Retail Driven Change: How and Why
Retailers Influence Packaging Decisions

A Flexible Packaging Association Report

Prepared for FPA by:
Strategic Analysis Inc. and

Packaging & Technology Integrated Solutions

© 2006 Flexible Packaging Association

7

Flexible Packaging Association

971 Corporate Blvd., Suite 403
Linthicum, MD 21090
410-694-0800

410-694-0900 fax
www.flexpack.org



Copyright © 2006 by the Flexible Packaging Association. All rights reserved. No part of this publication may
be reproduced in any form or by any means, electronic or mechanical, including photocopying, without
permission in writing from the Flexible Packaging Association. Statements of fact or opinion are made on the
responsibility of the author alone and do not imply an opinion or endorsement on the part of FPA, its officers
or its membership. Address all questions or inquiries to the Flexible Packaging Association, 971 Corporate
Boulevard, Suite 403, Linthicum, Maryland 21090, 410-694-0800.



TABLE OF CONTENTS

EXECUTIVE SUMMARY .....ccooiiiiiimieiiissss s s s s s sssss s s sssss s s sssss s sssssssn s snsnns 1
L I 0 15 10 L0 0 3
Research and RESOUICES........couiiiiiiiiiiiiiiieieeeceeee e 3
Flexible Packaging OVEIVIEW ........c.cccueeiieriieriieiiieiieeiee e eiee e ereesereeseeseseeseesnnes 3
Exhibit 1. Flexible Packaging Market by Retail Area..........ccccoceevieniiiiinniiieenen. 3
Exhibit 2. 2004 Retail Sales of Fresh Produce ............cccceviviiniininiiniiiiciienee 4
Exhibit 3. PTIS Packaging Value Chain............ccceeeveeriiniiieniiieiieeieeeeee e 6
Purchase Decisions are Made in the Store...........ccooceiiiiiiniiiiiiieee, 6
Exhibit 4. Changing Advertising Effectiveness, 1995-2000 ..........cccccoveevierienennene. 7
THE CONSUMER PURCHASE DECISION .......ccooiiiiiiimrrr s ssssssssss s 9
First Moment Of TIUth .......ooooiiiiiiii e 9
IN-StOr€ MaArKETING . ..ceeiuviieiiieeiiie ettt et et ee et e e e eneeeenneeas 11
Second Moment Of Truth..........ooooiiiiiiiiii e 11
Third Moment Of TTUth........cooiiiiiiii e 13
Exhibit 5. Packaging Drives Consumer Moments of Truth.............cccccoeininnenene. 13
Shelf Impact and Package Desi@n..........coceveiviiriiniiiiiniinieieciceecceecseeeeceeee 14
Point-of-Purchase Information.............coeevueiieniiiiniiniieeee e 14
RETAIL CHANNELS ... s sann s e n s annnnns 15
Exhibit 6. Retailer OVEIVIEW .......ccccevuiiiiiiiiiiiieiiieieeie sttt 15
Exhibit 7. 2004 Food Retailer Market Share by Channel.............c.cccceeevveniieneenen. 16
Exhibit 8. The Changing Face of Supermarkets ...........ccceeeeviinieniiiininiiiinicnene 19
Exhibit 9. Topline Retail Channel Trends .........c.cooevieiiinieiinieniieniceceene 20
CHANNEL TRENDS IMPACT RETAIL PACKAGING DECISIONS ........ccccccmrriiiniinnnnnns 23
Exhibit 10. Channel Trends Impacting Retail Packaging Decisions.............cc..c...... 23
Exhibit 11. Household Shopping Trips......c..cocueeeuierieeiiienieeiieeie et 24
Exhibit 12. The Well CUIVE .......cooiiiiiiiieieee e 25
Exhibit 13. New Formats Help Traditional Supermarkets Compete......................... 26
Exhibit 14. New Formats Compete Against Traditional Supermarkets ................... 27
PACKAGING FOR THE RETAIL CHANNEL.......ociirtiitre s 29
Exhibit 15. Packaging Implications / News — GIOCETY ........ccceevuereerienieeienierienneenn 29
Exhibit 16. Packaging Implications / News — Drug Stores.........ccccceceeveeicneenennene 30
Exhibit 17. Packaging Implications / News — Mass Merchandisers..........c..cc..c....... 31
Exhibit 18. Packaging Implications / News — Club Stores.........c.ccceceveeienieniennene. 33
Exhibit 19. Packaging Implications / News — Convenience Stores / Gas Stations... 34
Exhibit 20. Packaging Implications / News — Dollar Stores...........cccceeeevverienennnene. 35
Exhibit 21. Packaging Implications / News — e-COMMEIce ..........ccceerveeeenreereennnene 36
NATURAL AND ORGANIC FOODS — GROWTH DRIVING RETAIL.......ccocovmmrmiiinnrerininns 37
Exhibit 22. Packaging Implications / News — Natural / Organic...........ccccceveeeennnn. 38

