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Digital Transformation in Distribution 

Why read this InfoBrief?

To learn how legacy IT 
infrastructure is causing 
inefficiencies and lack of 

operational insight, holding 
back distribution enterprises 

from successfully serving their 
customers. 

To discover how a new 
generation of ERP can become 

central to the distribution 
industry, helping companies to 
close the information gap and 

gain real-time visibility into their 
end-to-end operations. 

To review a case study and 
learn more about IDC’s 
recommendations for 

distribution enterprises that 
want to succeed in the digital 

economy. 

Digital Transformation in Distribution 

1 2 3
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Digital Transformation in Distribution 

Distributors are striving toward end-to-end visibility and 
smarter and faster operations

Source: IDC Worldwide Supply Chain Survey, April 2020; retail and distribution n = 203 

Digital Transformation in Distribution 

Distributors are dealing with a multitude of internal 
and external complexity

What keeps the C-suite awake at night

Distributors must balance meeting fast-changing customer requirements and demands, 
growing and managing diverse and complex product inventories, dealing with 
fluctuations in the supply chain, monitoring and managing margins in the face of higher 
costs and reduced selling prices, addressing channel disintermediation, and many other 
things. But above all, they must maintain visibility into their processes, suppliers, and 
customers at all time. 

With the right digital strategy, distributors can not only keep pace with these challenges, 
but more importantly achieve new levels of efficiency and business opportunities.

Sustainability Regulations — 
green energy

Mass 
customization

New business 
models (D2C)

Disruptive 
technology

Shared 
economy

Population 
changes

Customer 
behavior 

Supply chain 
transparency

Servitization

Big Data 
everywhere

The Importance of Sustainability

Distributors worldwide are influenced by consumers, regulations, and new 
technologies to improve their environmental impact. 

To tackle these challenges, their top 3 sustainability efforts are focused on:

Product recycling/
reverse logistics

Low/no-emission 
internal logistics

Low/no-emission 
internal supply chain

73% 65% 61%

100% GREEN
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To achieve excellence, distributors focus on a balance of cost 
reduction, technology, customer centricity, and supply chain 
visibility 

38%

32%

31%

25%

* IDC European Tech and Industry Pulse Survey 2019–2020, distribution n = 62
** IDC Asia/Pacific Retail Trends Survey, 2018, retail and distribution n = 291

Source: IDC North America Supply Chain Survey, March 2018; total n = 502, wholesale distribution n = 88
Note: Top 4 ranked responses shown

To deal with a multitude of challenges, 
ranging from acquiring and retaining 
customers to adapting to omni-
channel logistics, North American 
distribution companies are 
strategically focusing on cost, IT 
modernization, customer centricity, 
and operational visibility. The 
European market is overall aligned, 
but also highlights cybersecurity as 
a focal point.* Distributors in Asia/
Pacific** are first and foremost 
focused on cybersecurity, and then on 
competition and customer retention. 

Overall these business priorities are 
driving IT investments and digital 
transformation initiatives across the 
market worldwide. 

Distribution providers’ key challenges: How the market is responding to these challenges: 

REDUCE COST/
ELIMINATE WASTE

Q. What are the top 3 priorities for your supply chain over the next 
12 months, and in the next two to three years?Acquire and retain customers

Stock management

Cost management

Minimize risks

Profit margins

Adapt quickly to 
omni-channel logistics

Digital Transformation in Distribution 

CONTINUE TO 
MODERNIZE/UPDATE IT 
RELATED OPERATIONS 
INFRASTRUCTURE

BECOME MORE CUSTOMER 
CENTRIC/IMPROVE SERVICE 
PERFORMANCE

IMPROVE VISIBILITY/
TRACEABILITY/
PREDICTABILITY
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Digital Transformation in Distribution 

Source: Digital Transformation (DX) Executive Sentiment Survey 2019, IDC, August 2019; distribution n = 55
Note: Top 5 answers shown; information technology was deliberately removed.

Digital Transformation in Distribution 

Cost efficiency, customer success, and productivity are the 
biggest improvement areas resulting from digital initiatives 
Distribution companies have started their digital transformation journeys with an operations (including supply chain and 
distribution) and customer-centric view. Those that have made digital investments have so far seen the biggest impact on 
productivity and cost efficiencies, providing the desired return on investment based on their strategic business priorities. 

