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Welcome

Our What'’s in store? e-magazine aims to bring you our latest research, new and emerging trends and some of
the insights we’ve gained through working with leading companies in the retail and consumer sector.

We’re launching this magazine at a very challenging time.

Facing up to the new economic challenges brought by a recession requires a different mindset and approach which may

be unfamiliar to, or forgotten by many people. Research from previous recessions suggests that the winners are likely to be
those retail and consumer businesses with strong or differentiated brands who continue to focus on their customers and
adapt their business models to new levels of sales. The thriving ‘value for money’ sector has emerged from the last recession,
who knows what new business models will be sparked by this one?

In this edition of What’s in store? we look at what happened in the early 90’s for insights into what might be in store for the
sector over the coming months. We also examine how you can protect your top line by getting more out of trade investments
as well as reviewing the impact of the downturn on the people agenda.

We look forward to discussing these and other challenges with you at our upcoming retail and consumer briefings on 16
September and 25 November respectively.

We hope you find this publication useful. We value your input and comments. Please contact us with any feedback or
suggestions for subjects you’d like to see us cover in future.

Jean Delaney
-r.‘:i:Ll?/_\ I;l E-"E"—C,\J“F%

PwC Retail & Consumer Lea'fier, Ireland



Retail & Consumer
Business Insights

Home Welcome

Dealing with

the downturn

3 years for consume
spending to get back
previous levels...we expec
that it will be at least 3, if
not 4 years before we see
a significant recovery |n
the Irish marketpl

Managing your people
costs in a downturn

Make the top line
the top priority

Of further
interest

Events and Key
publications contacts

We review the major trends and changes which have shaped the Irish retail sector since the last downturn...

Dealing with the downturn

Just when we thought ’boom and bust’ might be gone

for good, the consumer-led growth of the last 15 years is
now falling victim to the global credit crunch. While many
commentators argue that this recession has many unique
features, there are similarities with the recession of the early
1990’s which stemmed from a sharp downturn in consumer
spending and confidence.

The sectors that were hardest hit at that time were either

big ticket items like cars, furniture and large household
appliances, where purchases could easily be delayed, or very
discretionary spending, either cut back entirely or switched
to cheaper alternatives. It was the discretionary spending
that rebounded best after the recession, while the big-ticket
items recovered more slowly. The categories that proved the
most resilient included predictably enough food, clothing and
personal care. Should we expect a similar pattern this time,
or has the retail sector altered so much that the outcome will
be quite different?

The new retail landscape

The shape of the Irish retail market has changed dramatically
over the last 20 years. One of the most obvious changes

is the emergence of a new and dynamic value sector,

which offers more competition, and more choice. Another
development is the extraordinary growth of internet
shopping, and the evolution of specialist online ‘e-tailers’,

as well as substantial online operations by the more
conventional retailers.

There have also been economic and market factors at work
including prolonged price deflation in sectors like electricals
and changes in the supply structure for categories like DIY
as well as more intangible shifts in lifestyles that have seen
some discretionary spending becoming more ‘essential’, and
vice versa.

We now look in more depth at two sectors where the
combined effect of these changes has had a significant
impact: clothing and groceries.

Off the peg

In clothing the single most important change in the last 15
year period has been the rise of a fashion conscious society,
a development which has dramatically increased the size
and scale of the Irish retail marketplace. Although dependant
in the short-term on levels of disposable income, this is a
marketplace characteristic that is here to stay given that this
highly brand aware society are unlikely to revert en masse to
wearing homemade tie-dye t-shirts.

Ironically, this growth in brand awareness has been in
tandem with the consumer-led focus on ‘value for money’.
This has remarkable growth in popularity of (what some
would consider) lower end clothing retailers is not just down
to price; the fact that it’s become not only acceptable but
smart to shop there. The ability to mix designer labels with
cheap high street clothing is quite a coveted talent for the
modern Ireland fashionista, a trend mimicked from the
celebrity world. Retailers are also seizing this opportunity to
recruit well known celebrities such as Kate Moss, to bolster
their brands.
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Dealing with the downturn

The statistics that Asda and
Sainsbury have captured 2.3%
of the Irish grocery market
without opening a store is
sobering. The recent response
of Tesco to re-model its border
stores along UK planograms

paints a picture of a real
battleground for food retailers,
with the real question here being
the loyalty of the Irish shoppers
to Irish brands over the medium
to long-term?

‘Fast fashion’ is another facet of the same
phenomenon, with more clothes being made
in low cost locations. It's become possible
for retailers to break the old pattern of two
collections a year and offer new lines fresh
from the catwalk on almost a monthly basis.
This is something that has been facilitated by
online shopping sites, and the clever use of
internet marketing. It’s not quite ‘throwaway’
fashion but it’s been so cheap that consumers
have got used to having something new on a
regular basis, without feeling guilty about the
expense.

