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Record inflation is leading to more
people struggling to pay their

bills, and grocery stores are the
largest line item on the household
budget that consumers can take
immediate action to change.

As a result, retailers who are best
positioned to save customers
money are increasing visits faster
and building stronger emotional
connections with shoppers during
inflationary times.

To identify which retailers are
winning during inflationary times
and why, we surveyed ~18,000
grocery shoppers in two waves of
research, one in October 2021 and
one in June 2022. We gathered
perceptions on the 70 largest
grocery retailers and modeled
their responses against Placer.ai
foot traffic and Similarweb web
traffic to see which preference
drivers had more impact on traffic
growth and emotional connection
with retailers.

Some retailers who are well-
positioned for the long term,
such as regional players Market
Basket and Winco, and national
discounter Aldi, are also well-
positioned for inflation. These
retailers claim the top three spots
in our inflationary times rankings.

Executive Summary

Several retailers with a highly
vulnerable proposition for the long
term due to quality weaknesses,
such as Dollar General, Grocery
Outlet and Save-a-Lot, are also
ranked in the top quartile for the
strength of their inflationary times
customer value proposition, since
they are among market leaders in
saving customers money.

Shoppers are, at least temporarily,
willing to trade down on quality

to make ends meet. For driving
retailer results during inflationary
times, saving customers money is
5x more important than delivering
high quality. For driving long term
results, saving customers money
is only 1.5x more important than
delivering high quality.

Inflationary times are a big
headwind for premium specialty
retailers, such as Sprouts,
Wegmans, and The Fresh Market,
and regional grocers with a
quality-first position, such as
Publix and Harris Teeter. These
retailers are behind the market in
year-over-year visit growth during
2022.

Retailers can save customers
money using a variety of levers:
base prices, mass promotions and
communications, personalized
promotions, and loyalty programs,
and a great private brand offering.
Base price is by far the most
effective lever, accounting for
about 50% of “retailer saves me
money" perception. The rest,
when all carefully and expertly
executed in concert, will drive

the other 50%. This means that
retailers who are market leaders
in base prices, such as Aldi and
Market Basket, are going to have
an easier time during inflation.
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Retailers who are not market
leaders in base prices but are
best-in-class at orchestrating the
entire mix of levers fall short of
attaining leading results during
inflation, but they can get above
average results. Kroger, Food Lion,
BJ’s Wholesale, Weis Market and
Shop Rite are examples of “Lead
Conductors” who are not market
leaders in price, but are better
than the rest at conducting the
mix of “Save Me Money" levers.

Lead Conductors keep base price
perception close to base price
market leaders, and they edge
base price leaders on saving
customers money with private
brand and mass promotions. They
clearly differentiate themselves
on making promotions more
personalized and relevant,

with a loyalty program that

saves customers money. Most
importantly, they outperform base
price market leaders on driving
awareness of messaging that
supports these price savings
efforts.

Retailers who are not base price
leaders, can reduce the gap in
price perception to Walmart by
six percentage points by following
best practice coordination of
base prices, mass promotions
and messaging, personalized
offers and loyalty, and private
brand. Over the long-run, this gap
reduction in perception is worth
an additional three points in 5-year
annual compounded annual sales
growth. This means that a $5B
retailer who follows best practices
today realizes ~3160M more

in revenue per year, compared

to retailers not following best
practices.

There are best practices for each
lever of saving customers money,
as well as best practices for
carefully orchestrating them all
together. Many of these rely on
the ability to leverage customer
data, align organizational
stakeholders towards the same
goals, and tightly coordinating
execution across functions over
time. Details on all these best
practices are included in this
report.
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Context

“Extremely stressful.” “Really scary.
“Frustrating.” “Greed and madness.”

n it

‘Asinine.”

We spoke to 18,000 grocery shoppers during the last year!, while inflation

raged at 40-year highs, and shoppers replied with rage to match. Americans are
struggling and changing behaviors to cope, and the grocery sector is once again
the main stage on which these changes are playing out.

Since November of 2021, inflation has surpassed rates not seen since the

period from 1964 — 1982, referred to as “The Great Inflation,” an event prominent
economists called “the greatest failure of American macroeconomic policy in the
postwar period.”” Despite that, for much of 2022, unemployment has remained
near the lowest point seen in decades®, most Americans (approximately two out
of every three) are living paycheck-to-paycheck as they contend with double-digit
increases in household bills*.

“Price inflation has affected me and my family
tremendously. Every time we go to the grocery store
now you look at prices and cannot believe how high
they went. Not only that, the grocery store that we
usually go to in our neighborhood ran out of many
things that we usually buy. Before price inflation
they've never ran out of these items. So now when
we go to the grocery store, we make sure we budget
tremendously. We will buy the lowest price possible
so we can buy more things.” -Family of three,
household income of $50k - S100k per year per year

)
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https://www.pymnts.com/wp-content/uploads/2022/04/PYMNTS-The-New-Reality-Check-May-2022.pdf
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“The price of food right now is asinine. I know it's not the
retailers’ fault and there’s really not much they can do about
it; but my grocery bill has basically doubled in the last year
and I'm not getting what I used to. The availability of items
has also been impacted and the staff is doing their absolute
best, but they're in such a terrible situation between customer
demands and what they're able to keep in stock. I really hope
this situation improves very soon. I have had quite enough

of COVID and Vladimir Putin messing up my food budget.”
-Family of five, household income greater than $100k per year

We heard thousands of these stories, and they reflect some uncomfortable
truths grocery retailers will need to contend with for this year and possibly years
to come:

This period of heightened inflation may run at least through Q2 2023, since
it is due to structural, global macroeconomic issues such as: the war in
Ukraine and its impact on global food and energy supplies, the smoothing
out of the supply/demand imbalance created by Covid and the shutdown of
parts of the global supply chain, climate change and its continued disruption
of previously more predictable and dependable food sources.

Trouble balancing the household budget isn't limited to people of below

average income. Four out of five households with an annual income less
than S50k are living paycheck to paycheck, but so do half of households
making $100k a year or more?.

The grocery bill is the largest line item on the household budget where
customers can relatively easily cut back on spending; only housing,
transportation, insurance, and healthcare® are higher overall expenditures.
Customers will search for savings in grocery in a variety of ways, from
shopping lower priced stores to buying more on promotion, to skipping
meals. During the Great Recession of the late 2000s, an additional 5%

of American households struggled to put enough food on the table. In
today's numbers, that would translate to an additional 6.5 million hungry
households’. As a result, retailers whose customer value proposition
screams ‘I save you money” are winning visits, even if their product or
experience quality is relatively poor. Now more than ever, customers are
looking for ways to save money on groceries, even if they have to trade-off
on quality.

For a more complete look at the economic context for grocery, visit our “Eyes
on the Economy” article in this issue of The dunnhumby Quarterly.

Amid this tense backdrop, we set out to answer the critical question: which
grocery retailers are best positioned to win during these inflationary times?

