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The UK Promotion Tracker
Mortgaging the future in 2009?
Presentation by Colin Harper, Head of Insight
Foreword
Companies invest in growing their brands in many ways, and through a number of job functions. Some approaches are more measured than others. Some, because they are product discounts, may not even be measured at all, since they are carried on the books of the company as a reduced contribution, not as a tactical promotion, but as a continuing cost of sale or an ongoing margin reduction. 

The fact that something is not measured does not mean the approach is wrong. Nor does the use of margin reduction tactically, but treated by the company strategically, mean that this investment is not entirely valid.
In the current economic climate, the creeping price reduction that continued price promotions represent is being reflected in the attitude of the shopper to what they buy and where they shop. The dramatic recent rises in sales market percentage of the pound stores and the discounters (Lidl, Aldi and Netto) shows that people choose to shop increasingly on price.
However, while volume sales may be important to any one manufacturer, it cannot be the sole important measure since companies are in business to develop value for their shareholders, employees and the public. The stance that the ISP take is that promotion activity should be (and can be) measured. In this way more efficient and effective approaches can be formulated continuously to adapt to changing times.

In order to understand the importance of the various types of promotion available to the manufacturer, the Institute of Sales Promotion is working with the industry to develop a view on the scale and on the Return On Investment of various current approaches to building brands though the use of Sales Promotion tools.

Here, we are concerned to measure any approach to generating a sale that includes a call to action that adds additional value for the shopper to persuade them to take the decision to buy.
This can, of course, be communicated at any point, whether in advance of a purchase or afterwards to maintain rates of sale. The Institute of Sales Promotion represents an industry that has developed over hundreds of years, understanding and delivering this value to shoppers.

The following report is focused on delivering the investment in various types of promotion spends in the UK in the year 2008/9. Added to this is the single investment in price cutting deals promoted by Grocery retailers. These are the easiest to track since epos data is more freely available, and the scale means that insights are also more available. 
The ISP intend to roll out figures for market size outside of the grocers within a reasonable time scale based on the model developed here. 
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Moving forward from here, the ISP, with the support of sister organisations, will be updating this survey on an annual basis. 

What is this report designed to achieve? Basically, to give organisations a compelling reason to stop and think. For many categories, it is possible that over half of their sales will be made at promotion prices. There is a danger that shoppers and retailers will become conditioned to expect products in certain categories to always be on a deal, whatever else their attitude might be to the brand. 

On top of this, all commentators agree that the use of deals to sell is damaging to brand values.

Who then should be setting the agenda for brands and categories: the brand owners, or the retailers?

Within the report you will see comments from trade marketing specialists, advertising and promotions specialists and other data analysts.  The ISP and other trade organisations will be producing, over succeeding months, follow-up reports looking at successful alternatives to deep cut deals.

Colin Harper Head of Insight, Institute of Sales Promotion 

2009
[image: image12.jpg]= = s
NUMBER 1
for hestthy esting, rated by the
NATIONAL
CONSUMER I






Executive Summary
The ISP estimate that manufacturers invested “25.6 Billion in 2007/8 on sales promotion activity. 
Within this area, by far the largest sector is that of direct price offers promoted by, and carried within retail stores. In 2007, the UK had an estimated 59,200 food and drink retailers with over 99,000 outlets. But just four firms account for an estimated two-thirds of all food retail sales. (B). Price Promotion activity reported on within the document is based on using sales data from these large retailers extended to the total market.
The most common promotion technique agreed on by retailers and manufacturers – the price promotion – asks manufacturers for 90% on the retailer to consumer margin for every additional sale made, PLUS, usually, a key money contribution to the retailer. Manufacturers believe that these promotions benefit retailers more than manufacturers. 

They also typically lead to a drop in sales after the activity and a permanent change for the worse in the attitude of shoppers to that brand. 
Sales Directors expect a continued increase in the investment in such promotions. Yet no analyst or manufacturer poll reporting on this sees the average price promotion as contributing to either manufacturer profits or to brand growth. Dunn Humby, the key commentator on Tesco Stores Ltd shopper marketing (and part owned by Tesco) considers that these promotions devalue the brand, and instances other types of store support as potentially contributing more to brand growth.
Each deep cut price promotion does, however, add an average of 2 to 3 months additional unit sales to the 12 month year. 

The true cost of these sales to the UK manufacturing industry is of the order of £14.4 Billion (based on 2008 figures), representing the amount that manufacturers contribute to retailers to gain “additional” units to those that sell at full price and margin.

