The most wonderful time of the year?
The 2017 holiday promotional season in apparel retail

This Executive Insights analysis is presented by Jon Weber and Chris Randall.
Jon and Chris are Managing Directors in L.E.K.’s Retail & Consumer practice
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Executive Insights

2017 Holiday Promotional Analysis

L.E.K. conducted a rigorous analysis of promotional activity across leading
apparel retailers during the 2017 holiday shopping period (Nov. and Dec.)

Approach

Gathered and analyzed daily email promotions from vertical and multibrand retailers during the holiday period of
November 16 to December 25, 2017 and 2016*

Included Retailers

Specialty apparel Department stores

BANANA REPUBLIC Abercrombie )
&R & Fitch Y Newawhlozess. NORDSTROM
J.CREW UD  express Clavringdales
Moderate

chico's LOFT
WHITE | BLACK A1 BOTS

SN Sears  Lod-lulr

\ANTHBOPOLOGIE VICIGhRS /

* Email promotions provided by Wiser Solutions, Inc. The most wonderful time of the year?
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Executive Insights

2017 Holiday Promotional Analysis

The 2017 holiday period featured protracted, deep and broad discounting

Early and often Race to the bottom Giving away the store
® Promotions start early, and once ® Average discounts are ® Retailers promote their full
kicked off, brands promote consistently deep assortment nearly every day, rather
constantly through the holiday than specific items or categories
season ® The ~40% average discount
persists throughout the entire ® Most offers are omni-channel,
® For most retailers, Black Friday in holiday season and very few are targeted at
particular has extended into a week- loyalty members

long event or more
(o) Average discount
ing holi i
§ 9 8 (y 3 9 /O furing oy pered (0) of the holiday period, the
P average retailer had a full-
(0) Average retailer’s 9 3 A) .
0 59 A) maximum discount store promotion

of days in the Nov-Dec holiday season
retailers offered a promotion

. o) of promotions were omni-
Percent discount 7 2 A) channel rather than in-

60 Average discounts range from store or online-only

' ' 36%-39% weekly
) 9 days ¢
20 )" were available to all

9 7 (y customers rather than
... Is how long Black Friday/Cyber 0+ T T T T 1 (0

targeted at loyalty members
Monday-named promotions were offered 1 2 3 4 5 6 9 yary
by the average retailer

Holiday season week

Source: L.E.K. analysis .
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Number of active promotions
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Once holiday messaging kicks off, promotions are “always on”

Retailer promotional offer email campaigns (2017)

Number of active promotions by retailer

2017 Holiday Promotional Analysis
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2017 Holiday Promotional Analysis
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Black Friday and Cyber Monday have evolved into a week-long event or more

Black Friday and Cyber Monday promotion offering timing, by

retailer group (2017)
Days with promotions

Women'’s

o
L
©
Q
o
©
>

=

o
O
@
o

wnm

Dept. stores

Moderate M Teen

Brand

Black Friday promo. mssssmm. Cyber Monday promo.

Banana Republic
J. Crew
Gap

Ann Taylor

Chico's

White House Black Market
Victoria’s Secret

Talbots

LOFT

Anthropologie

American Eagle Outfitters
Urban Qutfitters

Express

Abercrombie

Bloomingdale’s Moderate department stores have

Nordstrom

the longest Black Friday events

ARV WL

Neiman Marcus

Sears 17

JC Penney 17

Lord & Taylor 14

Macy's /
Avg: 9

Note:  Black Friday and Cyber Monday promotion timelines begin with the first message specifically promoting either  The most wonderful time of the year?

Black Friday or Cyber Monday, and end at the latest date those promotions are active

Source: L.E.K. analysis
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2017 Holiday Promotional Analysis

The volume of promotional emails declined only 25% after Black Friday/Cyber
Monday, but discount depth fluctuated little throughout the period

Holiday promotional email volumes and average discount (2017)
Email volume indexed to 100; percentage average discount offered across all retailers Av

. g. weekly
100 -+

discount

Emails decline
approaching Christmas

Activity peaks during Black
Friday, but remains
relatively high thereafter

75 1

Black Friday
Cyber Monday

50

Average discounts fluctuate very little

0 I

11/16 11/23 11/30 12/7 12/14 12/21 12/25

25

Source: L.E.K. analysis The most wonderful time of the year?
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2017 Holiday Promotional Analysis

