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I Research Study

»RSR

Retail Systems Research

« Since 2007

« US based but global surveys

» Retail Merchandising & Tech specialism

Mastering The Art Of Merchandising In The Technology Age:
March 2019
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I Survey Respondents

Survey Respondent Characteristics

RSR conducted an online survey from January — February 2019 and received answers from 143

qualified retail respondents. Respondent demographics are as follows:

2018 Revenue (US$ Equivalent)
Less than $50 million

$51 million - $249 million

$250 million - $499 million

$500 million - $999 million
$1Billion to $5 Billion

Over $5 Billion

Products sold:

Fast moving consumer goods

Apparel, footwear and accessories

Hard goods

General merchandise

Hospitality, retail services, entertainment
Brand manufacturers

Headquarters/Retail Presence:

USA

Canada

Latin America
UK

Europe
Middle East
Africa
Asia/Pacific

HQ
77%
2%
0%
8%
13%
0%
0%
0%

13%
12%
15%
22%
24%
13%

20%
27%
17%
27%
6%
3%

Retail

Presence

82%
31%
12%
20%
29%

5%

3%
12%
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I Winners vs Laggards

Year-Over-Year Sales Growth Rates (assume average growth of 4.5%):
Worse than average (“Laggards”)

11%
Average 45%
Better than average (“Retail Winners”) 43%

Figure 8: Prioritize Merchandising? You’ll Be Rewarded

Gross Margin Over The Last Year

EWinners M All Others

82%

40%

14%

Margin went down

Margin stayed the same Margin improved

Source. RSR Research, March 2019
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What Tech do retailers expect as standard?

Figure [: Setting The Stage

Understanding of Merchandising Tools and Techniques
('Solid Understanding")

B VWinners M All Others

74%

Markdown optimization
40%

Integrated Merchandise Planning, Allocation and 68%

Replenishment

ES

44

Lifecycle Price Optimization Assortment 68%

Optimization Size Optimization Forecasting

s
32

65%
Promotion Optimization Customer Analytics

38%

Source: RSR Research, March 20719 hmiconsulting | 8



Fashion lags behind

Figure 4: Fashion Retailers Have Been Dragging Their Feet...

Understanding of Merchandising Tools and Techniques

B GM&FMCG  © Apparel&Brand

Lifecycle Price Optimization Assortment _ 6l%
Optimization Size Optimization Forecasting _ 472
Markdown optimization
Promotion Optimization Customer Analytics
>
Integrated Merchandise Planning, Allocation and _ 57%

Replenishment

49%

Source: RSR Research, March 2019 hmlconsulting | 9



I Are you happy with your tech solutions right now?

Figure 21: Damned By Faint Praise

Using &

Satisfied
Attribute-Based Merchandising Planning Systems 50%
Automated Replenishment 48%
Initial Price Optimization 46%
Integrated Planning, Allocation, And Replenishment Systems 42%
New Core Merchandising Systems (ltem Master, Purchase Order Management, 41%
Etc.)
Markdown Optimization 4] %
Optimization Technologies For Assortment, Price, Promotions And Space 395
Planning
Optimization Of Assortment Against Key Customer Segments 38%
Promotion Optimization 36%
Augmented And/Or Virtual Reality In Product Development 29%

Source: RSR Research, March 2019
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I Are you getting value from your tech solutions right now?

Figure 23: Working On It

Merchandising Systems: "Hi-Value" vs. "Using/Satisfied"

mAll- A Lot Of Value

Automated replenishment

Optimization technologies for assortment, price,
promotions and space planning
Optimization of assortment against key customer
segments

New core merchandising systems (ltem master,
Purchase order management, etc.)
Integrated planning, allocation, and replenishment
systems

Initial price optimization
Promotion optimization
Attribute-based merchandising planning systems

Markdown optimization

Augmented and/or virtual reality in product
development

B'Winners MWAIl Others

76%

I —— <
e — T

E——
65%

ﬂ 66%
e S 357
ﬁj?&%

I —— 9
N

%44/3

e pp— 39

Source: RSR Research, March 20719
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The Future: What will good retailing look like?