This report contains answers to that question, and, perhaps most importantly,
provides guidance on what retailers can do over the next 18 months to retain and
deepen relationships with their struggling customers.


https://www.pymnts.com/wp-content/uploads/2022/04/PYMNTS-The-New-Reality-Check-May-2022.pdf
https://www.fool.com/the-ascent/research/average-monthly-expenses/
https://www.ers.usda.gov/amber-waves/2009/december/food-insecurity-up-in-recessionary-times/
https://www.ers.usda.gov/amber-waves/2009/december/food-insecurity-up-in-recessionary-times/
https://www.ers.usda.gov/amber-waves/2009/december/food-insecurity-up-in-recessionary-times/
https://www.ers.usda.gov/amber-waves/2009/december/food-insecurity-up-in-recessionary-times/
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The Inflation RPI Model:
What is It?

To arrive at our results, we conducted The emotional connection measure is
two online surveys, one in October a proxy for how much retailers have
20217 just as inflation was beginning demonstrated they are leaning in to
to heat up, and a second survey help customers during heightened

in May/June of 2022. In total, we budget pressures. We can expect
surveyed 18,000 grocery shoppers. retailers scoring well on this measure
Each shopper gave their perception to build up goodwill with shoppers

of retailer performance on up to that could carry over to longer-term
three stores where they have bought stickiness.

groceries in the past four weeks.
They were asked questions on five
preference drivers dimensions: Save
Me Money, Save Me Time, Make it
Better, Make it Seamless, Make it
Dependable (details on how each
driver is defined can be found below).
We modeled how differences in those
perceptions impacted foot traffic

and web traffic growth during 2022,
as well as emotional connections
with shoppers. Our foot traffic was
sourced from Placer.ai®, an industry
leader in location analytics, and our
web traffic was sourced from global
digital analytics provider, Similarweb?®.
In the end, we collected data on 69
of the largest US retailers across
conventional grocery, mass, club,
specialty, discounter, drug, and dollar
channels. Our emotional connection
measure was gathered in the survey
mentioned above.

The results of the model tell us:

Which preference drivers have the
biggest impact in driving retailer
inflation era outcomes?

Which retailers have the strongest
customer value proposition for
better inflation era outcomes?

Or, in other words, which retailers
are performing strongest on the
preference drivers that matter
most during inflationary times?


https://www.placer.ai/
https://www.similarweb.com/
https://www.similarweb.com/
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Inflation RPI Model

Customer Perceptions: Retailer Outcomes:

Preference Drivers

Retailer tries hard to
keep prices down for

Save me money me when inflation
is happening in the
Save me time EMOTIONAL economy
CONNECTION

Make it better ’ +

RETAILER Inflation Era Year-Over-
Make it seamless PERFORMANCE Year Growth

. Brick and mortar
. AN visits, Period of
Make i ndabl C '
ake it dependable @E Feb — Aug (2022 v
2021)

Web visits, Period
of Feb - Aug
(2022 v 2021)

O@OE®

Preference Driver Definitions

Preference Drivers Levers within Driver

Save me money - Base prices
Mass promotions
Personalized promotions and loyalty
Private brand and bulk packs

Save me time - Speed to shop the store
Speed to checkout
Location

Make it better +  Product quality

Better-for-you/natural and organic offering
Customer service
Store cleanliness/ambiance

Make it seamless +  Online shopping
Shopping app
Tech that makes shopping experience better

Make it dependable - Out of stocks
. Prices are accurate/consistent
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Which Preference
Drivers Matter the Most
During Inflationary

Times?

It is no surprise that our Inflation RPI model found that Save Me Money was by
far the biggest customer preference driver, 5x more important than the next
most important, Save Me Time and Make It Better. Make It Seamless and Make It
Dependable have virtually no association with retailer outcomes in this model.

What Drives Retailer Outcomes During Inflationary Times?

Bigger Impact
on Outcomes

Save Me Save Me
Money Time

@ ©

What does it mean to have a bigger
association with retailer outcomes?
Simply put, an association means as
one number goes up, so does another.
Retailers with competitive advantages
in Save Me Money outperform the
market in visit growth and emotional
connection during inflationary times,
while retailers with a competitive
disadvantage underperform the
market.

For example, a retailer such as Aldi,
who has one of the best perception
scores for Save Me Money, had near
industry leading year-over-year foot
traffic growth, YTD for 2022, of +11.0%
and web traffic growth of +8.5%.
Wegmans, on the other hand, declined

No impact
during
inflationary
times

Make It Make It Make It
Better Seamless Dependable

® ® ©

in foot traffic by -6.4% and web traffic
by -29.0%. For reference, the total US
grocery market saw foot traffic decline
-0.2% and web traffic decline -11.2%.
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Save Me Money's Relationship with Retailer Outcomes
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The association between Save Me Money and retailer outcomes is clear. On the
other hand, Make It Dependable, has little-to-no association with inflationary era
results. In fact, the association has a slight negative (but non-significant) one
with inflationary era results. In other words, retailers who have a competitive
disadvantage in Make It Dependable are just as likely to have strong outcomes
as retailers with a clear competitive advantage. That is why a retailer like Grocery
Outlet, who is near the bottom of the market on Make It Dependable, can achieve
foot traffic growth equal to Aldi during inflationary times (+10.3%) and above
average web traffic growth rates (-1.4% versus the industry average of -11.2%).
Translation: customers are willing to shop retailers with poor out of stock rates
if those retailers can save them money.
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Make It Seamless is similar to Make
It Dependable. During inflationary
times, retailers with a poor offering

in eCommerce can have results

as strong as retailers with big
competitive advantages in digital
capabilities. The fact that the total
US grocery market saw a-11.2%
decline in web traffic during the
same time it saw foot traffic decline
only -0.2% reflects grocery shoppers
shifting priorities toward money-
saving solutions and away from

the convenience-at-a-cost that
eCommerce often provides. Amazon,
typically ranked 1st in the strength of
its long term value proposition in our
annual RPI study, has seen web traffic
decline -6.5% this year, slower than
the average brick and mortar grocery
retailer. While a competitive advantage
in eCommerce provides wind in

the sails for the long term, during
inflationary times that wind dies.

Make It Better and Save Me Time are
the other pillars to show a positive
association with retailer outcomes
during inflationary times, but their
impact is dwarfed by the impact

of Save Me Money. Translation:
customers are much more likely

to trade-off on benefits of better
product quality and time savings

to save money, during inflationary
times. Of note, Save Me Time edges
Make It Better for 2nd place. Club
retailers such as Costco, Sam’s Club,
BJs Wholesale, market outliers in
saving customers time, are also
underperforming the market in
year-over-year visit growth in 2022.
According to Placer.ai, the club
channel declined -1.9% in the first half
of 2022 compared to the first half of
2021, slower than any other channel.
This is notable because the club
channel tends to be well-positioned
for success over the long term;
inflationary times have taken some
of the wind out of the club channels
sales.
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Examining the differences between what drives retailer outcomes over the

long term versus a period of inflation underscores just how much customers

are shifting their priorities to meet the strain inflation puts on their household
budgets. Our annual, long-term Grocery RPI report, a separate report we publish,
takes a similar modeling approach to answering the question “who's winning and
why.” However, it does so with a more long term perspective, including retailer
outcomes, such as 5-year sales compounded annual growth rate and total
market share (click here for more information on our annual RPI report). Over the
long run, Save Me Money is still the most important driver of retailer outcomes;
however, it is only 1.5x more important than the second strongest driver of long
term success, Make It Better. During inflationary times, Save Me Money is 5x
more important than Make It Better.