DX transforms the following functions … … and brings these benefits: 
Q. Which business support functions are being digitally 
transformed?

Marketing Customer 
experience

Cost efficiencies

10% improvement

8% improvement

13% improvement

Customer 
advocacy, 

loyalty, and 
retention 
(e.g., NPS)

Productivity 
improvements

Revenue 
generation from 
newly launched 

products/
services

Process 
cycle times

Strategy DistributionSales

Q. Where have you achieved the biggest benefits from 
your current DX programs/projects?

64% of distributors 
are choosing 

operational excellence 
(supply chain and distribution/
ecosystem focused) as the 
number 1 priority of their   
DX vision.

The most common digital 
success metric, according to 

54% of distributors, 
is around the ability to track 
bookings/orders, revenue, 
profit, efficiency, productivity 
rate, and return on investments.

56%
52%

37%
31% 29%

37%
33% 32%

24% 23%
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Digitization translates into positive impact both on revenue and 
profit, causing a rising digital divide in the distribution market 
The best-performing companies — armed with digital-native culture, tools, and processes — are racing away from the rest due to their high productivity and profits. This creates 
a digital divide, where laggards struggle to sustain their businesses and remain relevant in today’s digital economy. What is holding these companies back? 

Source: IDC Manufacturing Insights’ Global Performance Index analysis, 2013–2018 

Methodology: 
The IDC Manufacturing Insights Global Performance Index (GPI) tracks growth metrics from 800+ publicly traded global 
firms in the manufacturing and retail and distribution industries based on the performance of a sample of companies 
from those subindustries. Estimates by Reuters.

The impact of digital on retail and distribution companies 
Digital retail and distribution companies are showing consistent growth at a much higher pace, and fare much better 
in the scaling of revenue and profit compared to their non-digital peers. In only five years, digital companies have 
managed to improve their profit performance by 51%. 

Digital Transformation in Distribution 

Profit Performance Index (PPI)
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How can distributors compete successfully in digital markets given 
their ERP heritage? 
Over decades, distribution companies have invested 
in outdated legacy systems, heavily customized 
applications, and “financial” ERPs, creating a technical 
debt that is a nightmare to untangle. This archaic ERP 
heritage, along with the ongoing use of spreadsheets, is 
what prevents companies from moving forward in their 
digital transformation journeys — and is one of the key 
challenges they need to solve.

Distributors have had to adopt 
a multitude of best-of-breed 
applications beyond the pure ERP 
to augment business alignment 
in various areas such as supply 
chain planning, warehouse 
management, and business 
intelligence.

“Financial” ERP provides the infrastructure that forms 
the transactional system of records. The ERP system is 
primarily focused on financial transactions, and most 
distributors already have it: it’s an essential “commodity” 
to run the business. 

Extremely complex 
interfaces decrease 
IT efficiency and 
hinder further 
business alignment.

IDC research shows that ERP 
implementations can be more than 
12 years old.

32% of distributors see 
new technology 
as one of the 

most important change drivers in their 
industry, according to IDC’s Worldwide 
Supply Chain Survey 2020. 

Best-of-breed 
applications

Legacy 
systems

“Financial” 
ERP

According to recent 
IDC research, at least    

40% 
of companies 
worldwide are stuck 
in an ERP technical 
debt with heavily 
customized systems. 



An IDC InfoBrief, Sponsored byCopyright IDC 2020 IDC #EUR146296820 8

Digital Transformation in Distribution 

For distribution enterprises, not having access to the right 
information at the right time comes with repercussions

Source: IDC MarketScape Worldwide SaaS and Cloud-Enabled Operational ERP Applications 2019 Vendor Assessment

The distribution industry consumes a multitude of information, more than ever before. Being able to get access to data in real time and applying it intelligently in the context 
of business processes will drastically improve the value delivered to customers, with a positive impact on service quality and ultimately the brand. This is only possible with the 
right ERP system.

Key C-suite and end-user challenges: Industry issues: 

Inefficiencies,  
errors, inflexibility, 
and lack of agility

Inability to trace key 
metrics across the value 
chain (e.g., productivity, 
inventory, booked vs 
billed)

This causes 
three business 
issues … 

… and leads to 
wider industry 
issues …

… and 
ultimately this 
response from 
the market … 

Loss of money related 
to missing payment 
discounts and other cost-
saving opportunities, and 
inefficient processes

Lack of data 
accessibility leads to 
operational resources 
spending extra time 
looking backward 
instead of at current 
data, and forces them to 
use manual processes 
to fill the gaps. 

