\/o

\\\V//p %\\"’ ‘

\\\'//ﬁ w‘ |
‘%\@:§M‘5§@
B \\\'!/// \\\' “:x

Q (//,° \\\‘{//, ‘!(l/

SN QBT !//,
\%Q' O

Holiday Season Insights

How did home furnishing promotions perform in 20197?

This Executive Insights was written by Jon Weber and Chris Randall, Managing Directors in
L.E.K. Consulting’s Retail and Consumer Products practices. Jon and Chris are based in Boston.

LEK.

For more information, contact retail@lek.com.



Executive Insights

2019 Home Furnishings Holiday Promotional Analysis

L.E.K. conducted a rigorous analysis of promotional activity across home furnishing
retailers during the 2019 holiday period (November and December)

Approach
Gathered and analyzed daily email promotions from retailers during the holiday period of Nov. 15-Dec. 25

Included retailers

Premium retailers Value retailers

HORCHOW :
ONE KINGS LANE Jg,/mj

URNITURE

Crate&Barrel
BALLARD

DESICNS
SERENA POTTERY CB2

SLIDY paRN wiLLiams
west elm SONOMA

Source: L.E.K. analysis
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Executive Insights

2019 Home Furnishings Holiday Promotional Analysis

The 2019 holiday season between Thanksgiving and Christmas was 26 days, five
fewer than in 2017 and four fewer than in 2016

2016 Holiday Season 2017 Holiday Season 2019 Holiday Season

Sun_ Mon  Tue IWedI Thu Fri Sat

Sun  Mon  Tue IWed : Thu Fri Sat Sun  Mon  Tue IWed : Thu Fri Sat
November November November
24 WA 23
Thanksgiving| Fsrlii(:/ Thanksgiving| :Lz(a:
28 27 28 WA
Cyber Cyber Black
Monday Monday Thanksgiving I
2
December December G December

] Z Z
30 31 26

Days between Days between
Christmas and Thanksgiving Christmas and Thanksgiving
Thanksgiving was much later in 2019 than in prior
years, resulting in the shortest possible number of
days between Thanksgiving and Christmas

Days between
Christmas and Thanksgiving

Source: L.E.K. analysis
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2019 Home Furnishings Holiday Promotional Analysis

The 2019 holiday season was characterized by intense promotional activity by home
furnishing retailers, as they sought to compensate for lost days

Nonstop
activity

Increasingly
deep
promotions

Omnichannel

Source: L.E.K. analysis

e Home furnishing retailers aimed to get a head start on discounting, and
once kicked off, brands promoted around the clock throughout the
holiday season

e For most home furnishing retailers, Black Friday/Cyber Monday was a
weeklong or longer event

e Email activity continued to accelerate throughout December to sustain
the shopping period

e Average discounts ramped up throughout the period to keep consumer
anticipation high, reaching a peak of 42% approaching Christmas

e Average discounts ranged from 21% to 42% throughout the holiday
season

® 49% of promotions were full-store; however, home furnishing retailers
also promoted key items aggressively to cut through the noise

* Most offers were omnichannel, with retailers likely missing an opportunity
to maximize each channel individually

7 days

Average length of Black Friday/Cyber Monday-named
promotions offered by home furnishing retailers

0 Average discount during
3 3 A) holiday period

0 Average retailer's
60 /0 maximum discount

of promotions were
omnichannel, rather than
in-store or online-only
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2019 Home Furnishings Holiday Promotional Analysis

Home furnishing retailers were highly active with promotional messaging
throughout the holidays, creating significant noise for consumers