What Drives Retailer Outcomes During Inflationary Times?
M Long-term performance M Inflation era success

“Saves Me Money" much more important
during inflation than during the long-run

R b 1 1|

Save Me Save Me Make It Make It Make It
Money Time Better Seamless Dependable

@ © 6 ®

What is at stake?

Retailers who excel at saving customers money have customer value
propositions that are best- positioned to win during inflation. Our Inflation RPI
score is a measure of this inflation-ready customer value proposition. When we
rank each of the 69 retailers in our study on the strength of their inflation-ready
value proposition and compare results by ranking quartile, the story is clear.

A stronger inflation-ready customer value proposition — measured
by our Inflation RPI Score — earns retailers better outcomes

M 1t Quartile 3 Quartile
M 2 Quartile 4t Quartile
Year-Over-Year Visit Growth, All Channels: Year-Over-Year Brick and Mortar Visit Growth:
Total Visits During Feb - August Total Visits During Feb - August
4.7% 1.0 -3.2% -4.6% 4i“ 1.0 3.1% “4.0%
. f— -
Year-Over-Year Web Visit Growth: % Agree “Retailer tries hard to keep prices
Total Visits During Feb - August from increasing in their store”

53%
47%

0.4%  -33%  48%  -12.5% 2 38%
| I


https://www.dunnhumby.com/resources/reports/customer-first/en/5th-annual-us-retailer-preference-index/
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Who are the winners?

The retailers who are best-positioned to gain visits and strengthen emotional
connection with shoppers during inflation are a mix of discounters and
conventional grocers who excel at saving customers money.

1st Quartile: Rankings 1st -
17th, out of 69 retailers

1  Market Basket
2 ALDI

3 WinCo

4  Grocery Outlet
5 SaveA Lot

6 Lidl

7 Dollar General
8 Food 4 Less/ Foods Co
9 Family Dollar
10 Commissary
11 Price Rite

12 H-E-B

13 Fareway

14 Costco

Walmart Neighborhood

15 Market

16 Walmart

17 Trader Joe's
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“Save Me Money” Preference Driver Scores, by Inflation Quartile

B 15t Quartile 3rd Quartile
B 2 Quartile M 4% Quartile

Perception is
Better Than
Mkt Avg

Perception is
Worse Than
Mkt Avg

Market Basket — a 90-store, traditional
grocery chain in New England -

leads all retailers in our Inflation

RPI rankings, ahead of household
discounters Aldi, Dollar General and
Walmart. They do so by also ranking
Tstin the US in the all-important Save
Me Money pillar. Within the Save Me
Money pillar, there are many levers a
retailer can pull, from base prices, to
promotions, to private brand; Market
Basket is the only retailer who is top
five in both base price perception

and mass promotions perceptions
(see later sections on Save Me Money
pillars and best practices for more

details), which more than offsets

its lower performance in Save Me
Time. On the opposite end of the
quality-price spectrum is premium
retailer Publix, who is ranked in the
4th Quartile of our Inflation RPI. Publix
is a market leader in Save Me Time,
Make it Better and Make it Dependable.
Despite a value proposition that
customers value on a long term
horizon, the depth of its vulnerability
on Save Me Money is a big liability
during inflation and is the driver of its
fourth Quartile ranking.
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B Market Basket Walmart B Publix

B Aldi I Dollar General
Perception Perception
is below US is above US
retailer avg retailer avg
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Market laggards Market Average Market leaders Top 5
Save Me Money
Save Me Time
Make It Better
Make It Seamless
Make It Dependable

Market Basket also benefits from hav-
ing the most defensible competitive
position for inflationary times, due to
low cross shop with competitors who
have strong inflation customer value
propositions. Three of Market Basket's
top five competitors rank in the
bottom two quartiles of the Inflation
RPI, and only 43% of its customers
cross-shop Walmart, lower than the
55% for the average Walmart compet-
itor. Additionally, dollar chains and Aldi
are scarcer in New England; only 8% of
Market Basket customers cross-shop
Dollar General, versus 20% for the
average Dollar General competitor.

On the other hand, discounters such
as Save-A-Lot, Lidl, Family Dollar,

and Dollar General are vulnerable

due to much higher cross-shop with
each other and other inflation-ready
retailers such as Walmart. For exam-
ple, 81% of Dollar General shoppers
cross-shop Walmart, and 38% cross-
shop Family Dollar. Retailers must
assess their customer perceptions
relative to their most cross-shopped
competition, not merely benchmark
to their own internal performance, to
understand what their strengths and
weaknesses are for inflationary times
and the long term. For Market Basket,
inflationary times should be good for
market share.
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Inflationary Times Competitive Position:
Cross-Shop with Inflation-Ready Retailers versus
Retailer’s Inflation Customer Value Proposition Score

Bl 15t Quartile 3 Quartile
| 27 Quartile 4% Quartile

Stronger Proposition,
More Competition

Stronger Proposition,
Less Competition

Market Basket

[ J
® ALDI
o, .
Win Co @ Grocery outlet
[ J .
Save A Lot ) Lidl  Dollar General
Family Dollar ® o °
[ @ Commisary
e Eggg é(l)_ess/ .H'E'B. Fareway Costco Wholesale
Price Rite ® Walmart _Neighborhood Market ®
®waimart Trader Joe's
[ J Y °
(1] °
[ J
(1) e o O d )
® °

Weaker Proposition,
More Competition

A full list of 2nd - 4th Quartile retailers
is not released publicly. If you are
interested in learning who these

are or are interested in customized
deep dives into each dimension of a
specific retailer's performance, please
contact dunnhumby. The majority

of retailers in the 4th Quartile are a
mix of specialty, conventional, and
regional stores. These retailers have a
competitive advantage and reputation
for high quality perishables and
prepared foods. This can be a strong
position for the long term, provided
these retailers are also minimizing
competitive disadvantage in prices.

A look at how positioning of retailers
is different for the long term versus
inflationary times reveals just how
much a context shift in the market
presents a reversal of fortune for
certain retailers. The dramatic
differences in rankings between

Weaker Proposition,
Less Competition

inflation and standard RPI results
uncovers a critical contextual shift for
customers. For example, Wegmans,
Sprouts, Fresh Market, Fresh Thyme,
Big Y Foods and Publix lag the market
in Save Me Money perceptions, and
are consequently lesser positioned

for inflationary times. However, they
are able to parlay their differentiated
Make It Better positioning into superior
long term growth and emotional
connections. Failure to meet
customers where they are during
inflation may not only lead to loss of
market share in the near term, but also
could create cracks in the strong long
term emotional connection that they
have built with their shoppers.
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Inflation RPI Quartiles
Save Me Money versus Make It Better Retailer Position Map

