uct categories. as a result, operating margins 
have remained within the 12 percent to 13 
percent range, on average, in the last five 
years. 

According to a survey of executives of leading 
FMCG and retail companies in India, conducted 
by BCG and CII for this report, 54 percent of re-
spondents believe volatility in prices of raw ma-
terials will continue to remain a challenge for 
the industry. Meanwhile, 50 percent of those 

polled expect challenges due to rising competi-
tion over the next five years, the survey found. 

Indian consumers plan to cut 
back on discretionary spends 
over the next year

Positional volatility in the industry is steadily 
growing. though market leaders in most cat-
egories have not changed over the last 5 
years, new entrants have been able to grab 
share and become top five players in some 
segments (see exhibit 2.3). growth of new 
categories in the last decade has added to 
the flux in this sector.

most Fmcg leaders in india are now recog-
nizing that the current uncertainty is struc-
tural in nature, and that they will need to 
deal with it on an ongoing basis. 

Respondents to our survey identified several 
sources of uncertainty in their business environ-
ment, citing unpredictability with regard to reg-
ulation, supply chain and availability of raw 

Sources: Euromonitor; BCG analysis.

Exhibit 2.3 | New Entrants Contributing to Positional Volatility in FMCG
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Exhibit 2.4 | Flexibility must be Embedded Across the Business Model for FMCG Companies to 
Manage Uncertainty

materials as their foremost concerns. overall, 
companies need to be responsive to fluctua-
tions in both demand and supply, on two 
fronts—volumes and specifications / product 
types. this chapter lays out a framework for 
Fmcg companies to become more resilient 
in the face of uncertainty (see exhibit 2.4). 

Flexible operating model
companies need to ensure adequate flexibil-
ity in the design of business processes (man-
ufacturing process, sales and distribution 
mechanisms, etc.), as well as in the deploy-
ment of assets (for example, factories, sales 
and distribution networks and supply chain 
network). 

Buy
Fmcg companies can address uncertainty in 
procurement by sourcing directly and locally, 
choosing between insourcing and outsourc-
ing of products, and creating sufficient re-
dundancies in their supplier network. sourc-
ing directly and locally would help shorten 
lead times and reduce variability. sourcing 
domestically, as opposed to buying input ma-
terials from abroad, would also protect com-
panies from currency fluctuations. huL has 

tied up directly with farmers in karnataka 
and Punjab for sourcing of tomatoes for its 
ketchup range, bringing down share of im-
ported tomatoes from 100 percent to less 
than 20 percent within four years4. as far as 
sourcing is concerned, Fmcg companies 
should decide on insourcing versus outsourc-
ing by weighing cost efficiency vis-à-vis flex-
ibility. while outsourced production entails 
cost benefits, in-sourcing provides greater 
control over quality. similarly, the decision 
on whether to consolidate suppliers or to cre-
ate redundancies in the supplier base should 
be made on the basis of a trade-off between 
low cost and flexibility.

Make
utilizing lean manufacturing processes to fa-
cilitate continuous improvement can help re-
duce lead times, and enable rapid change-
over when needed. Lean manufacturing 
involves identifying and eliminating process-
es that do not create or add value. this can 
be achieved through improvements in key 
operational levers such as line manning, bot-
tleneck identification, oee5 analysis and 
scrap reduction. the entire value stream, 
right from order receipt to delivery of goods, 
is mapped out, and sources of delays and 
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wastes are identified. these are then either 
streamlined or completely eliminated, de-
pending on their impact on the manufactur-
ing process. Lead time can also be reduced 
by opting for automation wherever possible. 

the need for agility through lean manufactur-
ing needs to be balanced with customization, 
as lean involves standardization of many pro-
cesses and product specifications. one way to 
achieve this balance is to ensure that process-
es that contribute to customization of the 
product are scheduled as downstream as pos-
sible in the manufacturing process. Products 
can then be held at an intermediate stage, 
and customized according to demand require-
ments, as and when needed. 

Lean manufacturing has been implemented 
in many industries. Pfizer, for example, uses 
lean manufacturing in its Freiburg facility to 
tailor production to changes in demand6. the 
u.s. drug major has invested heavily in auto-
mating the plant and worked on ensuring co-
ordination between different departments for 
day-to-day operations. at the Pfizer plant, 
products are segmented based on their de-
mand volume and volatility patterns, and dif-
ferent manufacturing, supply chain and inven-
tory strategies are followed for each segment. 
depending on the segment, a “make-to-fore-
cast” (push) or “make-to-order” (pull) strategy 
is used for manufacturing and packaging sep-
arately. in manufacturing, the team uses a 
predictable production process based on ex-
pected demand when a push strategy is de-
ployed. 

in case of uncertainty with regard to short-term 
demand as well as long-term market viability, 
companies can opt for a “disposable factory” 
model. Factories are designed for quick setup, 
as well as for dismantling at low cost. these 
plants require very little capital expenditure, 
are typically more labor-intensive, and meant 
only for temporary mass production. such 
strategies are useful when one is entering new 
markets, and outsourcing of manufacturing is 
not a viable option.

