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About RSR N »RSR

Retail Systems Researc

Founded in 2007 to quickly become the leading source of insights for trends
in retail technology, and retail in general

Mission: To elevate the conversation about retail technology to a strategic
level within the retail enterprise by:

 Providing objective, pragmatic advice to both retailers and solution
providers

 Leveraging our extensive retail industry experience (75+ years)

 Providing a deep bed of research into retailers' technology investment
plans and the business opportunities and challenges that drive those
investments.
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The RSR Difference

 Market Intelligence, focused on retail

« Context: the business challenges & opportunities that drive
technology investments

 Pragmatic insights
« Powered by extensive retail experience

 Fueled by a deep bed of research data

 We help retailers keep their IT strategies aligned with corporate
objectives

 We help solution providers align their products and messages
with retailers’ needs
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Our BOOT Methodology

) e
Business | - Organizational
Challenges | Opportunities Inhibitors
J |
A

Technology
Enablers

Retail Winners: Year-over-year comparable store
sales outperform inflation.

They sell more “stuff” but... they also think and
act differently than their competitors.



Presenter
Presentation Notes
Paula


The “Reset Moment”

ALMOST EVERYTHING CHANGES
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A dramatic shift in the
power dynamic
between the retailer
and the consumer.

And this:
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In a Transparent World...

Retailers will have to provide consumers with more access,
at a more granular level, to more information about their
operations and how consumers fit into those operations.

Examples:
Price
Visibility

« Both internal and external
Inventory availability
Tailored Assortments (Curated)
Consumer access to experts

Consumer access to product info

» Country of origin, manufacturing sustainability, GMO, etc.



Where Are We Now?

HOW DID WE GET HERE, AND HOW DO
WE GET OUT?
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Why Does Anyone Think This )0
IS a Good Thing?

Unnamed Very Large Retailer, 10 PM Thanksgiving Day, 2012

Did this add to overall season sales or profits? Did it elevate
anyone’s opinion of the retailer? Did it create desirable
consumer behavior? Were employees pleased?




Especially When We Hope for 2 RSR

Top Three (3) Opportunities for Pricing to Contribute to Your
Company's Business Strategy in the Next Two (2) Years

m2012 m2011 m=m2010

. 52%
Improve margins 51%
82%
. 45%
Improve top-line sales 49%
58%
Create a more price competitive image for our 340£0°b

customers 41%
. 36%
Increase market share for key categories or products 28% 40%
. 29%
Better matching of demand and product supply 2%%26
. 26%
Create more profitable promotions 45%
34%
Provide a more seamless cross-channel experience to 5822
customers 12%
i . . 21%
Provide more localized offerings to customers 1%(1)’26

Source, RSR Research, April 2012

It's fair to say we accomplished “none of the above”.
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What the Data Tells Us

* In Retailers’ minds, consumer price sensitivity trumps everything

* This has become a self-fulfilling prophecy
« Channel proliferation has an impact on pricing thought process

« Commoditization and price erosion plagues laggards, as do the
competitors

 Retail Winners tend to be more focused on the customer

e Store execution matters more than ever, especially to Retail
Winners “Consumers look to retailers that offer a shopping
experience that inspires them...regardless of their skill level in
the kitchen”

« Employees matter —they need to be at least as educated as the
shoppers.




Promotions as a Way of Life?

»RSR

Retail Systems Research

We have become more promotions driven

We have become more focused on key items

Our strategy has not changed

We have become more focused on everyday low
prices

m2012 =m2011

How Has Your Company's Pricing Strategy Changed Over the Past
Three (3) Years?

2010

31%
18%

15%
16%

15%
16%

12%
10%

11%

26%

41%
40%

Source, RSR Research, April

2012

“Appealing to consumers today requires much more than offering a wide range
of products at the lowest price. While this is an effective way to attract shoppers,
it does not secure loyalty. Instead it conditions shoppers to look elsewhere to find
a lower price. Another way to offer value and build loyalty is to understand what
consumers want that they can’'t get elsewhere. Part of that is offering consumers

products that go beyond the usual..

environment that inspires shoppers.”

Source: Reframing Retail Through the Lens of Changing Food Culture

.which involves creating a compelling retalil
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Winners Believe They’re Avoiding RSR
Hyper-promotional Tactics

Current Pricing Strategies By Performance

mRetail Winners  mAverage Performers  » Laggards

However.....the sheer volume
of price changes seems to tell
a different story...