M 1t Quartile 2"dand 3 Quartile M 4" Quartile
Having the best quality perceptions isn’t enough to carry you
Bette_r through inflationary times; it’s all about price perception
Perception
® -(l)gmamf
8 -
SPROUTS o
Publixg " quEmy
G- .
[ J
[ °
» [ J [
. e
I\gake It Better F 3 ® . .
erceptions q N
© GROCERYOUTLET
% Even retailers with the geln et
poorest quality perceptions i sa&&
in the market can win
Yvith t?ustomfers during FAMILY® DOLL
inflationary times °
© DOLLAR GENERAL
Worse
Perception
Worse Save Me Money Better
Perception Perceptions Perception
Long-Term RPI Quartiles
Save Me Money versus Make It Better Retailer Position Map
B 1t Quartile 2"dand 3 Quartile M 4" Quartile
Excelling at quality can be a viable strategy for the long-term,
Bette_r but you have to really standout
Perception
) ° {l)gmamf
8 -
SPROUTS
Publixe " qummmy
e :
[} ° ¢ [ ]
® { 1]
{ ] ° .
Make It Better %e° . °
i [ J
Perceptions ° s °® ® o °
® GROCERYOUTLET
Requiring too big of a trade- el e
off on quality perception L sa&&
seriously limits long-term
potentigl, no matter how FAMILY® DOLIAR
good prices are °
© DOLLAR GENERAL
Worse
Perception
Worse Save Me Money Better
Perception Perceptions Perception

How can they effectively meet customers where they are? The customer has

the answer. Before we get to it, let’s first better understand what Save Me Money

really means to them.
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What Drives Saves Me
Money Perceptions?

Through an analysis of the

Inflation RPI data, as well as from
our experience conducting Price
Perception Strategy projects for
clients over the years, we know that
~50% of Save Me Money perception
is driven by base prices, while

the remaining half is driven by a
collection of complementary levers
working in concert: mass promotions,
personalized promotions, private
brand, bulk pack sizes, advertising
and messaging, experience and
product cues. The last of those
complementary levers — experience/
product cues — carries the potential

to be a drag on price perception.

For example, premium touches to
signage, flooring or lighting and a
heavy presence in organic products
can be perceived to be, in the words of
one customer, “a green light to charge
higher prices.” So, especially during
inflationary times, retailers need to

be conscious of this and limit or
downplay these cues.

All other complementary levers, when
carefully orchestrated together and
with the right base prices on the right
items, can lead to market-leading
price perception.

How The Grocery Shopper Develops Price Perception

Private Brand

Advertising and

product Cues

Mass promotions /\ Base Prices
Personalized promotions /ﬁﬁ
Bulk pack sizes / :

messaging ¢ ¢
Experience \

A base price focus may be even more prudent than usual during inflationary
times. Between 2021 and 2022, satisfaction with grocery retailer base prices
declined 500 basis points, more so than promotion, personalization, or private
brand satisfaction, while quality perception held steady indicating shoppers are
placing greater scrutiny on base prices than ever.
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Trends in customer satisfaction with US Grocery Retailers
(% Agree, average across all retailers)

— Base Prices — Private Brand — Promotions = — Loyalty/Rewards
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As a general rule, the stronger your
base price position, the less you have
to lean on those other levers. The
weaker your base price position, the
more you have to lean on those other
levers. However, that last statement
comes with a caveat. If your base
price perception is too far behind the
competition, no matter how hard you
lean on the complementary levers,
overall Save Me Money perception will
continue to languish.

Typically, retailers who lean harder on
base price and less on those other
levers tend to outperform; for exam-
ple, base price market leaders such as
Aldi, Lidl, and Market Basket, tend to
have the most 2022 momentum and
the best 5 YR Sales CAGR.

The second most effective approach
to inflationary times momentum is
carefully coordinating leadership on
other Save Me Money levers while
genuinely committing to minimizing
base price perception gaps. Retailers
such as Giant Foods, BJs Wholesale,
Kroger and Weis are Lead Conductors
of this complex orchestra of levers.
While this approach is clearly less
effective than the Base Price Leader
approach during inflationary times,
there is good news for these and all
retailers who can't win on base price:

2021 2022

the 5 YR Sales CAGR for retailers who
are best-in-class at orchestrating all
Save Me Money levers is comparable
to base price leaders.

Any other approach that doesn't result
in a best-in-class position on base
price or a best-in-class position on
orchestrating the entire mix of levers
will deliver comparatively poorer
results.
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Results by Retailer Save Me Money Approaches

Retailer Save Me Money Base Price
Cohorts Leaders
> Base Price
Market
Leaders
2022 YTD Visit Growth +4.6%

% Agree “Retailer trying hard | 53%
to keep prices down for me
during economic inflation”

5 YR Sales CAGR +5.0%
Example Retailers

el et =
(their data will not exactly ALDI
match cohort averages) MARKET BASKET

GROCERYOUTLET
WinCo
FOODS

Perceived Total Basket Price | 8% less
Gap to Walmart

Many retailers try to be Lead
Conductors, but they likely have ended
up in one of the following pitfalls:
They haven't leveraged enough data
science to point them to the right
products to invest in or competitors
to benchmark against, or they hav-
en't coordinated execution across
organizational functions well enough.
Another common pitfall is taking half
measures in investment, or scaling
back on investment too soon. These
aspiring Lead Conductors, which we
are referring to as Understudies in this
report, are giving up both near term
and long term growth, and their price
perception gaps to their most cross-
shopped competitor, Walmart, are six
points higher than Lead Conductors.

It shouldn't come as a surprise, then,
that all Lead Conductors are also in
the 2nd Quartile in the Inflation RPI
Ranking, while all Understudies are
in the 3rd or 4th Quartile. The full list

Lead
Conductors

Coordinating
Leadership in
Other Price
Levers with
Committed
Base Price
Execution

-0.5%
47%

+4.7%

GIANT

BJs f=
weis

2% more

Understudies

Working to
Minimize Base
Price Gaps,
Following in
Other Price
Levers

-2.3%

43%

+1.9%

ingles
VONS

Brookshire's
Stopg&Shop'

ACME

8% more

Base Price
Laggards

Base Price
Market
Laggards,

Following in
Other Price
Levers

-4.3%

40%

+3.4%

Publix
Wegmans
Walgreerns
L FRESH THI

Harris Teeter
b ot P Py

10% more

of Lead Conductors is below. The
specific levers they pulled and best
practice for orchestrating levers will be
discussed further in the next section.

Lead Conductors

Coordinating Leadership in Other Price
Levers with Committed Base Price

Execution

ShopRite

BJ's Wholesale

Fry's Food Stores

Weis

Food City (KVAT)

King Soopers

Kroger

The Giant Company

Food Lion
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What Does Good
Look Like?

Orchestrating the Mix of Base Price, Promotions,
Communications, Private Brand

As we mentioned previously, Lead Conductors get credit from customers for
being good enough on base prices while excelling at a mix of other Save Me
Money levers.

What does “good enough on base prices” look like? What is the benchmark

to strive for if you're not going to be a market leader on base prices? Lead
Conductors and Understudies give up 20 points in customer perception on base
price perception to market leaders. They get about half of their customers to
agree base prices are already low, without discounts. On the other hand, Base
Price Laggards are giving up too much ground on base price perception (~35
points). It is important for retailers to understand where they fall on this bench-
mark, given its association with financial success and emotional connection with
shoppers.