Move
three levers—network design (to enhance 
flexibility), faster flow of information and 
modular pricing—can make a supply chain 

more agile. choice of suppliers, distributors 
and warehouse locations should not be on 
the basis of cost optimization alone. her-
shey’s, for example, designed its supply 
chain around a massive 1.2 million square 
feet distribution center with five dedicated 
selling and shipping zones. this enabled the 
company to halve its order cycle time to five 
days. companies should co-invest in technol-
ogy with their logistics vendors and distribu-
tors, in order to enable continuous tracking 
of goods right until they reach store shelves. 
By monitoring the flow of shipments, dy-
namic routing decisions can be made, based 
on demand at any point of time. simple 
steps like per-unit pricing in logistics con-
tracts can go a long way in ensuring that 
companies retain the requisite flexibility to 
be able to respond to changing business con-
ditions.

hershey’s massive 
distribution center enabled it 
to halve its order cycle time

Sell
indian Fmcg companies face multiple distri-
bution challenges. with formats evolving 
rapidly, industry players need to continuous-
ly review their strategy and decide on the 
formats they wish to target. companies also 
need to dynamically alter their trade spend 
strategy, based on effectiveness of each for-
mat in different geographies. while small 
and traditional retailers continue to domi-
nate, they are constrained by several limita-
tions, such as financing. the likes of Perfetti 
van melle have worked around some of 
these limitations by using store space inno-
vatively to improve product visibility, and by 
having a smaller stock replenishment cycle. 
organized retail in india is at a nascent 
stage and expected to grow rapidly. Fmcg 
companies need to monitor consumer 
spending in both these segments carefully 
before deciding on allocation of trade 
spends. in rural areas, poor reach continues 
to be a constraint, and companies need to 
first improve their distribution networks be-
fore increasing spend allocations. initiatives 
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such as Project shakti (huL) can help com-
panies serve rural areas more effectively.

Working capital management
Fluctuations in cash flows can be mitigated 
through efficient management of working capi-
tal. this would necessitate periodic review of 
credit terms, as well as incorporation of suitable 
escalation clauses in contracts with debtors and 
swift execution of the same when required. For 
example, a leading Fmcg major maintains a 
collection period of just four days, while their 
payment terms with suppliers enable them to 
pay within 52 days7. adoption of vendor-man-
aged inventory mechanisms, wherein Fmcg 
companies have access to Pos (Point of sales) 
data and stock levels at retailers, will give the 
firms more control over inventory planning and 
replenishment.

dynamic consumer value 
Proposition
companies must also constantly reinvent their 
consumer value proposition to account for rap-
idly changing consumer behavior as well as 
competitor dynamics.

Design
new product development must be in sync 
with emerging consumer trends and regional 
tastes. it is vital to monitor consumer behavior 
regularly, by leveraging market research and 
Big data. today, companies can harness vast 
volumes of data, through sources such as Face-
book and Pos, to paint a complete picture of 
their consumers’ requirements. For example, 
P&g has tailored gillette razors using a single-
blade and light plastic handle, in order to cater 
to price-sensitive consumers in india. these ra-
zors are priced at less than 20 percent of the 
company’s premium mach 3 brand. similarly, 
Pillsbury launched a variant of atta, called 
“Punjabi atta”, in 2004, specifically targeting 
the north indian community. courser than the 
regular atta, this atta is made of 100 percent 
whole wheat, and is targeted at the Punjabi 
palate8. usage of modular design processes can 
ensure that alterations in specifications due to 
changing consumer preferences or industry 
trends can easily be incorporated in the prod-
uct design. apart from ensuring alignment 
with changing consumer behaviors, product 
design must see to it that value is delivered to 

the consumer—at the right cost to the compa-
ny. Bcg worked with a leading player in the 
beauty and personal-care space to create a 
framework, using which new products can be 
designed, developed and tested. the approach 
necessitates the involvement of a local cross-
functional team throughout the entire process. 
a clear pre-brief of different prototypes con-
taining detailed product attributes and value 
proposition to the customer is first created. the 
design phase involves two parts—conducting 
rigorous consumer research to identify per-
ceived value for each prototype, and perform-
ing a detailed cost analysis with product tear-
downs. the cost and perceived value are then 
mapped out, and the prototype with the high-
est perceived value at lowest cost is chosen for 
further development and testing.