Retailer promotional offers by category* (2019) B B Number of categories on promotion [ 4]
. . . © © £
Number of categories on promotion by retailer = = ® 6 o o o 2
~ = 1 2 3 4 5 610 11+ =
o 5 Y
o|m Q
>
November e December
Brands 15 16 17 18 19 20 21 22 23 24 25 26 27 28|29(30 1 (2|3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24|25
Horchow 00000000 000000OCGOGOGIOGIOGOGOGNONONGNOGIOGONONOGNONGNINOINGNYS
Serena & Lily 00000000000 0000000000000 O0OCOCOCVOCCNOCGNININOSGNOSEOISTEOISTVOINY
= Ballard Designs 000000000000 000000000000 00000000000V0YOO°
©
=8 Williams-Sonoma 0000000000
=
E Pottery Barn 000000 O
o
Crate & Barrel 000000000 0000000000000 0000000000009)
One Kings Lane 0000000 0000000000000 000000000000)0)
< West Elm 00000000 0000000000000 0000000 00000
T
g CB2 000000000 00000000OOCGOGOGOGIOGIOGIOGIOGNOGNOGNOGNOGNOGNON S
(<)
> 1
S [Jordan's 00000000 0000000000000 0000

*Categories include accessories, bed, bath, and main and living home furnishings
Source: L.E.K. analysis
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2019 Home Furnishings Holiday Promotional Analysis

Most home furnishing retailers started deals early in the week of Black Friday
to jump-start the holiday season and earn consumer mindshare

Black Friday and Cyber Monday promotion offering Black Cyber
timing, by home furnishing retailer (2019) Friday Monday
Days with promotions November
17 18 19 20 21 22 23 24 25 26 27 28 Total Days
S M T W T T
Horchow 6
Serena & Lily 7
n Ballard Designs 11
K7}
*5 Williams-Sonoma 5
=
g Pottery Barn 5
()
= Crate & Barrel 8
One Kings Lane 8
West EIm 9
@ CB2 6
Q@
Z
o Jordan’s Furniture 7
Average*
I Black Friday/Cyber ~ Average start date l 7 g

Monday promotion e s s —
On average, brands began
promoting Black Friday deals three days in
advance of the shopping holiday

*Straight average of total dates for Black Friday/Cyber Monday sales by retailer
Source: L.E.K. analysis
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2019 Home Furnishings Holiday Promotional Analysis

The volume of promotional emails increased leading up to Black Friday; noise and
discount depth remained high throughout the holiday period

Holiday promotional email volumes and average discount (2019)
Email volume indexed to 100; percentage average discount offered across all retailers*

! ! ! ! ! Average
| | | | |
100 A I I I I I weekly

! ! ! ! ! discount
| | | | |
| | | | |
| | | | |
| | | | |
| | | | |
| | | | |
| | | |

75 7 : ) : ) : Emails reached peak :
| o S | activity approaching !
I < A > I Christmas I
| S — | 1
I 3 s I I
| > | |
| o | |
| I |
| |

50 T I |
|

Average discounts fluctuated very little up
to the week approaching Christmas, when
discount depths reached a peak
25 4
28%
O -
Nov. 6 Nov. 23 Nov. 30 Dec. 7 Dec. 14 Dec. 21 Dec. 25

*Retailers include Horchow, Serena & Lily, Jordan’s Furniture, Ballard Designs, Williams-Sonoma, Pottery Barn, Crate & Barrel, One Kings Lane, West Elm and CB2
Source: L.E.K. analysis
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2019 Home Furnishings Holiday Promotional Analysis

Home furnishing retailers were aggressive with promotions, typically discounting
30%-35%), with key categories up to 60% off to catch attention

Retailer holiday discount depths (2019)

Average percentage discount; maximum discount

100 T
[ Average
80 A ® Maximum
o
L L L L
Category
O R e e B e e e i e e e Bl e B . ———————————— average max*
o ® (60%)
[
43% 41%
40 7 Category
- average*
(33%)
20 A
0 -
Horchow Serena & Lily Ballard Williams- Pottery Barn  Crate & Barrel ~ One Kings West EIm Jordan’s CB2
Designs Sonoma Lane Furniture

