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Introduction

Three years after riding out the pandemic
storm, grocery retailers are facing
unprecedented pressure on their margins
due to soaring inflation and the worst
cost-of-living crisis in a generation. The
squeeze is coming from all fronts, with
cash-strapped consumers looking to
obtain higher value from their purchases
and suppliers requesting price increases
because of rising commodity prices.

This changing dynamic provides an opportunity for
businesses to set themselves apart through their private
label strategies. The tactic is gaining prominence in the
current economic environment as shoppers rapidly switch

to private label products to avoid national brands’ steep
price hikes.

With private labels gaining an increasing market share
across Europe, A&M has been helping companies
capitalise on the moment.

Private label goods now combine
better value with elevated quality

Household spend on private labels globally increased
by more than double the rate of branded goods last
year, a recent report by Kantar' showed. In Europe,
these products now make up 38% of total fast moving
consumer goods (FMCG) value sales, worth an
estimated €229 billion, and in many categories their
popularity has outpaced that of national brands?.

Private label has historically covered only basic ranges
and focused on offering generic products of trusted
brands. But the strategy has matured over the years
to reflect fast-changing shopping habits and new
market dynamics. Today, retailers with successful
private brand propositions have become innovators

in their own right, continually launching and refreshing
their portfolio of products, including offerings in
organic, free-from and premium categories.

Buyers increasingly expect national brand-quality — or
superior — when buying a private label item, while still
tapping into the all-crucial value equation. To respond
to that, best-practice retailers have strengthened
their quality standards around sourcing, packaging
and marketing. In fact, recent research revealed

that 60% of shoppers in Europe now perceive

private labels as equalling national brand quality.

In addition, with many customers more concerned

with eating healthier and limiting their carbon footprint,
ingredient quality and traceability as well as sustainability
in packaging have become key to maintain and expand
customer base within retailers’ private label strategies.

1 https://cdne.kantar.com/inspiration/fmcg/private-labels-buying-less-and-discounters-consumers-global-coping-strategie

2 https://www.circana.com/press-releases/2023/private-labels-capitalise-on-the-cost-of-living-crisis-to-make-up-38-of-total-fmcg-value-sales-in-europe-e229-bn/
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Four benefits of increased private label penetration

Increasing private label penetration can produce wide-ranging benefits for retailers, including higher levels of
customer loyalty and satisfaction, as well as improved working capital position and profitability.

-1 Increased Profitability and Working Capital to Fund the Future

Gross margins for private label grocery products across categories averages around 35% compared
$ with just 20% for branded products. Grocers can generate additional profits by making private label
q growth a strategic priority, and benefit from the lower acquisition cost of private label products, which
| can improve cash flow and reduce working capital, something critical in times of higher rates and more
expensive capital.

This gives grocers the freedom to fund the near future by tracking evolving consumer trends and
reinvesting in own-brand promotions and pricing. It also allows businesses to compete with leading
national chains by making investments in value-added services, technology, e-commerce, and product
and packaging innovation.

2 Boost to Customer Loyalty and Category Leadership

Growing own brands through improved penetration ultimately increases store traffic and consumer
loyalty. The strength of a private label brand is often as important as the store itself. Capturing these
customers’ loyalty to store brands can help retailers expand beyond traditional categories and into
those with higher margins.

3 Operational Excellence & Supply Chain Resilience

f’ O \l Growing private brands and strengthening supplier relationships can improve supply continuity,
on-shelf rates, and boost supply chain efficiency. Private brands thrived during the pandemic, and as

the pressure on supply chains induced in that period begins to ease, supply chain resilience will

K 0O / continue to be a focus for grocers needing to deliver on their customer promise.

4 Increased Leverage with Branded Manufacturers

Mature and robust private label programmes create the opportunity to improve leverage with branded
L manufacturers. As private label share of shelf increases, grocers negotiating power over manufacturers
u\ grow stronger. This can translate into better wholesale prices and terms, increased trade fund rates,

1 and increased allowances in categories where private label is strong.
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How grocery retailers can accelerate their private label strategies

To significantly increase own label penetration A&M
recommends retailers review their existing operating
model, putting private label as the central offer. This can
begin with developing a private label assortment from the
ground up, and then adding national brands whenever
they address a unique customer need.

Critical to this is understanding the different penetration
levels depending on the product category, owing to
different strategies adopted by retailers in recent years.

From its own analysis of syndicated and consumer
survey data, A&M has found a varying approach to select
categories.

For example, packaged goods such as cereal and catmeal
have become key target categories. Consumers directly
compare private labels with brands such as Kellogg’s
when evaluating value and quality. With frozen and
refrigerated products, a proliferation of own label goods
has also been observed in recent years.

