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Digital
Transformation
Accelerates

Grocers embrace the evolving role of technology
as a tool that optimizes decision making,

learns as it goes, recommends next-best actions
and reacts Faster than ever before
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EDITOR'S NOTE

Why Digital

Transformation Matters

The role played by technology in the grocer’s digital
transformation is evolving and accelerating. It is
moving beyond its traditional role as an underlying
support system for effectively managing high-
volume, large-scale, high-revenue businesses.

In the modern grocery enterprise, technology
has evolved into an advanced tool that optimizes
decision making, learns as it goes, recommends
next-best-actions, and moves at a faster speed than ever before.

Unlike prior years, when technology was viewed as a necessary evil,
grocers are embracing tech investment today as a hedge against fast-
moving competitors and a catalyst for growing revenue and earning the
loyalty of omnichannel shoppers.

A big reason for the embrace of technology today is the growing
maturity of off-the-shelf solutions, especially in such areas as merchandise
management, the supply chain and labor management. Another reason
is that cloud options offer grocers a new delivery model that can be less
expensive and less burdensome to deploy for the IT department.

However, the biggest reason for the embrace of technology is that om-
nichannel and in-store technologies are proven tools to drive new revenue
and, on the flipside, protect revenue from going to innovative competitors.

This is the third annual Grocery Tech Trends Study, created in collaboration
between RIS News and Progressive Grocer, and once again we benchmark
the status and future investment plans for 59 essential technology grocery
solutions. By looking at the data in the study about up-to-date technology
in place, grocers can compare the status of their tech stack against their
competitors. Just as importantly, they can also look at the investment data for
all 59 solutions and determine if their tech stacks are ahead of the competition
or falling behind. (See charts at right for who responded in the study.)

Like last year, the major theme that emerged from the findings is the
grocer's embrace of digital transformation, a term that refers to a large multi-
phase, multi-year process. Although much work has already been done, much
more work lies ahead as grocers seek to grow their businesses in a highly
competitive environment and meet the rising expectations of their customers.

e

Joe Skorupa
Editorial Director, RIS News

Methodology

FIGURE 1
Number of Stores
10-50
500
Zs% 37%
250-500
8%
100-250
21% 50-100
8%
FIGURE 2
Annual Revenue <$500
>$10 billion million
10% 28%
$5 hillion -
$10 hillion
13%
$1 hillion - $_t'>90-$1
$5 hillion billion
28% 21%
FIGURE 3

Year-Over-Year Change in Revenue

Increase >10% Decrease
10% 0%
No change
31%

Increase
5%-10%
15%

Increase

1%-5%
44%

SEPTEMBER 2018 | RISNEWS.COM



2018 Grocery Tech Trends Study

Digital Transformation

Accelerates

GROCERS EMBRACE A NEW OPENNESS
TOWARD ADOPTING ADVANCED SOLUTIONS
AND INNOVATIVE TECHNOLOGIES AT AN
ACCELERATING PACE

You don’t window shop at a supermarket. You go with
an |-need-it-right-now mission. To effectively serve laser-
focused shoppers, supermarkets need to get it right — right
products, right prices and right store experiences.

Each of these goals is heavily dependent on strong tech-
nology that enables grocery chains to succeed. The role
of technology is critical now and its influence is growing,
especially as grocers roll out new services that touch cus-
tomers in the store and, in some cases, extend all the way
to the shopper’s home.

Moreover, the role played by technology is evolving
and accelerating. It is moving beyond the traditional role
of managing high-volume, large-scale, high-revenue busi-
nesses. In the modern enterprise, technology is becoming
an advanced tool that learns as it goes, recommends next-
best-actions, and moves at the speed needed to respond to
rapidly developing shopper trends, competitive forces, and
unforeseen opportunities that suddenly emerge.

In the third annual Grocery Tech Trends Study, created
in collaboration between RIS News and Progressive Gro-
cer, the evolution of the technology landscape in grocery
retailing is examined in detail and next steps identified that
will help grocers set strategy for 2019, close gaps to avoid
falling behind, and jump-start competitive advantages to
consolidate leadership and seize new opportunities.

The major finding in the study is that grocers clearly rec-
ognize the importance of digital transformation as critical
to the financial health of their businesses and are adopting
essential technologies at an accelerating pace.