18%

13% 13% 13%

Hyper-promotional Discount Club Pricing Luxury Everyday Low Hi-Lo Pricing
Price

How Has the Number of Price Changes Sent to Stores and Other
Channels Changed Over the Past Three (3) Years?

m2012 m2011 =2010

This may attract cherry
pickers, but it will not build
loyalty.

Increased significantly Somewhat increased Stayed about the same Decreased

15

Source, RSR Research, April 2012
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Retail Systems Researc

Laggards are Caught in a Trap

Changes to Selling Gross Margin Over the Past Three (3) Years

M Retail Winners W Average Performers  m Laggards

59%

Increased Remained the Same Decreased

Source: RSR Research, August 2012

Hyper-promotions or inventory imbalances driving markdowns?
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Retail Systems Research

Winners Look Beyond Price

Please select the TOP THREE (3) business challenges you face in your retail
stores:

EWinners ®Laggards

Need for more consistent store execution/employee productivity 33% 68%
Need to improve customer service while holding the line on payroll 47%
costs 39%
Store managers lack information they need on the selling floor — too 37%
much time spent in the back room 17%
32%
Lost sales due to store out of stocks 11%
Customer dissatisfaction caused by lack of integration between the 26%
store and other selling channels 22%
Price is re-emerging as an important customer concern 21% 78%
Difficulty differentiating ourselves from our competitors 21% 50%
i 16%
Need to reduce shrink 6%
Consumers know competitor prices for the same products 16% 28%

Need to control and streamline the returns and exchange process 0% 5%

Consumer complaints about their in-store experience 5% 11%

Source: RSR Research, May 2012

The price obsession remains disconcerting
Differentiation is key
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Downward Pricing Pressures

Top Three (3) Strategic Pricing Business Challenges

m2012 ®m2011 =2010

51%
Increased pricing aggressiveness from competitors 380¢ 48%
0
Increased price transparency — the impact of 0% A7%
comparative price shopping 11% 0
Lo 42%
Need to protect our brand’s price image 38%

27%
32%
6%
. . . . 22%
Increased promotional intensity of competitors 32%

Respond to segment blurring (competition coming 100 18%
from unexpected places) 016%
. . - 9%
Need to provide more localized pricing o7 14%
0

67%
Increased price sensitivity of consumers TT 58% - ————
0

Retail Systems Research

Laggards
more
focused
here

Source, RSR Research, April 2012

Even in a continued improving economy, Retailers
obsess on the race to the bottom
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Commoditization and Margin ’RSR

Impact of Commoditization and Margin Erosion on Retailers
m Retail Winners mAverage Performers Laggards
competitive environment | 449

We offer premium brands that justify premium ————2
prices

The complexity of pricing and promotions creates =16% 21%

unexpected conflicts and margin erosion | 339
F 14%
Consumers don't care about brands 5%

We offer premium service that justifies premium 7%
. 5%
prices 11%

It's getting too easy for consumers to find 7% 069,
competitive prices 11% °

Source, RSR Research, April 2012

Retail Winners look outward, to the customer, and most
customers clearly have different priorities.
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On the Merchandising Front, it's ’RSR
All About the Customer

Top Three (3) Business Challenges
=2012 m2011

Inability to identify new ideas and innovate quickly on price, 44%
promotion and customer preferences

Understanding customer preferences 37%
. . 0
Underperforming inventory 37% 51%
Out of stocks remain a persistent problem 27% 42%

Fractured planning processes make us less efficient 26% 44%

Consumers expect more localized assortments than we 250
provide 22%
Our stores are a "sea of sameness" - our product mix is 19%
undifferentiated 31%

Promotional reliance leading to brand equity erosion 21%

We're stuck in our product selection: some retailers out-price 19%
us, some out-style us 27%
Siloed merchandising strategies in each selling and 15%
communications channel

Segment blurring - competition from unexpected places 16% 36%

Source: RSR Research, August 2012

This doesn’t mean that product issues are NOT important,
it jJust means they are trumped by these concerns
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he Segmentation Story Se RSR

Retail Systems Researc

Top Three (3) Most Important Opportunities or Improving
Merchandising Processes

Better incorporation of customer segmentations & preferences — 50%
into the planning process ?
Integrating planning with cross-functional teams _ 42%
Price and markdown optimization to boost sell-through _ 42%
Tailoring assortment to customer preferences [N 30%
Improving our ability to adjust to deviations from sales forecasts _ 29%

Localized promotions to better match demand against available _ 239%
inventory ?

