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The advent of digital has changed everything. One of the most 
affected areas is the way we shop. Customers expect to be 
able to jump from smartphone to store, and telephone call 
to tablet, enjoying a seamless brand experience. Customers 
increasingly view the retail brand as a portal with multiple 
entry points, and expect a convenient and satisfying 
experience irrespective of the channel they use for shopping. 
Customers now expect fulfillment options that fit around 
their busy lifestyles, whether it’s shopping online and picking 
up products instore, or opting for super-convenient, same-
day delivery. This is particularly true among digitally native 
urbanites. These conveniences represent the essence and 
utility of omnichannel retail as a response to ever-evolving 
customer demand. 

As customers have become increasingly savvy and 
empowered, retailers are becoming forced to price match 
across their different channels. For customers, this is a 
fantastic proposition. For the retailers, however, it means 
that the higher margins achieved in store are being diluted 
by lower margins where online orders are being fulfilled via 
warehouse distribution.

Executive summary

This margin erosion occurs for two main reasons: one, the 
fees added to online orders can’t cover the incremental 
costs incurred in actually providing the service; and two, the 
competitiveness of the marketplace restricts a retailer’s ability 
to pass on these costs. What worsens the impact on retailer 
profit and loss is the fact that online is the fastest growing 
retail channel, with figures pointing to an 18.9% increase year-
on-year in the UK market. No longer does online represent 
a mere 5-10% of the business, but rather more than 25%1. 
Secondly, Click and Collect (order online and collect instore) 
accounts for approximately half of all online orders in general 
merchandise and fashion. If this growth continues, retailers 
need to strategically question what role their stores will play in 
the future. Improving fulfillment capability by ensuring that a 
proportion of online orders, particularly Click and Collect, can 
be picked in-store is crucial to protect margins in the current 
climate.

How do retailers find the balance 
between putting customers at the 
heart of their business while also 
running their distribution and supply 
chain network cost effectively?
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Digitization has already turned retail on its head, with online 
pure players such as Amazon and Alibaba challenging 
traditional retail models and upending various brick and 
mortar retailers. It’s not all doom and gloom, however. Giants 
such as Macy’s, for example, have been leading the way in 
transforming operational models to adapt to the new retail 
climate. While Macy’s has closed some stores, it has done 
so in a way that allows it to fulfill omnichannel orders more 
effectively and without excessive margin erosion. Their 
ongoing transformation, coupled with the fates of former retail 
titans such as Woolworths or BHS, make it clear that standing 
still is not an option.

In this report, we answer key questions regarding meeting 
consumer expectations without sacrificing margins, and 
choosing the models of fulfillment that best achieve this. 

The methodologies we have adopted analyze fulfillment 
practices within key ecommerce markets, and also showcase 
the methods of top retailers. 

Introduction to the report

This is especially pertinent in regards to the in-store pickup 
of online orders and the simultaneous management of stock 
levels across store estate and distribution centers. Many 
retailers still rely on in-store staff to manually count and verify 
stock levels. This has obvious drawbacks, such as poor levels 
of accuracy and suboptimal use of human resources; in short 
it’s expensive and inaccurate. Importantly, it also prevents, or 
at least slows the pace of digital transformation. The longer 
retailers delay, the more at risk they become. 

We also explore how to achieve improved fulfillment by 
implementing solutions that manage, monitor, and optimize 
cross-channel order management. Since maintaining 
reasonably high levels of in-store stock accuracy is a 
prerequisite for effective picking of online orders instore, we 
investigate ways in which retailers are improving in-store stock 
accuracy while highlighting the role that RFID can play. 
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The centralized approach

The decentralized approach

Customer 
browses online 

Places order and 
chooses to collect in store 

Order gets sent 
to central warehouse 

 Item shipped to store Customer picks up item 

Customer 
browses online 

Customer collects item

 Places order and 
chooses to collect in store

Item is picked in local store 
ready for customer

There are different approaches on how to deliver optimal omnichannel order fulfillment, each providing 
customer convenience at varying costs to the retailer. The two most significant techniques are a 
centralized warehouse fulfillment model and a decentralized model for picking in individual stores.