Companies can harness Big 
data to paint a complete 
picture of their consumer’s 
requirements

Price
Fmcg companies in india should look to 
align their pricing with trends in consumer 
spending, as well as with input costs. Fit-to-
pocket pricing strategies, through smart use 
of skus, help companies address multiple 
customer segments simultaneously. smart 
pricing can be achieved through product un-
bundling, as demonstrated by godrej with 
their development of powdered hair dye. 
danone used innovative packaging through 
its eco pack in europe to deliver similar val-
ue as its traditional packs, at almost one-
third the price. the traditional pack had 
eight yoghurt containers (125 gm each) and 
seven flavors, while the eco pack had six yo-
ghurt containers (115 gm each) and three 
flavours9.

Communicate
techniques deployed in marketing products 
to consumers are rapidly evolving today, as 
is the effectiveness of each of these tech-
niques. allocation of advertising and promo-
tional spends must be dynamic enough to 
deal with changing trends in media usage by 
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consumers—with due consideration given to 
romi10 targets. social media has resulted in 
advocacy marketing taking off in the last 
couple of years. consumers today rely more 
on online reviews and word-of-mouth recom-
mendations for purchasing new products. 
companies should look to actively engage 
with consumers by building an online pres-
ence and delivering impactful messages 
about products that can get people talking. 
companies also need to adopt innovative 
techniques to market to rural consumers, in 
order to drive consumption. the ceo of a 
leading Fmcg player in india stated that 
“companies need to move beyond tradition-
al media options like radio, television and 
cinema, and enter into a direct engagement 
with these (rural) consumers”. marico has 
used multiple media platforms to position 
saffola as a ‘healthy oil’. along with targeted 
television advertising, the company has en-
gaged in web and phone-based activities 
such as offering free health advice and per-

sonalized diet plans. it markets directly to 
key influencers like dieticians, using a sepa-
rate team of medical detailers11. this has al-
lowed saffola to outgrow the market, while 
commanding a premium12.

notes
1. source: Bse (as on 22 February, 2013).
2. Private Final consumption expenditure.
3. source: Press search.
4. source: Livemint.
5. overall equipment effectiveness.
6. source: www.pharmamanufacturing.com.
7. source: Press search.
8. source: Press search.
9. source: Press search.
10. return on marketing investment.
11. sales team tasked with informing medical profes-
sionals about the uses, benefits and potential side 
effects of their company’s products.
12. source: company annual report 2011-12.
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navigating the 
unknown

“One of my assets is my willingness to try 
something new, to change”

— Sam Walton

Following topline growth at a cagr 
of approximately 14 percent over the last 

five years, the indian retail industry is at an 
inflection point—with the sector continuing 
to be dominated by the unorganized 
segment. despite recording a cagr of 
about 25 percent during the same period, 
organized retail remains nascent1. revenue 
growth in organized retail over this period 
has been driven by a 7 percent increase in 
private consumption, as well as by geo-
graphical expansion. retailers have en-
hanced their focus on tier ii and tier iii 
cities that are expected to outgrow the 
metros and tier i cities in terms of consump-
tion. retailers are trying everything—high 
discounts, increase in the number of 
value-added services to promote loyalty, 
private-label offerings, creative formats, 
online offerings, and variable service 
levels—to see what the indian consumer is 
willing to bite. 

the retail sector, however, faces several 
challenges. sustained inflation is impacting 
sales as consumers, reluctant to spend, are 
looking to trade down or avoid expenses 
wherever they can. on the other hand, in-
creasing cost of store rentals and labor is 
putting further pressure on already 

stretched economics in the organized seg-
ment. modern retail is struggling to drive ef-
ficiencies due to nascent and largely unor-
ganized supply chain infrastructure. Our 
survey suggests that hurdles such as such sup-
ply chain inefficiencies, along with the lack of 
availability of trained manpower and rising 
competition, are likely to persist over the next 
five years. added to this, there is consider-
able uncertainty over the timing of the en-
try of foreign retailers. 

the opportunity in the sector, however, is 
massive. consumption, as mentioned in 
chapter 1, is set to more than triple over the 
next decade in india. Bcg research indi-
cates that the penetration of organized re-
tail will increase from 6 percent in 2010 
anywhere between 14 percent to 21 percent 
by 20202. the imminent entry of foreign re-
tailers is likely to boost supply chain infra-
structure and drive profitability. 

according to our survey, 68 percent of re-
spondents expect organized retail to contin-
ue to grow at more than 20 percent annual-
ly over the next five years. at the same 
time, 90 percent of industry executives be-
lieve there will be a change in the composi-
tion of the top three players in organized re-
tail within the same period. 

in such a scenario, retailers need to over-
come the challenges facing them by ensuring 
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Source: BCG analysis.