Consistent, accurate and detailed demand forecasting platform [N 21%

Shifting to a holistic pricing, assortment and promotion 20%
decision-making process — °

Source: RSR Research, August 2012

“Most consumers (62%) want to shop where there are always
unigue products to try. But presenting the right product mix is
critical. Shoppers expect retailers to be good curators, and to

carry what they want and omit what they don’t want.”
Source: Reframing Retail Through the Lens of Changing Food Culture
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For Winners: The Store is All About Employee! Meceil yreem Roseare

What are the TOP THREE (3) opportunities for improving the in-store experience?
mWinners wAverage ®Laggards
Educate and empower our in-store employees using 2600 65%
technology 35%°
Provide ability to locate and sell merchandise from anywhere T 47%
in the company 2 41%
. . 479
Focus on a more convenient customer experience 18{’0/0 5%
0
. . 6 %
Find ways to make our employees more productive LT 4
0
. . %%
More personalized attention from our employees 8/
0
. . , 29%
Add self-service customer-facing technologies 9% 36%
0
. 18%
Improve performance reporting to store management %%%
0
. - . 6%
It's all about our product mix. If we build it, they will come. 20% 29%
0
. . . . . 6%
Provide more specific/localized direction to store managers 18¢ 28%
0

Source: RSR Research, May 2012

“Shoppers expect retailers to be good curators who carry what they
want and eliminate what they don’t. It's not enough to stand out as a
favored retailer. It requires becoming a curator of the right mix of quality
products and brands, with a knowledgeable and interactive staff.”
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Retail Systems Research

Technology Supports Customer Centricity

What are the TOP THREE (3) uses of in-store technologies?

m2012 ®m2011

Maintain and/or improve the customer experience

Put actionable information into the hands of managers

Help the company win new customers and retain current
customers

Increase revenue while holding down operational costs

Create competitive advantage and new sources of
revenue generation

Make our employees “smarter” and better informed

React quickly to changes in the business environment

We view in-store technologies as “utilities” like light and
heat: it's just part of the cost of doing business
Help us keep up with the competition (avoid competitive
disadvantage)

52%
69%

43%
32%

41%
29%

41%
39%

30%
26%

29%
51%*

24%
26%

14%
8%

10%
20%

*

Decrease driven by laggards (50% of
Winners cite vs. only 6% of laggards)

Source: RSR Research, May 2012

* Increase driven by laggards
(56% of laggards cite vs.
35% of Winners)

23




@ oo
Winners Move Forward with Store RSR
Manager Mobility

How long has your company been actively involved in adding MOBILE technology-
enabled touch-points for STORE MANAGERS within your store?

mWinners wAverage ®Laggards
36%

Longer than 1 Year 22%
0%

21%

Budgeted project 9%

Less than 1 Year 26%

No plans 26%

46%

Project planned, not yet budgeted

Source: RSR Research, May 2012
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Forecasting is the Lynchpin RSR

Retail Systems Researc

0

How Important are the Following to your Retail Success?

m Extremely Important  ®mSomewhat Important  m Not Very Important

Retail Forecasting (demand forecasting, forecasting for
replenishment, etc.)

Customer Analytics

Localized assortments

An optimized, end-to-end merchandising lifecycle

Unified pricing, promotion and assortment modeling

Lifecycle price optimization

Source: RSR Research, August 2012

As we grow, we can’t manage this with simple CAO systems and manual
info on customers.
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Appears as Though Customer 900
i 2
Touch Point Investments may } RSR

have Peaked

Retail Systems Researc

How long has your company been actively involved in adding technology-
enabled touch-points for CUSTOMERS (such as product recipes, kiosks,
price check scanners, or digital signage) in your store?

m2012 m2011

55%
Longer than 1 Year °
32%
0,
Less than 1 Year 19%
32%

N 6%

0%

. 11%
Project planned, not yet budgeted ’
19%
%
No plans 9%
16%

My translation? “People need people, or why go to the store?”

Budgeted project

Source: RSR Research, May 2012
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The Message is Simple

 No onewinsin arace to the bottom

« Knowing your CUSTOMER is the key advantage of the
Independent retailer

 Product selection is important
« Thein-store environment really matters

* An uneducated, cranky employee is worse than no employee at
all
» Consistency across stores is critical
Mega-retailers wish they had what you have, and they [mostly]
really can’t get it.

* Instead of worrying about “The Amazon Effect,” get better!




GREAT MYSTERIES EXPLAINED

Big Data Demystified
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The New Holy Grail: “Big Data”

"We are Collecting Data from New Channel
Promotions and Using it to Make Better
Pricing Decisions"

mRetail Winners  mAverage Performers = Laggards

62%

Agree Neutral Disagree

Source, RSR Research, April 2012
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What the Heck IS Big Data iORSR
Anyway?

