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The New  Challenges …

Boom, Bust, or What? 


	(-) It is a great pleasure and honor to be here today to share my views on the challenges and opportunities (-) in Global Retail Marketing .. a subject not often addressed at industry conferences although over 50% of all refined product are moved through that channel.

Having been in the industry for over 45 years, I have seen many challenging developments, but there are now a number of quite significant trends that deserve special attention. This discussion will focus on hyper-competitive and mature markets, while excluding markets that are still controlled or in transition. 
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•

Boom, Bust, or What?

•

Why?

•

How to meet the challenges 

and exploit the opportunities?

Issues

Issues


	(-) In my presentation I would like to address three key issues of the highly competitive retail marketing environment (-) 

(-) First,  who will prosper, who is likely to fail, and who can be viable provide fundamental strategic and operational changes are implemented

(-) Second, the substantial factors and drivers that create very challenging market conditions, and 

(-) Third, which approaches can enhance the chance of survival and of economic viability. 
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•

… that depends who you are …

•

Boom (reasonable ROI)   

•

Consolidated Mega Major Networks

•

Mass Merchandisers with Fuel

•

Price Aggressive Independent Mavericks

•

Price Aggressive Oil Company “Side

-

kicks”

Boom, Bust, or What?…

Boom, Bust, or What?…


	(-) Whether the future leads to boom, bust, or a gamble with uncertain outcome, (-) really depends on who you, the marketer, are.

(-) Here are some suggestions as to who is likely to enjoy a boom … meaning reasonable returns on the investment involved. The common thread here is a clear and effectively implemented business model reflecting business realities.

The Retail Networks of the Mega Majors after the present consolidation and rationalization phase

The fuel operations of Mass Merchandisers of groceries and other consumer products

Price Aggressive Independent Mavericks that are exploiting both pricing advantages for fuels as well as for convenience products

Price Aggressive Oil Company “side kicks”  that operate like highly effective mavericks, like BP’s ARCO in the US and ConocoPhillips’s Jet in Europe and Asia  
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•

… that depends who you are …

•

Bust (Very Serious Challenge)

•

Undecided other branded Oil Companies

•

Unfocused Convenience Store Operators  

•

Smaller traditional Marketing Companies

•

Wavering Independents & Jobbers 

Boom, Bust, or What?…

Boom, Bust, or What?…


	(-) On the other end of the scale are marketers with ill-defined strategies and tactics and a strong desire to continue with traditional means and stubbornly resisting changes required by new realities of the market environment. On that basis, there is rather little chance for sustained economic viability.
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•

… that depends who you are …

•

What Now? (which way?)

•

Most other branded companies

•

Traditional C

-

Store Chains

•

Traditional Independents, “Ma & Pas”

•

Traditional Branded & Unbranded Jobbers 

Boom, Bust, or What?…

Boom, Bust, or What?…


	(-) Last, but certainly not the least, are those marketers with adequate underlying potential strength but without a concise, innovative, and implementable business model that would allow for the exploitation of unique opportunities in a highly competitive market place which, ultimately, could lead to sustainable economic viability.  
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Select Key Emerging Factors

•

The Mass Merchandiser with Fuel are here to 

stay


	(-) Now I would like to highlight a few key emerging factors. While very important, they do not represent all influencing factors for the marketing business.

(-) The Mass Merchandisers with high volume fuel operations are here to stay, and they are exploiting their favorable experiences with highly price-competitive fuel operations as customer attraction in Germany, France, Great Britain, the USA, etc., etc. for a rapid global expansion. Furthermore, there is a powerful image transfer from their traditional merchandise to the fuel under their brand 
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Select Key Emerging Factors