2018 Challenges and Opportunities

Repeating its number one position on the top business
opportunities list that are driving tech investments
is advancing digital capabilities (chosen by 51%).
(See Figure 1.)

The umbrella term ‘digital opportunities’ specifically
refers to a grocer’s web presence and online sales at a
bare minimum. It also includes such capabilities and tech-
nologies as mobile apps, social media management, WiFi
in stores for customers, shopper tracking in stores, mobile
devices used by associates, shifting to the cloud and more.

The pursuit of upgrading and expanding stores also re-

FIGURE 1

Top business opportunities driving tech
investments in 2019

Advancing digital capabilities 51%
Store upgrading & growth 46%
Analytics-driven decision making 41%
Developing personalized marketing capabilities 38%
Developing mobhile capabilities 31%
Localized products/assortments 26%
New store formats 26%
Subscription ordering for home delivery 26%
Meal kit services 23%
New/proprietary product development 21%
FIGURE 2

Top challenges driving tech investments
in 2019

Employee engagement 47%
Discounting/price competition 34%
Cyber security 34%
Customer data security 24%
Amazon (innovations, blockbuster deals, etc.) 24%
Food safety 24%
Lack of senior-management vision 21%

peated its position on the opportunities list, where it ap-
pears in second place.

However, several big jumps on the list are worth calling
out. The two hig movers are analytics-driven decision-
making, which jumped up to third place (chosen by 41% of
grocers) from seventh place last year (when itwas chosen
by just 27%) and developing personalized marketing ca-
pabilities, which jumped to fourth place (chosen by 38%)
compared to ninth last year (21%).

Looking at this year's top challenges list we see much
more volatility than on the opportunities list. In a strong
economy with low unemployment the labor pool tightens
up and this puts a squeeze on a grocer's ahility to keep
staff and make new hires. As a result, employee engage-
ment (47%) is in the top spot on the challenges list.

Cyber security repeats the second-place ranking it
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earned in 2017, however this year it tied with discount-
ing/price competition, which jumped from sixth place last
year. (See Figure 2.)

Interestingly, the threat of global grocers entering the
U.S. market, which was serious enough in 2017 to place
third on the challenges list, has been dropped as a big con-
cern this year.

Seven key strategic recommendations emerge from the
2019 opportunities and challenges lists that grocers should
focus on: digital transformation, analytics-driven decision
making, personalized marketing, cyber security, employee
engagement, and price optimization.

Top Technology Solutions for 2019

In last year’s study, we saw a surge in POS investment ac-
tivity set to begin within 12 months and this year's study
confirms this prediction was on target. We see this in the
numbers recorded for POS hardware currently up-to-date,
which rose to 38% compared to 33% last year. This indi-
cates some of the planned work by grocers was actually

completed. The number for up-to-date POS software rose
to 38% compared to 31% last year and for POS peripherals
it rose to 45% compared to 33% last year. (See Figure 3.)

These numbers do not account for all the upgrade work
that was planned in last year's report. To account for the
rest, we should look at the numbers for work begun but still
not completed. Here we see the number for POS hardware
jumps to 21% this year versus 12% last year. For POS soft-
ware it jumps to 21% versus 12% last year, and for POS pe-
ripherals it jumps to 21% versus 12% last year.

With so much POS work completed or underway it is log-
ical to assume that future POS investments will tail off and
the numbers confirm this. The numbers for grocers plan-
ning to upgrade POS software within two years is 29%, for
POS hardware it is 26%, and for POS peripherals it is 19%.
These numbers still show a high degree of future activity.

Other in-store technologies that show high levels of
upgrade activity within two years include: location-
based marketing to power personalization (34%),
shopper tracking (34%), click-and-collect management
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(28%), self-checkout terminals (28%), and mobile
devices for managers (26%).

Many of the merchandise management applications
tracked inthe study have reached a solid level of technological
maturity and data in the study shows grocers have invested
steadily in them over time. We see this in the high numbers
recorded for grocers who have up-to-date merchandise
management applications in place. (See Figure 4.)

For the 12 merchandise management applications tracked
in the study, the numbers recorded for up-to-date technology
in place are between 29% and 42%, which is on the high end
of the range. This makes merchandise management the sec-
ond most up-to-date technology group in the study.

Since we uncovered a few strong numbers for planned
investment in merchandise management solutions in last
year's study, we see correspondingly high numbers for
upgrade work that was started but not yet finished in this
year's study. This group includes space planning (33%), re-
plenishment (28%), and category management (26%).