Already low prices, without discounts (% Agree)
Base Price Leaders | " 73%
Lead Conductors | 53%
Understudies [N 49%

Base Price Laggards [ 37%

Where Lead Conductors demonstrate the biggest advantage over both Base
Price Leaders and Understudies are in relevant promotions and loyalty. Being
best-in-class in personalization is critical if you're not a market leader in base

price.
Promotions on items | regularly buy Has a loyalty program that saves money
(% Agree) (% Agree)
Base Price Leaders [N 49% Base Price Leaders [IIIIIN 38%
Lead Conductors [ 69% Lead Conductors I 71%
Understudies [N 59% Understudies [N 57%
Base Price Laggards [N 55% Base Price Laggards [N 56%
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While Lead Conductors also possess an edge in mass promotions, Base Price
Leaders are not far behind. A takeaway from these data points in mass pro-
motions is that Base Price Leaders do in fact rely on mass promotions to drive
price perception and are not solely relying on everyday low prices (EDLP), so
differentiating on mass promotions will be a challenge for Lead Conductors and
Understudies.

Has a lot of items on sale (% Agree) Discounts are big enough (% Agree)
Base Price Leaders [N 65% Base Price Leaders MMM 66%
Lead Conductors | 74% Lead Conductors | 69%
Understudies N 65% Understudies NMMINNNN 58%

Base Price Laggards [N 61% Base Price Laggards [N 54%

Importantly, Lead Conductors reinforce their efforts to save customers money by
talking about it and having high advertising and communications awareness. It is
important for retailers to support price and promotions execution with sustained
marketing. We have observed one retailer who supported significant price invest-
ment for six to 12 months, then scaled back on marketing support, believing the
hard work was done. Customer perception gains immediately began to slip. The
lesson here is that, if you are not a Base Price Leader, you need to continually tell
the story of your efforts to save customers money.

Talks a lot about having low prices (% Agree)

Base Price Leaders [N 64%
Lead Conductors " 70%
Understudies [ 60%

Base Price Laggards [N 53%

Finally, Lead Conductors’ private brand rivals Base Price Leaders in their ability to
save customers money.

Private Brand Saves Me Money (% Agree)

Base Price Leaders [N /1%
Lead Conductors  [—— 73%
Understudies NN 63%

Base Price Laggards | 59%
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How Do | Get There?

Winning on Orchestrating Base Price, Promotions,
Communications and Private Brand

Base Price

1. Know the best: A caveat, before we reveal a longer list of base price leaders:
it is important to remember to first look inwardly, at your own customers,
to understand which products are most important to them to get prices
right. Once that is done, only then should you look outwardly to figure out
which competitors to benchmark to. See later sections to learn about best
practices in identifying the right products to price right for your customers.
Now, back to a discussion about who you might want to benchmark to. While
this is an important consideration, it is also critical to choose a benchmark
that is also a market leader in base price perception. If you do not, you
may be benchmarking to a competitor who is not following best practices
when setting their own base prices (i.e., you are handcuffing yourself to a
loser). Below is a cheat sheet on who the best are in base price perception.
However, this is just a starting point of candidates to benchmark against,
and it is unlikely one or two competitors will be a one-size-fits-all situation
for all your stores. Instead, you may need to divide up your stores into price
zones, according to the unique needs of customers in each store location
and the retailers they cross-shop.

Base Price Leaders to Consider | % Agree “Already low base
Benchmarking Against prices w/o discounts

“All Stars” - Top 5 in the US

ALDI 85%
Market Basket 81%
Grocery Outlet 78%
WinCo 78%
Lidl 76%

Honorable Mention

Food 4 Less / Foods Co 75%
Price Rite 75%
Costco 72%
Walmart 70%
H-E-B 69%
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2. Employ Best Practice:

a.

Invest in lower base prices on the right products: Identifying the products
that are most important to your most price sensitive customers is critical.
This is where Lead Conductors’ advantage in a superior loyalty program, and
the customer data that flows from it, becomes a critical asset for building
competitive advantage. Consider Market Basket, with its limited ~90 store
scale, for whom four of their top flve most cross-shopped competition
include the much larger Walmart, Aldi, BJs Wholesale and Ahold-backed
Stop & Shop. Market Basket, like many in their position, must ration out its
base price investments to the products and categories where customers rely
on base price the most. In the case of Market Basket, its customers say this
is in fresh meat, personal care/hygiene products and packaged food. Market
Basket customers are unique in the strength of their reliance on low base
prices for meat and personal care/hygiene products, and Market Basket
knows this. For the average US grocery shopper, there are several other
departments ahead of meat and personal care/hygiene products where they
are more reliant on base prices. It is critical that each retailer know not just
which departments but on which products their own customers rely on base
price the most.

Market Basket Shopper Reliance on Base Price for Savings, by Category
Look for low prices, w/o using sales/coupons - (% Agree)

“MORE FOR YOUR DOLLAR"

Fresh Meat I 57%
Personal Care products | 54%
Packaged Food I [48%
Read-to-eat I ] 46%

Fresh Produce I 45%

Baby care products I 4A4%
Alcoholic Beverages T
Frozen Food T [ 39%
Common HH Products B3 38%
Non-alchol Beverages 3 33%

Dairy I 33%
Meat from the deli HEE 3 32%
Frozen foods HET 3 31%
Health care products B | 17%

b. Build Leverage for Negotiating Lower Costs from Suppliers: Retailers

who are not Base Price Leaders often lack the scale to get lower unit

costs. A path to maximizing scale is customer data-led SKU rationalization.
Identifying the minimum number of SKUs to cover a given category’s
customer need states allows you to identify SKUs to delist, giving remaining
SKUs more slots (more volume) on the shelf, potentially leading to lower unit
costs. Customers win too, because they do not have to sort through as many
products to find one that meets their needs. In fact, customer data science
has proven that ~20% of assortment can be delisted without negative
consequences for customers, while also improving sales and profits.
Another alternative negotiating chip to scale includes a strong private brand.
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Mass Promotions and Advertising
1.

The prospect that a retailer will enter a category with its own brand, that has
strong equity with customers, can require a supplier to stay competitive on

the costs to retailers.

Move away from back margin practices: Back margin practices can

unwittingly create costly inefficiencies and higher prices. For example,
slotting fees can lead to SKU proliferation of products that do not appeal
to customers, sometimes because of price or sometimes because of
unnecessary variety, making it more difficult for customers to hunt for
the products they want. We routinely find that retailers are over SKU'd in
products that appeal to less price sensitive shoppers and under SKU'd in
products that appeal to more price sensitive shoppers.

Know the best: Promotions can drive excitement, but not if you are just

relying on what worked last year. It is important to look for inspiration from
other retailers, particularly those - like King Soopers and H-E-B — that do it

best in the US.