Exhibit 3.1 | Retailers Need to Build an Agile Business Model to Navigate Uncertainty

that they have an agile business model to re-
spond to any changes in business conditions. 

penetration of organized 
retail is expected to reach 
anywhere between 14 
percent to 21 percent by 
2020

this chapter proposes a framework that re-
tailers can use to build agility into their busi-
ness model. as shown in exhibit 3.1, retail-
ers need to build agility on two dimensions 
—offer design and execution. 

agility in offer design
retailers can build an agile offer by regular-
ly revisiting and reinventing their consumer 

value proposition and choice of formats /
channels. 

Dynamic consumer value proposition
retailers need to ensure that they revisit 
their consumer value proposition for differ-
ent formats periodically to address a dynam-
ic consumer base and its evolving needs. 
consumer preferences, as well as shoppers’ 
sensitivity to pricing, vary continuously. the 
customer base itself is in a state of continu-
ous evolution, with new classes of consum-
ers emerging from time to time. in india, for 
example, the “next Billion3” set of consum-
ers are likely to constitute 36 percent of 
households by 2020—with 30 percent in tier 
iii / iv cities and rural areas alone. these 
consumers show an inclination to selectively 
trade up, and exhibit a preference for trust-
ed brands. retailers, therefore, should con-
tinuously monitor their target consumers, 
and understand changes in the latter’s 
needs, if any. they should also assess wheth-
er there are customer segments emerging 
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with large revenue potential that need to be 
tapped. industry players must invest in it 
systems and analytics capabilities to ensure 
they are capturing and adequately monetiz-
ing shopper information. accordingly, retail-
ers should periodically rethink the relevance 
of their current consumer value proposition 
for their existing formats and channels. the 
example of Best Buy, as discussed in detail 
in chapter 1, highlights this point. in 1988, 
as Best Buy discovered that shoppers felt 
pressurized by sales staff, it redefined its val-
ue proposition and launched a chain of self-
service stores. similarly, in 2002, the u.s. re-
tailer responded to demands for superior 
service by acquiring the geek squad and 
providing excellent sales as well as after-
sales service. 

retailers should periodically 
rethink the relevance of their 
current consumer value 
proposition for their existing 
formats and channels

Experimentation across formats and 
channels
success rates of different store formats and 
channels are volatile, with sPsF4 generally 
stagnating or declining after a certain period 
due to saturation or increased competition. 
with no shortage of choice, consumers now-
adays look forward to a unique and memo-
rable shopping experience when they enter 
a retail store. hence, retailers need to peri-
odically reinvent their store concepts, and 
experiment with different formats and chan-
nels in order to arrive at the best combina-
tion at any point of time. heB in the u.s., 
for instance, has created multiple shopping 
formats to address the needs of different 
shoppers across missions.

retailers also need to continuously track 
purchase patterns and rethink their assort-
ment strategy accordingly. tesco, for exam-
ple, tracks and analyzes shopping informa-
tion gathered from 12 million loyalty card 
(u.k. clubcard) holders to make decisions 

on pricing, assortment, consumer market-
ing, etc. Following an analysis of its loyalty 
cardholders’ shopping trends, the u.k. su-
permarket chain lowered prices of 300 prod-
ucts purchased by value shoppers, and tai-
lored its assortment in south asian / arab 
neighborhoods. seven eleven also uses 
point of sales data to optimize pricing, 
placement, and assortment of products—
several times a week5.

amongst retail channels, the internet cannot 
be ignored. estimates suggest that between 
15 percent and 20 percent of sales in the 
u.s. are already happening online. although 
the indian online market is nascent, with 
only 1 percent of sales taking place over the 
web, it has been expanding rapidly. in order 
to experiment with formats and channels, 
retailers should also develop the ability to 
ramp up or scale down across formats / 
channels with minimal losses / downtime. 
they should develop a robust piloting mech-
anism that helps them determine proof of 
concept in a substantial manner, within a 
short period of time.

execution agility
while the focus of most retailers till date has 
been on improving efficiency vis-à-vis execu-
tion, ensuring operational flexibility is 
equally critical in this volatile environment. 