Premium retailers Value retailers

*Averages are all straight averages of discount rates of stated brands
Source: L.E.K. analysis
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Full-store promotions were common, with key items promoted aggressively to cut
through the noise

Category-/item-specific

Full-store vs. category/item-specific promotion frequency (2019) promotion
Percentage of holiday period days with active full-store promotion by retailer
[ Full store
100 -
7%
80 T
51%
60 A
90%
- — — = Category
average
40 4 percentage*
full store
(49%)
20 A
O -
Horchow Serena & Lily Ballard Williams- Pottery Barn  Crate & Barrel One Kings West EIm Jordan’s CB2

Designs Sonoma Lane Furniture

Premium retailers Value retailers

*Averages are all straight averages across retailers
Source: L.E.K. analysis
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2019 Home Furnishings Holiday Promotional Analysis

Omnichannel promotions were most common, signaling retailers are likely not taking
advantage of different consumer behaviors across channels

Retailer promotions, by channel (2019)
Percentage of promotions*

Value retailers

Premium retailers

Horchow Serena & Lily Ballard Designs Williams-Sonoma Jordan’s Furniture

9%
100% 91%

100% 100%

Pottery Barn Crate & Barrel One Kings Lane West ElIm CB2
2%
‘ 33%‘
68%
100% 98% 100%
One Kings Lane has a greater focus on online selling than
J ° J [l Ormnichannel i} Online only

other retailers, with only three brick-and-mortar locations

*Promotions not explicitly marked as in-store or online are assumed to be omnichannel
Source: L.E.K. analysis
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Summary and strategic considerations

Home furnishing retailers have the opportunity to employ greater promotional differentiation
to drive more value

e The holiday season between Thanksgiving and Christmas was 26 days in 2019, its shortest possible length

¢ This led to a high level of promotional activity and a lack of focused promotions, as retailers sought to compensate for the shortened holiday
season and to win mindshare

¢ A high level of noise led to deep discounts and a focus on omnichannel promotions, indicating that retailers are promoting without a clear
understanding of the nuances of what drives consumer response

* This “nonstop, increasingly deep” approach is unsustainable for retailers
e Our observations of the 2019 holiday season point to several areas for home furnishing retailers to explore:
- Integrate more variation in promotional activity, including promotions that emphasize key product categories

- Protect your core: Promote marquee product lines and other key assets more selectively and strategically to avoid losing their impact and margin
benefit, and build stories and merchandise around them to cut through the noise

- Use full-store promotions more selectively, as they can unnecessarily erode margins
- Deploy targeted, channel-specific promotions where and when they can drive value beyond pure omnichannel promos

- Use big data and analytics to develop a better understanding of promotional response and create a value-maximizing day-to-day promotional
calendar to break the paradigm

1 Holiday Season Insights
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We employ a proven framework to define winning promotional strategies

L.E.K.'s approach to pricing and promotional strategy

Architecture
and rules

When

Seasons, days, frequency, etc.,

where receptivity to promos differs
What Where
Categories, key items to
promote and their
respective roles

to leverage

Enabling
objectives

Who

Which customer
segments should be
targeted

Convey everyday Cultivate, incentivize
value, consistent with and reward valued
brand value proposition customers

. Drivers of - _
Build . financial results Drive differential
customer lifetime responses and
value Sales outcomes

Margin % Margin $

Average $ Units per
unit retail transaction

Traffic

The right channels

How

The right strategies
and promo types/
tools aligned to
objectives
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L.E.K. Consulting is a global management consulting firm that uses deep industry expertise and rigorous analysis to help business leaders achieve practical results with real
impact. We are uncompromising in our approach to helping clients consistently make better decisions, deliver improved business performance and create greater shareholder
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to www.lek.com.

L.E.K. Consulting is a registered trademark of L.E.K. Consulting LLC. All other products and
brands mentioned in this document are properties of their respective owners.
© 2020 L.E.K. Consulting LLC

13 LEK.



