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Booz & Company’s second annual consumer survey focuses on
shifts in consumer behavior and resulting business imperatives

» In September 2008 Booz & Company conducted a survey to understand how consumers were
adapting their spending in the face of greater economic uncertainty

= A year later we refreshed our findings to better understand how the worst recession since
World War Il is affecting consumers’ attitudes and buying behaviors ...

... as well as how more structural, longer-term forces (e.g., media fragmentation, heightened retail
format competition, growth in online research and e-commerce) are shaping consumer behavior

» To meet these objectives, we conducted an online survey of more than 2,000 U.S. consumers in
October 2009, with a sample representative across demographics, geographies, product categories,
and retail formats

» We integrated the survey results with other insights from our extensive client work across the
marketing and media ecosystem for a broad set of consumer spending categories

» This report includes our summary findings and perspective on implications for consumer marketers
and retailers
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Consumers are more frugal as a result of the recession — greater
focus on value is likely to stick for the next few years

Implications

Key Findings

= Per capita consumption expenditure has declined for 2 = As the economy emerges from a very deep and

straight years — the first time since the Great Depression

Reductions in spending are most pronounced for lower-
income women, but all demographic groups cut back

Consumers’ outlook is modestly conservative — only 32%
of households expect to be better off this year

Frugal behavior is now the norm: two-thirds of consumers
frequently use coupons, value price over convenience,
and believe saving is more important than spending

Product categories whose purchase can be postponed or
substituted (e.g., durables, entertainment) were hit the
hardest, but small indulgences (e.g., health & beauty)
continue to be bought

Switching to lower-priced brands is common among
everyday categories (food items, household products) but
less common for alcohol, tobacco, consumer electronics

Share shift to private-label products has accelerated

prolonged recession, high unemployment and income
anxiety are likely to cause frugal behaviors to remain
persistent

Given greater focus on value, marketers and retailers
need to better align their product assortment:

— Reassess the number of price points and optimal
gap between them by category

— Review the planned innovation pipeline to ensure
that new product launches deliver clear value (not
necessarily lowest price) to attractive and growing
target segments

= As price-based competition remains fierce, developing

deeper insights into shopping behaviors is critical before
responding to lower price competitors ...

... while ensuring that the operating model is well aligned
to the value proposition and pricing strategy — there is a
price floor at which you are not profitable for certain
segments

Booz & Company
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Beyond increasing focus on value, there is a clear imperative to
develop stronger insights and targeted marketing capabilities

Key Insights Implications for Consumer Marketers and Retailers

Consumer marketers’ ability to build brands is
under strain due to a number of structural trends

Despite these headwinds for marketers, there
remains significant room to further influence
shoppers along their path to purchase

Attitudes toward price, brand, and convenience
differ significantly across consumers, as well as
across product categories

Segmenting shoppers based on attitudes and
buying behaviors reveals stark differences in their
brand and store loyalty and the way they are using
the Internet to shop

This presents an opportunity to better target ads
and promotions, particularly as marketers and
retailers build more interactive and relationship-
based models for engaging shoppers at home, on
the go, and in the store

Marketing strategies and tactics that address how,
where, and why consumers shop — rather than
traditional demographics tied to advertising buying
(e.g., adults 18-49) — are required to build
competitive advantage and maximize value

Shopper marketing insights are needed to better
address differences in behavior across product
categories, offline vs. online shopping occasions,
and specific retailers/e-tailers

Based on these insights, consumer marketers and
retailers need to better differentiate marketing
messages and promotional offers to more price
conscious consumers vs. those who place greater
value on brand or convenience

As clicks increasingly influence sales at brick and
mortar stores, marketers and retailers need to
better engage shoppers along the full path to
purchase, rather than treating online and in-store
interactions as silos

|
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The “Great Recession” led to a larger and more sustained decline
in consumer spending than other recent recessions

Annual Change in Per Capita Real Personal Consumption Expenditures

Annual 1930 to 2009
% Change
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Source: Commerce Department Bureau of Economic Analysis, National Income and Product Accounts, Table 2.1. Personal Income and Its Disposition; Booz & Company analysis
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Changes are most pronounced for lower-income women, but
reductions in spending occurred across demographic groups