Organic Demand Greater Than Supply.........ccoceveeiiiiiniiniiiceeeece 39



PRIVATE LABEL - RETAILER-CONTROLLED PACKAGING .........cccccviuimnninnninnneinnnnns 41

Exhibit 23. Private Label Share by Category.........cccvevviviieniieriieeieeieeieeeee e 43
Exhibit 24. Best Private Label Products by Retailer...........c.ccoooeniiiiiniiince 45
MEGATRENDS: DRIVERS OF CHANGE AND THE IMPORTANCE OF PACKAGING....47
Exhibit 25. Consumer Impact on Retailer Packaging..........cccccoceeveiieniiniincnncnnn. 49
INDUSTRY PARTICIPANTS’ ROLES........coooiiiiriieer s ns s ssmn e 51
Exhibit 26. Industry Participant Influence............cccceeveiiiiiiiiiiiiiceeeeeee, 51
Consumer Product Goods Company (CPG) ......cccceeoveeviieiiieniieeiieieeieeeeeeeeee e 52
Packaging ManufacCturers.........ccueeiiiruiieiieiie ettt et eeene e 52
RETAILER DIRECT INFLUENCE IN PACKAGING........ccccoomrtrrriinssrrn s 53
Exhibit 27. Retailer Direct INflUENCE .........cooveiiieiiiiiiiieieeeeeeeeeee 53
Retailer Point-To-Point Handling -- Supply Chain and Display Efficiencies........... 53
Consumers’ Influence on Retailers.........cccoooirieriiiiiiiiniiieiieceeeeee 55
Exhibit 28. Retailer Positioning and Consumer Preferences..........c.cccceeevverueennnennne. 56
Exhibit 29. Global Sourcing by Retailers ..........cocoooeriiniininiiniiniiiniceceeeee 57
IMPACT ON FLEXIBLE PACKAGING ........oiiieiereieeecneeeseeessse s seessseessns s e ssmesseessnnenas 61
Exhibit 30. Trend Analysis in Flexible Packaging Applications...........c.cccccceeeunnnee. 61
Exhibit 31. Blister Packaging ..........ccccoecuieiiiiiiieiiieiiecieeeeeee e 62
Exhibit 32. MUtIPACKS.......eieiiiieeiieeciie ettt s 63
Exhibit 33. Bundling -- Prepared FOod...........cccooiiiiiiiii e, 65
Exhibit 34. Bundling -- Club Pack..........ccccceeriiriiiiiieiieieeeecee e 66
Exhibit 35. Pre-Packaged Meat..........ccoevviieoiiiiiiieeiie et 67
ExXhibit 36. Produce.........c.eoiuiiiiiiiieeiiee s 68
EXDibit 37, Daily...cccuieieiiieieeieeieeee ettt ettt e 69
Exhibit 38. Freezer SECtION. .......coiiiiiiiiiiieieeieee e 70
Exhibit 39. Essential LUXUIIES .......eeiuiiiiiiiiiiiieiie ettt 71
Exhibit 40. Shelf Stable FOOdS........cooviiiiiiiieiieieeeee e 72
Exhibit 41. Health and Beauty/Pharmaceutical Packaging............ccccceevivirnveennnnn. 73
Exhibit 42. Health and Beauty/ Convenience - Pharmaceutical Packaging ............. 74
EXhibit 43. Pet FOOQ .....oiiiiiiiiiiiieeeceee e 75
Exhibit 44. Lawn and Garden ...........ccocceeiiiiiiiiiiiiieeeeeeeee e 76
Exhibit 45. Dollar BinS ......c.c.ooiiiiiiiiiiieee e 77
Exhibit 46. Shelf IMPaCt ....cc.eoiiiiiiiiiieiieceee et 78
Exhibit 47. Promotional DiSplays.........ccccueeveuiiiiiiiiiiiieeieeceeesee e 79
Exhibit 48. Supply Chain Efficiencies (RFID, €tc.) ......cccoceeviriiniiiiniiniiiiiicnene 81
Exhibit 49. Shipping and Display Efficiencies..........cccceevieriiienienciiinieeiieeeeneene 82
SUMMARY: RETAILER IMPACT ON PACKAGING DECISIONS .........ccccoommmmmmerneennnnnens 83
APPENDIX A: QUOTES.......ooiiiiiiiiierereee st e s s see s s s sae s es s e s s sne s s e e ssnnesne s s e essnnessneanns 85

APPENDIX B: REPORT PREPARATION.......oooieier s 87



EXECUTIVE SUMMARY

The challenge for retailers today is growing their business after a decade of cost cutting and
consolidation. The Flexible Packaging Association commissioned this market research report
that examines drivers and dynamics in the retail marketplace and their impact on packaging
decisions. Packaging is no longer just about cost. Rather, packaging is a key enabler and driver
for the retailer. Successful retailers are looking for value-added packaging solutions that do not
compromise performance.