The percentage of fmcg products sold on price promotion at retail has increased year on year from just under 30% of all fmcg products sold to now nearly 35% 12 months later.  

Manufacturers, when questioned, expect this trend to continue. If the current rate of growth is maintained, spend in this unmeasured area is expected to exceed that on advertising in the UK within 12 months. At the moment, it represents over 50% of the total spend on Sales Promotion in the UK. 

Trade Promotions specialists advise that companies should set out properly their objectives for promotions. They also advise that there is a role for price promotions within this. [image: image13.wmf]Where the money comes from
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The Institute of Sales Promotion (ISP) notes that there are many sides to any argument, but that the role of the company is to manage ALL spend against one company objective. 

The ISP suggests that deep cut value promotions have become the drug of choice for the fmcg manufacturer. They give an immediate good feeling, but deal long term damage to the brand. 
There are many other sales promotion approaches giving volume sales combined with brand development. However, it will require manufacturers to review their relationship with retailers – and their shoppers – to get the best investment combination for the long and the short term.

The ISP recommends that the price cut budget charges be identified within companies and shown on the balance sheet. This will allow them to be discussed for their merits alongside the return on investment in brandbuilding activity from other areas of the company. 
The ISP also recommend that a ratio be developed between price-cutting spend, and price-supporting spend (brand building) in order to assist companies in focusing concern.

The Difficulties in Defining Value and Allocating Investment
The Sales Promotion industry is much closer to the nuts and bolts of the product than advertising, and is aware that the guaranteed increased demand that an incentive delivers impacts at more than one level.

As an example, launching a product with a price promotion would seem on the face of it to be an immediate attack on the brand values. But IGD reports (G) show that compliance to change at the store facing is poor in general. Promotions, however, attract the attention of managers and guarantee better store coverage. 

The same organisation also reported that 60% of shopper product trials were based on a promotion price reducing the barrier to purchase. At the outset, any new product has only a few weeks to establish itself, so with this as the background, a price promotion has a great deal going for it.

Not, however, for more mature products, where a value is already established in the eyes of committed consumers. 

Here the IPA(A) report clearly identifies the reduction of brand values inherent in deep cut value promotions. 

The ISP would add to this insight the point that there are very real costs and poor rates of return against investment in terms of profit. 

Many manufacturers report, however, that they follow through increasingly with this approach to maintain unit sales. 

So where it might be expected that a profit argument would carry weight, the way that companies are currently structured may make it impossible to fully appreciate the actual cost to the brand of the increased dependence on promotions that many brands report (B).


The Promotions Market – identifying the areas
There are a number of elements within the promotions market that need to be tracked. 

1. The cost of the incentive

2. The cost of delivering the incentive message

Within the market there are two main promoters investing behind product sales: Brand Manufacturers and Retailers

Brand manufacturers add value to their product in a range of ways

Advertising – this area is outside of the scope of the current report

Product based value – with extra product free, banded packs etc. This is an area that is hard to measure, since the added value cannot be appreciated through a price change at epos. Here we have used manufacturer interviews as a guide to their investment in this area.

On Pack based added value – this ranges from free product through to competitions. In the main, these are briefed through promotion agencies. 

External value deliverers such as couponing in its various forms, trial based activity such as experiential marketing initiatives. Some of these activities are carried out in stores with the support of retailers.
We have attempted to avoid the double counting that is always inherent in pulling in figures from a range of sources by interviewing representatives of agencies to get an appreciation of what percentage of their turnovers would be double counted.

Examples here would be products as incentives that might be reported by the BPMA (British Promotional Merchandise Association) and also by promotions agencies that buy them, and perhaps supply them on.

Retailers add value to product in two ways;

Value based promotions – this is the most prevalent form of promotions. 

Improved presentation at point of sale – here Dunn Humby commented in the IPA report “call-to-action media near to point of sale works harder than money-off promotions”. This improved presentation can take many forms. The Point of Purchase (POP) business, valued by the Point of Purchase Advertising Institute (POPAI) at £1.2 billion, is arguably the best-available measure to investment in this area.

Retailer opportunities for manufacturers continue to contract, and their value to increase. The following chart shows the growth of the grocery multiples from 1900 onwards. Today four companies control the in-store marketing of two thirds of the UK grocery trade. The rate of concentration of buying power has been increasing. 

In-store opportunities tend to be limited by retailer policy, and retailer unawareness of opportunities to use in-store media to develop brands and sales (E). “Call-to-action media near to point of sale works harder than money-off promotions”.  