•

The Mass Merchandiser with Fuel are here to 

stay

•

An all

-

out battle for the consolidated grocery, 

convenience product, and fuel needs of the 

customers


	(-) A fierce battle for the consolidated grocery, convenience product, and fuel needs of the customers will dominate the market with the fuel marketers that entered the convenience product business, with the traditional convenience stores that entered the fuels business, and with the mass merchandisers being the key actors. As typical in such situations, the  weapon of choice will be competitive pricing. Mass merchandisers add fueling facilities as rapidly as they can manage. Last week’s announcement by 7-Eleven about their 2003 strategic switch to focus much more on price competition is the most recent salvo from the C-Store chains.
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Select Key Emerging Factors

•

The Mass Merchandiser with Fuel are here to 

stay

•

An all

-

out battle for the consolidated grocery, 

convenience product, and fuel needs of the 

customers

•

The ever

-

increasing price consciousness of 

the motoring public


	(-) The ever-increasing price consciousness of the motoring public is certainly a strong driving factor of this development .. or a result of it. In any case, competitive and aggressive promotional pricing will become an ever more significant factor.    
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Select Key Emerging Factors

•

The Mass Merchandiser with Fuel are here to 
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•

An all

-

out battle for the consolidated grocery, 
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The ever

-

increasing price consciousness of 

the motoring public

•

Mega

-

Mergers impact the market structure


	(-) The Mega-Mergers certainly impact the market structure by the generation of a significant number of disposition facilities most of which are gladly picked up by independent and effective mavericks and converted to price-aggressive high volume operations. This, plus the added muscle of mega-merged companies, adds further to a still over-populated highly competitive environment.   
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	(-) To expand further on the operating and marketing environment, here are a number of major global trends that are shaping the future of the business and will impact the ability of marketers to compete effectively and profitably:

(-) Rack to Retail Margins will continue to decline 

(-) The expense level to break-even will have to decline accordingly

(-) The number of stations will continue to shrink

(-) and the financial investment per facility will continue to increase

(-) The fuel volume and 

(-) income from non-fuel source will grow further

(-) The price awareness of the customers and the related purchasing behavior will significantly expand, and

(-) fuel products for all retail channels will remain at a surplus level 

Some of the these trends will be addressed specifically, including causes and opportunities.   
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	(-) Let’s start with the availability of products for the ever increasing and market-impacting share of independent and maverick marketers
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	(-) Globally, there are three refining sources for petroleum products. 

(-) With little less than 30% of global refining capacity, International Oil Companies usually attempt to be product-balanced and predominantly supply their own integrated operations. 

(-) With a similar share, National Oil Companies have an equal refining capacity, but, in total, produce product volumes that substantially exceed their own needs for integrated marketing, therefore providing a significant supply source for the independent channel.

(-) Independent and Merchant Refiners represent around 55% of the global refining capacity and they have been always been the main supplier for the independent marketers. This refining segment has grown significantly over the last few years and is likely to continue to do so since IOC refinery consolidations generate excellent acquisition opportunities for the innovative independent refiners.   
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	(-) The previous slide showed the products sources which indicated and abundance of suppliers for the independent channel. Now, let’s look at the actual volume situation …. At the end of 2001, global refinery runs were somewhere between 68 and 72 MM bpd (depending on the information source) with a corresponding name plate capacity of 80 – 83 MM bpd. Considering practical levels of capacity utilization, this leaves room for an additional production of about 6 – 9 MM bpd. With the very high economic attraction for refiners of incremental runs, the resulting continuous oversupply leaves plenty of growth opportunity for the independent marketers.
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	(-) Now let’s move on to the Rack-to-Retail margin, especially the segment at the retail marketing level.
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	(-) Global retail margins have rarely been sustainably great anytime in history. From that level, in recent periods, the trend has been continuously downward.  

(-) Here are a number of the key contributing factors …. not in any order of significance or time sequence

(-) While several counter-acting measures have been initiated in response, they have failed to reverse a down trend that is likely to continue, as will be discussed later.
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	(-) The next component is the expense at the break-even level. Probably the single most significant contributing factor to the sustainability, or even the improvement, of economic viability is the unconditional focus on the lowest cost-break-even level as measured on a unit basis, which may be in liters, gallon, tons, etc.
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	(-) This model indicates the cost margin on the left axis and the volume/revenue on the top axis.  

