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I. Introduction

Market Kurly is a premium online grocery retailer founded in 2015 by Sophie Kim,
who was frustrated by how difficult it was to find fresh organic food in Korea. Market
Kurly emphasizes a farm-to-table approach, working closely with suppliers to ensure
quality and freshness. One of its most popular items is an organic milk produced at a
farm in Jeju Island, and the average time it takes for a bottle of this milk to be
delivered to a customer in Seoul is only one and a half days. Market Kurly manages
this turnaround through its overnight delivery service, Saetbyeol delivery (MEu]%).
This service enables customers who order by 11PM to receive their items by 7AM the
following morning. Although several other e-commerce platforms now have comparable
delivery options, Market Kurly was the first of its kind in Korea to provide such a

premium service.
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Management, Seoul National University.
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Mobile commerce market in Korea grew at a compound annual growth rate of 165%
from 2010 to 2014, as shown in Figure 1. This is by far the fastest rate compared to
other parts of the world. Market Kurly is one of the largest startups in such rapidly
growing market. Currently, about 20% of all groceries in Korea are purchased online:

in comparison, the online grocery purchase in the U.S. is about 3%.

Mobile commerce market size, Share of online groceries,

148,090

us 3%
UK 9%
France 5.50%

2010 2011 2012 2013 2014

(Figure 1) The total value of the mobile commerce market is growing rapidly in
South Korea, and the online grocery market is comparatively more developed

The objective of this study is to understand the latest trend of the rapidly growing
online grocery market. In particular, we focus on the domestic leading firm Market
Kurly to understand the process of online grocery retail industry, and identify

challenges and future initiatives.

II. Market Kurly's Process

Market Kurly operates on a daily schedule. Distribution centers receive deliveries
from various suppliers in the morning, and products are immediately inspected and
warehoused. Customers can place orders throughout the day until 11PM, and employees
prepare all the orders, from picking to packaging, from 4PM to 1AM. After packaging,
optimal delivery routes are determined and parcels are loaded onto delivery trucks.
Delivery then runs overnight, from 2AM to 7AM, and then the process begins again.

Figure 2 summarizes the daily process of Market Kurly.
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SUPPLIERS 11 PM

ORDERS CLOSE
DELIVERY

ENDS WAREHOUSING + INSPECTION PICKING + PACKING

ROUTING + ORDER
LOADING

/ DELIVERY
DELIVERY BEGINS ALL ORDERS PACKED

(Figure 2) Market Kurly's processLowering prices

2.1 Lowering prices

Most organic grocery sections at major supermarkets in Korea are rented out and
operated by the vendors. That is, suppliers are mostly responsible for procurement
and inventory management of the products, while retailers merely provide the space
and necessary marketing support. This arrangement partly explains why organic
products are expensive in Korea. As the burden of inventory management is shifted
to the suppliers, they must carefully weigh the risk of understocking against the risk
of overstocking. Since organic harvest yields depend critically on weather conditions,
which is largely uncontrollable, suppliers set premium prices in order to balance
these risks.

Market Kurly, however, aims to sell premium organic products at a much more
affordable price than others. With that goal, Market Kurly maintains a unique working
relationship with its suppliers. First, unlike other premium grocery stores, Market
Kurly purchases its products from suppliers, relieving them of inventory risk which
leads to lower prices. Market Kurly then transfers those savings to consumers
through a high-volume, low-margin approach. As CEO Sophie Kim said, ‘the margin

ought to reflect the value you're creating, value that even your customers would
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acknowledge.” Second, Market Kurly only works with one supplier per product. This
implies that the company can buy large volumes from each vendor, even up to the
amount on par with bigger players. Limiting the number of brands also allows Market

Kurly to aggregate demand for each product and to spend more time developing

relationships with current suppliers to ensure high product quality.
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(Figure 3> Market Kurly collects data on prices offered by its competitors

As a result, Market Kurly is able to guarantee consumers the lowest prices for
so—called “essential foods,” the sixty products that people most commonly purchase on
a daily basis such as milk, water, and eggs. Market Kurly collects weekly data on
how its competitors price comparable items, tracking websites for price fluctuations

on these products every Monday, and then matches its prices (or sets even lower
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prices) accordingly by the next day. Figure 3 illustrates Market Kurly's price

monitoring system.

2.2 Ensuring quality

But even as Market Kurly works to lower costs to be competitive on price, it
remains most deeply committed to product quality. A product committee comprised of
15 merchandisers evaluates every product against 70 different standards across a
broad range of categories. For example, in considering whether to stock a new product,
Market Kurly begins by tracing the origin of every listed ingredient, assessing any
genetic modifications, and evaluating the conditions of production facilities. If the
product fails on even a single measure, Market Kurly will not introduce it to its
consumers. The whole evaluation process usually takes about seven weeks, and only
around eight in 100 products pass.