On top of the return that Dunn Humby have already identified from calls to action that are needed at the facing, there is additional return available to manufacturers from making sure that this material is in place. Compliance to placement at the facing by retailers for manufacturer agreed material is typically less than 80% and often just 50%.(F + G) 
[image: image2.png]WMultiples - mindependents 1 Co-ops:
T00%

75%
0%
25%

0%
1900 | 1960 1970 1980 1990 20002010°

2010 an estimate
+Multiples’ category includes symbol-group.




IGD (2004) Grocery Retailing 2004


The Retailers as Promoters

[image: image3]
The most widely understood promotion technique is a large part of the armoury of the key UK fmcg retailers, the deep cut value promotion. This is usually a price cut to half price, or its equivalent the BOGOF – buy one get one free. 
As it is the most costly, and is widely touted as the most effective by retailers, it is an excellent benchmark for the use of company funds. According to the IGD, 66% of all retailer promotions are either BOGOF (or half price) or variations such as 3 for 2. 

The Grocer, in a recent survey (B) identified that there is an increasing trend to price promotions running from last year. 

[image: image4.emf]

And that this is a trend, and not just a response to the current climate, is exemplified by the forecast for future spend in this area;

[image: image5.emf]
IRI, basing this information on manufacturers epos data from the main retailers in the market, show the share of goods sold on promotion has increased (by volume) from 30% in June 2008 to 34% in June 2009, bearing out what manufacturers reported. (IRI Grocery Market Overview Q2 2009).
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If manufacturers are right, we could expect the percentage sold on deal to continue this trend, with 40% of the total grocer market being sold on deal within 12 to 18 months. 

The chart also shows that uplifts from price promotions are increasing. You could interpret this as indicating that shoppers are becoming more price sensitive, or equally that they are becoming trained to look for the increasing numbers of offers as a trigger for purchase.



Deep Cut Value Promotions – The Benchmark for Adding Volume
There are difficulties in understanding the true costs to companies of this type of promotion. In the main this because the negotiations for these are shrouded in secrecy; however, there are a number of facts that can be established as a guideline against which other promotion techniques can be measured.

Price promotions do generate an immediate increase in volume. Storecheck Marketing (D) have taken epos sales from a broad range of branded products across two years, looking at the actual uplifts across 500 promotions – focusing on those where the price drop was more than 40% of the normal price. The analysis looks at the volume uplift from before the activity, and also the retained volume for the 6 weeks afterwards.

There are products where the uplifts in this area are huge – an example would be malt whisky. These have not been included, since these standout categories are not typical. Categories included, though, ranged from Health and Beauty through to Bread and Morning Goods. 

The impact of these deep cut promotions is to provide a serious volume improvement, the equivalent of around two and a half months of additional volume. However, sales in the 6 weeks following were, on average, 13% lower than before, when the price returns to normal. The revenue, by contrast, showed only a 115% increase over pre-promotion levels.

It is also noticeable that on average the revenue declines slightly less than the volume after activity. Post promotion is often a time when prices increase.
	Promotion Volume Uplift
	268.61%

	Post Promotion Volume Uplift
	-13.04%

	Promotion Value Uplift
	115.56%

	Post Promotion Value uplift
	-12.32%


In order to carry through 34% unit sales uplifts, with the average promotion period being a month, most companies will need to have two periods of promotion per annum. Even relatively low level discounts can deliver a tail of low post purchasing.
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Many products will run promotions 3 times per annum. This in effect means that the standard range sales will continue to drop, as one period’s pre-promotion merges with the last period’s post-promotion, leading to successive reductions in baseline sales. (Source for both charts DDB econometrics).
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As a result, using the current model, deep cut promotions are needed more often each year to retain expectations for growth. There comes a point where there is a de facto overall price reduction for the brand.

The IPA in its recent report “Price promotion during the downturn” identified that “In some categories where this is particularly prevalent there has been considerable erosion of loyalty and substantial growth in the proportion of sales made ‘on deal’. This will be adversely affecting profitability and is likely to take some time to rectify after the downturn has ended.”
Tracking of brand loyalty by Dunn Humby also showed that the percentage of shoppers considered brand loyal (with loyalty defined as 70% of category spend on one brand in each half of year) has been moving downwards over the years, matching the increase in price promotions.