Figure 2: The New Normal Will Be Made Even More So By Tech

'Very Important' To Retail Success

m Winners

Localized assortments

Integration of business, demand, supply chain
management

Dynamic pricing as a real-time response to
demand and supply conditions

Tools and processes for collaborative planning
with vendors

Performance management and analytics

Customer analytics as key inputs in merchandise
planning
Retail forecasting (demand forecasting, forecasting
for replenishment, etc.)

Product lifecycle management

The ability to run simulations based on model
forecasts (for price, promotions, assortment, etc)

Optimization technologies for price, promotions
and/or markdowns

Channel projections

Localized planograms

| All Others

I 1%
I 49%

—— 7 9%
N, 56%

I 7 67a
I 5 1%

—— 7 4%
I 46%

I 7%
I 49%

I —— 7 17
. 47 %

I 597
I 520

[ 68
I 467

— 66,5
. 33%

I 65%
I 49%

60%
I 337

I 56%
I 3

Source: RSR Research, March 2019
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What are your Tech Priorities?

Figure 22: The Great Divide
Perceived Value Of Technologies (‘A Lot Of Value')

B 'Winners MA]|l Others

Astomated repenshmen: | pyp— 75’
Attribute-based merchandising planning systems m 68%
Optimization technologies for assortment, price, ” 66%
promotions and space planning
Integrated planning, allocation, and replenishment ” 66%
systems o
MNew core merchandising systems (ltem master, ” 66%
Purchase order management, etc.)
Optimization of assortment against key customer ” 65%
Segments o
Fromotion opimizaton T 55
il prce optimization Y, 5
Augmented and/or virtual reality in product m 56%
development o
Markdown optmizacon TP 55

Source: RSR Research, March 2019 hmiconsulting |14



To drive which KPIs?

Figure I 1: Margins? Of Course, But Also...
Top 3 Indicators of Effective Merchandising

B GM&FMCG  m Apparel&Brand

.
IOV ed margins e 47% o

Improved top-line sales o 51%

; |
More profitable promotions 28% 4%

. ]
Better matching of demand and product supply D 26% 34%

A more seamless cross-channel experience to Tl 30%

customers . 2e%
Increased market share for key categories or P 28Y%
products I A9
A more price competitive image for our P 27%
customers e 19%
More localized/personalized offerings to s 22%
customers P 21%

. I 13%
A better value proposition for our customers 4%

7%
More loyal customers =t | e

Source: R5R Research, March 2018
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What are the chief risks to retail success”?

Figure 6: ‘Price Sensitivity’ Rears Its Head Once More
Top 3 BUSINESS CHALLENGES to Merchandising Strategy

B Winners M All Others

Aggressive competitors and consumer price  [NEEEN——__— 65%
sensitivity make price our primary demand driver [INNEGGEN 56%

Competitors can bring new products to market [ 45%
faster than we can I 46%

Consumers expect narrower assortments than [N 45%
we provide I

Customers are looking for more unique products [N 40%
than we currently offer I 402

: : I
Out of stocks remain a persistent problem _29% 40%

Promotional reliance leading to brand equity [N 27%

erosion I 287
We cannot differentiate when price and D v
availability are the primary drivers for consumers [INEGN 312
I 21

Uncertainty in the global supply chain

I 250

Source: RSR Research, March 2019 hmlconsulting |16
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What’s not working that needs improving?

Figure 7: Significant Differences At The Operational Level

Top 3 OPERATIONAL CHALLENGES For Merchandising
Strategy

B Winners M All Others

L . mr¥
MlinimiZing Mk oWn PN N 387 e

Managing the complexities of cross-channel I 48%
merchandising I 327

Holistically predicting the impact of future pricing, I 44%
assortment and promotional decisions I, 46%%

Actual merchandising plans don’t match merchant S 44%
assortment plans . 467

Inability in executing localization strategies for D 7Y
assortment and price based on customer analytics NN 3%

Inability to identify new ideas quickly in a sea of EEGEGG—_—_— 2%
customer information and execute on them I 41%

. . I
Too much of the wrong kind of inventory _23% 30%

, I 5
Inventory in the wrong places B 0%

Too little of the right kind of inventory __l 3% -

Source: RS5R Research, March 2019
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Which processes need to adapt?

