SECTION TWO

Yet Collaborative Performance Falls Short

Despite efforts to become better at collaboration, both manufacturers and retailers report a significant gap between
what collaboration means to them and how their partners act.
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For example, manufacturers think it is critically important that retailers be able measure and demonstrate results of
programs but rate retailers poorly in their ability to do so. Retailers say manufacturers often fail to bring cohesive
plans for developing insights into actionable programs that would be of mutual benefit. In fact, both manufacturers
and retailers see a big gap on every dimension we asked them about. Neither side thinks the other is doing enough

to make the relationships work.
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SECTION TWO

Examples of Retailer/Manufacturer Misalignment

Retailers say about Manufacturers: Manufacturers say about Retailers:

“The same person is performing the same activities as before only “Most grocery retailers are not prepared for sophisticated, cross-

with a title change.” category/cross-store collaboration with manufacturers. We need a
call to action, ‘Retailer, we are orienting ourselves around you — we
need you to be ready for us.’

“Manufacturers often determine an objective, then go and find

data to support it. They then attempt to sell these ‘insights’ to

retailers.” “The opportunity for change exists and many retailers want to

engage in it, but they currently don’t have the talent to make
it happen.”

“The manufacturer’s account person is still being incented on

short-term display placement, not on marketing success, category

growth, and the relationship.” “Retailers expect eye-popping insights from us but many are still

not open to sharing the data we need to develop those insights.”

Source: 2008 GMA/Deloitte Shopper Marketing Interviews

This gap is due to legitimate structural challenges to effective collaboration. First, companies often allow short-term
incentives and risk aversion to trump greater gains from building committed, trusting relationships. Second, existing
capabilities, processes and structures are misaligned between retailers and manufacturers, complicating effective
collaboration.

Barriers to Collaboration: A Matter of Will and of Skill

A Matter of Will: The Prisoner’s Dilemm

A key difficulty with achieving genuine, win-win collaborative relationships stems from a classic problem: the
“prisoner’s dilemma.” In this dilemma, both sides must overcome immediate risks to achieve long-term benefits.
Both parties fear that too much transparency could result in data leaks to competitors, diminished bargaining power,
or less control over final programs. Because of the risks, neither side fully trusts the other to act in each other’s
long-term mutual interest, so both play it safe by focusing on short-term gains. However, playing it safe risks a
large loss too. This prisoner’s dilemma is not a one-time game, and there are more than two players. Retailers and
manufacturers who stay in the safety of short-term, transactional relationships risk ceding the genuine relationship
and long-term gains to competitors. If either side of the relationship is seen as not fully committed or short-sighted,
the other will quickly follow suit, or walk away.

Long-term gains can lead to a strategic advantage for committed collaborators, dramatically exceeding the short-
term tactical gains of transactional collaboration. However, long-term gains are the result of short-term actions.
Companies may need to take early risks to signal their commitment to a genuine relationship, such as unilaterally
sharing data. Likewise, each interaction with partners provides the opportunity to reinforce trust through
demonstrated success — or single-handedly reverse all relationship gains. The relationship can only be maintained if
both sides regularly reinforce that their intentions can be trusted.

Shopper Marketing Collaboration Prisoner’s Dilemma

Source: Deloitte Consulting
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SECTION TWO

A Matter of Skill: Structural Challenges to Collaboration

Even if the prisoner’s dilemma is conquered, and retail and manufacturing partners align in their desire to form
highly collaborative relationships, challenges remain in aligning the infrastructure, capabilities and processes between
partners to enable effective collaboration.

Key Manufacturer Problems along the Collaboration Chain

e

Generate Insights Develop Programs Execute Programs Measure Programs

= Ability to generate unique = |ack of understanding of = Lack of consistent source of | = Missing tools and resources to

and banner-specific insights retailer platforms program funding confidently measure program
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hierarchies develop unique shopper between key functions = Inability to segment impact of
- ic acti i within pr

= Unwilling to share data / lack centric activations ® Loss of control once taken various stimuli within program

of data standardization = Missing a seat at the table to retailer = Prohibitive cost of advanced

with key accounts tools and syndicated data

Applicability across store
clusters and formats

Source: 2008 GMA/Shopper Marketing Studly

Z.1ne rgnt partners
3.The right insights
4.The right structures

5.The right process

Credible Commitment

Shopper marketing relationships between manufacturers and retailers can generally be characterized as either
“transactional” or “committed.”