	
	2006
	2007
	2008

	
	First half
	Sec half
	First half
	Sec half
	First half
	Sec half

	Soft drinks
	23.1%
	20.5%
	23.7%
	20.8%
	21.0%
	19.3%

	Snacks
	5.0%
	4.5%
	4.7%
	4.4%
	4.6%
	3.9%

	Household items
	11.3%
	10.8%
	10.8%
	10.7%
	10.1%
	9.2%

	Beer, wine & spirits
	15.0%
	11.1%
	14.9%
	10.6%
	13.6%
	9.9%

	Health and beauty
	6.2%
	6.3%
	6.1%
	6.2%
	6.1%
	6.3%




Rationale for the Deep Cut Price Promotion
Promotion spend in retailers is negotiated by the Sales Department. The Billett/Grocer report identified that they are well aware of the challenges that they face. These rationales are based on the two key imperatives of this operating arm of the company:
Maintaining good relations with retailers;
Maintaining product volumes.
Despite the rapidly increasing inroads into trading of price promotion, little changes in the reasons given for running promotions As the following table shows
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The manufacturers comment on why they participate;

· “Promotions do form a key tool in unlocking other negotiation variables.”

· “Has become a norm - expected to participate”

· “It’s a must do for retailers, in the current climate”

· “Part of doing business”

· “Promotions are also important for retailers and when promotions are running, relationship is closer.”

· “Relationship and listings affected if spend is cut”

· “You’re either in or you’re out - no options”
· “It is key to both our production and to retaining shelf space that we drive significant volumes. Promotions help us to achieve this.”

· “Profits go down although volumes go up”

· “Volume is mainly driven by switching from competitors, not incremental to the category, and we see little post-promotion retention”

… and on the profit issue

· “Due to the high gate fees and cost of promotions this is almost always an investment”

· “Increasing single price cuts (vs. multibuys) is increasing redemption costs and eroding profit” 
· “ROI not always there”

· “Some activities drive incremental profit but overall trade investment is cost/benefit negative”

· “Too often marginal”

However, it may be questionable whether the manufacturers contributing to the survey by Billetts/Grocer(B) through the Grocer were actually viewing the way they carry out their negotiations with the company benefit at the top of the agenda. 

The same manufacturers still say in 2008 that, in general, retailers were benefiting the most (although this scale was falling slightly). Yet they also maintained that their retailer promotion strategy was good, and clearly seen to be getting better. 

However the vast changes in the way that retailers are sucking in support monies seems to have generated very little change in their view of the rightness of the strategy.promoted by retailers It leaves open the question of, who this strategy is actually benefiting. 
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The answer to this question can be found in whether or not manufacturers believe in their own approaches. The respondents saw their current policies as being more questionable than ever before in the 4 year history of the survey, with approval dropping from 4.2 to 3.6. .
The problem, though, seems to be that they see no alternative to following the lead that they are given by their retailer customers, accepting that this is inevitable. But is it?

[image: image11.emf]
Billetts, which is a trade promotion consultantcy, offers this view of the space that trade promotions occupy. 

“"The deal" is a powerful incentive, but so is "the brand".  Having analysed more than a hundred brands across multiple categories it is clear that consumers treat the deal incentive quite differently to the brand incentive.  Consumers want a great deal... on great brands.   They certainly don't devalue a grocery brand just because they buy it on deal.  Consumers get the idea of promotions and they love them.  That's why they are so important in the market place.  It's worth repeating: The consumer is king, which is how it should be.

But whilst consumers differentiate clearly between the brand and the deal, many marketers continue to confuse trade funding with advertising investment.  From our experience they should be treated quite differently.  Not only are they different consumer incentives, they place very different demands upon cash.  If it were your money, you would soon appreciate the difference between a retro funded pricedown and a TV advertising campaign! 

In a world of complex interdependencies, we believe that organisations should grasp any opportunity to simplify, provided that the simplification is appropriate.  The significant differences between advertising and promotional dynamics provides just such an opportunity to simplify.  Our advice is "Don't rob Peter to pay Paul".  Set the advertising budget to meet the needs of the brand and the promotional budget to exploit the opportunities of promotions.  Build a strong brand and trade it appropriately.  

If promotions feel more like an obligation than an opportunity then the organisation has gone wrong.  Take a step back and understand, quite clearly, why you are promoting.  Promotions shift volume, they don't change consumers.  That, broadly speaking, is why you need to advertise.  