In addition to its rigorous selection process, the company also invests in technology
to support suppliers in maintaining and further developing the quality of its products.
This enables Market Kurly to control its quality not only during the distribution
phase, but also much earlier in the supply chain, such as during procurement and
production. For example, Market Kurly has worked with farmers to stamp individual
chicken eggs with their precise production date, serial code, and the type of farming
environment, in order to allow more information to its customers. Market Kurly has
also invested in implanting free-range chickens with microchips that track their
movements———chickens only stop moving when they are sleeping or laying eggs—-so
farmers can use the technology to collect eggs immediately after they are laid,

ensuring maximum freshness.

2.3 Forecasting demand
As mentioned, Market Kurly buys its inventory in advance from suppliers, which
implies that the company needs to forecast customer demand. The company initially
relied on Microsoft Excel and AWS (Amazon Web Services) to run demand analyses.

Such a brute—-force method turned out to be increasingly insufficient over time, which
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often led to a scenario in which its “staff had to literally eat the (leftover) inventory.”
Market Kurly eventually developed its own big data analysis system called Data
collecting Doggy (HJoJE]E &oJtlF+ o). The system is based on specialized
algorithms and machine learning techniques that analyze large amounts of integrated
data while collecting more than three million data points every twelve weeks.

Based on the forecast from this system, Market Kurly is now able to preorder
products from suppliers. For example, when Market Kurly sells fresh abalone, it
places orders to the suppliers two days before they receive the actual orders from
customers. Market Kurly’s demand forecasts are known to be quite accurate: it only
ends up throwing away about 1% of the total inventory. “Our core competency is
predicting consumer demand and managing our inventory, based on our analysis of
big data,” Kim once said. “You could say that our company identity is half distribution
and half IT."

Data collecting Doggy also shares updated sales, inventory levels, and demand
forecasts, to employees every thirty minutes. These data inform not only the order
fulfillment processes, but also marketing and customer service activities, encouraging

employees to adopt a data-driven mindset.

2.4 Fulfilling orders

When Market Kurly was launched in 2015, most other online grocery retailers were
operated by companies with physical stores. These stores fulfilled online orders by
utilizing their existing infrastructure, and having in-store employees pack and deliver
orders to customers. This was a slow and inefficient process. Market Kurly pioneered
overnight delivery, which is possible only if all orders are packed and loaded onto
delivery trucks within two hours. In order to manage such quick turnaround, the
company implemented two systems called DAS and TMS.

DAS (Digital Assorting System) is the process through which Market Kurly packs
its orders. Employees are assigned to certain product categories, and as orders come
in, orders of same categories are grouped together. This allows workers to stay in

their own areas, collecting batches of items for many orders at a time. The selected
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products are placed in baskets, which are then placed on a conveyer belt to be sent to
another part of the warehouse, where employees separate items into individual orders
according to light signals. Baskets of completed orders are then packed into delivery
boxes. However, orders that only contain one item do not go through this system, and
are instead handled in a separate part of the warehouse called the “Singles Zone,” as
they do not require sorting.

So why does Market Kurly rely on employees to assemble orders instead of an
automated system? Although an automated process might seem much faster than
humans, it was important for Market Kurly to accelerate the process during busier
hours, such as the two-hour period just before 11PM. Humans can easily adapt to
different speeds, whereas automated systems are difficult to speed up and slow down,
and thus Market Kurly found DAS to be much more efficient.

As soon as orders are closed at 11PM, Market Kurly then uses a system called TMS
(transportation management system) to calculate the most efficient route for each
truck based on delivery locations and real-time traffic data, in what Market Kurly
calls the Real Time Last Fulfillment process. Each delivery truck is scheduled to
complete around 120 deliveries within five hours, averaging to one delivery every two

and a half minutes.

2.5 Full cold-chain distribution

Another key differentiating factor of Market Kurly compared to its competitors is
the full cold-chain distribution system. Using the trucks with refrigeration, the products
are kept in temperature-controlled environments from the point of production to the
point of delivery. Market Kurly is currently the only premium online grocery store in
Korea with temperature-controlled last-mile delivery service. Market Kurly started
building its cold-chain system in 2015 when it acquired a small cold-chain delivery
company called Daily Cool with 80 temperature-controlled trucks. Market Kurly now
owns about 600 refrigerated trucks, and operates several temperature-controlled
distribution centers in Korea. Table 1 summarizes the cold-chain supply chain systems

for online grocery stores in Korea.
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(Table 1) Online food distribution companies cold-chain system status as of 2017

MARKET KURLY

HELLO NATURE

EMART

HOMEPLUS

LOTTE MART

COUPANG
AHZ

o/ o0o/0o|0 |0 |0 |0 |O
0O/ 0o/ o0o|o0o |0 |0 |0 |O
O X X |0 |O |0 |X |O

TMON

2.6 Service Area Expansion

Because of the high costs associated with full cold-chain distribution and overnight
deliveries, Market Kurly initially had relatively low market coverage. In particular, it
chose to focus on limited areas in Seoul with high purchasing power, shorter travel
distances between orders, and high density of influencer customers: Gangnam-gu,
Seocho-gu, Mapo-gu, and Gwacheon-si, with a centralized distribution center located
in Songpa-gu. As the market grew, Market Kurly now provides overnight delivery to
wider regions including Seoul, Incheon, and Gyeonggi. Figure 4 illustrates Market

Kurly's initial and current service areas.