Transactional collaboration, which leads to less rewarding, short-term relationships, includes any action that is viewed
by partners as purely self-serving, without focusing on the long-term interests of the partnership. It tends to be
characterized by manufacturers selling-in programs which will distinctly benefit their own brands without necessarily
expanding the whole category or improving the shopping experience while retailers negotiate incremental penny-
profits for the privilege of executing the programs. For example, retailers see manufacturers as prioritizing the
transaction over the relationship when the manufacturer uses “insights” to argue that they should get a competitor’s
end cap. Manufacturers see retailers as prioritizing the transaction when they demand insights and programs without
sharing data or when they use the manufacturer’s insights to grow their own private label business at the expense of
the manufacturer. Transactional collaboration can result in mutually-beneficial shopper marketing programs, but it
cannot realize the full potential value that is possible with fully committed collaborative relationships.
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SECTION TWO

Committed collaboration, which leads to more rewarding partnerships, incorporates a strategic and cultural change
focused on the shopper’s preferences and a commitment to a partner’s best interest. Manufacturers striving for
committed collaboration bring tailored insights that are specific to the retailer’s business and customer segmentation
and work jointly with the retailer to develop shopper marketing programs that meet both organizations’ needs. The
manufacturer’s motivation is to help the retailer generate top line category growth and improve their own sales in the
process. Retailers act as committed collaborators when they share data and resources, allow the manufacturer a voice
in the final program design, live up to execution agreements and help with post-program analysis.

The most valuable long-term relationships can only be established if both sides can credibly demonstrate that they are
genuine in their intentions. They can do so by dedicating resources, understanding their partners’ business and goals,
becoming more transparent with data and consistently executing against promises.

Transactional vs. Committed Collaboration

Transactional Committed

A tactical approach to collaboration that A strategic approach to collaboration
maintains an adversarial, sales-oriented that incorporates a cultural change and

Description relationship where both parties develop  focuses on creating win/win situations
initiatives and goals in isolation based upon shopper preferences
Driven by predetermined programs Created to understand shoppers and
Insights and organizational goals and devel- develop in-store programs and often
oped in isolation developed in conjunction with partner
Program Developed by one side to meet its Jointly developed to meet both

individual needs organizations’ needs

Development
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SECTION TWO

Safeway Demonstrations Commitment through Collaboration

Successful shopper marketing collaboration depends on manufacturers developing a strong understanding of the partner’s
business initiatives, customers, and issues. Safeway is making it easier for manufacturers to accomplish these by collaborating
with them in the areas of customer segments, customer marketing, frequent shopper card data and internal processes.

While the day-to-day transactional sales channel is a key component of manufacturer interaction, Safeway has developed a
larger, more holistic approach to communications.

¢ Strategic Industry Participation — Safeway has agreed to participate in manufacturer and retailer industry panels
such as the GMA/FMI sponsored New Ways of Working Together initiative to foster open communications with
manufacturers

¢ Manufacturer Meetings — Safeway “calls in” manufacturers and holds large group meetings to inform them of
changes in strategic direction, segmentation, and business processes

e Optura Portal — Safeway provides free pre-generated sales data reports to give manufacturers an opportunity to
develop new insights and a provide a baseline for discussions

¢ Internal Channels - Safeway has developed internal lines of communication that ensure manufacturer insights are
shared and strategically incorporated into other relevant parts of the organization

Internal and manufacturer-completed surveys are another key element of Safeway’s plan to improve communication and
collaboration. Safeway uses these surveys to identify the pain points of working with manufacturers and ways to improve
business processes.

The adoption of a strategic communication system has improved Safeway’s shopper marketing efforts and enhanced the shopper
marketing maturity of its manufacturer partners. The company has witnessed improvement in the number and quality of shopper
marketing programs being offered by manufacturers. By helping educate and advance the overall industry, Safeway can better
identify and select the campaigns that will be the most fruitful and profitable.

Source: 2008 GMA/Deloitte Shopper Marketing Study Interview

The Right Partners

Since each retailer and manufacturer has different levels of shopper marketing maturity, strategic value, financial
value, and openness to committed collaboration, forward thinking companies assess each potential partner and
customize their collaborative efforts accordingly - like selecting and weighting investments in a portfolio.

Companies should assess the individual value of each potential partner based on two axes:

1. Strategic value of the partner
e Financial performance
e Future strategic importance
e Alignment with company strategy
e Shopper marketing maturity (e.g., dedicated resources, store-level execution capabilities, consistency,
sophistication of insights)
2. Ability to collaborate

e Tangible interest in collaboration (e.g., sharing of data, alignment of the banner goals with brand goals,
willingness to invest)

e Resources committed to collaboration and internal alignment of incentives

e Potential for future collaboration
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Example Manufacturer Segmentation of Retail Partners

SECTION TWO
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Source: Deloitte Consulting LLP

Manufacturers should allocate collaboration resources and determine future resource needs according to the resulting
value of the partnership. Some partners may warrant dedicated cross-functional, colocated teams; others may be
served through a shared, headquarters shopper marketing group. Likewise, retailers should leverage their most
valuable partners as strategic advisors, and commit resources to working with these manufacturers to co-develop
ideas on growing the category and meeting mutual cross-category goals. An important step in this process for both
manufacturers and retailers is to understand where they stand with a potential partner and make sure the match is
mutually beneficial.