Move away from the either/or conundrum for advertising versus promotions and optimise the role that each can play in the success of the brand. “


Deep Cut Promotions – The true cost of Taking Part
The Grocer/Billett report identified that over a range of products 90% of the cost of the activity was expected to be borne by the manufacturer (up from 78% in 2003). This means that, in a BOGOF, should the manufacturer margin to the retailer be less than 90% of the retailer margin to the shopper, then all the products on a promotion will be sold at a loss. Leading to the position that the only rationale(s) for the activity are straight volume or retailer support.
Typically, retailers will ask for a contribution, usually for the additional space that successful deep cut price promotion will need to keep the product on display. We cannot collect this information, nor report on it except to note that it is there. 
Other promotion costs, also unrecognised, include additional storage to cope with increasingly variable demands, as well as increased manufacturing costs. 
Then there is the retailer policy of overbuying at promotion prices so that attractive product margins last much longer than just the promotion period. 

Storecheck has also tracked promotions where orders before the promotion period were delayed to take advantage of the future better price, the net effect being that promotion prices actually cover more of the annual sales than just the promotion period.
What we can do, however, is to put a proper value on the products as if they were to be sold at their full price,  then value the contribution from manufacturers supporting these retailer initiatives Out of the total goods sold through food retailers, while 34% are sold on promotion, for deep cut promotions, only 43% of the return from these typically trickles through to revenue. 57% of the expected value has to be paid for by someone. 90% of this difference is paid for by the manufacturer, according to Billetts/Grocer(B)
	Grocery 

Retail 2008 (Verdict)
	Revenue for the same goods if taken at full margin (34% market)**
	Revenue from Goods on Promotion - adjusted for margin drop***
	Manufacturer 

Contribution (est.)

	£124.001 Billion
	£42.16 Billion
	£29.5 Billion
	£14.40 Billion


*We have assumed that a retail policy of promotions is consistent across all the products they sell. **£42.16 Billion is the percentage of total sales directly translated from % of units sold. (Many commentators ascribe additional wastage, not consumption as an immediate by-product of price discounting). This £42 billion expected revenue has been adjusted downwards by a balancing figure for the size of discount applied drawn from IGD figures for size of shopper discount at a low end level of .30 (30%)***. This has been further adjusted by removing the contribution from retailers and the cost of goods for the additional sales (50%)***. The final figure represents the actual loss suffered by manufacturers for gaining the additional unit product sales as compared to the same units sold at the full RSP. It assumes that shoppers would continue to shop at the increased prices, since there is excellent choice at many price levels within most supermarkets. This estimates that the % by value would be 24%. The ISP consider that this is a good workable figure against which to compare any other form of incentive designed to increase ROS in the short and longer term. 
There are two implications that manufacturers need to consider;

1. The main stated reason for promotions is retailer (as opposed to customer) support. The consensus is that this approach weakens customer support. At what point does an individual manufacturer’s brand need revaluing downwards on the balance sheet because the actual value has been eroded although sales remain at a historic high? Companies should develop a ratio of spend on price promotions related to spend on other, brand-building,  promotions and advertising to act as a red flag to trigger concern. 

2. It is quite clear that stopping promotions in their current form would not lead to reclaiming all the additional revenue indicated above. However, the ISP believe that a better use can be made for at least some of this revenue, developing sales and the brand at the same time. This would probably require, though, that some of this investment was available to other sides of the company. This will require that a conscious effort is made to identify these costs, and include them on the balance sheet, in the same way that brand values are kept. 



Appendix A

The UK Promotions Market

	Market Size
	Source
	Value

	Premium Products
	BPMA
	£1,000,000,000.00

	Sales Promotion Agencies
	Marketing/Mintel
	£780,061,315.00

	Field Marketing Agencies
	Marketing/Mintel
	£328,346,903.00

	Handling Houses
	Industry Estimate
	£20,000,000.00

	Digital Agencies
	Marketing/Mintel
	£559,214,793.00

	Store Vouchers (as incentives)
	Voucher Assn
	£800,000,000.00

	Coupons – value of (exc store promoted coupons)
	Valassis
	£479,000,000.00

	POP
	POPAI
	£1,200,000,000.00

	Door Drop delivery costs
	Royal Mail
	£35,000,000.00

	Mailed Promotions
	Industry Estimate
	£1,000,000,000.00

	Retailer Price Promotions
	IRI (% goods sold on promotion)/National Statistics/Storechedck uplift on promotions (NB this does not include the investment in retailer coupon promotions such as Tesco Couons as these are untraceable)
	£14,404,073,436.87

	Manufacturer Added Value
	Industry Estimate
	£5,000,000,000.00

	Total Promotion Investment
	
	£25,605,696,447.87
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