= Flexible packaging is currently a strong and positive aid to retailers. Based on key
growth markets across the retail channel, retailers will utilize more and more flexible
packaging to provide better shelf impact, as well as improved consumer and product
performance.

The significant shifts in the retail environment, particularly in new store formats, have important
implications for FPA members and their businesses. Retailers have come a long way in
recognizing the power of packaging. The relationship between consumers, retailers, consumer
packaged goods companies (CPGs), and packaging manufacturers remains dynamic.

= The retailer has become the ultimate product marketer at the expense of the national
brand owner’s position. Now, 80% of consumer purchase decisions are made in the
store.' Packaging is more important than ever, as more and more retailers understand the
significance of shelf impact in selling products from the aisle.

Consumer lifestyle demands, individual preferences, demographics, and the desire for new
products are major drivers that influence what consumers expect and will ultimately purchase.
Particularly significant, lifestyle trends of health and wellness, convenience, and sustainability
have driven impressive growth to fresh and organic retail channels, smaller, more convenient
formats, and big changes in retailer thinking about packaging. The Wal-Mart decision to use
biopolymers for fresh produce, despite the higher cost, surprised many. But this mass
merchandiser is also trying to attract the more affluent consumers who are headed for Costco and
Target by increasing their range of offerings, including more upscale and organic products.

= Retailers have continued to increase their level of influence on packaging decisions. It’s
not just about cost — it’s about finding value-added solutions that attract consumers.

Due to their size and purchasing power, mass merchandisers and club stores have more influence
than traditional grocery and drug stores when it comes to package development. But new ways
that reflect collaboration rather than strict cost reduction are working. In April 2006, Wal-Mart

! Six Seconds to Woo Consumers with Innovation, Donna Berry, March 24, 2005 , Dairy Business View, Ingredient Technology
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hosted a Packaging Fair in Bentonville, Arkansas, inviting 45 leading packaging suppliers from
across the industry. The packaging companies were invited to meet with over 400 product
vendors and begin individual discussions for ideas to consider changes to their packaging.
Wal-Mart is helping to facilitate connections between packaging and product vendors that will
lead to packaging that is more sustainable without compromising performance. Wal-Mart is not
demanding immediate change from suppliers; they are asking them to consider possibilities that
lead to a lighter environmental footprint. The message is to step outside current thinking and
consider change in materials, formats, technology, or supply chain that can lead to better
packaging solutions and present them for discussion in Bentonville.

= A growing number of retailers understand and control Private Label Packaging —nearly
one out of every four products purchased from a U.S. retail channel - mass merchandiser,
drug chain, or supermarket - is a Private Label product, controlled by a retailer.”

In some product categories the Private Label market share exceeds 50%. While many Private
Label products are in mature markets, retailers are adding premium product tiers, as well as
creating new categories - particularly in fresh foods. Retailers and their design agencies manage
package development and innovation here, as the CPG’s are in direct competition for sales and
shelf space with the same retailers.

= Retailers exert a growing influence on packaging that is increasing the complexity of
CPG supply chain and packaging operations.

In order to remain fresh in the eyes of both consumers and retailers, CPG’s work with packaging
manufacturers for the development of innovative packaging. Retailers request and require
changes in package offerings, and CPG’s are approached regularly for new ideas. The CPG’s
marketing/procurement group and consumer packaging team typically get involved in
developing new initiatives, supported by design agencies. These teams generally understand
what packaging options are available to them, but work collaboratively with packaging
manufacturers for innovations in packaging technology.

Packaging manufacturers provide the R&D and investment for packaging innovation as well as
influence end-user consumption and retailer’s operational efficiency through packaging designs.
With long-term investments in new materials, resins, manufacturing technology, and packaging
systems for the end user, many suppliers have strong marketing groups that work interactively
within the industry. Long-term relationships have fostered innovations through cooperative
effort leading to packaging innovations that improve shelf life, functionality, convenience, shelf
appearance - a whole range of possible features and benefits.

2 2005 Private Label Share by Channel, IRl CPG Year in Review.
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