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Good morning.  It is great to be here in New Zealand again and to have the opportunity to speak to you all today.

So……today, I will be covering the European Supermarket Retail sector, its dynamics and how I believe it may affect farm suppliers in the future.

I will mainly be talking about the UK consumer, being more of my area of expertise.
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Which Strategy?

Low Cost? Differentiation?
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Presentation Notes
So…….I thought I would jump straight to the end and the challenge that I would put to farm suppliers.

Not just in NZ but would suggest its the same for farmers all around the globe.

And that is………where is that farm suppliers want to be?  The question is…..which strategy do you wish to pursue?

A cost focus route?  Or a route of differentiation?

I would ask is there a role that can be played in between?

If you’re not cheaper than others or differentiated from others then what role do you play?

And to consider this in the context of the slides to follow.  

So I will endeavour to give you a brief overview of the UK marketplace, the dynamics that are driving it and look at some considerations for deciding where you want to be 
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Who are Waitrose?

History of Waitrose

•Established in 1929

•Largest employee co-operative & 
privately owned company in UK

•Company held in trust for benefit 
of its employees

•Long-term approach to business

•246 supermarkets

•4.2% of UK Grocery market

•Founded on principles of sharing 
knowledge, profit & power

•Culture built on trust, honesty, 
service & value
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I will briefly indulge myself in giving you a little background into Waitrose and who we are

We are a £5bn turnover business in the UK
Part of John Lewis Partnership – made up of 246 Waitrose Supermarkets / 30 John Lewis Department Stores – so a balance of food and non food
Premium food retailer with a leadership position of quality & service
But there is a big difference between our business and others in that we are the largest employee cooperative within the UK which means that everyone who works for the Partnership, owns the Partnership
We are not answerable to the city which ensures we are able to make long term decisions for the long term future of our business
We own just over 4% of the overall UK grocery marketplace
Our brand is not only available within the UK but overseas where we export to over 25 countries and have licensing agreement in both Dubai and Bahrain
We have supplier/farmer Partnerships been established for over 20 years – Been working with Anzco in NZ on lamb since the late 90s
Also have partnerships with the likes of Sealord for fresh fish, First Light Venison (I guess the clue is in the name there)
We have a culture based on quality & continuous improvement 
We have dedicated suppliers where appropriate (where appropriate)
A drive for Innovation
And a focus on quality, consistency & taste
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Waitrose Share on Markets

Waitrose Relative Market Shares
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I also thought it would be useful to give sight of how Waitrose trades in two specific categories that will be close to the hearts of New Zealanders, that being Lamb & Wine.

I might add that this is purely from an exporting point of view and not an national consumption point of view!

So with an overall share of the market of 4%, we overtrade heavily in both of these categories with a UK share of lamb at just under 9% and c.15% of the overall New Zealand wine market in the UK

So where does WR fit in the context of the UK Marketplace for food & drink?
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The UK Grocery Marketplace
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UK grocery market is made up of a small group of rather large players
For those counting quickly, the top 6 retailers in the UK account for nearly. 80% of total UK Food Retail
With Discounters such as Aldi, Lidl & Netto making up a further 5.6% share of the overall market
Many of these players also trade within a European and Global context such as Tesco, Walmart, Aldi to name a few
And my understanding is that this is a similar level of power in a small no. of hands to NZ
There is also a great deal of competition within the marketplace to fight for shopper numbers, to fight for loyalty and quite frankly to fight for every penny that is spent on food within the UK
And the degree of sophistication in terms of the tools and techniques that are available to retailers to analyse the marketplace is incredible with:-
Household panels where customers scan all of their shopping when they get home which is then analysed ruthlessly (and of course their palms are lined with silver in order to carry out this task), Nielsen review retailer selling data – help to understand & analyse consumers’ motivations, shopping patterns & demographic characteristics their selling data for analysts to analyse, Verdict an IGD
All retailers employ different strategies too – low cost or differentiation
Tesco/Asda/Morrisons – Price led but do have different quality tiers within their ranges to differentiate themselves too
Tesco/Asda – Global players & globally source – will switch sources to obtain level of raw material required for the right markets
Imperative to know your end customer and who they are buying for
And the premium retailers such as Waitrose & M&S (not shown here above) but a similar share to WR who do have a different type of customer but are still looking for great value.
And the ways and means in which retailers strive to increase their shopper numbers and the average amount of money they spend when they shop and the techniques used are quite sophisticated.  Some of the later slides should show this
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Competition within the UK
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Loyalty Card – Customer Analysis – so sophisticated that they would send you a box of tissues knowing you were going to sneeze!
And the UK Grocery marketplace is tough.  Very tough.  
Competition between grocers never been more fierce with Tesco attacking Asda on price, Asda attacking Morrisons on price &nd so it continues
Asda launched their ‘Price Guarantee’ in spring last year, promising to give customers the difference if their shopping was cheaper in either Tesco, Morrison’s or Sainsbury’s. Asda guaranteeing to be 10% cheaper than competitors
M&S offers a number of good value options in the press including the infamous Dine in for 2 for £10 deal, half price meals 
Morrisons are crunching prices further downwards.  All FVH above half price
Sainsbury’s message is all about value with half price offers and 1000s of own brand products for £1 or less
Tescos take on Asda in a price challenge 
All retailers communicating a price or value message in some form or another leading to an exceptionally competitive marketplace
3 supermarkets very price led – leading to intense competition
Still a need for premium retailers top compete whilst maintaining quality – cannot trade in a vacuumn
Promotional intensity continues to rise…..In the 52 weeks ending Oct 2010, 34% of grocery sales were goods on promotion, up from 31% the previous year.
Tesco, Asda & JS driven by price, Waitrose & Morrisons by frequency
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5 Trends to watch in 2011 (and beyond)