1. Global trends in 
omnichannel order fulfillment

Figure 1: Operational Models
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Many businesses use the centralized model
Within online, the fastest growing preference among 
customers is Click and Collect. In some retailers, as many 
as 50% of orders are delivered using this method, from less 
than 10% just four years ago2. Click and Collect in many UK 
retailers tends to be picked centrally and delivered via carrier 
to a store, because the in-store stock accuracy is not high 
enough to allow in-store picking and the order management 
systems (OMS) are often unable to route the online orders 
efficiently to the relevant store, and back to the warehouse in 
the case of stock shortages in store. 

Many retailers have adopted this centralized model, which 
services both Click and Collect and home delivery online 
orders, for omnichannel fulfillment. Retailers using this model 
can offer attractive delivery propositions, such as collection 
points and lockers at prominent public places, as well as 
extended cut-off times for placing next-day delivery orders. 
As the centralized model utilizes distribution centers, this 
leads to higher service costs that are absorbed by the retailer 
in their margin. 

In order to optimize fulfillment costs, companies have adopted 
both long-term and short-term strategies. Emerging long-term 
solutions include implementing warehouse automation and 
revamping legacy systems. In the case of John Lewis, the 
organization opened two new extensions on its Magna Park 
campus in an attempt to speed up deliveries by combining 
orders into fewer parcels; in their previous operation, a single 
customer order could result in several separate parcels 
depending on the warehouse in which each product was held. 
This is expected to reduce the number of parcels delivered 
annually by 850,000 and the annual distance travelled by 
delivery vehicles by 190,000 miles3. 

Options for short-term solutions come in the form of 
increasing the threshold for free delivery, charging for Click 
and Collect, and weaning customers off of standard delivery 
rates. In 2015, John Lewis made similar changes due to the 
high cost involved in transporting orders from Magna Park 
DC overnight to over 360 collection points spread across 
the country.

While these strategies can cut costs, they can only take 
retailers so far. Even the long-term strategies leave in place 
the fundamental costs associated with picking individual 
customer orders centrally and then transporting them using 
parcel carriers to stores for collection. Retailing is a seasonal 
business, and sizing warehouse facilities for the peak season 
elevates costs for rest of the year, as the fixed costs remain 
the same all year. 

Many retailers have 
adopted a centralized 
model, which services 
both Click and Collect 
and home delivery online 
orders, for omnichannel 
fulfillment. As the 
centralized model utilizes 
distribution centers, this 
leads to higher service 
costs that are absorbed by 
the retailer in their margin.
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A decentralized approach is optimal
An emerging model we see in the United States is to move 
some or all of the online order picking to in-store. Retailers 
such as Nordstrom, JC Penney, Sears, and Macy’s are 
avoiding investment in capital-intensive distribution centers 
or fulfillment centers by moving much of their online picking 
into their store estate. The decentralized model uses OMS 
combined with Radio Frequency Identification (RFID) tagging, 
or a different process that offers stock accuracy in general 
merchandise. This increases the ability of OMS tools to deliver 
omnichannel fulfillment economically. Which in turn allows 
orders to be picked and collected in store, or picked in store 
and dispatched to a customer’s preferred location, such as 
their home address. While both centralized and decentralized 
models work, the operating costs of the decentralized model 
are lower than the centralized one, reducing the scale of the 
margin squeeze that online orders bring.

Nordstrom delayed its plans to open a West Coast fulfillment 
center until 2020, citing high costs and ROI apprehensions4. 
Now, Nordstrom is equipping their stores to be “fulfillment-
capable” in an effort to optimize costs. What does it mean for 
a store to become “fulfillment-capable”? It means complete 
inventory visibility for each store so that a large proportion of 
online orders can be routed through each store for collection 
or dispatched to a customer’s home address.

The benefits of setting up fulfillment-capable stores can be 
seen in the examples of Sears and JC Penney. In the case of 
Sears, store fulfillment of ecommerce orders has risen to 60%. 
In addition, the fill rates of these stores have increased from 
60-70% up to 99%. The average transit time has fallen to 2.08 
days from two to three days over a two-year period5. A large 
US retailer has achieved exceptional omnichannel fulfillment; 
they have done this through the implementation of dedicated 
pickup and return collection areas, a return of electronic 
purchases through stores or mail, and drive-through pick up 
for click-and-collect that takes less than five minutes.