Some might argue that fast fashion is nothing
if not expendable, and will prove a very easy
candidate for consumer cut-backs. Likewise,
costs are rising in low cost locations, which
will put pressure on retailers on the supply
side, just as demand is dropping back.

This, coupled with adverse exchange rate
movements could result in a tougher and
lengthier downturn for clothing this time
round. On the other hand we also see that
some of the bigger winners in the early 90’s
recession were names like Dunnes, Penneys
(Primark) and Roches Stores because they
really understood their customers and
effectively targeted them. This proves how
important it is to be flexible and remain
focused in this downturn.

A good example of both might prove to be
Zara, the doyen of fast fashion, whose unique
business model is based on the exceptionally
rapid turnover of small runs of their own
designs. Sell-outs are commonplace, but quite
deliberate, since they drive up demand and
create buzz about the brand. Likewise their
internal information systems are so efficient
that they can test out particular lines and
target those that are performing best and vice-
versa.

Food for thought

Grocery has traditionally been more immune
than most to the worst effects of a downturn,
but many of the trends we observed in
clothing are also operating here. In the early
90’s food retailers were cushioned to some
extent by the fact that there was still plenty
of scope to acheive growth by opening new
stores, and significant savings were delivered
through improved internal operations.

In 2009 food retailing is in a very different
place. Limited opportunity exists to build large
new stores and the major players in particular
tend to run extremely tight operations in terms
of cost and waste. More recently the larger
players have also seen the majority of their
growth coming from non-food items and value
ranges.

Events and
publications

Of further
interest

Key
contacts

One of the major changes impacting the
sector has been the influence of changes in
consumer lifestyle patterns. This has led to
development and huge growth in convenience
or ‘ready-to-go’ style offerings as well as
organic or healthier food options. In addition,
eating out has moved from an expensive treat
at special occasions to a regular indulgence
accessible by almost everyone, creating a
huge growth in the casual dining market.
Although suffering in recent months, exactly
how integral these new eating habits are to
contemporary lifestyles remains to seen. There
is a possibility that they may have become so
ingrained they’ll prove hard to break or at the
very least they may recover quite quickly when
the economy starts to turn round.

In addition consumers now have a huge range
of product offerings and choice available

on their doorstep, particularly from mid-

range operators. Our expectations of the
selection available in a historic corner shop-
style independent operator have changed
dramatically. The modern-day value-conscious
shopper has also fuelled both the growth of
own-brands and the entry and expansion of
the discounter model.
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Dealing with the downturn

Another trend is the impact of different price
ranges within the same store. As consumers
can trade down to cheaper products in their
usual shop, rather than taking their their
business elsewhere, this may make turnover
(if not margins) more resilient. For example
Tesco’s online banner ads have pushed the
savings to be made by buying their own-label
alternatives, rather than household names.
However, switching to cheaper ranges may
depress like-for-like sales growth rates.

Of course, apart from trading down within
range hierarchies in store — the more dramatic
change in Irish retailing has been the migration
across the border. The statistics that Asda
and Sainsbury have captured 2.3% of the

Irish grocery market without opening a store is
sobering. The recent response of Tesco to re-
model its border stores along UK planograms
paints a picture of a real battleground for food
retailers with the real question here being the
loyalty of the Irish shoppers to Irish brands
over the medium to long-term? However it

is all sections of retail that are suffering with
consumers driving North for electrical, fashion,
sports goods and even cars.

Looking ahead

So what conclusions can we draw overall?
Are we any clearer about what this downturn
might hold, and when it might end?

There’s no question that the current
environment is tough and volatile. What'’s
more crucial is how long this will last, and
how quickly the sector might recover: in

the early 90’s it took 3 years for consumer
spending to get back to its previous levels.
Given the economic difficulties we’re seeing
in the Ireland at present, we expect that it will
be at least 3, if not 4 years before we see a
significant recovery in the Irish marketplace.

No-one can predict exactly what will happen
this time, but there are still some useful
lessons we can learn from the early 90’s. A
factor that’s just as important now as it was in
the early 90’s is the idea of value for money.
People will only pay extra for something if they
think they’re getting a good deal, and today’s
consumers are even more discerning and
shopping around is much easier, especially
online.

Different consumers will also react in different
ways. Some will buy fewer items, or make
the most of sales and promotions; others will
trade down to cheaper alternatives or other
retailers.