1. Austerity

2. Confidence

3. Inflation

4. Credit

5. Demand
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And off the back of a competitive marketplace, we also the current economic climate to deal with and the anticipation of a further squeeze on consumers as the recession hits new heights

So what are the trends to watch in 2011 and dare I say it, beyond?

Austerity – Government spending cuts will begin to impact individuals from 2011 onwards

Confidence – Those who have so far escaped economic / financial troubles may now be hit

Inflation – Rising global commodity prices / currency changes will manifest in stores

Credit – Shoppers will be unwilling / unable to fund consumption through debt

Demand – Low confidence / rising prices / lack of credit will mean weak volume demand

I won’t cover all of these trends but will give you some insight into some…….
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Austerity
Q: “Britain’s recently-elected coalition government announced a set of measures in order 
to cut the country’s budget deficit. When these measures come into force, which of the 

following will you be most concerned about?”

Source: NMG Consulting / Bank Of England, December 2010

Base: 1,960 respondents
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So looking at Austerity, around 2k individuals were asked about the recent ‘austerity measures’ that have been recenetly announced by the newly elected coalition government and what they would be most concerned about?
�And 10% said they wouldn’t be affected.

So you turn that on its head and by a process of elimination, 90% of respondents therefore think they will be affected!

Consumers will really start to feel the pressure in 2011, perhaps more than they did during the depths of the recession. 

With impending interest rate rises, with the VAT rise on luxury goods etc.

And it doesn’t just stop there…
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Income Tracker
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We know that that disposable income (that is their ‘free’ spend) has dropped by £45 per month over the last 15 months. 

The impact of all time high wheat & fuel prices are driving prices up and therefore the £’s are leaking from trolley to the tank as fuel prices have reached extraordinary heights.  

To put the fuel price in context, the UK cost of diesel is around £1.40 compared with the same price in NZ dollars but in dollars for yourselves.  With the exception of Norway, UK is the highest with the rest of Europe around 1.20 to 1.35 in Euros.  

This will inevitable have an effect on customers as they only have a defined ‘pot’ of discretionary spend and therefore competition is fierce and retailers will be trying a whole raft of tactics to entice shoppers to spend what money they have got in their supermarket and believe me, they do go to extraordinary lengths
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Consumer Spending on Food
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And of their disposable income, only a small proportion of that ‘pot’ is spent on food which is likely to be squeezed further as demonstrated by previous charts with France & Italy hovering at c.16%, Britain and Germany at around 11%.  In 1963, in the UK that figure was more like 24%.

This compares to a figure of I understand around about 16% for New Zealand.
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Consumer confidence

Source: Market Harmonics
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So, not surprisingly, this has all led to a significant drop in consumer confidence

As you can see a 29% fall in confidence levels over the last year or so.  Consumer confidence fell sharply in January as job prospects worsen and inflation rises
Sooner or later interest rates will have to rise, impacting mortgage payments.  Rising prices for many essential items will also erode spending power.
Many shoppers now feel exposed to the economy and are taking steps to reduce their vulnerability by increasing savings, reducing borrowing and cutting back on discretionary expenditure.
Food does remain resistant though to some extent (lets face it, everybody has to eat) but even here, shopper behaviour is changing.
December saw some confidence return to the Spending Index, with a significant increase in the percentage of consumers who thought it was a good time to buy household goods.  A contributing factor to this may have been knowledge of the VAT rise in January, which provided an incentive for consumers to bring forward spending.
But shoppers are apprehensive about food price inflation and remain flexible in their choice of store and choice or products in search for the best value.
And retailers will therefore apply every method available to them to secure shopper loyalty.

Downside – retailers with a high share on non-food lines could find conditions particularly testing
Upside – Those who don’t, have the fact that ‘people still need to eat’ on their side!
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How Shoppers are Trading
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So how is this affecting consumer behaviour?

