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Shoppers made a brief but welcome appearance over the Thanksgiving weekend, flocking to stores
and Web sites to take advantage of Black Friday doorbusters and other deals. They spent enough
to set new sales records in both offline and online spending for the weekend. This was, however,
not enough to offset an otherwise lackluster November in which same-store sales growth ended up
roughly flat. Still, recent earnings releases show that profits continue to exceed last year’s levels,
thanks largely to better inventory management and reduced discounting. The hope of a strong
December remains. In what is sure to be a very competitive second half of the holiday season, the

challenge for retailers will be to strike the right balance between promotions and profits.

Same-store sales growth stalled in November

After two consecutive months of increases, the International Council of Shopping
Centers (ICSC) reported that same-store sales growth dipped slightly in November,
down 0.3% compared to the same month last year (Chart 1).1 A number of retailers
indicated that Thanksgiving weekend sales provided a much-needed —and in many
cases better than expected —boost in what was otherwise a difficult month.

Same-store sales at apparel retailers fared best last month, increasing by 0.9% compared
to last year. Still, many apparel retailers blamed weaker-than-expected November sales
on unseasonably warm weather, which dampened outerwear sales in particular. Three
of the four teen apparel retailers that reported positive same-store sales growth didn’t
reach analysts” high expectations. Among them, Aéropostale, whose low-price strategy
has proved successful throughout the year and helped it outperform its competitors by
growing November comparable-store sales by 7% (see Chart 2). Even so, the retailer still

1 The ICSC is the most commonly cited source for industry same-store sales data. Retail Forward also
tracks this measure, and they estimate that November same-store sales increased 0.9%. The two
companies’ methodologies differ and historically their figures have differed by an average of 0.5
percentage points. It is unclear what drove the difference in November as neither company discloses
their complete data sets.
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missed expectations by 0.7 percentage points. Higher-priced rival Abercrombie & Fitch
continued to see same-store sales fall —they dropped 17% in November — despite its
announcement that it was finally going to start offering discounts.

Discount stores and warehouse clubs also managed to grow last month, but posted only
modest same-store sales gains of 0.6% and 0.1%, respectively (Chart 2). Consumers
continued to seek out value, particularly clothing. Growth was highest at TJX and Ross
Stores, where same-store sales were up 8.0% over last year. Growth for other discounters
and warehouse clubs with large grocery departments was muted by recent deflation in
food prices.

Most department stores had a difficult month: Same-store sales for the segment were
down 4.5%. Macy’s attributed its 6.1% drop in part to customers” postponing purchases
when a planned event got pushed to December. Kohl’s was a notable outlier in the
segment, topping analysts” expectations with a 3.3% increase in same-store sales and a
10% increase in transaction volume. The company’s lower price points and promotional
offers likely enticed price-conscious shoppers. The company has also recently begun
displaying its lower price points more prominently in stores than they have in the past.

Chart 1:

Year-over-year growth in monthly same-store sales,
November 2006 to November 2009
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Note: Excludes Wal-Mart; spike and dip in April and May 2007 due to timing of Easter in 2006 and 2007
Source: ICSC
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Chart 2:
Year-over-year change in same-store sales,
November 2009 and fiscal year to date
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Luxury stores suffered most in November, with average same-store sales falling 6.9%.
Consumers were shopping, but at lower price points. A Neiman Marcus spokesperson
explained that “the response to the gifts [in the holiday catalog] under $250 has been
very strong”; and a Tiffany & Co. spokesperson referred to “relatively better
performance at [the] most accessible price points.” Saks, where same-store sales
dropped 26.1% in November, stated in a press release that its discount concept Off 5th
showed “relative strength,” while the company’s traditional stores “experienced
weakness across nearly all merchandise categories.” Still, this was the segment’s second
best month in terms of same-store sales growth since August 2008. Nordstrom was able
to grow their comparable-store sales by 2.2% in November.

Although same-store sales were roughly flat overall in November, most retailers that
recently reported third quarter results continue to show healthy growth in profits.
Tighter inventory control, less discounting and broad cost reduction efforts have led to
higher margins. In fact, 18 of 22 (82%) retailers that recently reported third quarter
earnings posted a year-over-year increase in earnings per share (Chart 3). As we
reported in our previous newsletter, many of these retailers also have revised their full
year earnings guidance upwards.
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Chart 3:

Year-over-year change in earnings per share,
Q3 2008-Q3 2009
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Retailers scored a modest win this Thanksgiving weekend

Thanksgiving weekend sales hit their highest level ever, increasing 1.6% (Chart 4) to an
estimated $20.5 billion according to ShopperTrak.2 According to the National Retail
Federation (NRF), the increase was driven by a 13% jump in traffic offset by an 8% drop
in average spend per shopper.