Mass Promotions and
Advertising Leaders to
Consider Learning From

“All Stars” - Top 5 in the US
King Soopers

H-E-B

The Giant Company
Fry's Food Stores
Market Basket
Honorable Mention

Lidl

ShopRite

Grocery Outlet

Food 4 Less / Foods Co

Food Lion

Kroger

% Agree “Has
a lot of visible
discounts”

83%
78%
79%
76%

78%

71%
77%
72%
75%

74%
76%

% Agree
“Discounts
save me
enough
money”

77%
70%
69%
71%

73%

74%
73%
70%
64%

68%
69%

% Agree
“Advertises/
talks a lot
about low
prices/great
savings”

76%
76%
76%
77%

69%

75%
67%
74%
77%

72%
67%
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Inspiration does not have to come
from your own backyard or even from
your own country. dunnhumby part-
ners with retailers all over the world,
and we have seen some creative
examples of retailers leaning in during
inflationary times, showing customers
that they understand their pain. For
example, Asda in the UK recently
“dropped and locked” the price of

over 100 products, locking prices on
these items until the end of the year.
This was well publicized, positioned
to customers as “helping them tackle
the cost of living.” In New Zealand,
Foodstuffs is rolling back prices on
110 of their customers’ most shopped
grocery items, to what those prices
averaged early last year. In addition to
improving customer price perception
and visit growth, these promotions will
go a long way toward strengthening
customers’ emotional connection
with retailers who help them weather
inflation.

Selected lines. Subject to availability,
For more details see asda.com/price-locked

Shop Price Locked

e
':!%'l'l_f. AT T LR L LT R A
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2. Employ Best Practice:

a.

Invest in deeper promotions on the right products: As with base price
investment decisions, certain products are more relevant to promote than
others. Identify which products are more responsive to price changes by ana-
lyzing price elasticity of demand and importance of those products to price
sensitive customers. Kroger-owned Fry's Foods, a ~125 store chain based in
Arizona, likely know that its shoppers are most inclined to seek promotions
in fresh produce and meat. Fry’'s shoppers are also unigue from the average
US grocery shopper in its relative lack of reliance on mass promotions for
packaged food. For the average grocery shopper, packaged food is the most
common category in which shoppers look for deals, but for Fry’s customers,
packaged food ranks 9th on the list. As with decisions regarding surgical
base price investment, it's important to know for which products mass
promotions are more important to your particular shopper.

Fry's Shopper Reliance on Mass Promotions for Savings, by Category
Look for temporary sales/discounts - (% Agree)

fru=

Fresh Produce I 69%
Fresh Meat I 68%
Personal Care products S 68%
Frozen Food I 60%
Dairy I 64%

Baby care products I [ 62%
Common HH Products HEE S 000 61%
Non-alchol Beverages B 00 60%
Packaged Food S 3 56%

Alcoholic Beverages B3 55%

Health care products 3 53%

Meat from the deli HE 2 51%

Baby care products I 51%

Read-to-eat T 49%

b. Investin only the best performing promotions: The 70-30 rule applies

here. Typically, when we analyze promotion performance, we find that
~30% of promotions provide little-to-no real sales uplift. Why do retailers
continue these promotions? The common causes are: a blend of no or poor
promotion analytics,or a reliance on ad fees from suppliers, which leads to
an overabundance of promotions that aren't customer first. We have found
that too many irrelevant promotions can erode price perception over time,
making identifying and discontinuing poor performing promotions more
important during inflationary times. In this environment, retailers should
avoid promotions that lead to higher total basket costs, such as multi-buys,in
favor of fewer, simpler promotions, such as percentage discounts or flat
cents-discounts.

Move away from back margin practices: It can be difficult for retailers
to move away from ad fees, since they provide a jolt to the bottom line.
However, we have seen in some retailer partners that eliminating 30% of
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ineffective promotions, using customer data science, leads to a bottom
line savings of ~$150K per week per 100 stores, in costs associated with
executing those promotions in store (e.g. store labor on shelf tags, printing
costs, etc.).

Appropriately balance base price and promotion investment: So far, we
have talked about base price and promotion best practices independently
of each other. However, the most important best practice is to carefully
orchestrate base price and promotion investment, by identifying which
products need to be everyday low price, which need to have respectable
base prices but still need aggressive promotions, and which you can price
higher and promote occasionally (or not at all) to boost overall margins. The
Lead Conductors orchestrate this delicate balance best.

Retailers who aren't base price market leaders are typically not relying
enough on everyday low prices to compete, believing instead that they must
put most of their eggs in the promotion basket to differentiate and drive
excitement. However, we have seen that an ~8% reduction in percent of
sales of product sold on promotions can lead to an overall price perception
improvement of ~500 bps, if the money saved by reducing promotions is
reinvested into better base prices on the most important everyday low-price
items. This 500 bps shift in perception can be enough to move a retailer
from an Understudy to a Lead Conductor, which we know is worth more
visits in the short term and better sales growth over the long run.

Use your customer data to identify how products should be classified:EDLP,
better base prices paired with compelling promotions, or less competitive
prices for margin padding. For example: bananas might be an EDLP item
you want to match Walmart on, while wine can have a high regular price but
frequent promotions, and you can let the floral department sit at high regular
prices without frequent promotion. Why might bananas be an EDLP for you?
The short answer is: because your customer data tells you so. If you were to
ask a customer why one product might need to be an EDLP while one might
need to be hi-lo, they might say: “I need low, everyday prices on products |
use and buy often in fairly predictable amounts, like bananas. Promotions

on these products won't change our consumption, since no one in my house
is going to eat two bananas a day. Because | buy these and use these so
often, I'm aware of the prices at the stores | shop and like knowing I'm saving
a little money every week getting the best prices. On the other hand, | don't
mind that wine is at a higher regular price because | only buy it on promotion,
since it is something | don't use regularly but will buy as a treat for myself.
Evenif | know | won't use it right away, | can store a few bottles for down the
road and they won't spoil like bananas do.”
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Personalized Promotions and Loyalty

1. Know the best: It is widely publicized that loyalty programs have their own
proliferation problem. According to one recent report’®, shoppers belong to
an average of 17 loyalty programs, and even the most mature companies are
adding to this tidal wave of loyalty programs every day''. Standing out from
the crowd with a loyalty program is difficult, but here are the retailers that are
doing best, in the most relevant way possible for inflationary times:

Personalization Leaders to | % Agree % Agree “Has | % of Shoppers
Consider Learning From “Loyalty promotions Who are
program saves | on items | Members of
me money” regularly buy” | Their Loyalty
Pr

“All Stars” - Top 5 in the US

Fry's Food Stores 80% 75% 91%
The Giant Company 76% 72% 80%
Kroger 76% 74% 82%
King Soopers 74% 72% 89%
Food Lion 73% 65% 83%

Honorable Mention

CVS 72% 63% 71%
Schnucks 71% 63% 78%
Giant Eagle 71% 55% 85%
Weis 70% 58% 83%

Kroger banners occupy three of the five all-star positions. Kroger's fuel rewards
are timelier than ever, given spiking gas prices. Their Boost membership program
also allows shoppers to double those fuel points, as well as access free grocery
delivery, two other cost offsets attractive to shoppers. In France, E.Leclerc is
using its loyalty card as a channel to refund customers when there are supplier
driven price increases on 120 of the most purchased products, during the
summer. While E.Leclerc falls shot on the duration of their commitment to this
effort, it is an example of getting creative to automate savings and signal to
customers that they are leaning in during inflationary times.


