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EXECUTIVE 
SUMMARY

Grocery profitability depends on precision. Inventory 
turns, shrink control, and labor productivity 
determine earnings stability.

In-store shopping transfers picking labor to the 
customer. Online orders internalize that cost. Add 
home delivery, and the cost base expands further 
through routing, vehicles, and service guarantees.

A $90–$100 basket typically generates roughly 
$18–$20 in gross profit. When fulfillment costs 
approach or exceed that contribution, the model 
becomes structurally unprofitable. Scaling volume 
in this environment compounds losses rather than 
improving returns.

This dynamic explains a common paradox among 
regional grocers: digital sales grow while overall 
profitability declines.

Scale does not fix negative unit economics. It 
amplifies them.

Over the past decade, digital transformation in retail has been largely equated 
with eCommerce expansion. The underlying assumption has been straightforward: 
modernization requires scaling online sales.

That logic works in high-margin sectors such as electronics or fashion. It does not 
translate cleanly to regional grocery.

Grocery operates on structurally thin margins, high inventory velocity, and 
labor-intensive store processes. According to the Food Industry Association, 
average grocery gross margins range between 18 and 25 percent, while net profit 
averages approximately 1.7 percent. When online layers are added—including 
picking, substitutions, customer service, and last-mile delivery—incremental costs 
frequently exceed the margin generated per order.

MWPVL International estimates online grocery fulfillment costs often range 
between $15 and $25 per order. Research and Markets, cited by Yahoo Finance, 
identifies last-mile expenses as a primary barrier to profitability. Reporting from 
Grocery Dive confirms that many operators continue to struggle to achieve 
sustainable break-even economics.

For regional chains, higher online volume does not automatically translate into 
higher profitability. Without structural redesign, it can dilute margins and increase 
operational fragility.

Digital success in grocery is defined by sustainable unit economics—not by 
online penetration rates.

The Structural Economics of Online Grocery
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Regional grocers do not win on logistics density. 
They win on trust, proximity, and fresh execution.

Full-service meat counters, in-store bakeries, 
prepared meals, and culturally relevant assortments 
create differentiation that national operators struggle 
to replicate consistently.

These departments also deliver stronger economics. 
Industry analysis from Foodstorm indicates that deli 
and prepared foods often generate gross margins 
between 20 and 40 percent. Specialty and value-
added categories such as artisan cheeses and 
gourmet items can reach 50 to 60 percent, according 
to Gourmet Food Marketplace.

Fresh drives frequency, basket expansion, and 
emotional loyalty. Customers return not simply for 
transactions, but for quality and familiarity.

The store is not a legacy asset to be replaced by 
digital channels. It is the primary economic engine of 
the business.

Competitive advantage in regional grocery is built at 
the perimeter, not the warehouse.

The True Competitive Advantage of Regional Grocers

Customers expect convenience. The strategic 
question is how to provide it without absorbing 
unsustainable cost structures.

Owning the full digital stack requires scale that 
regional chains rarely possess. Building proprietary 
eCommerce capabilities entails platform licensing 
or development, payment orchestration, picking 
labor management, routing software, delivery 
fleet contracts, customer support, fraud controls, 
and ongoing optimization. National operators can 
amortize these fixed investments across millions 
of orders. Regional grocers often lack the volume 
density to justify that level of capital intensity.

Platforms such as Instacart and Uber Eats offer 
an alternative operating model. They absorb the 
most volatile cost components of online grocery, 
including last-mile logistics, driver networks, 
order orchestration, and customer acquisition. By 
aggregating demand across thousands of retailers, 
they create routing density and operational scale 
that individual regional chains cannot replicate.

From a financial perspective, marketplace 
partnerships convert fixed infrastructure into 
variable commissions. Instead of carrying millions in 
technology and logistics overhead, grocers pay per 
transaction.

Commission structures typically range between 15 
percent and 30 percent of order value, depending 
on service level, marketing exposure, and fulfillment 
model. On a $100 basket, that equates to $15-$30 in 
commission expense.