Average Expenditure Reduction on Discretionary' Categories
1 = Strongly disagree 4 = Neither agree nor disagree 7 = Strongly agree
(Higher value indicates greater expenditure reduction)

Income Gender
_ 4.9 4.8 ) 4.9
5 4.5_ —41— — 4 Avg 4.7 S -_ 4 Avg 4.7
B Male
B <$35k [ Female
[ $35k to $75k
[ $75k to $150k
[1>$150k
1
Income Bands Gender
Ethnicity Age
5 48 47 48 46 5 - 4.6 4.7 4.7
4.5 =—""- — qAvg47 L ——1—42— — qAvg46
I | 4 4
| : - African American/Black
: : - Asian American 31 - 18-34
| | ] caucasian/White 2 I 35-49
: : |:| Hispanic Origin 14 |:| 50-64
| i || Native American/Other 0 [ 165+
1 a 1
Ethnicity Age Brackets

1) Discretionary categories include: Financial products and services; Pets, toys and hobbies; Alcoholic beverages; Home improvement; Apparel, clothing, shoes; Media and
entertainment; Consumer electronics; Food away from home (eating out)
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As consumers cut back, discretionary goods were hit the hardest

Over the past 12 months, | reduced my expenditure in this category
Percentage of respondents who agreed or strongly agreed

Household products
Healthcare (drugs,
supplies, medical services)

Food at home

121%
W22%
B23%
[ 25%

Health & beauty products
Mobile, cellular service
Ultility bills and services

Nonalcoholic beverages
Tobacco

Financial products & services

[ Pets, toys and hobbies

Alcoholic beverages
Home improvement
Media & entertainment
Apparel, clothing
Consumer electronics
Food away from home

-————————

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010

Consistent Themes with Last Year

= In last year's consumer spending survey,
we identified a number of changes
consumers were making in response to the
recession, such as:

— Entertaining more at home, eating out
less, taking less expensive vacations

— Being more frugal in their shopping
habits, buying items on sale, using
coupons more, shopping at less
expensive stores

— Cutting down on driving to save money
spent on gas

= This year’s survey found comparable
efforts to cut back on discretionary
categories like durables, entertainment,
and experiences that can be postponed ...

... while continuing to spend on small
indulgences for themselves on occasion
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Shoppers exhibit little tendency to revert back quickly

How do you expect your household’s financial status to change over the next year? [] Worse off
Percentage of respondents who expect to feel better off or worse off Il Better off
How do you expect your

household's financial siatus | SN S 31% |
to change over the next year?

In the next 12 months, | intend to revert back to my pre-recession buying habits in this category.
Percentage of respondents who agreed or disagreed

Household utility bills, services 8% 42% |
Household products 9% 45% |
Nonalcoholic beverages 9% 46% |
Healthcare (drugs, supplies) 9% 43% |
Food at home 10% 6% |

Mobile/cellular phone service 10% 2% |
Alcoholic beverages 10% 2% |

Health & beauty products 11% 45% |
Tobacco products 11% 40% |

Financial products and services 12% % |
Pets, toys and hobbies 12% 1% |

Home improvement 13% AT% |

Media and entertainment 16% 1% |
Consumer electronics 17% 1% |
Apparel, clothing, shoes 18% % |

Food away from home 19% 2% |

] Disagree (i.e. will NOT revert back) 1 Neither agree nor disagree B Agree (i.e., will revert back)

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
|
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Given the size of the recession and consumer anxiety, it has likely
hardened “frugal” behaviors

Consumer Reponses to Buying Styles and Attitudinal Questions
Percentage of respondents who agreed or disagreed

| consider saving more important than spending 11%

| will shop at a different store with lower

0, 0,
prices even if it's less convenient for me e 20

| frequently use coupons 65% 22%

| would rather get the best price
than the best brand 95% 25%

| like to grow vegetables at home when | can

50%

[ | Disagree [ Neither agree nor disagree [l Agree

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
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Consumers often chose to defer some major expenditures