Overlooking regional or niche partners is a pitfall to avoid for both parties in this process. Niche partners may offer
strategic value despite smaller revenue numbers, providing enticing potential for collaboration and growth. Likewise,
there is value in working with partners who are still developing their collaborative capabilities. For example, less
sophisticated but strategically valuable retailers require more analysis and development from the manufacturer while
they build up their shopper marketing capabilities. This may require additional resources in the short-term, but will
enable manufacturers to create more buy-in and develop deeper committed relationships.

The Right Insights
“What is right for Target is not necessarily right for Walmart.” - Manufacturer

Sophisticated shopper marketing retailers demand custom-tailored insights based on their specific shoppers and
tangible proposals for commercializing insights to support their distinct retail positioning. They are no longer content
to passively receive whatever the manufacturer decides to share. They are now demanding active participation in
targeting and prioritizing insight development.

Meeting the expectations of the most valued partners entails developing a thorough understanding of each retail
banner’s differentiation, customer segmentation model, shopper marketing organization, and in-store capabilities for
program execution. That understanding allows more granular insight development and application to joint target
segments, trip segments, store clusters, and even individual stores.
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However, retailer commitment to joint insight development is still far from consistent. Manufacturers are still largely
expected to provide the resources for this expensive effort. Often, manufacturers grow frustrated when they bear
the expense of developing deep shopper insights and produce retailer-specific programs that demonstrate promising
results, only to see them haphazardly implemented or scaled back. They are also frustrated with many retailers who
do not have the human capital to ensure consistent in-store execution. Retailers who are able to consistently able to
execute, ensure compliance and measure results of shopper marketing programs and manufacturers who are able to
support their retail partners in implementation will see disproportionate benefits to their joint efforts.

Manufacturers can support less strategic partners by clustering their insight development and bundling programs
across similar players.

The Right Structure

Getting past the barriers to committed collaboration requires more than just commitment and clever insights. It
also typically requires organizational change, process change, alignment of incentives/performance measures,
development of new skillsets, and upgraded technology. In many cases, collaboration extends beyond marketing/
sales/category management and into supply chain, product development and finance to holistically address all
elements of the go-to-market strategy.

The breadth of organizational changes needed for committed collaboration can daunt companies trying to
consolidate their position with key partners:

* What needs to change in our talent recruiting, advancement, and incentive structures?

e Do we need to colocate resources with our partners? Which resources, and with which partners?
* Where should shopper marketing sit in our organization?

* What processes need to change?

While the old way of doing business will no longer do, the truth is that there are many paths to creating genuinely
collaborative relationships. There is no “one size fits all” for structuring a shopper marketing organization for
effective collaboration, or indeed for structuring the relationship with every partner. Instead, companies need

to realistically weigh the costs against the potential gains given each partner’s strategic value and willingness to
collaborate.
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SECTION TWO

Structural Considerations for Collaboration

e How strategic is this partnership? What level of investment is warranted?

e |s my partner ready to handle a higher level of collaboration? Can we help them

Dedicated be ready?
Talent e
e Which functional areas need to be dedicated? Sales? Marketing? Insights?
Operations? Supply chain?
e Which relationships would benefit from more interactive, real-time collaboration?
Is the relationship valuable enough to merit the cost?
. e What level of colocation is needed for each tier of partner? Is one liaison enough,
Colocation .
or do we need an onsite team?
e What functional area(s) should be onsite? Sales? Marketing? Insights?
Operations?
¢ Where does shopper marketing best align with my organization’s strategy? With
my current account relationships?
Reporting ¢ \What formal communication and processes are needed to ensure alignment?
Structure
e How will shopper marketing programs be funded and coordinated with brand,
category and trade?
e What existing internal processes inhibit committed collaboration with our partners?
Process e |s our planning process realistic given the demands of our partners?

Alignment o 6w can we ensure integration between consumer and shopper insights to deliver

holistic marketing platforms?

This means that not all organizations, and indeed not all partnerships, require the same level of structure around
their collaborative efforts. Companies may be able to achieve similar results through establishing a single customer
contact backed-up by virtual cross-functional teams — as long as they do the extra legwork of embedding a culture
of committed collaboration, establishing strong frameworks for communication, and aligning incentives across
functional areas. Developing formal frameworks and maintaining discipline around these “soft” factors can help
smaller players level the playing field against competitors with deeper pockets.

A Small Manufacturer Achieves Big Results

Shopper marketing is not just for the biggest players. Smaller manufacturers may have fewer resources but they can
gain just as much from focused partnerships. According to many retailers, niche manufacturers who are second or
third in their categories often make better collaboration partners than the category leaders, as smaller manufacturers
are less interested in defending the status quo and more willing to take risks on truly innovative marketing efforts.

One beauty care manufacturer that we talked to has leveraged a long-standing, trusting relationship with a key retail
customer to build an effective collaborative shopper marketing program. They make up for the lack of deep pockets
with a customer intimacy that is difficult for larger competitors to achieve.