Working out where you are in the ‘food chain’
is really important, you need to be clear which
customers you might lose because they’re
trading down away from you, and who you
could gain because they’re trading down
towards you. Understanding and targeting
your customers is now more vital than ever.
Examples of companies that seem to be doing
this well so far are those like Dominos Pizza,
who are up like for like, or Asos, who have
carved out a profitable niche in the 16-24
year-old clothing market, which is increasingly
dominated by online sales.

On a final thought, in recessionary times it’s
crucial to keep investing in your stores and
your brand. If you need to restructure your
retail estate or dispose of unprofitable stores,
now’s when you should be looking at doing
that. It may sound counter-intuitive, but a
downturn is always a good time to take brave
decisions.

Events and
publications

Of further
interest

Key
contacts

Stick to the knitting...

Four key factors that could help
you ride out a recession

e Understand your customer and
give them what they want.

Make sure that what you’re
offering is value for money
whether that’s through
competitive pricing or by
justifying a premium.

Be ultra-efficient. Carefully
focus on the management of
your store portfolio and control
your supply chain.

Avoid the undifferentiated
mass market.
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Make the top line the top priority

Even in good times growth is hard to get. Profitable
incremental growth is even harder to achieve. No-one’s
interested in short-term gains at the expense of long-term
profitability, but there’s always the temptation to sacrifice
margin for market share, especially in the face of an
economic downturn. It doesn’t have to be that way. Even in
challenging markets there’s plenty you can do to grow your
top line, and protect your profits at the same time.

Customer is king!

It’s easier and cheaper to keep an existing customer than it is
to get a new one. However the mistake that many companies
make is putting time and money into marketing rather than
into customer management.

Long-term and sustainable revenue growth is about putting
the customer at the heart of everything you do, and tracking
how effectively you’re doing it. With the evolution of new
channels and the disintegration of traditional buying patterns,
there needs to be an even greater commitment to the
customer, shared across the whole organisation, especially in
the face of what could be a prolonged downturn.

David McGee is responsible for leading PwC’s Retall

& Consumer Performance Improvement (PI) team and
specialises in helping clients in the retail sector to grow
revenue, and improve the efficiency and effectiveness of their
sales operations.

David comments, “It’s vital that companies have a thorough
understanding of their market, customers and competitors.
This is where real opportunities can be identified. Companies
can then focus resources on their sales operation, and
make smarter choices about the channels they use. It also
allows you to shift the emphasis from the profitability of
your products to the profitability of your customers, so

that your investments are targeted towards the ones worth
chasing. This doesn’t just apply to business-to-business
selling. One big brand retailer grew its operations while
successfully dealing with a reorganisation and a challenging
realignment across all of its core infrastructure and support
arrangements”.

“Renewing your trade investment
spend for return on investment can
be quite a revelation, especially for
businesses that have never before
undertaken an in-depth analysis”.
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Make the top line the top priority

Trade investment

One key area which should be focused on

is trade investment. This area can often be
the poor relation of the marketing budget, or
worse still a black hole of expenditure that
no-one really understands. It’s hard to believe
that 18-23% of consumer goods companies’
revenue is typically spent here, most likely

in the form of payments made to retailers to
display, discount, and promote a company’s
products, including offers like ‘3 for 2’ or
‘Buy one get one free’. The sums involved
aren’t just a huge cost to the business, but

a potentially enormous opportunity, to get a
better return. In a recession, getting better
value for money here is even more vital, and
could even make the difference between
survival and success.

David notes, “We’ve seen a number of
producers and suppliers work more actively
with their retail customers to analyse

what they’ve actually achieved from

trade investments. They analysed which
investments have worked, why, and with
whom. Adding discipline, transparency

and accountability to the process allows
businesses to focus on what’s profitable and
cut what’s not”.

The results can be quite a revelation,
especially for businesses that have never
undertaken an in-depth analysis of their trade
investments before. For example, the answer
for one major food company was to sharpen
up its control and compliance processes,

and as a result it's now getting far more value
from its significant investment in supermarket
groups. Another company was doing different
promotions with two or three different retailers,
but was not aware which were working, and
which were not.

Proper evaluation helped them sharpen up
their approach, and target it more effectively
adapting their activities to the customer
base in each outlet. Likewise a food supplier
involved in supplying the raw materials for
special offers like the M&S ‘Dinner for two
for €12.50" needed to have a very clear idea
about how much they were contributing, and
how much value they were realising from it.

Managing your people
costs in a downturn

The lessons here are obvious enough. Trade
investments may be an unavoidable fact of life
for companies who supply the major retailers,
but that doesn’t mean they can’t be managed
more effectively, and make a much bigger
contribution to the bottom line.