(-) Let’s start with a notional competitive retail street price

(-) With increasing volume, the per-unit cost margin, of course, drops

(-) Individual facilities, and companies as a whole, will be located all over the space with the trendsetters, like effective mavericks and mass merchandisers occupying the most desirable positions 

(-) This cost margin can be moved down, which naturally is favorable, with additional non-fuel income from convenience products and services. The curve moves up with increased operating costs, new investment, etc.

(-) A position in the left third of the chart is likely to lose money, unless the retail price can be increased above the B.E. curve without loss of volume which, actually, is nearly impossible to achieve.

(-) The center location is mostly marginal, while

(-) A location in the right third usually is quite attractive and profitable

(-) It is, therefore, a plain consequence that the left side of the chart is an area of high vulnerability while the right side provides much lower vulnerability

Any retail price over the cost curve, will, of course, generate a corresponding contribution margin.
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	(-) This model also demonstrates the actually quite simple but highly effective formula of the innovative price aggressive marketers (-) which is to recover a price discount, of say 3 ct. per gallon through an equal 3 ct. cost reduction from the higher volume that moves the break-even point further to the lower right. 

Actually, during the respective marketing positions in my own career, I used this model extensively and very effectively achieving the described results. We had this model for every individual facility.
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	(-) Ultra-competitive environments and mature markets (-) drive the global trend unquestionably to the right into the more profitable and lesser vulnerable market segment.  
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	(-) Let’s move on to a very significant, accelerated change in customer perception and purchasing behavior. 

It is really not material if an increasing consolidated price consciousness of the motoring public drives the rapid expansion of price-aggressive marketers, or if that price-aggressive behavior causes an increase in the customer’s price-awareness … the end result is an ever increasing impact on the market.

Since such behavior drives the motorist’s desertion from traditional sources to very price-competitive marketers, I would like to address this and related issues more specifically.
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	(-) This graph indicates on the left axis the general level of desertion or transition appeal for the motorist motivated by various factors, on the top axis the degree and size of such the transition, and on the bottom is the low-to-high axis for each of the components contributing to the transition appeal. 

(-) First is the price component which has an ever stronger appeal as increasing price discounts are offered.  
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	(-) The pricing impact can be increasingly enhanced by higher quality standards and appearances of dispensing equipment and the facility itself. While the often junky “White Pumper” or “Free Station” of old had to offer significant price cuts to attract customers, (-) the prevailing much higher quality and appearance standards of Effective Mavericks, modern CP-Stores, and Mass-Merchandisers add a significant appeal benefit on top of the price discount factor.  
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	(-) When all of that is combined with the rapidly emerging higher quality and attractive image perception (-) of the Mass-Merchandiser, National C-Store, and Maverick Chains, the transition appeal can be very substantial and the resulting loss of business will become very threatening to the traditional marketer.    
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	(-) One more very significant component is the non-fuel income mainly from convenience products and car wash services. The major introduction of convenience products at motor fuel and automotive services stations that penetrated most markets 15 – 20 years ago contributed significantly to a restructuring of the industry, as well as to quite sizeable new income streams. Actually, in 1986, at a Conoco subsidiary that I headed, CP income covered over 160% of total direct operating expenses and close to 80% of the total Overhead and operating costs.

Unfortunately, time constraints will only permit the discussion of one or two trends and elements.
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	(-)Therefore. I would like to address first a key significant strategic positioning component of Convenience Product marketing that will have a substantial impact on the relative competitive vulnerability.

(-) To illustrate …. if one targets an income from CP of 1,000 units of currency, there are two main options

(-) Option A targets the highest possible % margin per unit sold (left axis) and accepts the comparatively low total volume sold. This is the prevailing option for traditional convenience stores and most oil companies with C-Stores that all target average margins in the 28 – 35% range 

(-) Option B uses very competitive pricing and generates a much higher volume which compensates for the reduced unit margin. For the most aggressive marketers, those margins average usually  in the 10 – 15 range

(-) Option C is possible but it’s success probability is quite low

(-) While A and B can achieve the same results, it is rather obvious that the vulnerability against competitive price action is considerably lower for Option B. Interesting enough, the actual experience with Option B is that the total CP is usually far above the notional level of 1,000 income, and, in addition, makes a substantial contribution to higher fuel volumes from price-attracted customers . 