When the manufacturer introduced its new line of shampoo and hair care products into the market, it drew upon this
trust equity to integrate the new products into the retailer’s network of in-store beauty personnel that help customers
decide which beauty products are right for them. It tailored the program and messaging to cater to the specific shop-
per characteristics of the retailer’s core customer segments. Utilizing product training and Sales Promotion Incentive
Funds (SPIFs), the manufacturer provided sales staff with the ability and incentives to attract target shoppers. The two
partners also worked together to improve compliance, ensuring that point-of-sale displays are set up and deployed at
the right time and in the right location.

This cooperation resulted in a significant gain in hair care sales for the manufacturer as well as overall category growth
and a differentiated shopper experience for the retailer.

Source: 2008 GMA/Deloitte Shopper Marketing Study Interview
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The Right Process
“Trust is a self-reinforcing cycle.” — Manufacturer

Building partnerships that work requires repeatable success in generating customized insights, collaboratively
developing programs, and consistently executing in-store. Without a clearly defined collaboration process, good
insights and planning can result in one-off programs that may provide some short-term returns, but fail to yield the
long-term potential benefits of shopper marketing. Establishing a collaboration process builds trust, promotes reliable
results, and directs resources at the best opportunities.

For both manufacturers and retailers, having a clearly defined collaborative process demonstrates a commitment
to building relationships. The right process provides a framework for committed collaboration, outlining areas of
responsibility, roles, and expectations for data sharing. This level of transparent, repeatable process promotes trust as
partners know what to expect — and can be a source of competitive advantage in the battle for the best relationships.

Likewise, the right process can create order from chaos. Merging differing shopper segmentation models, resources,
corporate cultures, and processes is hard work. Ad hoc programs risk misaligned objectives, lack of execution scale,
failed hand-offs, and lack of buy-in. The right process minimizes these risks by centering program development

Strategic Shopper Marketing Collaboration Process

<«—Internal Activities < Joint or Interactive Activities ——»
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Source: Deloitte Consulting LLP

around both organizations’ objectives and systematizing communications expectations and hand-offs. As the
collaborative partnership delivers reliable results — for both parties — the value of a trusting collaborative relationship
is reinforced.

Ultimately, an established process ensures that resources are directed most efficiently. With roles and processes
defined, organizations do not need to pull resources and reinvent the wheel for every ad hoc program. Likewise,
the best processes provide a feedback loop to continuously assess their programs’ effectiveness and adjust course
as needed. To reach this stage, some advanced companies are hiring third-parties to survey and analyze their
collaborative performance and identify areas of improvement. With those areas identified, they jointly develop an
action plan with their partners to improve.

Once an organization has been able to demonstrate a credible commitment to collaboration and the ability to deliver
the right insights, the right systems, and the right processes for the right partner, it will be poised for a successful win/
win relationship.
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Key Takeaways:

e Don't Mistake Activity for Impact.

e There is a Natural Lifecycle for Shopper Marketing.
® Go Forward with a Map and a Sextant.

e Overcome the Barriers to Genuine Collaboration.

e Master Execution for Competitive Advantage.

5. Master Execution for Competitive Advantage

“Execution: The gap between what a company’s leaders want to achieve and the ability of their organizations to deliver it.”
— Execution by Larry Bossidy and Ram Charan

Execution is the universal pitfall. Even the organizations with the most advanced shopper marketing operations
identify execution as their Achilles’ heel. The best laid plans can fall flat if:

* Managers won't think beyond a traditional marketing and trade promotions mindset
* Incentives remain misaligned

e Companies lack the tools and data to uncover insights and measure results

* Organizations cannot track or ensure compliance

* Partners are not prepared to collaborate

e Shopper marketing teams lack the right skillsets

e Planning calendars are misaligned, and in-store programs show little integration with out-of-store
marketing efforts

e Companies abdicate strategy to their agencies

In the end, it all comes down to execution. Organizations that execute well build their capabilities for long-term
growth and generate disproportionate returns. Regardless of a company’s stage in the shopper marketing lifecycle,
mastering execution requires embracing a few key lessons learned:

Start with New Conversations

Despite the widespread buzz around shopper marketing, understanding and support for it has not, in all cases,
filtered throughout the rest of the organization.

Many manufacturers’ marketing departments still view in-store activities as tactical and outside their domain.
Traditional sales professionals tend to define shopper marketing as trade promotions. Likewise traditional retailer
structures in operations, merchandising, and category management exhibit “siloed” perspectives and inhibit
collaboration. New and constant conversations are needed both internally and externally to replace traditional
mindsets with understanding of shopper-centric and collaborative opportunities.

Manufacturers need to start talking not only about how in-store activities can drive shelf space and sales lift, but
also brand equity and cross-category lift. Shopper marketing teams need to converse with their sales and marketing
colleagues about how to integrate shopper marketing into their commercial planning cycles. Likewise, retailers need
to overcome the traditional buyer’s mindset and focus on differentiating the banner and generating overall revenue
growth. Together, effective shopper marketing requires new C-level conversations between close partners.