Over the past 12 months, | deferred purchasing products in this category
Percentage of respondents who agreed or disagreed

Home furniture 19%
Consumer electronics 22%
New car 27%
Home improvement 23%
Survey taken
[] Disagree (i.e. did NOT defer purchase) during “Cash

For Clunkers”

[ Neither agree nor disagree
[ Agree (i.e., deferred purchase)

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
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Price sensitivity has increased for most categories

Over the past 12 months, | switched to less expensive brands in this category.
Percentage of respondents who agreed or strongly agreed

Alcoholic beverages ‘24%

Tobacco 26%

|

Healthcare 26%

|

Consumer electronics 28%

I

31%

Home improvement

34%

Health & beauty products

Nonalcoholic beverages 34%

36%

Apparel, clothing

Household products 40%

44%

Food at home

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
- ___________________________________________________________________________________________________________________________________________________________|]
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The shift to private label also accelerated during the downturn

$ Share Share of Dollars in U.S. Stores’ = Shift to private label started before the recession, but
of Total Private Labels, 2004-2009 has accelerated and shows no immediate signs of
Store slowing down
20 1 = Retailers will resist any bounce back from this trend
19 1 — Retailers make greater profit on private label, so
18 - / they give it more on-shelf and off-shelf display
17 — space
61— — Private label includes part of retailer differentiation,
with broader assortment than opening price points

15 A . . .

» Many consumers are having a good experience with
14 + private label and would need a reason to switch back.
13 1 = Significant room for shift to continue
12 A — Remains well below European average
11 7 — May not continue to rise at same rate and may
10 actually revert partially before resuming upward

2004 2005 2006 2007 2008 | 2009 trajectory (i.e., corrected in '70s after spike)

= As a result, medium-term outlook for private label is
likely to continue to take share, given high

unemployment and slow growth in consumer incomes

Note: Total US FDMxWM, Private Label 4-week Dollar Share of Store
Source: Nielsen Strategic Planner; Booz & Company Analysis

|
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Even as the recession focuses consumers more on price, longer-
term trends are further impacting the way marketers build brands

= Search for broad set of insights across need states,
: aspirations, occasions, and buying behavior to develop
Integration actionable marketing strategies and tactics

of Consumer = Focus on “store back” insights to ensure brand equity
& Shopper messages are consistent and work in store

Insights

Investment in
Own Media

Assets ’
> / Advertising &
P

Promotions Activities

Shift in

Marketing Mix

= Custom content and applications . Paid medi . sh Kei = Search for greater interactivity, direct to
= Online communities around aidme 'é opF)er m.ar eting consumer relationships and accountability
enthusiast categories/interests * Srr\)gr;?/oerr?tglps * rﬁgriue?imsghlp = Growth in shopper marketing and customer
» Kiosks and interactive displays , ' ' marketing, with promotions flattening
* Trade promotions + Customer marketing = Focus for digital on own assets over digital ads
/ » Consumer » Digital assets = Growing importance of “earned media”
| promotions

WOM and events

More Targeted Retailer

Segmentation

Approaches Collaboration

= Store clustering analysis and micro-zone targeting of programs = Relationship marketing and co-op advertising programs to drive traffic

" Shopper clustering around buying behaviors and media usage = Calendar of events to drive higher-impact merchandising

= Personalization to tailor objectives based on relationship with

= Customization of merchandising, packaging, and promotions
shopper —preference, trial, switching, repeat/loyalty 9P 9ing P

Booz & Company 1 4



There is a lot of room to better influence shoppers along the path
to purchase, fueling growing investment in shopper marketing

% Shoppers Making Lists % Shoppers Doing Research Timing of Brand Selection
(% of total respondents) Before Going to Store (% of total items purchased)

(% of respondents by category)