Average discounts are deep across channels: ~35-45% is typical; maximum
discounts were nearly 60% on average, with some extending above 70%

Retailer holiday* discount depths (2016, 2017)

% discount

Specialty apparel Department stores

2016 2017 Family Women’s Teen Premium Moderate

Average holiday
period
discount**

Average
maximum
holiday period
discount**

Moderate department stores
have the steepest discounts

Note:  * Holiday period defined as 11/16/2017-12/25/2017 and 11/17/2016-12/25/2016 The most wonderful time of the vear?
**Across retailers in the category y ’
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2017 Holiday Promotional Analysis

Most retailers are defaulting to whole store discounts nearly every day

Entire store vs. category/item-specific promotion frequency (2016, 2017)
% of holiday period* days with active entire store promotion by retailer

2017
0000 ©,000 Y JoRK X
Average HZoy —s><— - - e , ------------- - - g -------------- 1 ----------- -
809% O O . .
O On average, retailers offered a O
promotion that applied to the O 2016
60% full-store 93% of the time . O
o | O

a0% 1 &
20% O

0% Family Women'’s Teen Premium Moderate
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2017 Holiday Promotional Analysis

Omni-channel promotions have become the norm among apparel retailers

Retailer promotions, by channel (2017) ‘1 % share A 2016-17 omni-channel

% of promotions, % change in omni-channel (2016-2017)

Specialty apparel

Family Women's Teen
In-store only

Online-only (BN .
57%

Omni-channel

In-store only

In-store only

Online-only

Omni-channel

Online-only Omni-channel

Dept. stores
Premium Moderate

In-store only B
In-store only Overall, 72% of offers
are omni-channel
Online-only [ElAY%) @
61%

The most wonderful time of the year?
The 2017 holiday promotional season in apparel retail

Online-only

The most common online-
only offer is free shipping

Omni-channel

Omni-channel

Source: L.E.K. analysis
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2017 Holiday Promotional Analysis

Very few promotions target loyalty or credit card members for discounts

Retailer proportion of holiday promotions targeted at loyalty members (2017)
% share of promotions targeted at loyalty members

Family

2.9%
AA!§R
@.7%

_/

Teen

Abercrombie

& Fitch

12.59

Approx. 97 % of all promotions
are available to all customers

X% = share targeted at loyalty members

Premium

0%
NORDSTROM

51%
Dlaomingdales

Moderate

Source: L.E.K. analysis
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Summary

With no sign of holiday promotional activity tapering, apparel retailers need to
take a critical view of what is and isn’t working

® The 2017 holiday period proved that promotional activity in the apparel sector is still aggressive, and was, in fact,
even more intense than in 2016

® \While the industry has talked about pruning promotions, we see no evidence that this is happening

® \While initial results point toward increased sales in the 2017 holiday period, the cost of these promotions (in terms
of margin, pull-forward and true incremental profit) is still unclear

® | .E.K.'s experience points to several areas for apparel retailers to explore to fine-tune promotional activity in 2018:

Integrate more variation in promotional activity — “always on, always deep” across the full assortment can
lose its impact on consumers and weaken the call to action

Pull back and maximize margins on days when consumer elasticity is lower

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

Define where and when to deploy different promotion types — each can play different roles and have
different effects

Define clear strategies for your loyalty members and find ways to treat them differentially

The most wonderful time of the year?
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L.E.K.'s Approach to Promotional Strategy

We employ a proven framework to define winning promotional strategies

At L.E.K., we use our distinct, proven promotions framework, supported by advanced analytics, to
isolate true drivers of value and architect a strategic playbook for clients

Determine promotional Build program

objectives around roles

» Sales o Traffic drivers

* Margin rate « Conversion
a « Margin $ * Basket e
Analyze Articulate
promotional response promotional rules
by: When?
* Season Where?
* Day type Obijective Strategy What?
» Channel How?
*  Product

*  Promo type

Promotional Playbook
Strategy &
Playbook Creation

The most wonderful time of the year?
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L.E.K. Holiday Promotional Analysis
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About L.E.K. Consulting

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 returns. The firm advises and supports global companies that are leaders in their industries — including the largest private and public sector
organizations, private equity firms and emerging entrepreneurial businesses. Founded in 1983, L.E.K. employs more than 1,200 professionals across the Americas,
Asia-Pacific and Europe. For more information, go to www.lek.com.
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