Looking ahead 12 months, the merchandise manage-
ment solution with the strongest planned investment level
is item master management, where 21% say they will be-
gin an upgrade in 2019.

Another area of technology that shows steady invest-
ment by grocers is in the supply chain. All of the solutions
in this group fall into the mature category as measured
by up-to-date technology in place. The range of numbers
runs from 44% to 38%, which makes it by far the most up-
to-date group in the study. (See Figure 5.)

That said, there is still quite a bit of supply chain work
that has been started but not yet finished, such as in
real-time inventory management (26%) and order man-
agement (23%). Looking ahead, warehouse/DC man-
agement shows the highest level of investment interest
over the next two years at 21%.
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FIGURE 6
Status of analytic technologies

Started Will start
upgrade
within 12

months

Will start
upgrade
within
12-24
months

13% Y

Up to

date major

upgrade

Price

optimization 42%

13%

No plans

26%

Market basket

0,
analysis 36%

23% Ly 5%

13%

Competitive

0,
analysis 36%

13% p4Y M 5%

26%

Campaign
analysis and
forecasting

36% 18% QEEy M 8%

26%

Promotion

0,
optimization 28%

26%

kY 5%

28%

Predictive

analytics 26%

26% QLY 8%

21%

In-store shop-
per tracking
analytics

26% 18% QAVIM 5%

31%

Space
optimization

24% 18%

18% Y]

34%

Machine
learning/
Artificial
intelligence

15% | 15% by 8%

46%

Last year, grocers indicated they needed to close a gap
in their analytic capabilities and forecast big plans for up-
grading. Data in this year's report confirms they have car-
ried out these plans. (See Figure 6.)

For example, when looking at up-to-date technology in
place, machine learning/artificial intelligence jumped to
15% versus 8% last year. Other solutions where grocers
achieved up-to-date technology status include: predictive
analytics (26% this year versus 8% last year), space optimi-
zation (24% this year versus 14% last year), campaign analy-
sis and forecasting (36% this year versus 22% last year), and
market basket analysis (36% this year versus 10% last year).

Analytic solutions that show strong investment in-
terest within two years include market basket analy-
sis (28%), competitive analysis (26%), in-store shopper
tracking analytics (26%), and predictive analytics (26%).

Today'’s tight job market has inspired grocers to follow
through on investment plans for labor and workforce solu-
tions predicted in last year's report. (See Figure 7.)

By checking the numbers for up-to-date technology in
place we see that employee engagement management
and monitoring, perhaps the most important solution in
a tight labor market, jumped to 26% this year versus 16%
last year. Other solutions making big jumps in up-to-date
status include: recruitment and onboarding (39% this year
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versus 22% last year), and human resources and benefits
(46% this year versus 29% last year).

Labor and workforce technologies that show strong
levels of planned investment in 2019 include human re-
sources and benefits (28%) and labor scheduling (20%).

Just about every solution in the online tech group shows
big year-over-year gains compared to last year in the up-to-
date technology status (See Figure 8.). The biggest movers
include: community (42% this year versus 18% last year),
digital coupons (42% this year versus 19% last year), social
media marketing (42% this year versus 27% last year), con-
tent management/repository (34% this year versus 17% last
year), and remarketing (26% this year versus 10% last year).

The top website and digital technology solutions
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help retailers do what they do best — take care
of their customers whenever and wherever they
choose to shop. Fujitsu Point of Service application software, hard—ware and ser-
vices are the foundation of our 50 year heritage serving over 500 retailer in 52

: As a leading provider of Retail technology,
Fujitsu co-creates innovative solutions with
Retailers, for Retailer. We build solutions that
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that show strong levels of investment for next year are: CRM/
personalization (35%), chatbots (35%), digital coupons (29%), and
e-commerce platforms (29%).

The investment numbers targeted for website and digital technology
solutions implementations are the highest of any group tracked in the
study and for good reason. Digital sales for grocers are booming. More
than a third of grocers (36%) say online sales represent more than 10% of
sales and 13% say it accounts for more than 15% of sales.

As grocers embark on large-scale, multi-year transformation
projects they are investing in a well-defined group of solutions
that will increase their omnichannel capabilities, drive new busi-
ness opportunities, and meet the expectations of increasingly de-
manding customers. RIS
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