) 83% .
130, 79% 82% 0 149% 13% Item Not On List,
25% Impulse Purchase
o Item On List, Brand
21% 20% Selected In Store
18%
Brand On List,
Replaced In Store
23%
Brand On List,
Purchased In Store
4%
No List Mental/ Detailed Food & Household Health & Food & Household Health &
Rough List List Beverage Products Beauty Beverage Beauty
Shopper Building insights about consumers when they are in shopping mode and applying them to influence
Marketi behavior along the full path to purchase (at home, on the go, in the store) through targeted programs
arketing across shopping occasions and consumer segments, often working in collaboration with retailers

Source: Survey of 3,600 shoppers for Shopper Marketing 3.0 study conducted Fall 2009 by Booz & Company In collaboration with Grocery Manufacturers Association
- ___________________________________________________________________________________________________________________________________________________________|]
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Consumers differ in terms of how much they emphasize getting
the best price, brand loyalty, and convenience

| will shop at a different store with lower prices

| would rather get the best price than the best brand.
even if it’s less convenient for me.

(Total sample)

25% 29%

Avg score = 4.8

Avg score = 4.6
on a 1 to 7 scale

on a 1 to 7 scale

20%
20%
17%
15%
13% 15% 15%
12%
6%
Strongly Neither agree Strongly Strongly Neither agree Strongly
disagree nor disagree agree disagree nor disagree agree

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
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Differences in consumer sensitivity toward price, brand, and retail

preference also vary considerably across product categories

Category Price Sensitivity: Brand Loyalty and Store Loyalty

Average Response Across All Consumer Segments
{x axis} Over the past 12 months, | switched to lower priced stores in this category
{y axis} Over the past 12 months, | switched to less expensive brands in this category

Above and beyond

4.4 | :

e p- | general trends in
SW|tch|n_g to | retail format
lower-priced ® Food at home : migration

brands Household products ®
| ® Apparel, clothing, shoes
4.2 : |
Home improvement @ |
|
Nonalcoholic beverages ,  Consumer electronics |
° ° |
|
Neitheragree 4 o | ———_________ Health & beauty products__ ... . . |
nor disagree |
: ® Tobacco products
: Categories experiencing
: both brand and format
3.8 ® Alcoholic beverages | switching
|
Not switching I Categories experiencing
to lower- I neither brand nor format
priced brands : switching
3.6 .
3.7 3.8 3.9 4.0 41 4.2 4.3
Not switching to lower-priced stores Neither agree Switching to lower-priced stores
nor disagree

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
- ___________________________________________________________________________________________________________________________________________________________|]
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As a result, there are notable variations in the key drivers of
consumers’ decisions for where to shop

What is your primary reason for selecting your shopping destination in each category?

% of survey — ,
Price is especially

respondents important for choice of

50 shopping destination in
household products, health

& beauty products, and

| nonalcoholic beverages.

* Price matters for “basics.”
» Convenience and brand
matter for purchases

for self.

—®&— Consumer electronics

45

Media and entertainment

Apparel, clothing, shoes

40

Promotions are important

for choice of destination in -~ Home improvement

35 electronics gnd media & Alcoholic beverages
entertainment. Convenience and —¥— Food at home
30 i sn?)zgigglldlggt?ﬁgticgn —>— Non alcoholic beverages
. for tobacco, alcohol —®— Tobacco products
25 ] - y ’
/l ~ and healthcare. Household products

Health & beauty products

0 T T T T T T I‘ -AI‘A

Consistently  Offers best Convenient  Habit (this is Product quality Breadth of Has the Loyalty card Enjoyable
low prices deals and location where | product brands | want store

promotions always shop) selection experience

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
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Differences in online research and buying behavior are also key to
understand in developing a more segmented view of shoppers

| spend a lot of time researching, comparing | buy products online whenever possible.
products online before buying.
23% 27%
Avg score = 4.8 20% Avg score = 3.9
on a 1 tO 7 Scale on a 1 to 7 Sca/e
190/0 0,
18%
18%
(V)
12% =00 459,
8%

6% 6% 8%
Strongly Neither agree Strongly | Strongly Neither agree Strongly |
disagree nor disagree agree disagree Nor disagree agree