Lack of agility — in being able to adapt 
to changing regulations and compliance 
requirements

Risk exposure — related to the quality 
of services, traceability of goods, and safe 
handling

Waste — costs associated with access 
inventory, transportation resources, 
warehouse operations, etc.

Inability to respond fast enough 
to changing customer needs and 
requirements in the distribution network

Loss of visibility 
across operations, 

inability to fulfill orders 
in full and/or on time, 

brand/reputational 
damage

The cost of the 
wrong ERP

Worldwide distributors admit to 
lack of (supply chain) visibility as 
one of their biggest gaps that need 
to be tackled to be fit for the future, 
according to IDC’s Worldwide 
Supply Chain Survey 2020.
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Intelligent ERP becomes an enabler and strategic decision-
making tool in the digital transformation journey

Distribution enterprises must stop investing in antiquated legacy ERP solutions and start looking into more robust, innovative, responsive, and intelligent ERP systems that can 
address their challenges. This new generation of intelligent ERP — iERP — is the future of the business enterprise. The intelligence comes from more information/data, in-context 
learnings, and the application of the knowledge obtained to deliver better business outcomes.

The ERP market is shifting 

iERP strategy to maximize business value: Key characteristics of the intelligent ERP: 

INTELLIGENT ERP

In-memory computing

IoT in 
real time

Large volumes 
of data

Cloud 
based

Contextual 
analytics

Ongoing 
reconfiguration

Common 
data pool

Adaptive user 
experiences 

Autonomous 
decisions 
based on AI 
and ML

Distributors can 
optimize across 
all resources with 
iERP systems and 
applications. The 
business improves 
productivity, reduces 
additional layers 
of resources in 
employees, technology, 
and processes, and 
improves its time to 
market.

Source: IDC, 2020

The features 
of iERP help 
distributors 
achieve new 
levels of 
productivity 
across the 
organization

Enterprise resource 
optimization 

LOB resources 
optimization 

Revenue and 
profitability 

improvements

IT efficiency

Direct Business ValueLow

N
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m
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Cloud doesn’t have to be an all-or-nothing option for distributors 

The industry is still conservative toward cloud adoption ... 

... but growth is driven by the cloud

Cloud ready in your own time:

Top 5 reasons for moving into the cloud 

Ease and speed of deployment 

Guaranteed service levels 

Support for remote employees/users

Improved features with SaaS applications

Total cost of ownership vs an on-premises solution

• Each business has its unique processes and workflows, and some workloads come 
with their unique challenges as well, all of which affect ERP deployment choices.

• Some companies have already invested in cloud ERP. IDC predicts that, driven by 
factors such as cost effectiveness and improved functionality, cloud is what will 
drive ERP growth in the years to come. 

• But this is not to say that cloud is the best option for everyone today. Some 
companies are already enjoying the benefits of having a hybrid cloud approach, 
enabling them to keep data-sensitive or mission-critical applications on-prem. 

• Cloud adoption is a journey; companies should decide the pace of their cloud 
adoption based on their organizational requirements. 

Enterprise Resource Management, Worldwide, 
Distribution Industry 

Q. Does your company use a SaaS application for ERP? 

Source: IDC Worldwide ICT Spending Guide, January 2020 Source: IDC SaaS Cloud Survey, January 2020; distribution n = 139
Note: 0 = not important at all, 10 = extremely important 

Source: IDC SaaS Cloud Survey, January 2020; distribution n = 524

8.12
7.99

7.97
7.88

7.82

9%

14%
21%

Plan to use SaaS in 12–36 months 

Plan to use SaaS in 1–12 months 

Use SaaS

Public cloud         

On premises/private cloud

$M

5,000

4,000

3,000

2,000

1,000

0

CAGR 2018–2023

2018 2023

0.6%

14.7%
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Supply chain planning and management

End-to-end visibility 

Supplier management

Chargeback management

Order management 

Effective warehouse

Engagement with ecommerce

ERP becomes the pivot and organizer of distribution processes, 
providing real-time inventory data and proactive replenishment 
operations 
ERP helps distributors manage 
orders for sales, pricing, and shipping, 
enabling them to optimize business 
processes so that all information is 
stored in one secure system. 