With the right approach to tackling current
business challenges, you can still sustain
growth. However, it is critical to understand
the areas of your business that are
contributing to top line growth and bottom line
profitability and focus management attention
on those areas where there is the greatest
return on investment.
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Rapid Commercial Review
Key stages to the process

1. Developing
the strategy

5. Test, measure
and learn

2. Designing
the organisation
structure

4. Establishing
robust policies
and controls

This diagnostic-style approach scrutinises a business’
sales, marketing and service functions and compares
them to best practice, highlighting the areas of
weakness for targeted improvement effort.
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Managing your people costs in a downturn

Your people may be your greatest asset, but in a downturn they

are also a significant expenditure. This is especially true for retail
businesses, which not only feel the effect of a recession far more
quickly than some other sectors, but also tend to have proportionately
large numbers of employees. Most Irish companies are already starting
to look at ways to cut their operating outlay, but there are also some
very real benefits that could come from a more rigorous and flexible
approach to the whole range of costs managed by HR.

Some of the country’s larger companies are already starting to look
much more closely at this area: Most companies see redundancies as a
last resort, but if you are forced to take that course, then it is important
to manage the process in the right way, not least because the tax
consequences can be quite significant if you get it wrong.

There are lots of other savings companies can look at before things
get to that stage, ranging from flexible approaches to benefits and
pensions, to new incentive structures that reflect the realities of the
environment businesses are now operating in.

A number of companies are introducing or reviewing flexible working
policies and extending part-time or fixed-term working to a wider
workforce. You could also open up opportunities for shorter working
days, offer unpaid leave, and career breaks, which provide greater
flexibility without additional costs. Others have extended the flexible

working concept further and linked this with formulating more robust
controls around dealing with absenteeism.

There are opportunities to restructure the provision of benefits in order
to make them tax and PRSI efficient. However, in light of the new

Irish salary sacrifice rules, careful planning and advice is required. In
particular, all employee share incentive arrangements offer one of the
few mechanisms to avoid the new income levy.

Many employers are also reviewing their company car scheme. This

is an area where green concerns and cost imperatives are definitely
converging. Encouraging staff to choose and use more environmentally
friendly and economical cars at the same time as delivering these in a
more cost and tax effective way is a great win-win on both agendas.

Companies are looking at their international assignments. Since most
expatriates cost at least twice as much overseas as they would at
home, this represents considerable outlay. Businesses are looking
specifically at their mobility policies, and their return on investment
from such programmes to make sure they are being as creative as
possible and getting the most out of this valuable talent pool.

In the long run this may create recruitment challenges in some markets,
but at the moment hiring is low down the list of priorities, even for the
largest businesses.
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Managing your people costs in a downturn

For most organisations cash is king so now

is the time to review all your incentive plans
and if they do not obviously focus on cashflow
generation then it is more than likely time to
change them. In this regard, you may want

to take a look at your share option schemes:
options that are seriously underwater are very
little use to anyone. They do not function as
an effective incentive to the employees who
receive them, and they are still a cost to your
profit & loss account. Subject to reglatory
constraints, companies are looking closely at
what can be done to manage these.

There are a number of actions companies
can take to provide an immediate saving

in employment-related costs. One obvious
example would be to review company
expenses and travel policies to ensure they
meet current business needs and develop
controls to protect against excessive and
unnecessary claims.

You may also want to think about
benchmarking pay and benefits against your

competitors. It is obviously crucial not to lose
your most productive employees; the war for
top talent is no less fierce in a downturn.

Finally, it would also be worthwhile reviewing
how you use agency staff and contractors
which carry a premium price, to establish
whether you are getting value from them. This
might include reviewing whether some tasks
could be transferred back in-house.

Many of the actions being taken are relatively
easy to implement if managed correctly,

but no less valuable for all that. As Jean
comments, “The point about the retall

sector is that while it does indeed have large
numbers of staff, and many of those are at the
lower end of the pay scale, small incremental
cost improvements can add up to a significant
difference when they are all taken together.
Consumers are starting to get a lot more
price-conscious about where and how they
shop, and it’s time for the retailers to do the
same. There is a lot to gain from a smarter
approach to the management of staff costs”.

“There is a lot to gain from a smarter approach to the management
of staff costs”
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A round-up of upcoming retail and consumer events and recent thought leadership publications...
Events and publications

What's in store?

Our next

Consumer Goods
Executive Retreat
will take place on

25 November. This
session will look
at the importance
of continuing to
invest in your
brands and
explore alternative
routes to market
in the current
environment.

Consumer Goods Executive
Retreat

On Wednesday 6 May we hosted the first in

a series of briefings focused on the current
issues and challenges facing consumer goods
companies.