At first glance, that appears expensive. However, 
when compared to self-managed delivery models, 
the economics often converge. A proprietary 
approach may incur $15–$25 per order in fulfillment 
costs alone, in addition to customer acquisition 
spend, platform maintenance, payment fees, and 
overhead allocation. At low utilization rates, per-
order costs can exceed marketplace commissions.

For regional grocers with moderate digital volume, 
replacing a fully owned eCommerce and delivery 
stack with marketplace partnerships can eliminate 

Evolution of Service Delivery:  
From Effort-Based to Outcome-Based



softtek.com

capital expenditure, reduce operational complexity, 
and protect cash flow. In many cases, the balance 
sheet impact alone justifies the shift.

Marketplaces effectively distribute logistics costs 
across a broader ecosystem, allowing regional 
retailers to leverage national delivery networks 
without funding them directly.

However, this model introduces a strategic trade-off.

While platforms externalize logistics cost, they 
internalize customer data. Transactional behavior, 
frequency patterns, substitution preferences, and 
cross-category insights largely remain within the 
marketplace ecosystem. For retailers, this data 
is not merely informational—it’s fuel for tactical, 
operational, and strategic decision-making.

Without access to full-funnel customer data, retailers 
may lose visibility into elasticity, promotional 
effectiveness, lifetime value, and cross-channel 
behavior. Over time, this can weaken merchandising 
precision and supplier negotiation leverage.

This tension sits at the center of marketplace 
participation.

In the short to medium term, the business case is 
often financially sound, particularly for regional 
grocers that lack scale. But the long-term strategic 
cost lies in data dependency.

Leading operators approach marketplaces with 
intentional architecture. They use these platforms to 

extend convenience, capture incremental demand, 
and offload last-mile volatility—while simultaneously 
investing in first-party data through loyalty programs, 
in-store mobile engagement, and owned customer 
relationships.

The objective is not to eliminate owned digital 
capabilities, but to right-size them.

A hybrid model frequently produces the strongest 
outcome: marketplace-driven delivery for 
convenience-led demand, pickup for margin 
preservation, and store-first engagement for loyalty 
and data ownership.

When evaluated through a rigorous financial lens, 
marketplace substitution can represent a real and 
defensible business case for regional grocers. 
Eliminating capital-heavy delivery infrastructure 
and shifting to a commission-based model often 
improves near-term EBITDA stability.

Yet the strategic discipline remains clear:

Outsource cost intensity, not customer ownership.

Digital convenience should expand reach. It should 
not erode data visibility or brand control.

For regional grocery, marketplaces are not growth 
strategies. They are risk management strategies.

Used with precision, they can be powerful economic 
stabilizers.

Regional grocers do not need to replicate national 
digital ecosystems. They need targeted capabilities 
that increase store productivity and customer 
loyalty.

Mobile applications designed for in-store 
engagement deliver high returns. Digital coupons, 
personalized promotions, loyalty rewards, shopping 
lists, and scan-and-go features influence customer 

behavior inside the store without introducing 
incremental fulfillment costs.

Conversational commerce, particularly through 
platforms such as WhatsApp, allows retailers to 
digitize customer relationships without building 
complex infrastructure. Assisted ordering for 
prepared foods or specialty items enhances 
convenience while preserving store economics.

Practical Alternatives That Strengthen the Store



Technology strategy in regional grocery must be 
pragmatic, financially disciplined, and operationally 
grounded.

The objective is not to build a complex digital 
ecosystem. It is to create a resilient, integrated 
foundation that improves visibility, execution, and 
margin protection across the enterprise.

“Regional grocers often begin their 
digital journey with technology 
decisions when the real work is 
aligning the operating model first. 
Strategy, store economics, and 
channel roles need to be clear before 
platforms and tools are layered on 
top. When that foundation is in place, 
technology becomes an accelerator 
of profitable growth rather than 
another source of complexity.”