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
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Taking these varied attitudes and behaviors into account,
six statistically significant consumer segments emerge

Cluster Profiles
* Hunt for brands they love

. Gre_atest tendency to .buy , . .
°e online across categories PP : Id_g(setli%:t)i ::vitnczr:gtggsire g
oJoYe * Price sensitive, with little 0!0!0 :
° !’! e Shopper 2.0 brand or format loyalty 283833 Channel surfers brands at best prices

and educational attainment
» Greatest proportion with full-

"' 16.4% of sample . High coupon usage

* Youngest average age
* Highest proportion of renters

"' 19.8% of sample  * Highest household income

time job
* Very little online research or
« Highly price sensitive and purchase
heavy coupon users * Lowest coupon usage
Deal hunters - Low brand or format loyalty Laggards « Not particularly motivated to

switch brands or format
* Highly skewed to women
» Oldest average age
* Least educated

20.6% of sample * Lowest household income

* Greatest proportion
unemployed

17.2% of sample

* High research online, but
. . less likely to purchase online (X | * Least likely to change brands
Online window . Modest degree of price Lovalists or retail format
shoppers sensitivity and brand yo » Conducts both online
10.6% of sample switching 15.5% of sample research and purchase

! ®
300 C
+ Highest proportion of home "" * Highly skewed to men

owners

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
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Differences across segments are as meaningful as those across

product categories in explaining attitudes and buying behavior

Category Price Sensitivity: Brand Loyalty and Store Loyalty

Showing “Alcoholic beverages” and “Consumer electronics” Categories
{x axis} Over the past 12 months, | switched to lower-priced stores in this category
{y axis} Over the past 12 months, | switched to less expensive brands in this category

5.0 |
Switchingto | ® Alcoholic beverages |
Iower;)pricgd Consumer electronics |
rands e
| e - b}eal Hunters
4.5 : - d
_ Shopper }
! alHunters 7
Ofline Window, Sfioppers
Neitheragree 4 o | ____________ Onl ine Window 8hdppers®__—_ _ e e
nor disagree - 7 -+ /%rrf
ghopper 2.0
| Categories experiencing
l both brand and format
35 prannel surfers; switching
. |
Not switching ¢ Loyalists | Categories experiencing
" to lower- : neither brand nor format
priced brands : switching
|
3.0 .
3.0 3.5 4.0 4.5 5.0
i i -nri Neither agree . . o
Not switching to lower-priced stores nor disagree Switching to lower-priced stores

Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010
- ___________________________________________________________________________________________________________________________________________________________|]
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To maximize their marketing ROI, companies need to better target
their advertising and promotions spending by segment

Price Sensitivity: Online Behavior:
Brand Loyalty and Store Loyalty Online Research and Online Purchasing
| will shop at a different store
with lower prices even if it's | buy products online
less convenient for me. whenever possible.
7 n N 7 - |
Strongly : Strongly | Channel surfers
Agree | Deal hunters agree |
6 - 6 - '
Channel surfers
5 1 5 -
Online window shoppers | Shopper 2.0
4 4 -
Deal hunters
3 3 | Laggards |
|
\ |
| |
27 | 2 7 \ |
Strongly : Strongly \ I
disagree | disagree Online window shoppers
_ _ 5 6 7 1 2 3 4 5 6 7
1 = Strongly disagree 4 = Neither agree nor disagree 7 = Strongly agree 1 = Strongly disagree 4 = Neither agree nor disagree 7 = Strongly agree
| would rather get the best price than the best brand. | spend a lot of time researching, comparing
Source: Booz & Company Fall 2009 Survey of Consumer Spending. Sample size n = 2,010 products online before buying.
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Retailers and marketers need to address a number of key issues to
maximize growth and profitability coming out of the downturn

Critical Questions for Marketers and Retailers Following the Recession

» What will industry profitability look like when demand picks up but
likely at lower price points?

= Which retail formats — with lower-cost operating models, selling
more at lower prices — will continue to gain share?

= How should manufacturers and retailers respond to avoid “over-
shooting” and, instead, maintain their long-term profitability?