Flexible sourcing
retailers can ensure flexibility in procure-
ment by sourcing locally and directly, creat-
ing redundancies in the supplier networks, 
and partnering with vendors on design and 
demand forecasting. direct and local souring 
can cushion retailers against demand volatil-
ity by reducing lead times and easing cost 
pressures. For example, organized retailers 
are trying to tie up with farmers directly, dis-
intermediating middle men, in order to en-
sure a stable supply of agricultural products 
and enable better price realization for both 
parties. mcdonald’s was one of the earliest 
in india to invest in building a local supply 
network in order to ensure reliability of de-
livery of raw material. however, several 
challenges need to be overcome in imple-
menting the farm-to-fork model in india, giv-
en the unorganized and fragmented nature 
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of agriculture in the country. retailers who 
view suppliers as long-term partners, are 
able to build more sustainable sourcing 
models by adequately sharing risks and in-
centives. sufficient redundancies also need 
to be built in to the supplier network to pro-
tect retailers from supply shocks.

Dynamic supply chain management
a dynamic retail supply chain must work on 
increasing throughput. Practices such as 
cross-docking and direct-to-store deliveries 
help shorten delivery lead time. throughput 
can also be enhanced by introducing com-
plexity further down the chain. supply chain 
planning and execution must be a collabora-
tive effort involving suppliers, logistics ven-
dors and retailers. complete transparency 
must be maintained in inventory planning, 
delivery scheduling and goods tracking. sim-
ple it tools, such as rFid chips for real-time 
tracking, can go a long way in minimizing 
delay or loss of goods through the supply 
chain. Zara embodies many of these practic-
es, as a result of which its turnaround time is 
impressively fast at about five weeks from 
design to finished goods—five times faster 
than competitor gaP6. 

practices such as cross-
docking and direct-to-store 
deliveries help shorten 
delivery lead time

retail supply chain infrastructure in india is 
inadequate and wrought with inefficiencies. 
there is a 60 percent shortage in cold stor-
age capacity in the country, while warehouse 
capacity is short by about 25 percent as 
well7. retailers can explore backward inte-
gration to enhance supply chain velocity, 
and simultaneously improve supply chain in-
frastructure. 

Lean store operations
retailers must strive to make store opera-
tions lean. Lease agreements should be flex-
ible to enable expansion or scaling down of 
the store, as and when required. the amount 
of manpower deployed should be concur-

rent with forecasts for store traffic at differ-
ent times. companies also need to focus on 
productivity improvement to enable cost op-
timization. concerted efforts must be made 
to reduce utility (electricity, water, etc.) relat-
ed costs through initiatives such as use of 
energy-efficient equipment. retailers should 
make adequate investments in it infrastruc-
ture, both front-end as well as back-end, to 
ensure consistently high levels of customer 
service and a robust inventory planning and 
replenishment set-up. 

Efficient working capital 
management
given their large exposure to demand vola-
tility and unpredictable cash flows, retailers 
need to efficiently manage working capital. 
Lack of adequate cash has already led to the 
demise of a few retailers in india. in an envi-
ronment when sales start slowing down, in-
ventory can be a sink that needs to be avoid-
ed at all costs. retailers must account for 
and liquidate excess inventory through ex-
tended promotional schemes or fire sales.

notes
1. source: euromonitor, analyst reports.
2. Source: “Building a new india”—Bcg report, 2011.
3. segment of consumers with annual household 
income us$3,300-7,400. within this range, inflection 
points in average disposable income (~us$125 / 
month), penetration of basic durable basket (~38 
percent), bank account (43 percent) and telecom 
products (76 percent) used to establish boundaries 
for next Billion. this segment typically consists of 
people with basic education and engaged in low-level 
jobs or small businesses.
4. sales Per square Foot.
5. source: wall street Journal.
6. source: web search.
7. source: ministry of agriculture, department of 
Food and Public distribution, Bcg analysis.
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“When one door of happiness closes, another 
opens; but often we look so long at the closed 
door that we do not see the one which has been 
opened for us”

— helen Keller

While the western world views 
uncertainty with caution and pessimism, 

it can be a segway to new opportunities in 
india. changing consumer dynamics create 
volatility for Fmcg and retail players, but these 
dynamics can also be used to build new catego-
ries and brands. while changes in technology 
can run existing business models to the 
ground, they can also help players multiply 
reach manifold and operate with significantly 
lower cost structures. For instance, iris 
research suggests that 70 percent of online 
purchases in india are from tier ii and tier iii 
cities, where web-based platforms have 
provided consumers with access to new 
categories, something that traditional distribu-
tion systems could not achieve1.

companies can leverage turbulence in the busi-
ness environment to build competitive advan-
tage, if they prepare for it proactively. we recom-
mend that organizations prepare for uncertainty 
using a 3-P approach (see exhibit 4.1)

Perform an “Uncertainty audit”
as detailed in chapters 2 and 3, companies 
need to evaluate the range of uncertainties in 

their operating environment and assess the 
impact of the same on each element in the 
value chain. Put simply, businesses should 
conduct an end-to-end “uncertainty audit” 
that would entail performing a health check 
across different elements of the value chain 
and stress-testing them against extreme 
shocks in the operating environment.