Change management programs and communications plans can build understanding and alignment; the
communications plan should identify internal and external audiences, craft key messages for each, and define a
calendar of communications.
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New Conversations are Needed

e What role does shopper marketing play in consumer decision- e How can we target our shopper marketing efforts to position
making for our brands? ourselves in the minds of our customers?

e What is the appropriate mix of marketing components to drive e How do we measure which tactics are most effective at driving
optimal impact? banner differentiation and growth?

e What is the right level of resources to dedicate to shopper e Which manufacturers are best aligned to help us strategically
marketing? position ourselves?

e Which shopper marketing tactics are most effective? e \Where can we work with manufacturers to strengthen our

» What are the opportunities for cross-category programming? efforts and drive toward mutual interests?

e How do we connect our shopper marketing efforts to store

e How do we make shopper insights actionable? ¢ Ll
operations, merchandising, and category management?

e Which retail partners should we target, and how do we structure
ourselves to provide a seamless face to our most valuable
customers?

Across Partnerships

e Where do our interests align?

e \What legacy structures, policies, and incentives get in the way?

e Where can cooperating increase competitive advantage for both of us?
e Given our joint interests, how can we ensure that incentives are aligned?
e How can we ensure compliance?

Use the Right Metrics to Change Behavior and Create Credibility

People with traditional perspectives can resist changing past views without solid data. Companies need measures
of shopper marketing effectiveness based on the language and metrics that people with traditional perspectives
understand.

Executives have naturally scrutinized shopper marketing more than its traditional marketing cousins. Shopper
marketing teams are under pressure to justify budget requests, and demonstrate ROI relative to traditional
marketing media. As a result, many have focused resources toward large-scale test pilots that measure the lift

of comprehensive, multipronged shopper marketing efforts. Most can measure ROl by account and program. As
shopper marketing becomes more widely proven and accepted, organizations will need to shift focus to comparing
the impact of specific shopper marketing tactics and partnerships. This style of evaluation will require much more
careful testing and analysis to identify causality and optimize the total mix of marketing tactics.
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Selective Shopper Marketing Measurement Tools Comparison

SECTION TWO

Solution Space*

Generate
Insights

Develop
Programs

Execute
Programs

Measure
Results

Core Capabilities

Considerations for Use

Survey and
Observational Research

(shop-alongs, direct observation,
focus groups, intercepts)

D

O

&)

Provides qualitative insights
on shopper behavior and
feedback on in-store
media effectiveness

Process can be intensely manual and
insights can be biased by what
shoppers think they do vs. their
actual behavior

Outlet Level
Transaction Data

(loyalty cards, credit card
transaction analysis)

D

D

O

D

Captures rich quantitative
information on purchase
patterns and shopper
demographics

Difficult to tie purchase volumes to the
actual effectiveness of in-store

displays and media and only includes
subset of shoppers

Traffic Monitoring

(VideoMining, ShopperTrak,
BehaviorlQ)

Systems utilize video and video
sensors to collect, compile and
analyze actual shopper behavior
and traffic patterns to help
determine optimal program
design and location

Results can vary dramatically based on
store layout differences and are
typically based on a small sample test;
should be supplemented with
qualitative testing to understand
causality

Virtual Shopping

(Decision Insights, Red Dot
Square, Vision Critical)

Simulates in-store designs and
product packaging, allowing
rapid and realistic scenario
testing of merchandising,
product and promotion design
and layouts with reduced need
for field testing

Tests based on small samples rather
than on actual test store volume and
does not help with post-event analysis

Compliance Auditing
(Goliath, other RFID)

Radio Frequency Identification
(RFID) and other technologies
provide retailers the ability to
prove compliance with
manufacturers’ in-store displays

Technology builds trust between
retailers and manufacturers, but
cannot generate new insights or prove
the value of initial display agreements

Pioneering Research for
an In-store Research

(PRISM)

Developing a standard measure
for in-store consumer reach,
giving retailers and manufacturers
the ability to measure gross
impressions and conversion

Measures traffic past a stimuli but not
engagement or quality of impression;
Stores sample is currently relatively
small but large expansion is planned;
Results can vary dramatically based
on layout differences

Syndicated Data and
Analysis Services

(Nielson, IRI, MARI, Crossmark)

O

d

Standardized sales, lift and share
data by brand/category used to
understand sales impact of
promotional and competitive
activity

Challenges with alignment of product
hierarchies and does not identify
causality

|. Very Effective  €— O Not at Al Effective

* Named solution providers are meant as examples within each space; the lists are not exhaustive nor endorsements by GMA or Deloitte
Source: 2008 GMA/Deloitte Shopper Marketing Study

A gap in compliance measurement challenges measurement at both the tactic and account level. To calculate a true
per-program and per-account ROI, companies will need to invest in calculating actual compliance; however, according
to our research, only 21% of manufacturers and 27% of retailers currently do so.