Figure 1: Select Categories, Private Label Penetration vs. Purchase Frequency
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Greater difficulty has been found in Health and Beauty and
Pet Supplies for example, which tend to offer high margins
but are hard to execute due to packaging requirements,
brand recognition, and consumer affinity. That said, some
hard-to-execute categories, such as bakery, deli and fresh
produce items, may present tremendous opportunity given
their role as traffic drivers.

Many retailers have seized the initiative and found a niche.
Alcohol is one sector where brand loyalty continues to
stand strong, but that didn’t deter discount retailer Aldi
partnering with craft beer company Brewdog to create a
limited-edition drink last year. These collaborations can
enable retailers to leverage the weight of premium brands
to offer a greater choice.

Other key areas that need to be addressed to build an effective strategy includes:

Impact on national
brands

A private label strategy will impact on national brand
price and volume negotiations, including shelf space
allocation. Retailers must assess the impact of such
negotiations on the longer-term

supplier relationship.

@’J Promotions

Reassess private label promotional activities to
support the penetration ambitions. Business leaders
must also consider how much funding must be
secured to cover the margin loss and cost

of promotions.

oInia10 Data
|10 ol
OllIsJlo

Customer and sales data can be leveraged to
identify the “must have” national brands. Updates
in reporting and performance monitoring should
also be implemented to support the private label-
focused operating model.
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CASE

STUDY

Increasing private label
penetration at a global

grocery distributor

In one recent engagement, A&M worked with a global
wholesale grocery distributer with a revenue of over $10 billion
and over 3,000 stores. The company had multiple private label
brands from opening price point through to premium, although
with an ambiguous and overlapping brand value proposition.

The overall private label brand programme was significantly
underdeveloped, with PL penetration of around 12% to 15%, with
some divisions significantly below this average. Its organic and
premium offerings were at early stages of development.

R

o)

What did A&M do? Results
Conducted primary market research
in key markets to understand private . ]
brand purchase decisions and retailer Sourcing programme delivered

with an identified

brand awareness, perception, and 2%
opportunities across the architecture pp——— "
| (6)
4%
Identified value opportunities across @5
category penetration and white space, cost reduction for

promotion spending effectiveness,

categories sourced

assortment, and price pack architecture

Conducted executive level workshops
to review, refine, and align on brand
value proposition, opportunities, and

required areas of strategic investm

ent
Strategy implemented
with a glidepath to

While deVelOping the overall S’[I’a’[egy increase sales by

plan, initiated an aggressive sourcing to %
programme to realise in-year benefits 5 O

Designed a comprehensive
private label strategy plan
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A&M: Leadership. Action. Results.SM

A&M has worked with some of the largest European Retail businesses to

stabilise financial performance, transform operations, capture profitable growth

and accelerate results through decisive action. When traditional improvement
activities are not enough, A&M'’s restructuring and turnaround heritage rings fact-
based, action-oriented leadership to transformation and delivers rapid results. Our
professionals have both operational and advisory experience together with a proven
track record in leading businesses though tough, complex situations.

David Benichou
Managing Director

KEY CONTACTS Anthony Gibbons

Director

dbenichou@alvarezandmarsal.com agibbons@alvarezandmarsal.com

ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M)

for leadership, action and results. Privately held since its founding in 1983, A&M is a leading global
professional services firm that provides advisory, business performance improvement and turnaround
management services. When conventional approaches are not enough to create transformation and drive
change, clients seek our deep expertise and ability to deliver practical solutions to their unique problems.

With over 8,000 people across six continents, we deliver tangible results for corporates, boards,
Follow A&M on: private equity firms, law firms and government agencies facing complex challenges. Our senior leaders,
and their teams, leverage A&M'’s restructuring heritage to help companies act decisively, catapult growth
@OO and accelerate results. We are experienced operators, world-class consultants, former regulators and
industry authorities with a shared commitment to telling clients what'’s really needed for turning change

into a strategic business asset, managing risk and unlocking value at every stage of growth.
© Copyright 2023 Alvarez & Marsal Holdings, LLC.
All Rights Reserved. L.
426751-30871/August 2023 To learn more, visit: AlvarezandMarsal.com

ALVAREZ & MARSAL B

LEADERSHIP. ACTION. RESULTS.’



https://www.alvarezandmarsal.com/?msclkid=352bb8f2b4e111ecad8af805eeaeb3bf
https://www.linkedin.com/company/alvarez-&-marsal/

	Twitter 2: 
	Facebook 2: 
	LinkedIn 2: 