Matt Van Gilder
Principal & Vice President, Omnichannel

CORE SYSTEMS: THE ECONOMIC BACKBONE

A modern, integrated ERP platform forms the 
backbone of profitable grocery operations. 
Accurate inventory, procurement, financial 
consolidation, and cost visibility are 
prerequisites for any digital initiative.

Without reliable, real-time inventory accuracy, 
digital channels generate stockouts and 
substitutions that erode customer trust. Without 
synchronized purchasing and demand signals, 
overstocks increase working capital and shrink.

Pickup models provide a financially sustainable 
compromise. Research from Brick Meets Click 
shows that pickup costs significantly less than home 
delivery and is often the only digital fulfillment 
method that approaches break-even for mid-sized 
chains. Pickup visits frequently generate impulse 
purchases, especially in fresh and prepared 
categories where margins are strongest.

Click-and-collect focused on catering trays, specialty 
cuts, and bakery items further protects margin while 
improving demand planning and reducing shrink.

Digital should drive store traffic and margin 
expansion, not substitute the core basket.

Building an Affordable Technology Foundation

A properly integrated ERP enables:

	ș Real-time inventory visibility across stores and 
distribution centers

	ș Automated replenishment aligned with actual 
demand velocity

	ș Cost-to-serve analysis by category, store, and 
channel

	ș Supplier performance monitoring

	ș SKU-level margin transparency
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For regional grocers, even a one-point 
improvement in inventory accuracy can 
materially reduce shrink and lost sales.

POS MODERNIZATION: REVENUE PROTECTION 
IN REAL TIME

Point-of-sale systems remain one of the most 
underestimated revenue protection levers in 
grocery.

Every system slowdown at checkout directly 
affects throughput. Every outage translates 
into lost sales and customer frustration. Every 
misapplied promotion erodes margin.

APPLIED ARTIFICIAL INTELLIGENCE WITH 
MEASURABLE ROI

Artificial intelligence must be applied selectively 
and with financial clarity.

The highest-return AI use cases in grocery are 
operational, not experimental.

	ș Demand forecasting: AI-enhanced forecasting 
reduces overstocks and out-of-stocks, 
particularly in fresh categories. Improved 
forecasting accuracy reduces shrink while 
increasing on-shelf availability.

	ș Shrink analytics: Machine learning models 
identify abnormal loss patterns in fresh 
departments, track waste drivers, and 
correlate shrink with handling practices, 
weather patterns, or promotional intensity.

	ș Substitution optimization: Intelligent 
substitution algorithms improve order 
satisfaction and reduce refund rates, directly 
protecting margin in digital fulfillment.

	ș Workforce optimization: AI-driven labor 
scheduling aligns staffing with traffic patterns 
and promotional calendars. Even small 
improvements in labor efficiency translate into 
meaningful EBITDA impact in a labor-intensive 
model.

	ș Dynamic replenishment: Predictive models 
embedded in replenishment logic improve 
turns and reduce working capital.

Reducing fresh shrink by one to two percentage 
points often produces greater financial impact 
than adding millions in digital revenue with 
negative contribution margins.

In grocery, operational AI creates margin 
expansion before revenue expansion.

OBSERVABILITY AND OPERATIONAL 
RESILIENCE

As systems become interconnected, 
observability becomes mission-critical.

Retail environments now depend on ERP 
platforms, POS systems, loyalty engines, mobile 
apps, integration layers, payment processors, 
and third-party marketplaces. A failure in one 
node can cascade across the ecosystem.

Modern POS environments must deliver:

	ș High availability and uptime

	ș Real-time price and promotion 
synchronization

	ș Seamless loyalty integration

	ș Fast transaction processing

	ș Centralized patch and release management

In high-volume grocery stores, reducing 
checkout friction by seconds per transaction 
scales into measurable revenue retention.

Stability at the edge of the business often 
delivers more financial impact than launching 
new digital features.