Today, half of JC Penney stores are fulfillment capable.  
40% of their customers who pick up online orders in a store 
ultimately buy something else while in the store, which 
drives incremental revenue that centralized fulfillment cannot 
achieve6. This demonstrates one of the main benefits of 
fulfillment-capable stores: once a customer is brought into 
a store, they can be exposed to a wider brand experience, 
touch the products, and then perhaps decide to make an 
additional purchase.

One of the main benefits 
of fulfillment-capable 
stores is that once a 
customer is brought 
inside, they can be 
exposed to a wider 
brand experience, touch 
the products and then 
perhaps decide to make 
an additional purchase.
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2. The pathway to 
optimal fulfillment

Advancements in technology also mean that customers 
can shop anywhere, at any time on their devices, and 
have access to resources they need to make informed 
purchasing decisions. These technological advances, and 
ever more sophisticated supply chain operations, mean 
traditional barriers to consumer choice are disappearing. 
This presents massive opportunities to retailers, but also 
significant hurdles to overcome. Delivering on customer-
centric fulfillment presents its own challenges, but in order to 
match expectations, retailers need to raise their game. Across 
industries, customers are increasingly able to purchase 
a variety of different products and services completely 
online, and don’t necessarily require brick and mortar stores. 
Online pure players such as ASOS in the UK and Europe 
are offering a comprehensive fashion proposition, which 
presents significant disruption to the traditional “store-based” 
department stores. These online platforms already have 
customer-centric fulfillment capabilities incorporated into 
their business models and are profitable because they have 
avoided the costs associated with traditional retail store estate. 
So for traditional retailers to compete, they need to do more 
than just copy the centralized model of the pure players, they 
need to change the game to leverage their advantages. 

Below is an analysis of centralized and decentralized 
fulfillment practices in highly-evolved omnichannel markets. 
This highlights the efficiency achieved by certain major US 
retailers in offering flexible fulfillment, primarily driven by a 
high degree of inventory accuracy. Irrespective of the chosen 
fulfillment model (distribution center or in-store pick), this level 
of inventory accuracy, complimented by an effective OMS, 
plays a key role in optimizing fulfillment.

The efficiency achieved by 
certain major US retailers 
in offering flexible fulfillment 
is primarily driven by a high 
degree of inventory accuracy. 
Irrespective of the chosen 
fulfillment model (distribution 
center or in-store pick), this 
level of inventory accuracy, 
complimented by an effective 
OMS, plays a key role in 
optimizing fulfillment.
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Inventory accuracy is key
General merchandise tends to be “wide breadth (large range 
of different items or stock keeping units [SKUs]) and “narrow 
depth” (limited amounts of those items or SKUs). As an 
example, a department store may have varied size and color 
combinations of particular apparel, but will only carry a limited 
number of units (maximum two to three) in stock in each store. 
This creates challenges for in-store picking when fulfilling 
online orders. If one unit is sold, the stock reaches the buffer 
level quickly, and the product is effectively out of stock in that 
store. In this situation, OMS tools redirect order fulfillment 
to higher-volume stores or back to a central warehouse 
automatically in order to avoid out of stock issues in those 
locations. 

In order to deliver the omnichannel experience 21st century 
shoppers have come to expect from large retailers, inventory 
accuracy is of utmost importance. This is particularly critical 
where retailers are under increasing pressure to manage 
working capital as it helps avoid potentially loss-generating 
out-of-stock situations or write-offs. 

We can observe a few takeaways from Forrester’s Retail 
Omnichannel Functionality Benchmark report, which 
assesses the advancements in order fulfillment made by 
top US retailers in comparison to their UK peers. Prominent 
US department stores have been deploying item-level RFID 
tagging over the last five years to achieve a more accurate and 
holistic view of inventory. This has, in turn, enabled greater 
efficiency in cost-effective fulfillment.

Diagram

Figure 2: How do customers feel about Click and Collect?

UK shoppers US shoppers

of customers intend to 
switch retailer due to poor 
overall shopping experience

75% 

had an issue with a Click 
and Collect order

36% 

of those customers made 
an additional purchase in 
store of collection

69% 

chose Click and 
Collect

32% 

Efficient Click and Collect fulfillment led 
to positive customer experience driving 
additional sales.