Other business applications can 
benefit from the data that ERP 
handles. Warehouse management 
systems, fleet management, and 
business intelligence are just some 
examples. 

This is amplified by the fact that 
there are supporting technologies 
that enable seamless collaboration 
and foster decision making, such as 
artificial intelligence and cloud.

ERP IT/OT 
integrationIT/OT

Warehouse 
management 
system

WMS Business 
intelligenceBI

Artificial 
intelligence/
machine learning

AICloudCld
Application 
programming 
interface

API BlockchainBCFleet 
managementFM Customer relations 

managementCRM Supply chain 
planningSCPeCommerceeCom

eCom

eCom

Electronic 
data 
interchange

EDI

Targets for distribution providers Surrounding business applications Supporting technologiesERP

ERP

ERP

ERP

ERP

ERP

ERP

ERP

IT/OT

IT/OT

WMS

WMS

WMS

WMS

WMS

BI

BI

BI

BI

AI

AI

AI

AI

Cld

Cld

Cld

Cld

Cld

Cld

Cld

API

API

API

API

FM

FM

CRM

CRM

SCP

SCP

EDI

EDI

EDI

EDI

Source: IDC, 2020

BC
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In times of disruption, resilience is key to succeeding

Given the interconnected nature of today’s 
global supply chain and expansive network 
of production facilities, warehouses, and 
transportation hubs, companies are more likely 
to encounter disruptions or breakdowns at 
more touch points across their supply network.

Distributors can also face external disruptions, 
which have increased through globalization. 
While globalized operations can mean 
diversification of risk, they also expose 
companies to the impacts of regional 
problems, particularly where those operations 
play a significant role globally. 

Many distribution organizations believe 
themselves to be more resilient than they 
are. For a business to be truly resilient, and 
to be good at avoiding disruption regardless 
of the form it takes, it is imperative that it first 
looks at its own practices and sets in place the 
appropriate policies, processes, and tools.

RISK 
ASSESSMENT: 

EVENT MANAGEMENT 
AND COORDINATION: 

RISK MITIGATION 
AND RESPONSE 
PLANNING:

TECHNOLOGY 
LANDSCAPE:

The vulnerability of the 
distribution value chain to 
both internal and external 
disruptions

The operational 
capability to effectively 
manage disruptions and 
communicate status

Readiness assessment and the 
steps the distribution value 
chain has taken to be prepared 
for potential disruptions

Enables connectivity, 
transparency, and 
automation across the wider 
distribution value chain 

The many faces of disruption Resilience comes in 
different shapes

The four components of a strategic 
approach to resilience 

For some, it may be about improving 
inventory performance (getting to more 
“agile” inventory); for others, it may be about 
autonomous warehouses; and for others 
still, it may be about supplier and partner 
diversification.

Between 2020 and 2023, distributors 
worldwide plan to improve their 
strategy on being resilient to 
external disruptions from 26% to 

 44%.

Source: IDC Worldwide Supply Chain Survey, April 2020; 
retail and distribution n = 203 

1

3

2

4
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Case study  Lykki
Leveraging ERP for business agility and creating unique positioning in a changing market 

Company Overview Actions/Solution Results and Benefits

The Future

Background, Key Challenges, and Objectives
• Vancouver-based Lykki.com positions itself as a one-stop shop for 

office supplies. It runs 24 hours a day, and every order is made online, 
supplying everything an office might need — from bananas, binders, 
candy, and copy paper, to toner cartridges and shredding machines.

• Lykki also offers next-day delivery, no minimum order, a just-in-
time (JIT) inventory of 60,000 products, and a generous returns 
policy. Consolidating multiple office supply vendors may seem like a 
straightforward market opportunity, but the technology, logistics, and 
scale required make it a daunting task. 

• To execute on its vision for one order, one delivery, one invoice, Lykki 
needed a robust platform on which to run its core services: inventory, 
sales, customer services, and finance.

• Sage X3 offers Lykki.com everything for managing 
accounting, payroll, payments, and its people. It also 
provides the service flexibility needed. 

