














2 O O 9marked the fourth time the
Prime Source Forum was
held. The three-day program included
a workshop about technologies and
international standards in the apparel
world, and a two-day forum focused
on sharing of ideas on sourcing, social
compliance, sustainability, product
safety, and how to work towards a
stronger model to overcome the current
financial crisis.

This year, the Forum attracted around 400
senior executives from 25 countries. These
included representatives from Adidas, Ann Taylor,
Bossini, Cortefiel, Dick’s Sporting Goos, Eddie
Bauer, Fila, G2000, Guess Apparel, H&M, Jockey,
JCPenney, Jones Int’l, KarstadtQuelle, Li Ning,
Liz Claiborne, lululemon athletica, New Balance,
Orchard Brands, Orsay, Otto Intl, Pacific Brands,
Polo Ralph Lauren, QuikSilver, s.Oliver, Target,
Triumph, VF, William E. Connor & Associates and
others.

The Forum provided a perfect environment for
the apparel community to share ideas and discuss
major issues in the industry. It also served as an
excellent opportunity for suppliers and customers
to meet, delegates to mingle with the expert
panelists and industry players to network and
exchange ideas on issues of mutual interest.
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Checkpoint participated in the
Prime Source Forum for the second time

and showcased its capability in apparel labeling
and trim accessories. It also introduced its latest
solution to help apparel retailers improve their
merchandise visibility from source-to-store. Geert
den Hartog, Business Development Director,
Checkpoint Apparel Labeling Solutions, Asia
Pacific, commented that, “The Prime Source
Forum is a very well-organized event, highly
recognized by the apparel community. We look
forward to participating next year.”m
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The annual Prime Source
Forum held in Hong Kong
has been regarded as one
of the biggest and most
important apparel events in
the world. Since the first event in
2006, it has attracted thousands
of senior managers from the retail
sector around the globe. Manufacturers,
suppliers, sourcing companies
and retailers gathered to
discuss the challenges
and opportunities

they faced.
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MARKET ANALYSIS

= =

The global economic downturn has had a significant impact on the retail sector, albeit to a lesser extent
on Modern Grocery Distribution (MGD) due to the fact that food remains a non-discretionary purchase.

By Natalie Berg, Planet Retail

rocery retailers have primarily responded to the

downturn in two ways: 1) Promoting value: through
the expansion of discount stores, economy ranges, price
investments and increased promotions, to name but a few;
and 2) Reducing costs/preserving cash: in the form of slowed
expansion plans and employee redundancies.
In fact, over the next five years, the Top 30 are expected
to grow sales through grocery formats at a compounded
annual growth rate (CAGR) of 5.2 percent, compared to
the 10.8 percent recorded for the previous five years. Store
numbers are expected to rise at a CAGR of 3.5 percent,
reflecting the fact that a slowdown in expansion will see
retailers focusing on their most profitable existing stores.
As capital expenditure budgets get squeezed, resulting in a
slowdown in virtually every grocery channel, it has become
more important than ever for retailers and manufacturers to
be sure they are investing in the winning formats and in the
winning regions.

Small-box poised for growth

One of the winning formats for the Top 30 will be the
discount channel which is expected to add $71 billion in
sales over the next five years, up 6.3 percent from the current
figures. Driven by the likes of Aldi and Schwarz Group, the
no-frills format continues to attract cash-strapped consumers
both in developed and emerging markets. By 2013, the Top
30 retailers operating in the discount segment are poised to
open an additional 12,600 new stores.
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Proximity retailing on the whole should bode well in
today’s turbulent retail climate. Retailers are likely to
focus their efforts on small-box stores given that they
require less capital both to build and operate. In fact,
stores less than 2,500 square meters/27square feet are
poised to grow their store networks by 4.1 percent over
the next five years compared to just 2.2 percent by the
large hypermarkets. Also, in the long run the outlook is
positive for proximity retailing as demographic changes
mean that there will be more single households, combined
with lower incomes (higher share of retirees) and less
widespread car ownership.

This is especially the case in the U.S. where the entry

of Tesco has sparked a series of reactive pilots, the most
notable being Wal-Mart’s Marketside, the retailer’s first
new format in the U.S. in a decade. It is too early to

say whether small-box will change the face of grocery
retailing in the U.S., as this type of format caters to a very
different shopping mode (high frequency/low spend),
assortment (greater emphasis on fresh, private labels), and
consequently calls for more frequent distribution.