https://dc-docs.dcatalog.com/Bond-Brand-Loyalty/TLR-2021/ea224c14-999b-404d-9ec9-c2bd8a2ffab3/TLR2021_ExecutiveSummary_USA.pdf?v=16351975111190.2676058934113973
https://dc-docs.dcatalog.com/Bond-Brand-Loyalty/TLR-2021/ea224c14-999b-404d-9ec9-c2bd8a2ffab3/TLR2021_ExecutiveSummary_USA.pdf?v=16351975111190.2676058934113973
https://dc-docs.dcatalog.com/Bond-Brand-Loyalty/TLR-2021/ea224c14-999b-404d-9ec9-c2bd8a2ffab3/TLR2021_ExecutiveSummary_USA.pdf?v=16351975111190.2676058934113973
https://dc-docs.dcatalog.com/Bond-Brand-Loyalty/TLR-2021/ea224c14-999b-404d-9ec9-c2bd8a2ffab3/TLR2021_ExecutiveSummary_USA.pdf?v=16351975111190.2676058934113973
https://dc-docs.dcatalog.com/Bond-Brand-Loyalty/TLR-2021/ea224c14-999b-404d-9ec9-c2bd8a2ffab3/TLR2021_ExecutiveSummary_USA.pdf?v=16351975111190.2676058934113973
https://dc-docs.dcatalog.com/Bond-Brand-Loyalty/TLR-2021/ea224c14-999b-404d-9ec9-c2bd8a2ffab3/TLR2021_ExecutiveSummary_USA.pdf?v=16351975111190.2676058934113973
https://www.bizjournals.com/twincities/news/2022/07/21/general-mills-good-rewards-loyalty-program.ht
https://www.bizjournals.com/twincities/news/2022/07/21/general-mills-good-rewards-loyalty-program.ht
https://www.bizjournals.com/twincities/news/2022/07/21/general-mills-good-rewards-loyalty-program.ht
https://www.bizjournals.com/twincities/news/2022/07/21/general-mills-good-rewards-loyalty-program.ht
https://www.bizjournals.com/twincities/news/2022/07/21/general-mills-good-rewards-loyalty-program.ht
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LOYALTY TRENDS

Experience &
Choice

Relevancy
Reimagined

Contact Free

2.

Employ best practice:

Personalization:

a.

Consider the Shopper Journey: Savings, personalization and other
foundational elements of traditional loyalty programs remain key drivers

of Customer retention. 75% of customers expect discounts or offers from
their loyalty program, and they will value these benefits more than ever

when budgets are stretched. Retailers who leverage the data they have on
customers to predict the right offers for those customers and proactively
offering them in the right channels will win. However, best-in-class retailers
are likely going beyond that. They incorporate an understanding of where a
customer is in their personal shopping journey and optimize the experience
accordingly. For instance, if a shopper is in their planning phase, a retailer
might be offering a budgetary or meal planning tool connected to reward
options. At the buying phase, they give customers control over their earnings,
allowing them to apply their reward when they want or even gift their rewards
or points with others. After or between planning and shopping phases,
rewards program members are recognized and given access to expedited or
elevated customer service, for returns or to resolve billing issues. Leading
retailers start to embed these trending solutions across their customer
buying cycle, using the Loyalty Program to maximize the voice of the brand
in every step:

dunnhumby Shopper Journey Best Practice

What matters most to engage?
R =
budgetary ormeal planning control give me
predictive & proactive tools connected to rewards over my support after
options earnings the purchase
Q 2,
(=)
_ . . make me proud
simplify my value adaptive to my surprise me to ;
- ) to do business
routine preferences motivate .
with you
give me be with me if
easy & seamless to transparent X
AR contact(less) something goes
understand and use optimization ;
options wrong

b.

PLAN . SHOP REFLECT

Short-term Shifts in Loyalty Program Tactics and Mechanics:

a. Aggressive discounts on the most relevant KVI items for your best
customers: Since these are things that most customers are buying
somewhere (bread, milk, etc.) deep discounts on these items are
expected to drive visits that are otherwise going to a competitor.

b. Rely less on Points offers and stick with tangible savings: Points are
great when people have extra money to spend, but savings shine when
disposable income is minimal. Give people money now, not later.

c. Now is not the time to try to condense your program: Reinvesting
program profit into better offers ensures you're maximizing the loyalty
savings for customers.



INFLATION RP1 2022

© 2022 dunnhumby / All rights reserved

dunnhumby

w
N

d. Minimize stretch spends: While offers need to be profitable, customers
simply aren't likely to add a lot of unnecessary items to their basket right
now. Lean on reward type offers during peak inflation.

e. Consolidate your value: Instead of multiple campaigns that go out over
the course of a week, sending single message that shows all the ways
a customers might save. lllustrating the total potential savings to a
customer allows for trust, transparency, and actualized value.

Private Brand

1. Know the best: A strong private brand is not only important during
inflationary times. We find that, year after year, the one thing that long term
growth and emotional connection leaders have most in common is a best-
in-class private brand organization. In the US, these private brand all-stars

follow.
Private Brand Leaders to Learn % Agree “Their % Agree “l love
From private brand saves | their private

me money brands”

“All Stars” - Top 5 in the US
Costco 82% 81%
Lidl 82% 68%
H-E-B 81% 77%
ALDI 79% 68%
The Giant Company 77% 68%
Honorable Mention
Fry's Food Stores 77% 67%
Sam's Club 76% 72%
Kroger 76% 68%
King Soopers 75% 67%
Walmart Neighborhood Market 75% 67%

For a retailer such as H-E-B, having a best-in-class private brand plays right into
one of their shoppers’ most common responses to inflation. In this regard, H-E-B
is not different from the average retailer's shopper.
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H-E-B Shopper Responses to Inflationary Pressures
(% Agree they would do the following)

(H-E-B)

®

Buy more private/ store brand products

Seek out more products that are on
special sales/ temporary discounts

Shop more at grocery stores | know to
generally have lower prices

Buy more food from grocery stores and
less from restaurants

Buy different pack sizes than usual

Shop around more grocery stores to get
the most for my money

Trade down in products quality, to buy less
costlyproducts

Buy fewer organic/natural food products

Take more advantage of store’s loyalty
program

Buy less healthy food, when healthier
options cost more

Buy fewer groceries online

I 56%
I 4%
I A%
I 44%
EEE 35%
EE— 29%

EE 25%

E 22%

E 21%

7%

B 14%

',~-

1. Employ best practice

a. Investin your private brand offering in the right places. Shoppers will
reach for a strong private brand in some categories, but not others.
Knowing the categories where private brand is an effective lever for
driving price perception and visits during inflationary times will lead
to the strongest ROI. H-E-B’s customers are unique from the average
grocery shopper in their reliance on private brand for health care
product savings. For H-E-B shoppers, it's at the top of the category list,
while it's 6th on the list for the average US shopper. Dairy, packaged
food, common household products, frozen food are more common
destinations for private brand shoppers. It's critical that each retailer
understand where private brand will be most effective for their shopper

base.
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H-E-B Shopper Reliance on Private Brand for Savings, by Category
Seek out private brand products - (% Agree)