• Sage X3 is fully integrated with Lykki.com’s 
ecommerce platform. EDI, Sage Enterprise 
Intelligence (SEI), accounting, and purchasing run 
through Sage X3, all of which are linked to CRM 
on the other side. The orders come in through 
the website, and once a customer hits “submit,” it 
appears directly in Sage. 

• Lykki.com has a 99.6% fill rate — drawing from 
its own warehouse inventory and an additional 2 
million square feet of JIT partner inventory within 
four hours. Handheld scanners on the Lykki.com 
warehouse floor are also integrated with Sage X3.

• The company’s systems are automated and 
instantaneously show supplier inventory. Having a 
real-time inventory displayed on the Lykki website is 
something that none of its competitors offer. 

• With Sage systems in place, Lykki can now accept 
web orders, separate JIT from in-stock, handshake 
information with EDI scripts, and place purchase 
orders.

• Given the complex, integrated JIT environment, data is key. 
Sage X3 provides Lykki.com with a historical overview and 
future trends to stay ahead.

• Thanks to how the Sage products integrate with Lykki’s 
ecommerce and CRM software, Lykki can pull any data 
needed, set up automated reporting and processes, and 
reduce workflow processes. 

• Another benefit is the improved forecasting of internal 
inventory. As a result Lykki has managed to reduce its 
inventory on-hand values by 50% while increasing fill rate 
and inventory turns.

• Since installing Sage X3 the company has flowed over 
$29.6 million in orders through the system without a single 
day of missed orders.

• Workforce automation has helped Lykki.com to be leaner 
and smarter with its distribution and management. It can 
now offer tens of thousands more products for next-day 
delivery. 

• Sage has not only helped Lykki to improve its position in 
the market, but it is also enabling the business to move 
forward. 

Core business:  
distribution, office 
supplies retailer 

Company name:
Lykki 

Geographic 
footprint: 
Vancouver, Canada 
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Sage X3 — faster, intuitive, tailored

Cloud service 
offerings

Customer first 
experiences

Connected 
ecosystem

Global compliance 
& finance

Sage X3 lets you deliver a faster, more efficient distribution operation. From 
procurement to warehousing to sales and financials, Sage X3 provides the visibility 
and control you need to manage your distribution enterprise faster, whether you 
operate domestically or globally. It helps enterprises to quickly adapt procedures to 
changing regulations and compliance requirements.

CLOUD MOBILE

Enablers of the Distribution Industry 

Supply chain 

Warehouse and 
inventory

Operations

Mobility

Sales and 
marketing

Planning and 
forecasting
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IDC recommendations
IDC recommends that distribution providers consider breaking their ERP-driven digital transformation journey into three horizons. This will enable them to get started quickly 
and execute their strategic mid- to long-term plans in conjunction with the right use cases. 

Horizon 2: Be ready for tomorrow’s challenges

Horizon 3: Transform your business model for the future

• Meet the ever-increasing complexities your distribution 
operations are facing, tackling speed, accuracy, and 
transparency

• The intelligent ERP, fully integrated with the warehouse, CRM, 
and ecommerce systems, supports more accurate planning 
and forecasting with insights into stock levels, inventory 
turns, and costs that impact the bottom line     

• Break the silos by having one source of truth — all enterprise 
systems have to work with one set of inputs and outputs

• Empowered by your intelligent ERP, understand how you can 
stretch your capabilities away from “just” maximizing efficiency 
toward optimizing real-time data intelligence across the 
distribution value chain

• This transparency will enable you to identify gaps and areas 
for process and cost-efficient improvement, alongside 
increasing your overall resilience

• Work with a partner that brings together business and IT 
expertise to ensure you achieve the integration that works 
best for your business environment and partner ecosystem

Smart
warehousing

Inventory
Intelligence

Integrated 
supply chain

Global trade 
automation

Automated
kanban

Demand and 
consumption 
signal insight 

Extended
S&OP

Supplier 
network 

management

Digital 
supply base 

management

Real-time 
demand 
matching

Transportation
optimization

Vender
engagement Thinking 

supply 
chain 

Sourcing
intelligence

Horizon 1: Understand where you are today

• Take inventory of your technology landscape and plan your 
IT architecture holistically

• Start preparing to move beyond legacy systems to new 
intelligent applications

• Look for a scalable ERP solution that integrates seamlessly 
with other enterprise systems, while aligning with your overall 
enterprise strategy
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