Thanksgiving weekend results do not predict overall holiday sales. Still, the fact that
retailers’ efforts were even mildly successful at drawing shoppers into stores is an
encouraging sign. Retailers refreshed their Black Friday playbooks to get consumers to
open their wallets by:

» Starting Black Friday sooner

* Increasing the breadth (and sometimes the depth) of Black Friday discounts
* Opening stores early to get a jump on the competition

* Making doorbusters available online

* Improving the shopping experience

2 ShopperTrak’s sales figure is derived from the Census Bureau’s GAFO retail sales data as well as its
own intelligence on shopper movement and sales statistics. The metric is initially based on estimated
GAFO and may be revised when the Census Bureau publishes its official GAFO data. See Chart A in
the Appendix for definitions of GAFO and other sales measures.

BAIN & COMPANY 2009 Retail Holiday Newsletter #3 | Page 4



Chart 4:

Year-over-year Thanksgiving weekend sales growth,

2006-2009
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Note: Thanksgiving weekend includes Black Friday, Saturday and Sunday; Sunday data for 2007 and 2008 were not officially reported,
but were derived from full weekend data
Source: ShopperTrak

Starting Black Friday sooner

Before the holiday season even started, most retailers had stepped up the frequency of
their communications with consumers. Several didn’t wait for the Thanksgiving
weekend to promote Black Friday savings. For example, Sears ran “Black Friday Now”
promotions throughout November. Wal-Mart was offering “Black Friday prices” on hot
items like the Xbox 360 Arcade —$199 with a free $100 e-gift card —in early November.
Best Buy advertised “Black Friday pricing” on certain flat-screen TVs the week before
Thanksgiving. Many retailers also announced their Black Friday plans earlier than usual
this year. Wal-Mart was a notable example: The company confirmed a number of Black
Friday deals more than a week ahead of time, a dramatic shift from its 2007 threat of
legal action against anyone who leaked Black Friday deals early.

Increasing the breadth (and sometimes the depth) of Black Friday discounts

For the last three years, Bain has tracked the breadth and depth of the Black Friday dis-
counts offered by a sample of seven retailers.?> We found that this year these retailers
expanded their Black Friday offerings an average of almost 10% over last year (Chart 5).
But retailers were more protective of their holiday profits after last year’s margin-
eroding discounts. Although the breadth of discounts increased, our price analysis of a
basket of comparable items for these seven retailers shows that discounts typically were
shallower this year (see Chart 5). A recent report from Jefferies confirms our findings:
Of the 30 specialty retailers surveyed, nearly all had lower markdowns and fewer

3 Our sample is based on circular data from Best Buy, BJ’s, Costco, Kmart, Kohl’s, Sears and Target.
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promotions this year. The discount stores we examined (Kmart and Target), however,
increased both the depth and breadth of their Black Friday promotions, possibly to keep
pace with Wal-Mart and appeal to the most price-sensitive consumers.

Chart 5:

Change in breadth and depth of Black Friday discounts,
2008-2009
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Opening stores early to get a jump on the competition

This year, like every year, many retailers opened in the wee hours of Black Friday, and
shoppers took advantage. According to the NRF, 31% of Black Friday shoppers had hit
the stores by 5:00 a.m. this year, up from 23% last year. JCPenney even offered auto-
mated wake-up calls from Cindy Crawford, Kimora Lee Simmons or Rascal Flatts to
anyone who signed up on the company’s Web site. For other retailers, Black Friday
began to creep into Thanksgiving Day itself, as they vied for shoppers” attention and
wallets. Some toy stores opened at midnight on Thanksgiving, perhaps in an attempt to
get a jump on Target and Wal-Mart (though many Wal-Mart locations were also open at
that time, they did not offer doorbuster prices until 5:00 a.m. on Black Friday). Disney
opened more stores than usual at midnight, and Toys “R” Us opened all of its stores at
that time, five hours earlier than its Black Friday norm. Some retailers also unlocked
their doors on Thanksgiving Day. RadioShack for the first time decided to keep 700 of its
West Coast outlets, or slightly over 10% of its stores, open on the holiday. Wal-Mart also
kept most of its stores open on Thursday — perhaps to ease the shopping crunch and the
difficulty of crowd control on Black Friday morning.
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Making doorbusters available online