CED

Health care products
Dairy

Packaged Food
Common HH Products
Frozen Food
Read-to-eat

Personal Care products
Pet Care products
Fresh Produce

Fresh Meat
Non-alchol Beverages
Baby care products
Meat from the deli

Alcoholic Beverages

I 53%
I 52%
I 51%
I 50%
I 49%
B 39%
B 38%
B 33%
B 31%
B 30%
B 30%

EE—— 29%

B 28%

B 14%

b. Short-term actions for inflationary times: Of course, building a winning
private brand organization is not a short-term proposition (more on that
in a moment). So, in the near-term, you can support the portfolio you
have today through some basic hygiene practices: make it easier for
the customer to find your private brand in the store and on the website,
through placement and signage; shield your private brand, especially

when national brand equivalents go on sale; make sure you are adhering

to pricing guardrails (e.g. value brands the lowest priced in the category,
mainstream brands 20%-30% below national brand equivalent, etc.).
Additionally, dunnhumby repeatedly finds that staff engagement with

your private brand portfolio is highly associated with better private brand

results. Galvanizing staff to advocate for the brand in the store and
taking actions to nurture their own love of the private brand offering will
have immediate and long term benefits.

c. Build a better private brand organization for the long term: Diagnose the
brand position of each brand in your portfolio and assess where your
private brand organization is in its phases of evolution. We have found
that organizations that are solidly in the Innovate Phase — where they
have a full complement of brands in the Mainstream, Value, Premium
and Icing Tiers — have the best results. A common trap that retailers fall
into is, here again, assortment proliferation. They often have too many
medium to small-sized brands, with overlapping brand positions and
insufficient marketing support. This makes it hard for each brand to
build distinct, strong equity in customers’ minds and act as a clear and
easy-to-find signal of value.
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Phase of Evolution
(through the lens of sales volume over time)

Entry Replicate Innovate
Phase ' Phase - Phase

Icing Brandjs

Flagshib Premium and
Value Brands

Mainstrjeam
Brands |

aseyd Uonsiapisuo)

Portfolio
sales
volume

Time

Entry Phase: Gain Consumer Trust

Introduce Mainstream Brand

Build volumes with lower margins

Replicate Phase: Build On Trust, Evolve Org

Introduce Premium and/or Value Brand
Grow margins in mainstream brand w/ economies of scale
Invest Premium margin into Value Brand

Build innovation and marketing capabilities to support broadening portfolio

Innovate Phase: Lead The Market

Introduce “Icing Brands” if there is a strong consumer trend or clear niche need

Innovate in the Premium and Mainstream tiers to fill customer needs (those unmet by your
portfolio and by CPGs)

Consolidate Phase: Drive Out Costs

Innovate as needed
Drive costs out without compromising quality

Use margin to invest in lower prices, driving higher volumes and lower cost; and/or use
margin to support the bottom line

Mainstream brands are commonly priced 20% to 30% below the biggest name
brand in a category, matching the name brand in Quality. Best practice adherents
have one mainstream brand to be the workhorse across the entire store, rather
than 2 or more different large mainstream brands to cover fresh, center store
food and center store non-food (see H-E-B's brand architecture below for an
example of best practice).

Premium tier brands are positioned above mainstream in price and offer higher
quality or more unique variety, and Value tier brands are positioned as the lowest
priced option in a category and stick to just the most sold varieties. Again, as

in the mainstream tier, best practice organizations only have one large brand in
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these tiers, rather than a few large
ones to cover different groups of
departments. Minimizing the number
of workhorse brands in each tier
increases the presence of each
brand in the store, making it easier
for customers to find value, while at
the same time maximizing volumes
for each brand, minimizing cost to
source.

Finally, icing brands are each narrow
in scope, covering just a few, unique
sub-categories (e.g. soft home goods
such as towels and linens) or serving
an overarching consumer trend (e.g.
organics). These brands should only
be created when an organization is
mature enough to provide marketing,
insights, and innovation support to
many private brands. Put another
way, bake the cake first (Mainstream,
Premium, Value tiers), and then you
can add the Icing. H-E-B provides an
example of a best-in-class private
brand architecture:

H-E-B - Closest Adherent to the Best Practice Architecture

Center-store

non-food
Icing
]
Premium
Centrnas/Marksr—
Mainstream
Value

—
S g,

Ofgmies e

Center-store food Fresh

Organics (V7

ARuans

CantratMorntksr— | CointrasfMarnksr—

=i NTRY ] =i NTRY 1
*“LGU ﬂ',%“ *“LGU ﬂ',%“

Closing Words

Inflation is breaking records, and your customers are hurting. Funnel as many
resources as you can into saving them money and showing them that you're in
it together. Follow best practice and benchmark your results against the best
to keep your organization honest. You will reap better results during inflationary
times and strengthen your emotional connection with shoppers, which will lead
to better results... even long after this inflationary period becomes just another

chapter in the history books.
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Retailers included in
this study

Retailers included in the RPI that are interested in receiving their individual
banner profiles can speak with their dunnhumby account executive, or contact
dunnhumby at: https:/www.dunnhumby.com/contact/.
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ACME Markets Ingles Vons
AJ’s Fine Foods Jewel-Osco Walgreens
Albertsons King Soopers Walmart
ALDI Kroger Walmart
. Neighborhood

Amazon Lidl Market
Amazon Fresh Lowes Foods

Wegmans
Bashas Marc's Weis
Big Y Market 32 WinCo
BJ's Wholesale Market Basket . .

Winn-Dixie

Brookshires

Commisary Price Chopper
Costco Wholesale Price Rite

CVS Pharmacy Publix

Dollar General Ralphs

Family Dollar Rite Aid

Family Fare Safeway
Fareway Sam'’s Club

Food 4 Less / Save A Lot
Foods Co Save Mart

Food City Schnucks

Food Lion Shaw's / Star
Fred Meyer Market

Fresh Thyme ShopRite

Fry’s Food Stores Smart & Final
Giant Eagle Smith's

Giant Foods Sprouts Farmers
The GIANT Market
Company Stater Bros.Markets
Grocery Outlet Stop & Shop
Hannaford Target

Harris Teeter
H-E-B
Hy-Vee

Meijer

The Fresh Market

Tops

Trader Joe's


https://www.dunnhumby.com/contact/.

THE WORLD'S FIRST
m n UT] y CUSTOMER DATA SCIENCE PLATFORM

dunnhumby is the global leader in Customer Data Science, empowering businesses everywhere
to compete and thrive in the modern data-driven economy. We always put the Customer First. Our
mission: to enable businesses to grow and reimagine themselves by becoming advocates and
champions for their Customers.

With deep heritage and expertise in retail — one of the world's most competitive markets, with
a deluge of multi-dimensional data — dunnhumby today enables businesses all over the world,
across industries, to be Customer First.

The dunnhumby Customer Science Platform is our unique mix of technology, software and
consulting enabling businesses to increase revenue and profits by delivering exceptional
experiences for their Customers — in-store, offline and online. dunnhumby employs over 2,000
experts in offices throughout Europe, Asia, Africa, and the Americas working for transformative,
iconic brands such as Tesco, Coca-Cola, Meijer, Procter & Gamble, Raley’s, L'Oreal and Monoprix.

Connect with us to start the conversation
dunnhumby.com