(-) The global trend for Convenience Stores with Fuel and Fuelling facilities with CP, is clearly towards the latter option.   
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	(-) A recently emerging development with significant consequences for convenience products sales and the associated economics for the fuels business is the rapid expansion of the “pay-at-the-pump” concept. While the traditional payment for fuel took place inside the convenience store (-), generating attractive income from considerable planned and impulse convenience product purchases by the motorist (-) …..
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	the new system (-) keeps most fuel customers away from (-) those CP opportunities. Granted, planned purchases still take place (-) although at a lower rate, while most of the related impulse purchases will be severely reduced. The combination of both will significantly reduce the previously enjoyed income stream. 

One alternative outcome of this could be to sublease or sell the C-Store itself to a traditional C-Store chain and to recapture the non-fuel investment, and then to turn the fueling segment into an quasi un-attended facility with the resulting more favorable cost structure leading to a much improved competitive position against price-aggressive marketers. 
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	(-) As indicated previously, the focus on an ever increasing fuel volume per individual facility will significantly contribute to higher profitability and lower vulnerability. Therefore, the most effective marketers lead a rather strong thrust to target markets that permit such high volume facilities.
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	(-) This thrust for enhanced viability drives (-) the move by Mega-Majors, other Branded Majors, and Effective Mavericks to focus on high traffic density areas in major urban, suburban, and Freeway locations and to retreat from areas with lower consumption intensity.

(-) Large National Convenience Store Chains with fuel operations follow that trend while smaller independent operators and family-operated  facilities with low operating expenses fill the created void in rural regions and smaller cities.

(-) Mass Merchandisers add competitive pressure by expanding into medium rural and smaller city markets.  
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	(-) If the degree of profitability and vulnerability of the individual units of the various groups of marketers are taken into consideration, the present and near-term future, the following picture (-) emerges which also indicates the composite profitability of those groups and their impact on the markets as a whole based on their size.

One important point to note is that the Effective Mavericks, the Mass Merchandisers, and the Mega Majors are, and will be, the key forces in the market place while maintaining a comparatively low level of vulnerability with the Mass Merchandisers being the leaders in that specific category.  

Another thing to remember is that those independent operators that focus on small and medium rural areas and smaller cities are likely to enjoy an environment with less price-aggressive competition resulting in palatable economic viability.   
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A Few Innovative  Thoughts …

A Few Innovative  Thoughts …


	(-) In conclusion, I would like to offer some suggestions that could substantially enhance the probability of long-term sustainable economic viability and considerably reduce competitive vulnerability.
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	(-) The first suggestions address broad conceptional  issues:

(-) If rigorously pursued and transformed into in organizational behavior, the establishment of sustainable competitive advantages in every component of the business, no matter how small that component, will generate superior operational and financial results on a composite basis. 

(-) Every organization harbors in the minds of their employees and in their data bases a tremendous amount of highly valuable knowledge. If processes and systems are effectively established to collect, consolidate, and utilize the benefits of such knowledge, substantial competitive strength can be added resulting in attractive economic contributions.

(-) The continuous application of creative and provocative thinking techniques will, unquestionably, generate a host of useful innovative solutions for improved competitiveness, lower vulnerability, and enhanced profitability.

(-) To be sustainably successful in a commodity product like motor fuel, one has to discard the traditional marketing and service concepts …. We are really not in the fuel or convenience product business … we are in the “People Pleasing” business. Repeat business is only then secured when the expectations created in the mind of the motorist are consistently met or exceeded with the standard of delivery at the point of interface.
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	(-) Here are some key operation-specific issues  

(-) As addressed previously, the consolidated focus on driving for the lowest cost-break-even position per individual facility is a core pillar for sustained financial success.