To reach 360-degree marketing, companies will need to hold all marketing mix elements — shopper marketing and
traditional alike — to the same standard of rigorous post evaluation. Getting to the level of granularity necessary to
make decisions about tactics and partners will require significant investments in data and measurement infrastructure.
It may also entail:

* Changing the way organizations classify shopper marketing spend

* Developing more effective marketing mix models that incorporate shopper marketing and traditional marketing
mix components

 Improving analytics infrastructure across all marketing mix elements
 Adjusting budgeting and accounting systems to allow automatic calculation of account-level ROI

* Obtaining retail measurements and compliance enforcement
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Nielsen Introduces a New Metric for In-Store

For decades, the success of TV, radio and even internet advertising has been measurable against industry-standard
metrics. However, there has never been a metric to measure the effectiveness of marketing stimuli within the store,
making it extremely challenging for marketers to justify a shift in marketing investment from traditional spend to in-store.

Nielsen In-Store, working with a broad consortium of manufacturers, retailers and agencies, has developed a
standardized measurement system that can help quantify gross impressions by demographic and time of day, presence of
in-store promotions and purchase conversion rates. Nielsen uses a combination of retailer scan data, consumer counting
sensors, in-store audits and household panels to triangulate the return of each marketing dollar invested in-store by type
of stimuli. The system helps to optimize evaluation and execution of in-store marketing, and can also be used to develop
and communicate more granular sales force objectives.

Mouthwash Brand X Customizes Sales Objectives by Account

A leading brand of mouthwash used the new in-store metric to measure its in-store marketing performance at key retail
accounts to hone its promotional strategy by customer, improving results for retail partners as well as brand as a whole.

By comparing gross impressions against audience conversion, the manufacturer was able to determine what tactics
should be used at each retailer to drive improved total performance. At Retailers C, D, and E (see chart below),
Mouthwash Brand X has high gross impressions, but audience conversion is low. Therefore, in-aisle promotions and
shelf displays might be an effective way to drive incremental sales. On the other hand, Retailer B has an extremely high
audience conversion rate, yet gross impressions are low, compared to other retailers. Retailer B's account team should
consider secondary stocking location displays and signage to drive consumers to Mouthwash Brand X's primary stocking
location.

Mouthwash Category Analysis by Retailer

Audience Conversion Rate High
Retailer B L 37579
—
o Retailer A
Gross Impressions 17.57% Gross Impressions
(% of store) 4 : : ! : > (% of store)
L .
o 34,240,649 44,240,649 54,240,649 High
Retailer C
==
® ® Retailer D
b -2.439, Retailer E
Audience Conversion Rate Low

Advanced analytics — determining the lift generated from each specific in-store activity — can further help to sharpen
strategies even for top performing accounts. Retailer A, with strong gross impressions and conversion, saw very different
results by type of in-store activity: endcaps in both the front and rear runways provide an impressive 500 percent sales lift
for Mouthwash Brand X; however, their pallet displays result in only 100 percent lift. In-store measurement data can also
be used to optimize the actual placement location of pallets by analyzing gross impressions for different store zones by
target age and gender.

The ability to accurately measure the effectiveness of in-store activities is a critically important capability in allowing
companies to more confidently build their 360-degree shopper marketing strategy.

Source: Nielsen In-Store
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Build the Right Talent

A real struggle for manufacturers and retailers is building the talent base for shopper marketing. In fact, our survey
respondents agree this is one of the most significant gaps in their organizations.

Among the skills reported missing by the study participants are two that were deemed the most critical across all
phases of the lifecycle: collecting data/insights and applying shopper insights to programs. As a company advances
through the shopper marketing lifecycle, other skill gaps come to the front. In the incubating stage, manufacturers
need skills in selling the value of their shopper marketing programs to retailers. In the scaling stage, it becomes even
more important to effectively measure results. Once an organization reaches the culturally embedding stage, skills in
collaboration leap to the forefront.

Top Five Skillsets in Demand for Shopper Marketing

Top Manufacturer Skillsets Top Retailer Skillsets

. Applying shopper insights to programs 1. Applying shopper insights to programs

=

2. Collecting shopper insights 2. Executing shopper marketing
3. Collaborating with partners 3. Collecting shopper insights
4. Executing shopper marketing 4. Addressing consumer trends
5. Annual planning 5. Measuring results

Source: 2008 GMA/Shopper Marketing Study

Given the shortage of people trained in shopper marketing, companies need to educate their own internal staff, at
minimum through formal training programs and conferences, but also through a culture and incentives that encourage
on-the-job experimentation. An organization that expects its shopper marketing staff to have it all figured out on day
one will miss opportunities to grow and enhance their shopper marketing capabilities.

