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Executive Summary
The origins of category management principles were developed almost 40 years ago, but until now, tools to support 
category managers and merchants were focused more on planning than outcomes, and more on internal process 
efficiency than customer-driven decision-making. But modern retail, which requires speed, accuracy, scale, and 
consumer orientation, demands better tools. Next-generation merchandising solutions go beyond artificial intelligence (AI) 
for automation to AI that augments strategy and decision making.

Augmentatio
n

Automatio
n

Planning Tools focus more 

on planning 
than outcomes.

First-gen AI-backed 

solutions focus 

on automation.

Next-gen solutions 

leverage AI for 

augmenting decisions.
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of retailers cite improving 
ecosystem collaboration as 
a top priority.

of retailers say making data 
accessible across the value chain 
is a top merchandising challenge.

Current Merchandising Optimization Processes Constrain Modern Retail
Traditional space and assortment optimization is both time- and labor-intensive. With long lead times and multi-step specialized processes that occur 
across departments, retailers are unable to move with the speed and accuracy required for modern retail.

54% 48%

3

Source: IDC's 2021 Global Retail Core Business Processes and Applications Survey; n = 805
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Processes are 
inefficient and 
labor intensive

Siloed, separate, and 
stepwise processes 

move across 
teams with little 

integration

Retailers and consumer 
packaged goods (CPGs) 
rely on outdated tools 
to share limited and 

narrowly scoped 
data

Specialized tasks 
require specific skill 

sets and industry 
expertise

Store-specific, 
localized planning 

is more vision 
than reality

Disconnected data 
across systems in 

the value chain 
limits insight
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The Merchandising Function Is Increasingly Challenged
Merchants face mounting hurdles: Alternative store formats and services reduce merchandising space on the floor, and external factors create signifi-
cant challenges for inventory, demand forecasting, and channel distribution.

The rise of small-format stores, growth 
in in-store services, and scaling of 
omni-channel experiences collectively 
shrink available space on the sales floor.

Market shocks create integrated challenges where the growth of ecommerce demand 
and channel forecasting challenges. Uneven demand surges and supply chain delays 
cause unpredictable out of stocks.

Retail trends reduce available space. Market disruptions catalyze change.

Consumers estimate 
75% of retail purchases 

were made online 
during the pandemic.

59% of consumers 
would shop elsewhere 

if no Buy-online-pickup- 
in-store were available.

49% would shop 
elsewhere if no curbside 

pickup were offered.

75% 59% 49%
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Merchants and Category Managers Face Competing Pressures 
As interacting constraints run head-on into consumers’ for relevant assortment at a local level, retailers need to change their approach. Traditional 
merchandising methods are no longer an adequate response to retail challenges.

How do we create space on the floor 
for new services?

Increasing space constraints

How do we manage demand spikes and 
shortages that create holes in many 

categories and oversupply elsewhere?

Operational challenges

What store inventory needs to be shifted 
to satisfy accelerating ecommerce sales?

Rapidly changing shopping behaviors

How do we forecast store demand that 
includes omnichannel sales from outside 

the local market?

Forecasting hurdles

What do I have that I don’t need?
Sku rationalization

What do my competitors have that I don’t?
Sku innovation

What are the white space opportunities?
New product development

What products belong in which location?
Localization at the store level
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Source: Category Management Association, 2021
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Growing Importance of Retail and CPG Collaboration 
Another source of pressure for CPGs brands, specifically those that have category captains, is the need to manage both theirs and their rivals’ 
products in each category to determine assortment, shelf placement, and pricing. Both groups should work together on merchandising strategy, 
insights, objectivity, and responsiveness.

Retail success boils 
down to being:    
   
 Strategic
 
 
 Rapid
 
 
 Transparent
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Offer superior 
strategic 
guidance 
and category 
leadership.

Have sufficient 
resources and 
expertise. 

Use up-to
-the-minute 
shopper 
insights.

Remain 
objective.

Bring process 
and product    
innovation.

Be available 
and 
responsive.
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Source: IDC's Industry AI Path 2021, May 2021; n = 100
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AI Is a Critical Component of Next-Gen Merchandising Solutions
Retailers and CPGs no longer see AI as future oriented and visionary. Near-term, practical use cases deliver value today. Across all use cases, most 
retailers are convinced that AI is essential.

Across application areas, retailers 
were asked whether AI is essential 
or not to solving their business 
challenges. In every case, the majority 
stated that AI is essential. The more 
operations- and execution-focused 
the use case, the more retailers 
viewed AI as being essential.