/

(P x Q) — Cost to Serve = 1T (profitability)

SN T

= Will consumers continue to trade = As demand bounces back post- » What new retail formats will emerge
down to lower-priced goods? recession, how much quantity will be with lower cost models?
= Will migration to digital search make satisfied at lower price points? = What is the most efficient and effective
it harder to increase prices in the = What retail mix shifts will persist? way of reaching consumers in this new
face of increased transparency? * How should assortment be managed to environment?
optimize return on investment (ROI)? = How can costs best be leveraged to

drive the highest ROI?

Booz & Company
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Our view is that the recession has accelerated trends that have
already been underway for a while ...

= Many of the observed changes in consumer behavior were present before the recession began

= This recession, and companies’ response to it, has further sharpened consumers’ focus on price —
manufacturers increased consumer and trade promotions, consumers traded down and liked the
experience, and online search (not a factor in other recessions) amplified price-driven behavior

= A slow recovery is likely to make these behavioral shifts in consumer spending “stickier”
— Consumer have learned behaviors and adapted their attitudes

— There is no evidence to suggest that consumers’ attitudes toward price, brand, convenience, or retail
format will reset fully to pre-recession levels

» Successful strategies need to address consumers’ more value-conscious attitudes and behaviors, as
well as the increasing trend of digital to retail integration

= Taking a more segmented approach targeted to shopper behaviors (as opposed to mass market
approaches targeted to broad demographics like advertising has traditionally been) is required to avoid
driving excessive discounting or destroying brand value

... and that these trends are independent of economic cycles or
consumer demographics

Booz & Company 25



Therefore, we suggest focusing on a number of key business
imperatives as we emerge from the downturn

Focus on Value

Enhanced Targeting

-

A

Product
Assortment

Strategic
Pricing

Advertising &
Promotions

Clicks-to-Bricks

Integration

Booz & Company

Reassess the number of price points and optimal gap between them by category

Review the planned innovation pipeline to ensure that new product launches deliver clear value
(not necessarily lowest price) to attractive and growing target segments

Develop a deeper understanding of consumer segments and shopping behaviors before
responding to lower-price competitors (i.e., which shoppers do you have a “right to keep”
profitably?)

Ensure your operating model is well aligned to your value proposition and pricing strategy —
there is a price floor at which you are not profitable for certain segments

Build deeper insights into consumer behavior by brand, shopping occasion, and retail format

Take a more segmented approach to differentiate marketing messages and promotional offers
to more price-conscious consumers vs. those who place greater value on brand or convenience

Further align metrics across in-store and out-of-store marketing, moving beyond demographics
for advertising and beyond sales lift for promotions

Prioritize digital marketing and e-commerce efforts based on a robust understanding of the
consumer segments that are most critical to your current profitability and future growth

Clicks will exert increasing influence over bricks — determine how best to engage shoppers
along the full path to purchase, rather than treating online and in-store interactions as silos
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For more information, please contact:

Dallas Chicago

Andrew Clyde Paul Leinwand

Partner Partner

+1-214-746-6566 +1-312-578-4573
andrew.clyde@booz.com paul.leinwand@booz.com
New York San Francisco

Matthew Egol Nick Hodson

Partner Partner

+1-212-551-6716 +415-627-3330
matthew.egol@booz.com nicholas.hodson@booz.com

Additional Contributors:

Les Moeller
Senior Partner, Cleveland

Kasturi Rangan
Principal, Cleveland

Richard Sanderson
Senior Associate, Chicago
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Booz & Company is a leading global management consulting
firm, helping the world’s top businesses, governments, and
organizations.

Our founder, Edwin Booz, defined the profession when he
established the first management consulting firm in 1914.

Today, with more than 3,300 people in 60 offices around the
world, we bring foresight and knowledge, deep functional
expertise, and a practical approach to building capabilities
and delivering real impact. We work closely with our clients
to create and deliver essential advantage.

For our management magazine strategy+business, visit
www.strategy-business.com.

Visit www.booz.com to learn more about Booz & Company.
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