Are you effectively managing your total
investment in promotional activity? We
reviewed the trade promotion cycle to
identify ‘quick wins’ aimed at reducing both
inefficiency and cost.

Experiencing slow down of payments or
working capital finance issues? Are sterling
movements and other market dynamics
affecting demand and competitiveness?

How do you reduce costs without effecting
operational performance? We looked at the key
priorities and opportunities areas for consumer
goods companies in a downturn.

Jim Power, Chief Economist at Friends First
also joined us to deliver an economic update
on the sector and how the current difficulties
are expected to impact competitiveness in
2009.

Download a copy of the slides at
www.pwc.com/ie/retailandconsumer

‘What's in store?

Retail Executive Retreat

We are delighted to announce our
upcoming Retail Executive Retreat
which will take place on Wednesday
16 September in our offices at One
Spencer Dock, North Wall Quay,
Dublin 1.

This series of events will explore the
current issues and challenges facing
fashion and general merchandise
retailers.

Our inaugural briefing will focus on
the key priorities and opportunity
areas for retailers in the current
environment. We will also review

the most recent trading outlook

for the concluding quarter of 2009
and discuss the implications of the
upcoming December Budget on 2010
trading conditions.

Building to win

Building to win

Retail and consumer multinationals
have made significant investments
in emerging markets, with an
expectation of growth. There is
intense pressure to deliver on these
growth targets.

This report reviews how a number

of leading multinational players have
structured their operating models

in emerging markets to deliver

this success. We explore optimal
corporate structures in addition to
the role of cultural considerations and
talent retention issues.

A copy of this report together with
our full listing of retail and consumer
publications can be accessed at
www.pwc.com/ie/retailandconsumer


http://download.pwc.com/ie/pubs/pwc_building_to_win.pdf
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Jean Delaney, PwC Retail & Consumer Leader

How to contact me?
+353 1 792 6280,
jean.delaney@ie.pwc.com

What value do | bring?

Jean is the leader of our Retail & Consumer
practice in Ireland, responsible for the quality
and delivery of all our services to retail and
consumer clients. She is lead tax partner on an
impressive portfolio of leading Irish and multi-

national companies, specialising in the tax efficient

structuring of supply chains. She has advised a
number of well-known high-street and consumer
goods companies on cross-border financing,
inward investment as well as the corporate and
indirect tax implications of expanding to and
operating in new territories. Her key client listings
feature UK and international groups with interests
in the sector, high-street retailers and a number
of consumer manufacturing and distribution
companies.

David McGee, Advisory

How to contact me?
+353 1 792 8785,
david.a.mcgee@ie.pwc.com

What value do | bring?

Leading our Performance Improvement Retail

& Consumer team, David has advised many of
Ireland’s top tier retail and consumer companies.
He has over 17 years experience working in

the sector. David has a wealth of experience
across supply chain, warehousing & logistics
management, IT and project management. He
also has significant experience in post-deal
integration and business change as well as the
development of category planning processes
and business strategy. David brings in-depth
understanding and insight into both the strategic
and operational challenges facing retail and
consumer companies which ideally positions him
to provide pragmatic and commercially focused
solutions to the issues facing your business.

Managing your people
costs in a downturn

Herbie Graham, Assurance

How to contact me?
+353 1 792 6252,
herbert.graham@ie.pwc.com

What value do | bring?

Herbie is one of our most experienced retail
and consumer specialists with over 27 years
experience leading audit engagements and
advising companies in the sector across a range
of business issues. He has led a number of
controls based reviews and boasts extensive
Irish GAAP and IFRS experience. In addition
to his assurance work, his experience also
includes due diligence reviews, acquisitions
and refinancing. His key clients include a
large diversified group of brand owners and
distributors with interests in the sector and a
number of leading retailers.
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Cormac Fitzpatrick, Tax & Legal Services

How to contact me?
+353 1 792 6353,
cormac.fitzpatrick@ie.pwc.com

What value do | bring?

Cormac has over 7 years experience in providing
corporation tax advice to both domestic and
multinational companies. He has been involved
in a number of intellectual property migrations
and group reorganisations, to allow retailers
maximise the advantages of Ireland’s low
corporation tax rate. He has also been involved
in assessing the tax implications and optimal
tax structures as part of the expansion plans of
a number of high profile retailers. His key clients
include a number of well-known department
stores and consumer goods companies.


mailto:cormac.fitzpatrick@ie.pwc.com?subject=Retail and Consumer: Business Insights
mailto:herbert.graham@ie.pwc.com?subject=Retail and Consumer: Business Insights
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