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Introduction

» Everybody knows the importance of location in retail. Retailers with the best sites win. However, the
impact of location can obscure how well a retailer is doing at pulling in customers with the inherent
attractiveness of its store offer.

= At Oliver Wyman, we use a simple yet powerful measure to capture exactly this. ‘Inside draw’ is the
percentage of customers for whom a retailer is the closest option that chooses that retailer as their
primary store. These are the customers where the retailer has home-field advantage.

» When one looks at inside draw rates across different retailers, one sees a startling variation in
performance. While the best players are capturing nearly 90% of these customers, others are
capturing as low as 25% of them. The impact on the sales per store is obviously dramatic. This is
why it is fairly common to find stores located right next to direct competitors that are doing one-half
or one-third of their volume.

» The few retailers that understand what drives this massive variation in performance are able to
design their store offer more quantitatively and more efficiently. They understand that customer
satisfaction drives inside draw and they understand, in detail, what drives customer satisfaction. In
most retailers, managing customer satisfaction has been an art because the hard financial value of
a given improvement is too difficult to quantify. We show how to make it a science.
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Inside draw
In most retail sectors, there is a startlingly wide range in the ability of retailers to capture

the business of their ‘natural’ customers

Inside draw Observations
Share of customers for whom store is the
closest option (grocery example)

90% - = Many retailers capture a relatively high proportion of the
demand of their ‘natural’ customers (those for whom
80% - they are the closest option) attesting to the importance

of convenience
70% -
= However, this proportion (which we call inside draw)

. 60% - varies widely across retailers — i.e., there are wide
g ) differences in the ability of a given retailer to capitalize
@ 50% - on its convenience advantages
2 40% - = While the best retailers capture nearly 90% of these
customers, the laggards are only capturing the
30% - customers for whom convenience is the overriding factor

behind store choice
20% -
= The inside draw measure is location-independent and

10% - measures the real underlying attractiveness of the store
0% offer - these differences reflect how well the retailers are
rTrrrrrrrrrrrrrrrrrrTrrrTT T T T TT T T T T TT I T T meetlng Customers’ needs
Retailer

The best retailers are two or three times better at winning their
natural customers than some of their competitors — what
explains the difference if it isn’t location?

Source: Oliver Wyman 2008 Customer Perception Map Study
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The importance of satisfaction
The inside draw rate has a direct and clear relationship with the relative satisfaction with
a store compared to the other choices available in its marketplace.

The impact of satisfaction on inside draw
Example retailer

A store with the same level
of customer satisfaction as
its competition will typically
achieve an inside draw rate
in the 70s, reflecting the
anortance of convenience

Inside draw Strong satisfaction Strong satisfaction|
disadvantage advantage
20%
— e © ° ® @
10%
T T T T OOV T T T 1
-2.0 -1.5 -1.0 -0.5 0.0 05 10 15 2.0

Satisfaction score differential

} Understanding this relationship allows satisfaction to be linked to
real, observed customer behavior and hence to sales and profit.

Q Sample size
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Using satisfaction to explain sales

The impact of differences in satisfaction on sales is easy to see by grouping stores by
the quality of their location and by their customer satisfaction level relative to
competitors.

The impact of location quality and satisfaction on store sales
Sales per store per week ($k)

High

Medium

Location
qguality

Low

Sajes Ul asealoul %z e abelane uQ

On average a 24% increase in sales

v

Disadvantaged Parity Advantaged

Relative satisfaction levels vs. local competitors

} A real and quantifiable difference from relatively small
differences in satisfaction levels — in extreme cases, the impact
is much higher
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Understanding the components of satisfaction

Of course, ‘satisfaction’ can be a nebulous concept without being able to understand
what it is made up of. We generally find four different elements, as this grocery example
shows.

A set of 32 questions boils down to four essential ideas... ... and can be summarized by two

Initial questions

= The prices of products
= The overall value for money

= The prices for promotions and
special deals

= The prices on staple items | buy all
the time

= The prices of premium products

= The quality of products
= The freshness of the food available

= Selection of fresh food (produce,
meat, seafood, deli)

= Selection of premium products

= Availability of specialty or less
common products

= The range of products to choose
from

= The amount of choices available
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The prices on fresh produce, meat,
seafood, and deli items

The prices on national brand
products

The prices on store brand products
The everyday prices

The equivalence of store brand to
name brand products

The look and taste of store brand
items

The taste of the fresh produce,
meat, seafood, and deli items

The look of the product

=0 ()0 >~
o O Q-

Being able to find basic staple
items

Having everyday items in stock

} “Value”

Quality and
differentiated
choice
(36% of satisfaction)

“Offer”

CASECODE-FILENAME (YYYYMMDD Descriptor).ppt



Head-to-head comparisons

By understanding the different components of satisfaction, each competitive battle you
are fighting can be understood in detail and the value of improving in each area can be
quantified.