This chart shows the period of time from mid August through to the end of last year.  And whilst I won’t go into the detail of the slide, it broadly suggests that during 2008, household expenditure generally went backwards.  Some recovery in 2009 & 2010 but the future looks challenging given the rising inflation forecasts of around 4%, interest rates set to increase and higher fuel prices

So customers trade up and down in a variety of ways:-
Volume change – So Buying more or less product
Store Choice – shoppers are shopping around – very promiscuous – this is definitely evodent in the graph here in dark blue
Promotions - They have bought more into promotions and therefore their overall spend has gone down.  Customers are savvy little creatures and will truly seek out a bargain 
Product Choice – switching brands – buying own label rather than brand or trading down the tiers ie. Angus Beef down to British Beef

So there are a variety of ways in which EU consumers can choose to tighten their belts
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Depth of Discount on Promotions
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And looking at promotions in more depth………

This chart tracks the average % depth of discount on promoted items by retailer. The data is a 12 week rolling time series.

Takes into account promotions such as ‘2 for £3’, £2 down to £1, ‘Buy one get one free’ and the newly created ‘buy one get two free’ – I’m not sure who thought of that one!!!!

What is really interesting here though is that that a vast proportion of customers food shopping is bought on deal, the average for the country at around 35% ranging from a low 18% or so within Waitrose rising to nearly 40% for the likes of Tesco, Asda and Morrisons



Waitrose

Household Consumption
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And household consumption.
The chart here showing the % of households that consume that particular category in a typical fortnight.  The % figures in black being the growth year on year for the category
What is interesting is that in some categories, price is reaching tipping point.  Where customers will trade from one protein to another because the cost does become prohibitive for some
Lamb here being an example of that and the cost of it v other proteins having a downward effect on volumes.
Consumers have become more thrifty and the economics of their income has and will lead to further shifts in their shopping behaviour
There’s a rise in 2 person households, meals are eaten on the hoof
Move to more scratch cooking as a result of needing to be frugal
Health & Wellbeing will is a bog opportunity for retailers in the future – great tasting food that’s good for you – utopia!Waitrose1
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Average Price per Kg –
May ‘09 to Feb ‘11
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Lamb is the highest price by protein but also the most volatile
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Growth of Multi-Channel Retailing

….on Petrol Forecourts

….on 
Shopping 
Online

….on Convenience 
stores

….on M-Commerce
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So how will we need to reach consumers in the future?
When we talk about multi-channel retailing, we’re talking about the alternative channels to buying food & drink to your standard supermarket.  Such as Convenience stores, ordering on-line, M-Commerce; ordering your shopping on your i-phone, through petrol service stations such as Shell…..a whole lot of alternatives….so many more places to shop.  So many choices for consumers
What is key to UK retailer strategies is to tap into this potentially lucrative market in the future.  So here are some stats that support this need:- 
Two thirds of all grocery spend in the UK will be multi-channel in 5-10 years time (bought via diff formats & not just a straight supermarket shop).   Shopper shopping in smaller quantities but more often
4 x faster growth online than the total grocery market
40-50 billion devices in the world that are internet enabled
Mobile phone technological advances incredible
Advances such as PayPal Mobile iPhone app that enables contactless payments between mobile devices.  Paypal users simply “bump” phones together to make payments to each other
MySupermarket.com – a site that allows you to enter your shopping list and check prices in different supermarkets and compare overall value
Retailers will need to be savvy on both sides of the equation when marketing their brands online (i) not only give a reason to shop so low prices or in truth, give value, but (ii) to give consumers ideas and inspiration which they’re crying out for
The world really has gone circular though through home delivery…….50 years ago the local shop would have probably taken a shopping list and delivered to somebodys home with personal service……then the growth of the supermarkets…….and now back to home delivery

http://www.google.co.uk/imgres?imgurl=http://digitizor.files.wordpress.com/2009/03/buying-online.jpg&imgrefurl=http://www.springboklaptopspares.co.uk/contactus.html&usg=__2tXJxFIHcHjY_LA3a4lGs3QpFH0=&h=480&w=610&sz=19&hl=en&start=53&zoom=1&tbnid=_yGBHpuxGuL-bM:&tbnh=107&tbnw=136&ei=0UVmTc-xD4ywhQel8pi2DQ&prev=/images%3Fq%3Donline%2Bshopping%26start%3D40%26hl%3Den%26safe%3Dactive%26sa%3DN%26as_st%3Dy%26tbs%3Disch:1&itbs=1
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Do our consumers want to imagine this?
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So how do we anticipate the needs of consumers in the future, particularly within agricultural sectors?

Beautiful, isn’t it – romantic, beautiful, natural vineyard.  In some cases this is exactly where their food or in this case wine is produced…..