This is a massive shift in perception 
in an industry where less than two 
years ago, most considered AI as 
something more visionary than 
practical, and few were convinced 
of the incremental value of AI 
above traditional solutions.

Percentage of Retailers Saying AI Is Essential.

Supply chain operations and management

Re
ta

il 
ap

pl
ic

at
io

n 
ar

ea
s 

an
d 

us
e 

ca
se

s

Marketing operations

Retail operations and execution

Merchandising operations management

Customer service and contact center management

Supply chain analytics

Demand forecasting

Marketing decision support

Merchandising decision support

Pricing and promotion decision support

Back-office processes

Workforce optimization

Fulfillment optimization

Personalized product recommendations and offers

76

73

71

69

68

68

67

66

65

64

61

61

58

52

AI Is a Critical Component of Next-Gen Merchandising Solutions
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The Current Focus of AI in Merchandising Is Automation
For 42% of retailers, space and assortment is their top priority for investment in merchandising technology. While nearly two-thirds consider AI to be 
essential for merchandise analytics applications, half of retailers say that the primary intent of investing in AI for merchandise analytics is to drive 
efficiency through automation.

Space and assortment 

planning is the number 1 

merchandising investment1.

Retailers say AI 

is essential fo
r 

merchandise analytics2.

More are adopting AI 

to drive automation 

and improve efficiency2.

1 Source: IDC's 2021 Global Retail Core Business Processes and Applications Survey; n = 805
2 Source: IDC's Industry AI Path 2021, May 2021; n = 100  

42%

65%

50%
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Automation Versus Augmentation: Why Intent Matters
Retail of the future is customer-driven, but investment focused on improving efficiency through automation is inherently internally focused, magnify-
ing a process-driven culture. Where the focus is on helping employees do their jobs better, improving the customer experience is a secondary benefit 
rather than the primary goal. 

AI for automation

Offload administrative, repetitive, and low-level 
decision-making tasks to an AI solution, freeing the 

human user to focus on higher-level, more valuable tasks.

Task orientation 
Help employees do their jobs better

Process-driven culture

AI for augmentation

Extend human capabilities by pointing AI solutions toward 
complex, challenging, or analytical problems that humans cannot 
solve at the speed, scale, and accuracy necessary to deliver value.

Outcome orientation
Help better serve the end consumer

Customer-driven culture

EXECUTIVE 
SUMMARY

MERCHANDISING 
CHALLENGES

ARTIFICIAL INTELLIGENT
– A CRITICAL COMPONENT

AUTOMATION VERSUS 
AUGMENTATION

NEXT GENERATION 
MERCHANDISING TOOLS

CAPABILITIES OF NEXT 
GENERATION SOLUTIONS

ESSENTIAL 
GUIDANCE



Democratize
data

Drive 
collaboration

Operationalize
strategy
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Next-Generation Merchandising Tools Augment Strategic Decisions
When retailers and CPGs use AI to augment increasingly complex merchandising decisions at scale, next-generation solutions can help companies 
improve decision-making, reduce reliance on specialized technical expertise, drive better collaboration across teams and organizations, and bridge 
the gap between strategic recommendations and operational execution.

A grocer eliminates prepared food. What should they 
expand in its place?

A CPG vendor pitches a new category. Should we give 
them more shelf space?

Which low-productivity products should we retain to 
drive customer loyalty?

In what categories do customers favor product breadth 
versus depth?

Which stores should carry a unique assortment?

Does a new consumer trend represent a meaningful 
growth opportunity?

Accurate and efficient access to data for 
analytically oriented business leaders who can 
ask the right questions.

Transparent sharing of insights and analytics 
across retailer and CPG stakeholders for mutually 
beneficial outcomes.

Merchandising decisions simulated with real world 
constraints at the local/store level, incorporating 
customer loyalty, churn, and demand transfer.
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Capabilities of Next-Gen Solutions
Next-generation merchandising solutions reframe core questions with the customer as the lens through which decisions are made. Not only is the 
customer core to decision making, but the store is the unit of output, meaning that solutions can deliver localized store-level space and assortment 
decisions based on the unique customer demand of an individual store. 

Granularity 
and scale: 
Integrate many 
personalized 
assortments 
across different 
customer segments, 
store formats, 
and channels 
while still being 
able to identify 
meaningful 
patterns in 
customer demand.