“The aggregation and consolidation of structured and unstructured
data from sources like reviews, social networks, web sites and other
sources into business intelligence and actionable information.”

Our world has fewer anonymous transactions, lots of information,
and the computing power to actually make sense of what we see.

But....to use it, we have to get our heads out of the weeds to use it
(Retailers love detail).




0 Retail Systems Research

Big Data Sources Abound ’;RSR
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But how many of us just have interns
looking for the squeaky wheels???

That’s not “Big Data”
That’s not analytic

And It doesn’t really capture sentiment.




The “Five C’s” of Any-
channel Retaliling

WHAT DO THEY MEAN? WHAT DO WE
NEED?

33



“The Five C's”

Community Commerce

Content

THE CUSTOMER At The Center:

It’s Not What You Want To Sell,

But What/When/Where/How
Consumers Want To Buy




Content (“The Information

Needed To Solve The Problem?”)




Content = All of the content that a ’;‘;RSR
retailer or brand can bring to bear to @ ¢ revemesees
iInfluence, enhance, or shape the

purchase decision

* Product/category info
* Reviews

« Recommendations

* Blogs

* Videos

« Comments

« Comparisons/Analysis

Early in the buying process,
content serves an educational
role and may be more relevant at
category, rather than product
level.

Later in the buying process,
content serves a selection role,
helping consumers narrow their
choices within a category.
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.
Context (“The Problem To Be x RSR
Solved”)

Commerce

Content

37



Context = Relevancy = Behavior = ¢ et

DECISION PROXIMITY

Selection

Awareness

Content is focused on
PRODUCT CHOICES or
COMPARISON

Community is focused on
VALIDATION

Web Commerce is Featured

#RSR|

Content is focused on
PRODUCT CHOICES or
COMPARISON

Community is focused on
VALIDATION

Mobile or Store Commerce is
Featured

Content is focused
EDUCATION

Community is focused on
CATEGORY

Web Commerce is Available

Far

PHYSICAL PROXIMITY

Content is focused
EDUCATION

Community is focused on
CATEGORY

Mobile or Store Commerce is
Available

Near




Relevancy Online (In Context :ORSR

Retail Systems Research

@, Amazon.com: Recommended for You

(— > | 2, amazon.com https://www.amazon.com/gp/yourstore/homefie=UTFE&ref_=topnav_storetab_ys [} g'lv Google
S

amazon

] Prirme
Shop by . G Hello, Paula wish -
Department » Search | Your Account v -\.—.’Cartv List =

Your Amazon.com  ‘Your Browsing History ~ Recommended For You  Amazon Betterizer  Improve Your Recommendations  Your Profile  Learn More

Paula's Amazon.com = Todays Deals = GiftCards | Help

m

Your Amazon.com |

Arts, Crafts & See All

Featured Grocery & Office Products .
Recommendations

Recommendations Pet Supplies Home & Kitchen Electronics

Gourmet Foods Sewing

Page 1 of 16 1

Pet Supplies

; a e
Tudlear Hoslth, Complet Health,
T L]

( 'ﬂ'. -&J

Wellness Dry Cat Food..
Yododrdel (22)

£36-00 $36.99

Why recommended?

> See all recommendations in Pet Supplies

Grocery & Gourmet Foods

Snyder's of Hanover P
Frdrdrdod (6)
1754 $13.11

Why recommended?

Comfort Zone with Fel..

Yododrdii (46)
£56-00 $20.45
Why recommended?

Snyder's of Hanover T.
itk (2)
£17.04 $13.11

Why recommended?

> See all recommendations in Grocery & Gourmet Foods

Wellness Complete Hea...
Fodoiododr (17)

£36:00 $36.99

Why recommended?

ﬂTW’iS )
}' -

Snyder's of Hanover M
ooz (2)
51704 §13.11

Why recommended?

Wellness d Wellness Canned Cat Food, Chicken Recipe, 12-Pack of 12-1 / 2-Ounce Cans ]ete Hea.

Fododrderr (118)
£31.08
Why recommended?

He ut

Cheerios
Yo

Cheerios Honey Nut Ce
Hriodrdeilr (47)
%3430 §7.96

Why recommended?

Yolodedoly (178)
£20.00 324,11
Why recommended?

Snyder's of Hanover P
Frdriedods (4)
$32.65 $25.12

Why recommended?

A
Fododoiodr (7)
£30.00 $39.99
Why recommended?

Kettle Chips, Sea Sal
Fodcdodels (203)
$20.90

Why recommended?