We asked some seasoned shoppers about their Black Friday experiences. One shared a
story about Sears, which offered Black Friday bargains online even earlier than they
were made available in the stores. At 3:50 a.m. Friday morning, after waiting in line
outside Sears for 20 minutes, he learned that online shoppers already had access to some
doorbuster deals and could potentially snap them up before he even made it inside.
Instead of waiting 10 more minutes for the doors to open, this shopper took out his
smartphone and bought one of the “minimum two” refrigerators on Sears.com while
standing in line. Office supplies retailer Staples took a similar approach to Sears, making
the same Black Friday bargains available online and in the stores, at least between 6:00
and 10:00 a.m.

Improving the shopping experience

Retailers also took steps to improve the in-store experience on Black Friday. Some
offered perks to early shoppers. Target handed out tote bags and store maps to the first
500 people in line at every store. Toys “R” Us gave the first 100 customers in line the
opportunity to buy an in-demand Zhu Zhu Pet. Shoppers we spoke with told us that
staffing levels seemed higher this year. One mentioned that almost all of the registers
were open at his Target store in Raleigh, North Carolina. Another said that “Best Buy,
Sears, Staples and Home Depot had staff everywhere to answer questions and keep
traffic moving . . . from well-staffed cash wraps to runners to help you find (or carry)
what you wanted to buy.” Although customer comfort was certainly an objective here,
improvements in in-store logistics may also have reflected increased planning to control
crowds and ensure safety.

Promotions drove purchases last weekend

Clothing and clothing accessories were once again the most popular gift items over the
weekend (Chart 6). Low prices may also have encouraged shoppers to update their own
ward-robes. Wal-Mart offered $7 reversible fleece jackets and $3 children’s sleepwear,
and Target’s Black Friday offerings included kids” clothing priced between $5 and $7.
Still, the importance of on-trend fashion can’t be overlooked: In November, Jones
Apparel Group CEO Wes Card noted that “we can’t keep women’s boots in stock. When
they see an item that they want that’s on a fashion trend, it’s selling.”

Books, CDs, DVDs, videos and video games saw a slight increase over last year. Thanks-
giving weekend prices on DVDs —which were already down in the wake of recent price

wars —dipped as low as $3.99 at Best Buy and Target, representing savings of up to 75%.
Many books also were heavily discounted, including 50% off New York Times bestsellers

at Barnes & Noble.

Consumer electronics were extremely popular too, driven in part by significant savings
on flat-screen TVs, which saw an average price reduction of 22% from pre-Black Friday
prices. Other heavily discounted Black Friday items this year included GPS devices,
digital book readers and laptops. The strategy was a good one. According to a study by
the Consumer Electronics Association, 80% of consumers are hoping for consumer
electronics as gifts this holiday.
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Chart 6:
Gifts people bought on Thanksgiving weekend,

2007-2009
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Source: NRF/BIGresearch survey

Toys saw the biggest jump in popularity this year, likely fueled by deep discounts, and a
few hot items such as Zhu Zhu Pets. Wal-Mart reduced prices by as much as 60% and
had 100 toys on its $10 list, including Lego’s Bionicle toys and Mattel’s Hot Wheels Trick
Track. Kohl’s offered $3.99 Barbie dolls, and Disney offered a number of Black Friday
deals at $5, $10 and $15, and took an extra 20% off all items before 10:00 a.m. Target also
slashed prices on numerous toys, with some doorbusters up to 50% off.

November e-commerce sales got a boost from the holiday weekend

E-commerce momentum continued to build in November, with growth reaching the
year’s high point, 3% (Chart 7). Almost two-thirds of shoppers report shopping online
this holiday season in search of the best deal. Sales growth over the holiday weekend
boosted growth for the month, peaking at 11% on Black Friday (Chart 8). The weekend
culminated with Cyber Monday sales that jumped 5% according to comScore, tying the
heaviest online spending day in history. Growth on Cyber Monday was fueled by a 6%
increase in the number of online buyers but tempered by a 1% decrease in average
spend (Chart 9). Cyber Monday broke records last year as well, but higher sales were
reported two more times before the shopping season was over, peaking on December 9.
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Chart 7:

Year-over-year e-commerce growth,
January-November 2009

4%
3%

2% 2%

0% 0%

-1% -1% -1% -1%
-2

-4%

Source: comScore

Chart 8:
Year-over-year e-commerce growth,
November 2009
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Chart 9:
Estimated change in Cyber Monday sales,

2008-2009
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Online shoppers again flocked to Amazon.com and the online arms of Wal-Mart and
Target. These not only were the most-visited sites, they also posted some of the highest
traffic growth rates (Chart 10). Many retailers used new features to drive online traffic.
One example was Target, whose gift finder helped shoppers choose the perfect gift by
price and personality (such as “Corporate Diva” or “Gadget Guru”). Toys “R” Us drew
customers to its Web site by giving them a vote on which Cyber Monday deals the
retailer should offer. Companies also continued to experiment with social-networking
tools. JCPenney held a sweepstakes via Facebook for the ultimate Black Friday shopping
experience for five winners and their friends; and Sears ran a sweepstakes on Facebook
to draw customers in on Cyber Monday. E-mail promotions filled mail boxes
throughout the month, especially during the holiday week.

Online shoppers have come to expect free (or almost-free) shipping. Many retailers are
offering free shipping, and some, like Blue Nile, are even offering free overnight
shipping. Best Buy is shipping via its standard carriers for just $0.99 an item. Kinek has
taken the worry out of missed deliveries and lost packages by accepting parcels in
convenient locations for customers, then notifying them when the packages arrive.
Online shoppers can have packages sent to a Kinek Point location, and then pick them
up on their way home from work.

Looking forward, the momentum picked up in November is expected to continue in
December. comScore is forecasting 3% growth in online sales over the two-month
holiday period.

4 Kinek partners with community-based businesses to form a network of locations where, for a small
fee, consumers can pick up packages at their convenience.
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Chart 10:

Top 10 visited retail Web sites,
Cyber Monday 2009

Top sites Char_lg_e in number
of visits vs. 2008
1. Amazon.com 44%
2. Wal-Mart 11%
3. Target 13%
4. Best Buy -7%
5. JCPenney 9%
6. Toys “R” Us 15%
7. Sears -12%
8. Dell USA 31%
9. Overstock.com -25%
10. Kmart 13%
Source: Experian Hitwise
We're only halfway home

Over the Thanksgiving weekend, consumers demonstrated that they are willing to shop
if the value is there. Recent economic news may have been a factor. In the third quarter
personal income, consumer spending and home sales all increased. More good news
was released on Friday: The November unemployment rate edged down 0.2 percentage
points to 10.0%. Still, consumers remain cautious and many are holding back on
purchases. Fewer than 30% of the shoppers surveyed by the NRF after the Thanksgiving
weekend said they were more than half done with their holiday shopping, and 40%
indicated they had completed at most a tenth of their purchases.

Consumers’ caution could translate into a boost to December sales. After releasing same-
store sales results for November, the ICSC announced it is holding its holiday same-
store sales forecast at 1% growth, and that it expects December growth to reach 2% to
3%. Many shopping center executives share that optimism. The ICSC’s Shopping Center
Executive Business Barometer —an overall index derived from a survey —jumped 6.5
percentage points, to 46.4%, in November, its highest level since December 2007; and the

survey’s six-months-forward-looking index reached a level not seen since September
2007.

To attract shoppers in what is likely to be an extremely competitive and promotional
December, retailers must continue to be creative. Communication is going to be key to
getting shoppers into stores (and on to Web sites). For some consumers, this simply
means getting the word out about discounts and limited-time promotions. In a recently
published American Express Spending & Saving Tracker, 70% of respondents said
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discounts would be most likely to motivate them to shop in the next 30 days. For others,
this means transmitting a sense of urgency by signaling dwindling stock on hot items.
And don’t forget the holiday sentimentalists we discussed in our previous newsletter.
They will continue to respond to efforts to spread holiday cheer, entertain their children
and provide an escape from everyday worries. But getting shoppers attention is only
part of the battle, particularly with so many retailers competing for their limited funds.
Exceptional in-store execution and better-than-expected service levels will be critical to
drive up conversion rates and basket sizes.

Newsletter schedule

Our next newsletter will be released in mid-December, and a final issue will be released
in mid-January (Chart 11). Please let us know if you have any questions or need addi-
tional analysis.

Chart 11:

Indicator update schedule
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Appendix

Chart A:

Definitions
v v v v v
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« All other retail trade sales
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parts)

Source: US Census Bureau; analyst reports
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