There is a contradiction between what consumers believe, their perceptions but how that compares to the reality.  How much information do they want to be given?  It is a fine balance

Within the UK all WR pigs are bred outdoor pigs – all UK consumers think all pigs are born and reared outdoors!  The reality is that only a small proportion are.  There clearly isn’t the land mass within the UK to enable this

On Dairy, they also don’t want to believe that cows are housed indoors or spend a large proportion of their lives indoors  

Some food for thought…….

But going back to the picture here, in many circumstances what they actually drink is this………….
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Or this……?
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But we shouldn’t be ashamed of it? 
No-one knows where Corn Flakes or Smirnoff are made, and with all due respect, do they really care? 

In the UK, Nocton Dairies in Lincolnshire recently applied for planning permission for an 8k cow unit.  This has been turned down specifically on their environmental credentials.  But would the owners have pushed back harder if there hadn’t been a public outcry at the perceived intenisty of this farming system?

In truth, this system may have delivered a highly efficient, high welfare farming system.

But what are consumers prepared to accept?
They want cheap food but at what price?  But does it deliver lower welfare?  …….Not in my back yard syndrome

And how do we strike the balance between scaling our systems up to meet the ever-growing demand through the growth of the world’s population? What cost?  What price?
And going back to my original challenge, farmer suppliers need to think about which route they go?  Do they want to follow a low cost route or a differentiated route.  And that decision made, align themselves with like minded people and business who have the same aspirations  
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Innovation is Key
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And innovation is key here…….

Whether it be through investing new technology to drive greater efficiencies and therefore reducing your overall costs 
Or investing in methods to deliver a point of difference.  But most importantly, one that customers want and are prepared to pay for.
NZ’ers may buy French Champagne because its different and has provenance.  But could the South Americans sell you Chilean Sauv Blanc?
Whats a sellers market today may be a buyers market tomorrow
Apple is probably one of the greatest living examples of today where perhaps they’ve gone even further.  They’ve given customers something they didn’t really know they needed!
Important to note that a quality/Partnership strategy can add cost but so long as there is a tangible payback for all
But Innovation + Cooperation and Collaboration (and knowing your end customer) = success

Using lamb as an example, NZ are still exporting the same product but is translated in many different ways by retailers – very dynamic approach

Fast moving, huge churn of innovation – constantly finding ways to differentiate

Within Waitrose, we call it “Points of Difference”, not “Pointless Difference”
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Innovation is Key
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And here are a handful of examples where a simple primal has been transformed into a variety of products.  Each delivering added value

The churn of new product development is high.  Supermarkets can churn up to 5,000 lines different pieces of new product development per year

Its critical to keep the customer interested, satisfied, give them consistent quality and to keep them loyal to your brand.
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The Agri-Food Supply Chain
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And innovation should be at the heart of every part of the supply chain.  Not just at the retailer end where historically the added value focus was.

The success of our business has relied for many years on adopting an integrated supply chain approach.  With Partnerships through from feed mills, to farmers, to processors and onto ourselves.

To figure out how we can gain competitive advantage by working smarter together, by making decisions not just for the short term but for the long term.  To ensure that we put in place something that’s viable and sustainable.

And that isn’t easily copied

Waitrose have aligned themselves with many Partners over the past 20 or so years including the likes of Anzco etc.  
And we are living proof that these models can work. 
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Implications for Farm Suppliers

OR
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So what does this mean for farm suppliers?

NZ is so far geographically from the marketplace that you need to give consumers a definitive reason to buy
The trend for local & regional food is growing
Look to produce for a market rather than speculatively
Long term planning – but must be together!
Whats a Buyers market today will be a sellers market tomorrow

Working in Partnership can smooth out the volatility – again we are living proof that this can work.  Our experience is that it gives farmers confidence; confidence to invest for the future and confidence that they won’t see boom & bust

We need to listen to what our customers want.  And if you don’t know, seek it out.
We need to spend more time listening, and less time talking – I guess its why we have 2 ears and only one mouth!

Consider the potential reduction in Meat & Fish consumption (but better quality)
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Opportunities for Farm Suppliers

Low Cost? Differentiation? Success

Presenter
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I go back to my original challenge again of whether to take the cost focus route or the differentiation route

Is there really a role for anything inbetween that will lead to long term growth?

And align yourself, like Waitrose does, to partners that share the same values.  That goes a long way in business
A great supply chain doesn’t happen by chance and it certainly doesn’t happen overnight.
Long term view – it can be done!  We are living examples of this
Be different, create interesting new blends (not single varieties)
Work out what you do well, can it be copied easily?  And strengthen your position further
Optimise your Points of Difference – Clean, green land, natural resources, merino wool (a great example)

So, I do believe there is plenty of optimism – we just all need to decide who and where you want your future to lie, align yourself, and implement the plan

Thank you
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