Demand 
forecasting as 
an underlying 
driver: 
Customer demand 
at the category, 
item, and attribute 
level are the 
fundamental 
drivers of 
assortment 
decisions. 

Attribute-based 
assortment 
planning: 
Understand what 
attributes are 
driving demand 
(e.g., brand, 
features, colors, 
ingredients, 
benefits) and 
product switching.

Intelligence-based 
store clustering: 
Store clusters are 
created not with 
sales volume as 
a driver but with 
like-customer 
segments and 
volume-independent 
customer demand.

Scenario 
modeling and 
comparisons: 
Predict the impact 
of different 
assortment 
decisions on sales, 
inventory, and 
customer metrics 
in real time to 
facilitate decision 
making.

Customer loyalty 
insights, beyond 
consumer 
decision trees: 
Understand 
customer loyalty 
to different SKUs. 
Determine 
transferrable 
demand and 
customer walk rate 
at the item level.

Optimization of 
customer and 
financial metrics: 
Optimization is 
across competing 
business decisions 
that not only 
considers space 
productivity but 
customer 
productivity and 
loyalty as well.
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What Prevents the Industry from Moving Faster Toward Next-Gen Tools?
While the industry is adopting AI-driven solutions at an accelerating rate, key challenges around data accessibility, talent, and organizational culture 
still need to be solved for companies to move faster and take advantage of next-gen merchandising tools. 

Unable to make data accessible 
and usable across the value chain 
regardless of the source system. Challenges in recruiting, hiring, 

and retaining critical talent who 
can support both analytics and 
category management expertise.

Limited success in building 
organizational trust around 
AI-related projects and analytical 
decision making.
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Current standard Next-generation 
tools

GOAL
1
2
3
4
5
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Evolution of Merchandising Optimization

Tactical planning versus 
strategic optimization

One-size-fits-all approach 
to assortment; localization 
is a future capability

Analytic tools require 
technical expertise

Tech innovation focused 
on process improvement 

Rapid strategy simulations 
with quantification

Prescriptive actions, 
conversational approach

Ease of use across 
the organization

Goal focused, regardless 
of process

Start with base planogram

State objectives (e.g. sales, volume)

Add store-level constraints 
(e.g. limit churn, space limits)

Iteratively simulate scenarios

Modify constraints to optimize
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Essential Guidance

Intelligence alone isn't enough. 
Investing in solutions with AI 
capabilities will not set your 
organization apart. Rather, ensure 
that your next-generation 
merchandising solution leverages 
AI to augment decision making 
rather than focusing simply 
on automation.

Understand the state of your 
current decision-making 
processes. Companies with a 
greater degree of analytical 
maturity will likely have less 
change management and fewer 
process changes when moving 
to a next-generation solution. 
Companies with a larger 
capability gap likely will require 
heavier lifting around internal 
cultural changes.

Identify vendor partners that 
can deliver analytics tools for 
nontechnical analysis. The 
best next-generation solutions 
enable efficient access to data, 
analytics, and insights without 
requiring users to engage with 
internal data scientists. These 
tools are especially beneficial 
for organizations with a lower 
degree of analytics maturity 
that may not have a robust 
data science organization. 

Look for solutions that go 
beyond predictive analytics. 
Next-generation capabilities 
offer scenario modeling 
and rapid simulations that 
take decision support one 
step further by linking 
recommended actions with 
operational execution 
through prescriptive actions.
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solutions to achieve key operational, tactical, and strategic objectives across the merchandising and 
marketing functions. Jon provides global, fact-based, retailer-driven research and analysis that IT 
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More about Jon Duke

Jon Duke
Research Vice President,  
Retail Insights, IDC

https://www.idc.com/getdoc.jsp?containerId=PRF005254


About HIVERY
HIVERY is a pioneer of hyper-local retailing and offers retail AI-driven assortment strategy simulation and 

optimization solutions to consumer packaged goods (CPG) companies and retailers, transforming the way 

collaboration occurs and how planograms are generated. 

Users can make rapid assortment scenario simulations to determine the best possible decision to make around 

SKU rationalization, SKU introduction, and space. AI-driven simulations take into account any category goal, 

merchandising rules and assortment constraints, and understand the impact of cannibalization to deliver optimal 

assortment planograms at the store level.

The company's proprietary machine learning and applied mathematics algorithms have been developed and 

acquired from Australia's national science agency, CSIRO's Data6. CSIRO also invented Wi-Fi technology that 

the world uses today.

Request demo of AI in action

https://bit.ly/3tveflE
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