Frameworks that Fmcg and retail compa-
nies can use for conducting uncertainty au-
dits are shown in appendix 1 and 2, respec-
tively. these frameworks pose critical 
questions that companies need to answer in 
order to assess their readiness to face uncer-
tainty. For example, as part of sourcing, com-
panies should identify what share of materi-
als is procured locally and directly, and 
whether there is a scope to improve this 
share. the outcome of the uncertainty audit 
will be a list of action items that companies 
need to take up subsequently to ensure bet-
ter preparedness for facing uncertainty.

such audits help managers step back from 
the tyranny of day-to-day operations and 
recognize volatile elements in their business 
environment. collaboration between differ-
ent departments (r&d, operations, finance, 
marketing and hr) of the company is a 
must for this exercise to be effective. results 
from such audits should feed into the com-
pany’s annual business plan—building in 
contingencies and opportunities. 

Leveraging 
Uncertainty— 
the 3-P aPProach
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Prepare for multiple Future 
scenarios
an uncertainty audit helps assess how tur-
bulence-ready each element of the value 
chain is. turbulence however, often affects 
different elements of the value chain to cre-
ate a new operating environment. For in-
stance, the demand uncertainty that 
emerged in the post-Lehman era was aggra-
vated by the subsequent shock in oil prices, 
the arab spring and the euro zone debt cri-
sis. scenario evaluation helps understand 
how a company will compete in a new oper-
ating environment. 

scenario evaluation has a fundamentally 
different starting point vis-à-vis an uncer-
tainty audit. while the latter starts from the 
present, scenario evaluation is based on a 
set of future outcomes and their implica-
tions—without existing constraints. 

scenario evaluation enables organizations 
to prepare for potential outcomes, and to 
pressure-test their strategy against each of 
these outcomes. it can also help in genera-
tion of new ideas for growing the business, 
by anticipating future trends. careful evalu-
ation of scenarios can help companies antic-
ipate future moves of competitors and plan 
their own strategic moves accordingly. 

scenario evaluation is a four-step process:

Identify input variables for develop-
ing scenarios
scenarios would be determined by a conflu-
ence of different forces / trends that are like-
ly to impact the organization in the future. a 
wide-ranging list of these trends is first gen-
erated. there should be no restrictions in de-
veloping the first list of trends; including 
seemingly irrelevant inputs can make the 
scenario planning exercise more creative and 
useful. Bcg has developed a comprehensive 
list of over 100 “megatrends” that are likely 
to shape the future landscape of any busi-
ness globally (see exhibit 4.2). these trends 
cover a broad range of topics including de-
mographics, con sumers, economic trends, 
technology and the environment. a snapshot 
of these megatrends is provided below. in ad-
dition, inputs can be taken from industry re-
ports, internal organization intelligence and 
other outside experts.

the list of trends is then trimmed down by 
prioritizing them. this can be done by map-
ping them on the basis of two dimensions, 
which can be chosen from several parame-
ters such as degree of uncertainty, level of 
impact, readiness of organization, etc. as 
shown in exhibit 4.3, trends are mapped on 

Source: BCG analysis.

Exhibit 4.1 | The 3–P Approach

Time frame to  
be considered 

3-5 yrs repare for multiple future scenarios 

1-2 yrs erform an "uncertainty audit" 

>10 yrs rime the organization to exploit uncertainty 
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the basis of level of uncertainty and poten-
tial impact. trends with a high level of un-
certainty and high impact are chosen as vari-
ables for determining future scenarios.

Design variables / axes for scenarios
depending on the number of scenarios re-
quired, the selected variables may be 
grouped further on the basis of common 
themes. a set of hypotheses is developed for 
each variable, based on expected future out-
comes. the variables are then mapped out 
onto two or three axes, and endpoints for 
each variable are defined on the axes—based 
on the different hypotheses generated. the 
axes provide a framework for choosing or po-
sitioning different scenarios that will be sub-
sequently generated.