Figures come from New Consumer Survey: JDA & Centrio Christmas Customer Pulse 2016 and the ICSC 2015 Holiday Trends report
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General merchandise retailers in the UK, often using the 
centralized model, suffer from less than optimal inventory 
accuracy. They typically rely on manual stock counting once 
every three weeks in general merchandise, using handheld 
barcode readers. Ironically, UK retailers were among the early 
adopters of RFID, however issues surrounding RFID costs and 
previously existing technology hampered their omnichannel 
fulfillment objectives. Due to advancements in technology, 
there is transformation on the horizon. Marks and Spencer 
plan to implement RFID across general merchandise in all of 
their locations in 2017 

7. John Lewis, while operating under 
a centralized distribution model, has piloted RFID in general 
merchandise, citing inventory accuracy as the key reason. 
Ancillary reasons for implementation include stock visibility, 
tracking, and theft prevention. 

There are European apparel retailers who have implemented 
large-scale RFID tagging and witnessed positive results. 
Early adopters, such as Zara and Decathlon, are two of the 
most prominent examples. Decathlon attributed 2.5% of their 
growth in 2014, and a 9% reduction in shrinkage to RFID 
implementation because it enabled high in-stock availability8. 
Therefore, there is a direct correlation between RFID item-
tagging and sales uplift in general merchandise, because 
having an accurate record of in-store inventory allows much 
more accurate and targeted replenishment, as well as the 
foundation for picking online orders in-store.

Observing new trends
RFID technology is more effective today and tags are much 
cheaper at approximately $0.05 per unit9. While item-wide 
implementation has been feasible for some time, it is now 
also economical.

There are also other changes looming on the horizon. These 
include recyclable tags, ultra high frequency capabilities, 
and fixed readers replacing handheld ones. Brands such as 
Adidas and Nike are putting their own RFID tags into products 
during the manufacturing process. Alongside other customer-
centric benefits, retailers can be assured that the product they 
are selling is genuine. 

Stock accuracy also drives traditional retail sales by improving 
in-store availability. Therefore, RFID tagging in general 
merchandise has a far wider business case than just benefits 
in e-commerce. Indeed, one important component of the 
business case for fitting RFID tags during the manufacturing 
process is that it automates in-bound stock counting in the 
warehouse. 

These trends will drive interest in RFID adoption along all 
stages of the supply chain. 

Diagram

Figure 3: Benefits of RFID tagging

Retailer type
Sales lift

(% of tot.)
Avg. %

Tagged Items

BENEFIT
Shrink

reduction pct.
(type)

Inventory
reduction
(% of tot.)

Specially Apparel

Department Store

Brand Owner

Luxury

Jewelry

Good Poor

Source: “Winning in Retail with RFID: Today and Tomorrow” by SML
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Enabling digital transformation
As order management systems become the minimum market 
requirement in omnichannel fulfillment, retailers need to look 
toward further optimizing their processes. 

While item-wide RFID tagging offers inventory visibility down 
to the last unit, an integrated and efficient OMS is needed to 
obtain a holistic view of warehouse inventory (WMS), in-store 
inventory,and overall supply chain inventory (ERP). Within 
most enterprises, these are managed separately, but newer 
OMS integrate all three into a single platform, thus increasing 
fulfillment efficiency. These OMS possess the capability to 
orchestrate order fulfillment across the entire network of 
channels, selecting the optimal location for fulfillment. 

A competent solution should be capable of handling complex 
sourcing scenarios and return processes, be able to provide 
a single repository for inventory and order information, and 
offer built-in flexibility that enables modification of fulfillment 
parameters with varied choices in deployment. Essentially, 
these systems enable retailers to deliver customer-centric 
fulfillment options.

Forrester identifies four major capabilities for when evaluating 
OMS providers*:

Distributed order management (DOM): the most important 
aspect is that it provides an interface for order intake from 
disparate capture systems.This is achieved by using intelligent 
routing algorithms and allows for the management of differing 
fulfillment requirements. These include order splitting and drop 
shipping, and may comprise recurrent shipments.

Enterprise inventory: it offers a single view of inventory by 
consolidating information from across the organization.