Page 1 of 17

T
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Not Relevant (Out of Context) *RSR

Retail Systems Research
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to 90% Off

3

Madd les hﬂeld

@ Renee Rosenblum Hall
8:05

Save up to 90% off
retail on these easy,
breezy and bright
colored dresses! Act
now!

MediaMath

Both powerful and efflcu—nt Become a fan of

Learn More © - MediaMath! Learn how
= we drive better
MediaMath marketing for top brands

& agendes.

Reoson 1‘0 send # “ & Like - 3,741 people like this.

The new
il

AA

Pestering potential shoppers out of context is worse than no communication at all. =,




Community (“What Others Who
Have Solved The Problem Have
To Say”)

Ity Commerce

Content




Community = All of the people ’)ORSR
that a customer might involve In |
a purchase decision, whether

known or strangers

* Retailer or brand employees

 Friends & family
. 4P le lik ” Early in the buying process,
eopie like me community may be more focused

* Trusted reviewers on category aspects.

* Crowd-sourced opinions Later in the buying process,

* EftcC. serves a validation role in helping |
or confirming a consumer’s |
selection.
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INDOOR SPACES OUTDOOR SPACES WOODWORKING INSPIRATION CENTER COMMUMITY BLOGS ALL PROJECTS

Home > Community > Community

COMMUNITY

Love taking on DIY projects? Share your photos, get inspired by others, and trade advice
for completing all the how-to projects Lowe's Creative Ideas has to offer.

rLike [ 43 people like this. Be the first of your friends.

PROJECTS VIEW ALL PRO
Garage Workbench Wood Shim Chic Arched Garden Bridge

by karen_ryan by veryirie by dave in maryland

Have
Creative

ldeas to
Share?

See the results of community member See how community member veryirie Learn how community member dave in

karen ryan's inspired (and prettyl) garage made “frugalistic® wall art using wood maryland built an attractive new bridge Join the Lowe's Creative Ideas
workbench. shims and other household items. walkway to his front door. Community to start uploading
step-by-step how-to pm||ects and
images to our photo gallery.
Posted 9/28/2009 Posted 51572010 Posted 8/29/2009
Share the results of your DIY
efforts and also comment on other
members' projects, photos, and
the Lowe's Creative Ideas Blog.
GALLERIES
L
Backyard Patio Project Child's Kitchen Set Kitchen Update

by orbiting by j cote by autumnjoy ~


Presenter
Presentation Notes
Also ties into their Creative Ideas forum. People can put up images in a gallery, or they can detail out projects that they’ve done.


Social Media’s Role. A Managed W
Environment for People to Share ; RSR
ldeas and Comments

Retail Systems Researc h

:-'.-I. Brian E Kilcourse Home ~

+ Create A Page

LOWE'S

IDEA EXCHANGE

I Now

July

Let's share the projects that inspire us

Visit the Lowe's |ldea Exchange
Facebook tab below to see more.

“ERSviNG | e

Lowe's Home Improvement

1,343,367 likes - 78,718 talking about this - 287,036 were here o
197
Retail and Consumer Merchandise = LOWE'S E 197
The official Facebook page for the world's favorite \1\ |DEA 1966
home improvement retailer. e EXCHANGE H i
g 13
£ | ISl RS
About Photos Idea Exchange Pinterest Build & Grow g
15
Fol d
lights
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Presenter
Presentation Notes
The projects include step-by-step instructions, project materials lists, ways to share the project.


Commerce (“Exchanging

Money For The Solution™)

. Community Commerce

Content



The Plus: Customer Insights

ision Proximity

Selection

Awarensss

« Content focused on

Caontent focused on

product choices or product choices or
COMparnson COMparson
s Community focused Community focusaed
on validation on validation
* Ecommerce featured M- or store
commerce featured
« Content focused on \ Mobile or store
education commerce alements
« Community focused Content focused on
on category ucation
« Commerce available, munity focused
but not featured category
merce available,
but not featured
Far Near
ysical Proximity

»RSR

Retail Systems Researc
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BOOTstrap
Recommendations

WHAT DOES THIS MEAN FOR YOU?
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BOOTstrap Recommendations

Be specific and congenial. Thereis a stunning fatigue with
“generic retailing”

« Recognize that this is a strategic and transformative time

« If you're still waiting to understand shopper behavior,
you’'re missing the boat

 Your customers like small business; try to source locally
whenever possible

« When it comes to technology, think architecture, not bolt-
on’s

e Finally...when it comes to Customer Service....




Make Sure You Avoid Brand
Promises Your Employees
Can’'t Keep




Thank You!

r Paula Rosenblum:
7=|'AI- oﬂl- LI EI- O prosenblum@rsrresearch.com
' 1-305-757-1357
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