Generate scenarios
scenarios are developed on the basis of a 
combination of endpoints of different vari-
ables chosen. a larger number of scenarios 
can be generated by using more than two 
variables and a combination of different hy-
potheses for each variable. the scenarios 
should be packaged in such a way that they 
tell a compelling story about the future and 
its implications for the organization. visual 
representations of the scenarios, while using 
them to develop strategic plans, would en-
hance creativity.

Use scenarios to assess readiness for 
the future
companies should focus on a set of three to 
five important scenarios in depth to ensure 

Source: BCG analysis.

Exhibit 4.2 | BCG Tracks More than 100 Trends Across a Range of Topics...
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Technology trends 
• Nanotechnology 
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• Mobile electronic 

devices 
• RFID and sensor 

networks 
• Wireless 

communication 
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• Internet access 

 
Life sciences / 
healthcare 
• Healthcare spending 
• Biotech and proteomics 
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• R&D / Innovation 
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• Provider & payer trends 

 
Energy and power 
• Energy scarcity 
• Alternative energy 
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that the scenario evaluation process is useful 
for future decision making. the scenarios de-
veloped can be used in a number of ways to 
determine how ready the organization is for 
the future, and to develop strategic plans ac-
cordingly. the impact of each scenario on dif-
ferent stakeholders (competitors, partners, 
customers) can be studied, and implications 
for different business units can be drawn out. 

Prime the organization to exploit 
uncertainty
true resilience comes when dealing with un-
certainty is coded into the dna of the organi-
zation. when faced with volatility, it is organi-
zations—more than systems, processes, 
investments, or value propositions—that need 
to adapt. organizations can become adaptive 
by ensuring a flexible, modular structure, insti-
tutionalizing a culture that promotes willing-
ness to change and embraces uncertainty, and 
plugging capability-related gaps2.

exhibit 4.4 shows how organizations can de-
velop a flexible, modular structure. Business 
activities are managed within organizational 
units (“boxes”), each of whom are governed 
by distinct, de-averaged set of rules and met-
rics. each unit operates independently, with 
the company ensuring adequate cross-collabo-

ration across units. all units are required to 
continuously innovate and experiment 
through a string of initiatives. external part-
ners are explicitly considered as a part of the 
organization. management lays more empha-
sis on governance in a specific context, rather 
than following a rigid top-down instructional 
approach. overall, such a structure will enable 
organizations to become more responsive to 
changes in the industry.

a culture of viewing turbulence as an oppor-
tunity to gain competitive advantage through 
innovation and efficiency must be instilled 
throughout the organization. the change im-
perative needs to percolate through the com-
pany, starting from the very top. senior man-
agement in the organization should have 
sufficient experience in handling industry dis-
ruptions, as well as in leveraging the same to 
benefit the firm. they should be able to dedi-
cate sufficient bandwidth toward addressing 
an uncertain business environment. 

capability gaps in the organization, as identi-
fied from the uncertainty audit and evalua-
tion of possible future scenarios, must be 
plugged at the earliest. talent planning is par-
ticularly vital for retailers in india, given the 
shortage of skilled manpower the industry is 
currently facing. companies are also moving 

Source: BCG analysis.

Exhibit 4.3 | Scenarios can be Prioritized by Mapping Them Out on Two Dimensions
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into new and emerging market segments, and 
need to suitably build up requisite competen-
cies to succeed in these segments. 

in summary, Fmcg and retail companies to-
day have recognized the importance of deal-
ing with uncertainty. our survey reveals that 
57 percent of respondents consider tackling 
an uncertain business environment to be 
one the top three strategic priorities for their 
organization. however, while most compa-
nies view uncertainty as a hurdle, those who 
leverage it to enhance their competitive ad-
vantage would emerge as the real winners. 
rather than being risk-averse, companies 
can use uncertainty as an opportunity to ex-

periment and innovate for the long term. 
this would help them identify new trends 
ahead of peers and establish adaptive mech-
anisms that could give them a competitive 
edge. senior management should take up 
the responsibility of creating a culture that 
enables employees to embrace uncertainty 
rather than suppress it.

notes
1. Source: “india retail report 2013”—iriS.
2. source: “adaptability: the new competitive 
advantage”, harvard Business review, 2011.

Source: BCG analysis.

Exhibit 4.4 | Flexibility in Organization Structures
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this section describes the key issues to be 
explored at every stage of the value chain in 
an Fmcg company as part of an uncertainty 
audit.

Buy
what proportion of raw materials is  •
sourced locally? 

what proportion of raw materials is sourced  •
directly (for example, contract farming)?