Use Agencies Wisely

No organization can be good at every component of a shopper marketing effort. Third-party agencies enhance the
effectiveness of many organizations’ shopper marketing programs. They can provide experience on insight collection
and analytics, program testing and evaluation, creative design, and execution. They fill key competency gaps in the
pathway from insight development to in-store execution of programs.

However, too many companies skip the crucial step of defining their strategic positioning and platform, and jump
directly into hiring agencies for tactical implementation. In effect, they abdicate their strategy — and at times, even
their relationships with priority partners — to third-party agencies. Several of the retailers we spoke to expressed
frustration with manufacturers who use their agencies as a crutch, effectively turning over the presentation to a third-
party vendor who may simply dish up the same tactical recommendations given to the rest of their clients.

Agencies’ views of shopper marketing are often (but certainly not always) limited to the in-store visual communications
component of the solution versus the strategic alignment, commercial realities, and source of value creation.
Over-reliance on agencies who seek to define shopper marketing according to their own capabilities can limit a
manufacturer’s prospects for shopper marketing advantage.

The benefit of working with the right agencies should not be understated. The best agencies understand their client’s
strategic platform, and use their specific knowledge base to help make shopper marketing programs more effective.
However, companies need to use third parties carefully, focusing on where the agencies can fill skill gaps and enhance
their own strengths, while holding onto areas of competitive advantage. For example, one manufacturer enhances
its shopper marketing capabilities through a portfolio of agencies (program development, creative and execution), but
retains its shopper insights and analytics in house as a source of competitive advantage.
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Align Your Organization

Most manufacturers still struggle with aligning their marketing plans to the retailer planning cycle. As a result,
shopper marketing teams must submit their in-store proposals for approval long before the full marketing plan is
developed — meaning new marketing messaging and materials do not show up in in-store campaigns. Manufacturers
must then attempt to quickly align in-store promotions through ad hoc tactical signage. Given limited time and
resources, retailers are beginning to focus their efforts on manufacturers that align their internal planning to integrate
in-store plans into larger 360-degree marketing efforts.

In the short-term, shopper marketing programs can continue to develop their plans independently of the larger
marketing effort by focusing on regular seasonal campaigns, and orienting campaigns around their base value
proposition. In order to lock in key relationships over the long-term, manufacturers must begin the long process of
organizational change needed to realign and refocus marketing planning around retailer schedules.

Make the Most of Strategic Partnerships

Establishing close, committed collaborative relationships with the most important partners requires an advanced level
of trust and transparency. This requires planning and ongoing, consistent interactions—and sometimes wholesale
changes to existing systems.

From our discussions, we identified the following effective tactics that can help build the foundation of a successful
collaborative relationship:

 Signal interest in a more transparent relationship by openly sharing proprietary data and insights with
target partners

e Consider colocating staff to deepen understanding of key partners and provide opportunities for feedback
and collaboration

 Relinquish control over ideas; some of most effective programs are those that evolve during the
collaboration process

e Invest in understanding partners’ segmentation models and platforms to bring forward ideas relevant to their
objectives and positioning

e Invest in measuring and demonstrating performance, both for manufacturer and retailer

In the end, success in shopper marketing does not involve just data and tools. It does not involve just clever
communications or creative displays. In the end, success is about transparency, trust, and consistent performance
that benefit manufacturers and retailers alike. Organizations that get execution right will be well positioned to build
relationships and achieve performance that generates long-term growth and disproportionate returns.
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Looking Forward: The Future of Shopper Marketing

The growth of shopper marketing has been accelerating, and it will continue to grow rapidly. The potential gains
are too compelling. Not only does it drive top-line growth in a mature industry, but it helps manufacturers and
retailers alike to build and maintain brand and banner equity at a time when the effectiveness of mass media
continues to wane.

Today's frenzy of shopper marketing activity is not yet achieving its full potential impact. That will soon change.
Most companies are at an early stage of development, only experimenting with ad hoc programs. Few have
advanced far enough to truly build strategic advantage. But as marketers learn how to clarify strategic positioning,
conquer the organizational hurdles, collaborate, measure performance more effectively and execute at scale, shopper
marketing will grow to become an increasingly important source of advantage for those who do it well.

In the long term, we believe that shopper marketing will fade as an independent concept. Companies will infuse
shopper-centricity across their marketing and sales organizations. All activity that is meant to drive sales, brand and
banner equity will incorporate both the consumer and shopper viewpoint. All the relevant insights, positioning,
metrics and organization will evolve to support a single 360-degree marketing perspective.

In the near term, we believe that shopper marketing will be shaped by a number of emerging trends:

1. The shopper marketing gap will continue to widen. Forward looking companies have learned to execute
shopper marketing effectively and are already embedding it into their cultures. They will continue to race ahead
along the learning curve. Many of those who are still incubating shopper marketing programs will struggle. As
the leaders and fast followers establish themselves with key retailers and improve their performances, laggards
in shopper marketing will find it increasingly difficult to catch up. Laggards also risk being “locked out” of
emerging markets as leaders apply their knowledge to emerging trade channels — potentially skipping the brand
and category management phases and turning immediately to shopper marketing as the model for consumer
marketing.