Proactive observability enables:

	ș Real-time monitoring of transactions and 
application performance

	ș Early detection of latency or integration 
failures

	ș Infrastructure health analytics

	ș Automated incident response workflows

	ș Root cause analysis before customer impact

Instead of reacting to outages after revenue 
loss, regional grocers can shift toward predictive 
operational stability.
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DATA AS A COMMERCIAL LEVER

Beyond operations, a unified data architecture 
drives better commercial decisions.

MANAGED EXECUTION AND CONTINUOUS 
OPTIMIZATION

Technology transformation is not a one-time 
implementation. It requires disciplined execution, 
governance, and continuous improvement.

Critical components include:

	ș Release management frameworks

	ș Performance monitoring dashboards

THE STRATEGIC IMPERATIVE

For regional grocery, technology must protect 
and expand margins before it attempts to create 
new channels.A reliable ERP foundation, stable 
POS environment, proactive observability, 
applied AI in core operations, and integrated 
commercial analytics form an architecture 
aligned with the economics of the business.

Innovation layered on an unstable foundation 
amplifies inefficiency.

Innovation layered on operational discipline 
amplifies profitability.

Foundation before innovation. Stability before 
expansion. Margin before ambition.

	ș SKU-level profitability analysis

	ș Price elasticity modeling

	ș Promotion ROI tracking

	ș Private label performance analysis

	ș Supplier rebate optimization

	ș Category contribution transparency

With integrated data pipelines and analytics 
layers, regional grocers gain negotiation 
leverage with suppliers and improve trade 
funding strategies.

This level of data maturity directly supports 
category optimization and margin expansion.

	ș Testing automation

	ș Incident response playbooks

	ș Cybersecurity hardening

	ș Cloud cost optimization

Without operational rigor, technology 
environments drift into instability and cost 
inefficiency.

Regional grocers benefit most from lean, high-
discipline operating models that focus on 
availability, efficiency, and cost control.

One of the most overlooked profit levers in grocery is category management.

Optimizing assortments, eliminating low-velocity SKUs, strengthening private label, and renegotiating trade terms 
can add multiple points of gross margin without major capital expenditure.

Technology enhances visibility into SKU contribution, promotional effectiveness, and price elasticity. Data-driven 
assortment decisions frequently unlock more value than digital channel expansion.

A two-point improvement in gross margin through commercial optimization can materially transform earnings 
performance.

Improving what you sell is often more powerful than changing how you sell it.

Category Management and Commercial Discipline
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Conclusion

Sources

For regional grocers, digital success is not defined by online sales share. It is defined by economic resilience.

Home delivery without structural advantage creates margin pressure. Sustainable growth comes from reinforcing 
store excellence, improving operational precision, modernizing foundational systems, and exercising disciplined 
commercial management.

Technology should amplify competitive advantage, not erode it.

The winning regional model is not more online. It is stronger stores, higher margins, smarter operations, and 
disciplined investment decisions.

In grocery, the only digital strategy that wins is the one that demonstrably improves sustainable profitability.

https://www.fmi.org/our-research/research-reports/food-retailing-industry-speaks

https://www.fmi.org/our-research/research-reports/food-retailing-industry-speaks

https://www.mwpvl.com/html/online_grocery_order_fulfillment_cost_comparison.html

https://www.foodstorm.com/blog/grocery-perimeter-department-roi

Digital transformation fails most often due to capital 
misallocation, not technology limitations.

Every initiative should be evaluated against clear 
financial outcomes: margin expansion, labor 
productivity improvement, shrink reduction, or return 
on invested capital.

Digital projects must compete for capital alongside 
store remodels, refrigeration upgrades, and 
assortment investments. If a program cannot 

demonstrate measurable economic contribution, it 
should not proceed.

Leadership alignment across the CFO, COO, and CIO 
ensures that digital strategy remains grounded in 
profitability rather than vanity metrics.

Digital strategy is capital strategy. Measure it 
accordingly.

Governance and Capital Allocation