(Figure 4> Market Kurly's service area expansion
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IM. Customers

Market Kurly runs several customer programs and initiatives to further improve its

customer experience.

a. Market Kurly provides customers with the option of recipe-based ordering. It
publishes recipes on the website along with links to all of the required ingredients
for each dish. The recipes are sorted into broader categories, such as daily or
special foods, helping customers decide their menu. Adding this feature has the
dual effect of (1) increasing convenience for customers and (2) allowing Market
Kurly to aggregate demand for groups of ingredients when planning inventories.

b. Market Kurly recently added premium pet products into its selection, focusing
on high-quality all-natural foods. This allows Market Kurly to break into a new
market segment, while staying in line with its original focus on premium groceries.
This also allows Market Kurly to increase revenue per order, since pet products
usually have a higher profit margin than grocery items. Pet foods are also sold
on a regular basis, increasing the number of repeat orders. For similar reasons,
Market Kurly has introduced several kitchen products and home electronics,
such as paper towels and vacuums.

c. Finally, Market Kurly runs the Kurly Pass service which offers unlimited free
delivery on orders over 15,000KRW with a monthly cost of 4, 500KRW. This targets
heavy users who order frequently but may not be able to meet the 50,000KRW

minimum requirement for free delivery.

IV. Threats

4.1 Competitive landscape
Although Market Kurly has grown significantly in the past few years, it is facing
increasingly strong competition. The online grocery market is highly saturated, with
larger companies like Coupang and SSG introducing similar overnight delivery

services. Although Market Kurly has the first-mover advantage, these newcomers
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have comparative advantage in terms of scale and infrastructure. Hence, the online
grocery market is about to enter the “chicken game” phase, which presents a huge
threat to smaller companies like Market Kurly. Currently, most online grocery retailers
are losing billions of won in annual revenues, but are continuing to lower prices in
order to win market share. Industry experts and analysts predict that only one or two

will survive within the next five years or so.

4.2 Packaging
Market Kurly spends almost five times more on its packaging than competitors.
Currently, packaging costs account for about 23% of revenue, which is twice as
higher than its competitors. In addition, Market Kruly’s packaging is often criticized
for being excessively bulky and involving non-recyclable materials. Competitors like
SSG have started using reusable bags for their deliveries, allowing customers the

option to place their bag outside their door to be reused for their next order.

4.3 Inventory planning

Nevertheless, the largest problem facing Market Kurly remains its inventory
management. Almost all of its products are perishable, and because Market Kurly
prioritizes freshness as its main value proposition, it throws away unsold inventory
after a maximum of two days. This deters it from placing large orders and keeping
those products in a warehouse. Coming up with a precise forecast is a daunting task
even with the help of Al and big data analysis: its forecast currently has an accuracy
rate of 90%. Market Kurly usually underestimates sales in an attempt to reduce
wasted inventory, one of the most common complaints about the store is that products

run out of stock too often.

V. Future initiatives and Concluding Remark

5.1 Sustainable packaging

With the increase in overnight deliveries, the amount of packaging waste has also
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escalated. In 2018, Market Kurly was responsible for 750 tons of plastic waste and
2,130 tons of styrofoam waste. Consequently, the Korean government has decided to
impose tax on non-reusable packaging starting October of 2019. This will likely have
a significant impact on Market Kurly’s business. In light of this, Market Kurly recently
launched a campaign called the "All Paper Challenge,” replacing non-reusable
packaging with recyclable paper boxes and pouches.

As sales continue to increase and economies of scale start to take effect, the cost of
the paper packaging is expected to decrease——eventually to a level cheaper than the
old packaging. According to the head of 3sTask, the company that supplies the new
packaging, the packaging costs will decrease by at least 30%. In an effort to further
publicize the campaign and improve the company’s corporate social responsibility,
CEO Kim announced that Market Kurly will donate the savings resulting from

recycling the paper materials.

5.2 Renting out delivery trucks

Market Kurly currently owns about 600 refrigerated trucks, which are its most
expensive assets. However, their utilization rate is rather underwhelming. Market
Kurly only uses these trucks for delivery during nights and for pick-ups from suppliers
in the morning. For the remainder of the day, most of the trucks are usually idle.
Recognizing an opportunity to exploit these resources, Market Kurly decided to
launch a service called Kurly Fresh Solution. This service rents the temperature-
controlled trucks during the afternoon to other companies that are in need, such as
for delivering medicine, meat, and fish. That is, Market Kurly plans to better utilize
its idling assets. Because the trucks are fully equipped for cold-chain distribution

purposes, Market Kurly charges a premium fee compared to other delivery services.
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