For which product categories are materials  •
sourced or produced externally? For which 
categories are they sourced in-house?

how would supplier lead times be affected  •
due to a 20 percent surge in demand?

are there sufficient backup suppliers for  •
different materials sourced?

do supplier contracts have sufficient  •
provisions for sharing of risks?

make
in which production lines is process  •
variability the highest?

can the direct labor required for each  •
process and product be reduced without 
incurring significant capex?

are there any processes that can be  •
automated to reduce lead time?

where are the main bottlenecks in the  •
manufacturing process?

how much scrap material is generated at  •
each stage of the process? which skus 
generate the highest scrap?

what is the average changeover time from  •
one product to another?

what is the average down time for each  •
piece of equipment used?

move
are contingencies built in to the supply  •
chain design to cope with disruptions?

are contracts with 3PL vendors based on  •
unit pricing mechanisms?

what proportion of goods is lost / dam- •
aged in transit?

how adequately can the flow of goods be  •
tracked through the supply chain?

sell
how have trade spends evolved as a  •
percentage of sales over the last few years?

aPPendix 1
UnCerTaInTy aUdIT For FMCG CoMpanIes
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how is the trade program structured for  •
different retailers (trade rates, incentives, 
guardrails)?

which retail formats have provided  •
highest returns on trade spend across 
different product categories?

which formats are preferred by the target  •
group of customers?

Working capital management
how often are credit terms with suppliers  •
and trade partners reviewed?

are escalation clauses embedded in  •
debtor contracts? how often are they 
triggered?

what forecasting tools and techniques are  •
in place for inventory planning? what is 
the accuracy of these techniques? is Pos 
data leveraged?

design
how often is consumer research carried  •
out to determine evolving shopping 
patterns?

what kind of analytical tools are utilized  •
for capturing consumer insights? is big 
data leveraged?

are regional variations in consumer  •
preferences captured during product 
design?

what is the share of products that are  •
designed using modular processes?

Price
what is the price elasticity for each product  •
across different customer segments?

do consumers show demand for price  •
ranges that the company does not cover?

are retailers growing private label share? •

in which categories is fit-to-pocket pricing  •
employed, if any?

communicate
how has allocation of advertising &  •
Promotion (a&P) spends across different 
media changed over the last 3 to 5 years?

are a&P spends in line with romi  •
targets?

is there a gap in the positioning intended  •
for any of the company’s brands versus 
their consumer perception?
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this section describes the key issues to be 
explored at every stage of the value chain in 
a retail company as part of an uncertainty 
audit.

sourcing
what proportion of products is sourced  •
locally? 

what proportion of products is sourced  •
directly (for example, contract farming)?

are there sufficient backup suppliers for  •
every product sourced?

how would supplier lead time be  •
impacted due to a 20 percent surge in 
demand?

do supplier contracts have sufficient  •
provisions for sharing of risks?

supply chain management
what is the proportion of goods that are  •
delivered directly to stores? can this 
proportion be increased?

are contingencies built in to the supply  •
chain design to cope with disruptions?

how adequately can the flow of goods be  •
tracked through the supply chain?

is there scope for the retailer to integrate  •
backwards to improve supply chain 
velocity?

store operations
do terms of agreement in store leases  •
permit scaling up or down of outlets, if 
required?

what is the average waiting time for  •
customers to check out during normal and 
peak hours?

are part-time employees used to improve  •
flexibility in manpower scheduling?

are there any operational elements within  •
the store that can be automated (for 
example, replenishment)?

are operations across stores bench- •
marked to identify levers for improve-
ment?

Working capital management
what is the frequency of stock-outs across  •
different product categories?

is ageing inventory liquidated through  •
promotions / fire sales? how frequently 
is this done for different product catego-
ries?

aPPendix 2
UnCerTaInTy aUdIT For reTaIl CoMpanIes
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is inventory planning done in collabora- •
tion with suppliers / manufacturers?

customer value Proposition
are purchase patterns for different  •
customer segments analyzed at store 
level?

what categories / packs are seen to have  •
the highest demand in each store?

are there customer segments that the  •
retailer should be serving and currently is 
not?

is social media leveraged to develop  •
insights on shopper behavior?

how often is the assortment strategy for  •
each store reviewed?

store Formats / channels
what is the number of footfalls recorded  •
per week for different store formats? What 
percentage share do target customer 
segments account for within this figure?

which formats have witnessed the highest  •
growth in sPsF?

how often are new store formats or  •
channels piloted / rolled out?

how much time would it take for a  •
particular format / channel to be ramped 
up / ramped down by 20 percent in size? 
what is the incremental cost for the 
same?

what elements of the shopping experi- •
ence (for example, self-service, store 
ambience, product variety) do customers 
value the most?
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