Becoming a top shopper marketing performer requires a cultural change that typically takes consumer products
companies five years or longer, but it must be done to stay in the game. Starting quickly with strong leadership
and thoughtful planning will accelerate the process.

2. Shopper insights will become more closely linked with consumer insights through better organiza-
tional alignment and development of shopper-centric skillsets. Combining shopper insights and end
consumer insights will provide a more powerful tool for improving the relevancy of product development as
well as shopper/consumer programs both in-store and out-of-store. Companies will invest in the knowledge
management technology required to make scalable insights available across the organization.

3. Shopper marketing will play a crucial role in a holistic, 360-degree marketing approach. As companies
develop effective, comparable measurements for in-store marketing, companies will optimize and continuously
improve their mix of all elements of the marketing wheel. Shopper, mass, trade, online and other marketing el-
ements will have to compete for investment by performing against marketing objectives. Traditional functional
walls will be broken down and we will see a convergence around planning and investment decisions to drive
efficiency in brand and banner development.

4. Retailers’ clean store policies will drastically reduce the opportunity for manufacturers to use displays
and other visual marketing stimuli at the point of sale. Since there will be fewer in-store opportunities
available, retailers will become even more selective in partnering. Manufacturers that view shopper market-
ing as solely in-store visual messaging will struggle to find room to play in this environment. Those that view it
through a broader lens as a way to connect with shoppers (including the use of merchandising, package design,
labeling and shelf layout) and are able to deliver the most consistent and holistic relevance to the retailer’s core
shoppers will have the advantage.

5. Retailers will divide into camps based on their collaboration strategies. One group will embrace shopper
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marketing as a way to work with manufacturers to improve the shopper experience and drive revenues through
increased trip frequencies and basket sizes. They will share shopper data and develop deep relationships which
are rewarding for both sides.

The next two camps of retail strategies are dangerous for retailers and manufacturers alike.

The second group will listen to manufacturers but take sole responsibility for their in-store strategies without
truly giving manufacturers a seat at the table. Listening to manufacturers but excluding them from the final
strategy risks alienating them and losing out in the future. Alienated manufacturers may take their most
valuable insights, funding and programs elsewhere.

A third group will see shopper marketing primarily as a way to extract revenues from manufacturers by “selling
real estate.” Using new tools and technologies to better understand the value of store parts and working with
manufacturers to improve shoppers’ experience is a sound strategy. However, when retailers use these tools to
purely monetize the store, they are essentially abdicating control over the shopper’s in-store experience. This
strategy is sure to deliver a short term profit boost but is unlikely to be a winning strategy in the long-term.

Many companies will struggle to adapt to these challenges. However, for those companies that move quickly and
thoughtfully, building the organizational capabilities and commitment to succeed, shopper marketing will be a
powerful source of sustainable strategic advantage.

A Call for Industry Cooperation

Shopper marketing promises great returns for the entire industry — manufacturers, retailers and agencies. While both
manufacturers and retailers are clearly aiming to develop competitive advantage through differentiation, shopper
marketing is not just about shifting share. It is also about raising the tide within expandable categories and delivering
incremental growth for all participants.

To accelerate and multiply the promise of shopper marketing for all stakeholders, the industry should work together
towards the development of standards, benchmarks and best practices.

Nielsen In-Store’s PR.I.S.M. consortium and others have begun to define industry-wide standards for metrics such as
in-store gross impressions. The industry needs to continue to build upon these efforts to prove out existing metrics and
develop new ones so that marketers can focus on effectively allocating resources and creating value, not guessing at
the effectiveness of programs.

The industry should also work to develop blinded benchmarks on shopper marketing impacts and processes. By
improving the process and better understanding what works and what does not across the board, it will be easier for
retailers and manufacturers to work together on the activities that drive the most shopper relevance.

Finally non-competitive industry players should establish shared interest groups to exchange ideas and best practices.
This will accelerate the sophistication of shopper marketing across the industry, growing the pie for all.

| 41



42 |



For more information:

Brian Bodendein

Shopper Marketing Practice Leader, Consumer Products
Deloitte Consulting LLP

312-486-4967

bbodendein@deloitte.com

Kim Porter

Corporate Strategy & Growth Practice Leader, Consumer Products
Deloitte Consulting LLP

312-486-4481

kporter@deloitte.com

Nick Handrinos

US Consulting Practice Leader, Consumer Products
Deloitte Consulting LLP

203-905-2723

nhandrinos@deloitte.com

Pat Conroy

Vice Chairman and National Sector Leader, Consumer Products
Deloitte LLP

317-656-2400

pconroy@deloitte.com

| 43



44 |






The Grocery Manufacturers Association
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