The cash and carry and warehouse club channel continues
to be a mixed bag. In developed markets, the channel has
been holding strong as consumers recognize the savings to
be had by bulk buying food. Cash and carries also continue
to be an essential growth vehicle in emerging markets
such as India, where Wal-Mart and Tesco are expected to
enter this year, and Russia, where Rewe recently opened



its first cash and carry. In emerging markets, cash and carries
mainly cater to the fragmented independent neighborhood
store and restaurant sectors, although in some markets end-
consumers also account for an important share of sales.

That said, the channel is suffering from a slowdown in
consumer spending, particularly for big-ticket, non-
discretionary items, not least because it is closely linked to
the struggling restaurant sector and independent shops.
Hypermarkets and superstores, despite being the backbone
of many retailers’ strategies, are faced with a lack of available
sites and a high degree of retail maturity in developed
markets such as Western Europe and North America.
However, going forward, the channel will find more fertile
grounds for growth in the developing markets of Asia and
Latin America.

Channel diversification remains top of mind for retailers
In terms of diversification, retailers will continue to

spread their business across various formats with more

than 80 percent of the Top 30 selling through more than
one channel. Despite the trend toward diversification,
hypermarkets and superstores remain a vital channel for
most retailers, with one-third of the retailers listed in

the Top 30 relying on this channel to generate at least 75
percent of sales.

Meanwhile, we can see that the level of internationalization
by the Top 30 is closely linked to channel dependence.
Retailers that do not have a dominant format (i.e. more
than 75 percent of sales) tend to be more focused on growth
outside their home markets. On average, retailers in the Top
30 without a primary format generate 32 percent of sales
from abroad, compared to just 13 percent for the retailers
that rely on a dominant channel.

The Western European giants will see the largest increases
in international sales as a percentage of their total, an
indication of the need to look for growth outside their
saturated and recession-hit home markets. By 2013, Metro,
Aldi, Tesco and Casino will generate 72 percent, 62 percent,
40 percent, and 48 percent of sales abroad, respectively.

The multi-channel/single brand approach is a growing trend
in Europe

Another trend we have identified in the report is the move
towards multi-channel/single brand. Carrefour’s conversion
of its French store base to trade under the eponymous
Carrefour name should help to strengthen the brand and
create buying synergies across its supply chain and via its
marketing campaigns. It is likely that future conversions
will occur, particularly in Europe where operating multiple
formats is commonplace.

In terms of regions, Central and Eastern Europe will see

the greatest growth rates in terms of outlet numbers by the
Top 30. Store numbers in this region are forecasted to grow
by a compounded annual growth rate of 11.1 percent by
2013. The majority of this expansion will be driven by the
discounters which are expected to add 2,100 stores over the
next five years, effectively doubling their presence in the
region. Hypermarkets will also be a key expansion vehicle in
the region. Due to its proximity to Western Europe, where
most of the large hypermarket operators are based, and the
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consequent buying and supply chain synergies, CEE (Central
and Eastern Europe) remains an attractive market for the
likes of Tesco, Carrefour, Metro, Schwarz Group and Auchan.
In the long term, however, Asia is the region to watch

as Wal-Mart, Carrefour and Tesco continue to expand in
China — the only market where the three currently compete
— and India, where market entry by the world’s largest
retailers is imminent. Despite a few recent hiccups in the
form of rising property prices, food price inflation and
increased competition, India and China remain two of the
most lucrative retail markets for the Top 30 in the long
term. Rising incomes (albeit from a low level), favorable
demographic patterns, and the fragmented nature of

both markets make them an attractive investment for the
large multi-nationals which continue to struggle in their
domestic markets.

Not all bad news for EEO

The Electronics, Entertainment and Office supply (EEO)
sector has been severely hit by the economic downturn.
Consumers have cut back heavily on discretionary spending
and are deferring unnecessary or expensive purchases; this
has taken its toll on the electronics sector. The contraction
in the housing market in North America and parts of
Western Europe has led to a reduction in spending on
white goods. Retailers are being forced to discount heavily
to attract customers, however many retailers do not have
the financial muscle to compete and are being forced out of
business.

After years of suffering, the entertainment sector is having a
bit of a renaissance in the economic decline. With consumers
choosing to spend more time at home, computer gaming
retailers in particular are driving sales growth.

With businesses around the world cutting back on
spending, and in many cases closing altogether, the

office supply sector has been hit badly. Having derived

the majority of their growth through expansion into the
business-to-business channel, the three major office retailers
- Staples, Office Depot and OfficeMax - have seen a huge
retraction in the potential revenue stream.m

Global Channel Strategies, 2009 full PDF
and PowerPoint presentation are available on
www.planetretail.net
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Coming soon...

The Global Retail
Theft Barometer
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