Figure 10: Myriad Ways To Improve, But Winners Show A Clear Path

Top 3 OPPORTUNITIES for Improving Merchandising
Processes

mWinners MAll Others

Better incorporation of customer segmentation & I 537

preferences into the planning process I— 307
Improving our ability to adjust to deviations from | 52%
sales forecasts I 43%
Price and markdown optimization te boost sell GGG 397
through I 42%

. . . , I 35%
Integrating planning with cross-functional teams e 32325[

b I
Tailoring assortment to customer preferences _323{:53,
(+]

Consistent, accurate and detailed demand EEEGEG_G__———NN 32%
forecasting platform I 37%

Shifting to a holistic pricing, assortment and N 3%
promotion decision-making process I 357

Using new data and technologies (eg: Al) to S 18%

improve our forecasts I 287
Developing the ability to bring new products to 2%
market faster I (50

Source: RSR Research, March 2019
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What operational barriers exist?

Figure |2: Old Operational Siloes Persist

Most Frequently Cited Operational Challenge Around
Merchandising Management

Getting merchandising and supply chain to work I 44%

together

Getting stores to execute merchandising plans [N 30%

Getting marketing in line to support merchandising I 5
plans

Getting an accurate picture of our current inventory %
position

Source: RSR Research, March 2019
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What tech issues need addressing?

Figure 15: Technology-Related Issues Stand In The way

TOP THREE (3) Organizational Inhibitors Standing In The Way Of
Integrated Merchandising Processes

Data is not clean; pricing, inventory, customer or POS [ —" 437
The existing technology infrastructure is preventing us I 1
o

from moving forward

Poor visibility and/or accuracy with inventory [N 37%
Too many forecasts; no single version of the truth [N 33%
We rely on spreadsheets too much to plan our I 25%

business

Cultural resistance to changing processes [IIINEEGEGNNNNNNNNNE 28%

We lack the data science skills needed to understand
new data

Incentives are not aligned, creating organizations that T P

work at cross-purposes

Skill sets are declining for merchandising [N 22%

I 27%

Improving speeds of solutions and computing systems, I 5
data feeds, integration points, etc.

Source: RSR Research, March 2079 )
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I Bigger retailers have bigger data and tech issues

Figure 16: In This Case, Bigger Is Not Better

Data Quality-Related Inhibitors

H>$5B W All Others

Data is not clean; pricing, iﬁVEﬂtOl’}", customer or m 68%
FPOS

The existing technology infrastructure is 53%
preventing us from moving forward 39%

Source: R5R Research, March 20719
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What organisational change should you lobby for?

Figure |7: Addressing The Three Elements for Organizational Transformation

TOP THREE (3) Ways To Overcome Indentified
Organizational Inhibitors

B Winners mAll Others
e o e I TS5
systems for more accurate inventory
Data cleansing projects or providers m 47%
Bringing new talent into merchandising that m 47%
understands the generation(s) we serve
T e e e ™ ————
integrated merchandising teams 49%
More real-time visibility to deviations from the
plan 47%
Acquire new data analysis tools to lessen our m 35%
reliance on spreadsheets
e I ———
merchandising, marketing, and channels 46%
Hire more data science analysts % 12%

Source: RSR Research, March 2019
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I Themes

= No-one has this cracked (50% satisfaction with tech)
= Higher satisfaction with technology is +vely correlated to being ‘Winner’ (60% satisfied)
= Winners have more tech

= Priorities: Localised assortments, demand sensing linking to supply, dynamic pricing and
collaboration with vendors

= Poor data is #1 tech barrier

= Consistent theme: working collaboratively across functions
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Tel: 07876-790889
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