Customer service: it must be able to handle order 
modification in accordance with customer requirements.

Store fulfillment: it should be mobile-capable and enable 
managers and store associates to handle fulfillment 
from stores.

* The Forrester Wave™: Omnichannel Order Management,  
Q3 2016 By Brendan Witcher and Adam Silverman Published July 12, 2016

12

Not delivering efficient fulfillment 
has a negative effect on customer 
experience. 36% of UK customers 
encountered issues with their Click 
and Collect orders. Some of the 
reasons cited were staff being 
unable to locate items quickly and 
retailers not having a dedicated 
space reserved for collections. 
Home deliveries also suffered with 
late and missed deliveries, as well 
as damaged or incorrect goods, or 
both being delivered to customers.

Item-wide RFID implementation 
is the most cost-effective way 
to achieve inventory accuracy in 
general merchandise.

Maintaining high inventory accuracy 
in-store can be achieved without 
using RFID, but manual counting 
methods work best where the 
assortment is limited or where the 
inventory is held away from the sales 
floor—as Argos does in the UK. 

Points to ponder
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Capgemini has identified the following as leaders in 
OMS: Manhattan (Distributed Order Management) 
and IBM (Sterling Commerce)

Our criterion for a leading OMS includes supporting complex 
order orchestration, revenue generation, and track records of 
implementation across Fortune 100 companies. Both of the 
below solutions are not just leaders in OMS but are leaders 
specifically in the retail sector. 

•	 Sterling Commerce’s popularity is driven by compelling 
tools with extensive features, as well as IBM’s significant 
investment in building capabilities for its distributed order 
management solution.

•	 Manhattan’s Distributed Order Management 
differentiates itself from other products with its seamless 
interface and the following core capabilities that address 
the needs of individual constituents (stores, contact 
centers): endless aisle and store-fulfillment capabilities, 
scalability to meet top client needs, and thorough reporting 
and communication of enhancements.

Experience management/WCM

PIM/product catalog

ERP/
supply chain

CRM/
loyalty

Business
intelligence

POS/
merchandising

Personalization Merchandising

Site search Pricing

Commerce platform

Inventory/
fulfillment locations

Enterprise back-office systems

Distributed order
management

E
nt

er
p
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e

in
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nt
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y

Customer service

Store ful�llment

Order management

Branded digital touchpoints Traditional touchpoints

Commerce APIs

Kiosk Web Mobile Tablet Stores Contact center

3PL/drop ship

Distribution
centers

Retail
stores

Supply
chain

Figure 4: OMS tools lie at the heart of omnichannel architecture:

Source: Forrester report : The Forrester Wave™: Omnichannel Order Management, Q3 2016 by Brendan Witcher and Adam Silverman July 12, 2016
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For larger markets with widespread store 
networks, store-based fulfillment ismore 
cost-effective. However, utilizing an OMS is 
not always enough. IT resilience is vital to 
an OMS in the same way it is vital to any 
execution system such as a point of sale or 
warehouse management system. As well as 
a stable website for order capture, retailers 
need to invest in their IT infrastructure 
across the spectrum, as major business 
disruptions will occur if these systems fail to 
be operational at all hours. An OMS is  
only one link in a larger chain, all  
of which is necessary to provide  
cost-effective fulfillment.

Points to ponder



Key takeaways
Omnichannel fulfillment grows more complex by the day. 
Customers want to experience a brand across multiple 
channels and benefit from the ultimate convenience in 
delivery choice. This convergence of touchpoints should offer 
customer-centric flexibility, but achieving this in the context of 
minimizing margin erosion alongside complex supply chains 
can present challenges. 

Effective order orchestration is fundamental to ensure lower 
costs, reduce margin erosion, and enhance customer service. 
Moreover, retailers will benefit from supplementary sales 
if they capitalize on the popularity of Click and Collect, as 
customers are exposed to merchandise on their way to the 
collection point. Cost-effective fulfillment can be achieved 
through a decentralized model, with a visible and reasonably 
accurate inventory when enabled by RFID, OMS capabilities, 
and established infrastructure. 

As omnichannel retail scales up 
globally, European retailers must 
learn from the current practices 
of American market leaders.
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