Store | Retailer A ll m Satisfaction

Compareto | Retailer B -] (0.67) 080 (0.50)

Average Score Difference

fL0 Eae e (FEm Eaclon X Avg (2.00) (1.50) (1.00) (0.50) - 0.50 1.00 150 2.00
Solution Solution CBR Question Difference

The prices of products 1.14

The overall value for money 057

The prices for promotions and special deals 061
The prices on staple items | buy all the time 064

This type of analysis provides an extremely powerful input into a retailer’s

strategic planning process, because investments in better customer

satisfaction can now be supported with solid business cases.

The prices of premium products 0.89
The prices on fresh produce, meat, seafood, and deli items 107
The prices on national brand products 0.96
The prices on store brand products 0.46
The everyday prices 039
Being able to find basic staple items 125
Having everyday items in stock 043
The amount of choices available 01
The range of products to choose from 5 |
Having =ale items in stock 029
Friendliness and helpfulness of staff (1.21)
Ability to find staff for help (1.11)
Ease of finding products in the store (0.36)
Knowledge of the staff (1.50)
Speed of service at service counters such as deli, meat, and bakery (0.61)
Time it takes me to checkout (0.39)
Cleanliness of the store (0.79)
The ease of shopping 0.04
The level of service from the staff (1.11)
Selection of fresh food (produce, meat, seafood, deli} (1.18)
Selection of premium products (1.07)
Availability of specialty or less common products (1.11)
The equivalence of store brand products to name brand products (0.50)
The ook and taste of store brand items (1.04)
The taste of the fresh produce, meat, seafood, and deli items (1.29)
The look of the product (1.18)
The freshness of the food available (1.39)
The quality of products (1.07)
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The Customer Perception Map

We find that a simple map summarizes the marketplace very effectively — the map plots

perception of value for money against all of the other aspects of the customer offer.

Customer Perception Map
North American grocery retailers

Wegman58 Strong perception
S .
@] Value inflow
Whole Foods
ceRERIg! Farms Roche BroB.ublix
Trader Joe's
Wild Oats RHELE.
Sprouts
Sobey's
Loblaws
o & & ros.
afeway. Value
ACMEN _Dominion. ShopRite
Von Costco
Bashas %og&Shop Fry's Food Steres
Jewel-0sto roger
Domlmck'sri]arﬁggq%ns K88k
A&P Sha o' BJ's Wholesale
RSatz'a)r l\jarket el
Price Chopper M arket,Basket/Demoulas
Kash N Karry Wal-M art Neighborhood
. Market
Winn-Dixie No Frills
C-I@uI Wal-M art Supercenter
Gristedes
_ ‘Fair trade’
Poor perception line

Value outflow

Retailers above the line are winning the satisfaction battle, have the best home-field
records, and are reaping the sales benefits. This simple map can be a powerful tool for
tracking the strength of your overall customer proposition and for setting strategic goals.
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Using this approach to drive the business
Understanding these dynamics allows a retailer to improve the management of its

business in three main areas.

Driving the strategic agenda Managing store performance Anchoring ‘customer-
centricity’
= Allows the leadership team to = Allows the true, underlying, = Allows the entire business to

make better choices about
where to invest in the
customer proposition

— In a highly quantitative,
specific, and financially
grounded way

— Based on solid business
cases and linked to explicit
sales targets

Customer satisfaction
delivered in a more
economically efficient way
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location-independent level of
performance of each store to
be understood

— What is the real upside
available in each store?

— Where will investing in the
customer offer get the best
returns?

— What should the action plan
be in each store?

Better tactical
management of sales
upside opportunities

be oriented around a single
framework which measures
delivery against the desired
customer experience

— Customer satisfaction
targets completely self-
consistent with sales targets

— Each part of the organization
focused on the elements of
customer satisfaction that
are important and that they
can influence

An organization aligned
around delivering the
customer experience
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Conclusions

» There is a very wide range in the ability of retailers to win their natural customers, which is driven by
differences in customer satisfaction compared to competitors.

» Understanding customer satisfaction is critical for many retailers because, after location, it is the
most important driver of store choice and sales; yet very few retailers have a quantified
understanding of the financial value of better customer satisfaction.

» Building a quantified understanding allows retailers to manage their businesses better and to drive
higher sales growth at lower cost:

—Intelligent investment of scarce resources to improve the customer offer where it matters most
—More focused attention on the stores where there are real sales upsides
— Better alignment across the organization around the delivery of the customer experience

» Because inside draw varies so much, the difference in sales per store between the best and the
worst retailers (on an identical site) can be a factor of two or three times. Even a fraction of that is a
prize well worth seeking. A better understanding of inside draw and customer satisfaction is a
powerful tool for capturing it.
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. Contact details

About Oliver Wyman

Oliver Wyman'’s Retail Practice has a more-than-20-year track record in
helping clients deliver high-impact performance improvements using
proprietary, state-of-the-art analytical tools and techniques. We help
retailers deal with the full range of their challenges, including pricing and
promotions strategies, space and assortment optimization, improved
sourcing, store and supply chain cost reduction, inventory management,
and capital efficiency.

For more information

To learn more about this topic or to find out more about Oliver Wyman'’s
retail capabilities, please contact:

Paul Beswick Matthew Isotta
+1 617 424 3259 +44 207 915 9241
paul.beswick@oliverwyman.com matthew.isotta@oliverwyman.com
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