(-) The innovative and price- and promotion-aggressive use of convenience products by traditional fuel marketers will be a tremendous support to build more customer traffic, and, therefore, move down the C.B.E. line.

(-) Every marketing company experiences considerable comparable performance gaps at the operating level within their network of facilities. The use of highly effective internal benchmarking formulas and affirmative implementation actions to close the gap to the lead performer can yield expeditiously tremendous and investment-free earnings improvements. The subsequent benchmarking against external standards can further enhance such programs.

(-) It is actually very amazing how many mediocre and unprofitable, even money-losing facilities are being kept alive for a host of reasons from emotions to the market share argument. Highly effective systems and procedures measuring the rate of return of every individual unit, and prompt,  subsequent correction actions or dispositions are essential to keep a network viable.       
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	(-) The (-) question of Boom, Bust or What? doesn’t really (-) depend on what you are now, but who you decide you want to be. There are many innovative and pragmatic options available, (-) and it actually depends on how affirmative, flexible, and timely the responses are to the new realities and how effective those responses are being implemented.   
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CASCA Consulting, L.L.C.

CASCA Consulting, L.L.C.


	(-) 
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(-) The next component is the expense at the break-even level. Probably the single most significant contributing factor to the sustainability, or even the improvement, of economic viability is the unconditional focus on the lowest cost-break-even level as measured on a unit basis, which may be in liters, gallon, tons, etc.
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(-) The ever-increasing price consciousness of the motoring public is certainly a strong driving factor of this development .. or a result of it. In any case, competitive and aggressive promotional pricing will become an ever more significant factor.    
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(-) On the other end of the scale are marketers with ill-defined strategies and tactics and a strong desire to continue with traditional means and stubbornly resisting changes required by new realities of the market environment. On that basis, there is rather little chance for sustained economic viability.
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(-) In my presentation I would like to address three key issues of the highly competitive retail marketing environment (-) 



(-) First,  who will prosper, who is likely to fail, and who can be viable provide fundamental strategic and operational changes are implemented



(-) Second, the substantial factors and drivers that create very challenging market conditions, and 



(-) Third, which approaches can enhance the chance of survival and of economic viability. 
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Presentation at the Oil & Money Conference, London, November 5-7 

Franz B. Ehrhardt, CASCA Consulting, L.L.C.

 The New  Challenges …

Boom, Bust, or What? 



(-) It is a great pleasure and honor to be here today to share my views on the challenges and opportunities (-) in Global Retail Marketing .. a subject not often addressed at industry conferences although over 50% of all refined product are moved through that channel.

Having been in the industry for over 45 years, I have seen many challenging developments, but there are now a number of quite significant trends that deserve special attention. This discussion will focus on hyper-competitive and mature markets, while excluding markets that are still controlled or in transition. 
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Boom, Bust, or What?…





		… that depends who you are …
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(-) Whether the future leads to boom, bust, or a gamble with uncertain outcome, (-) really depends on who you, the marketer, are.



(-) Here are some suggestions as to who is likely to enjoy a boom … meaning reasonable returns on the investment involved. The common thread here is a clear and effectively implemented business model reflecting business realities.



		The Retail Networks of the Mega Majors after the present consolidation and rationalization phase

		The fuel operations of Mass Merchandisers of groceries and other consumer products

		Price Aggressive Independent Mavericks that are exploiting both pricing advantages for fuels as well as for convenience products

		Price Aggressive Oil Company “side kicks”  that operate like highly effective mavericks, like BP’s ARCO in the US and ConocoPhillips’s Jet in Europe and Asia  
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Select Key Emerging Factors

		The Mass Merchandiser with Fuel are here to stay





(-) Now I would like to highlight a few key emerging factors. While very important, they do not represent all influencing factors for the marketing business.



(-) The Mass Merchandisers with high volume fuel operations are here to stay, and they are exploiting their favorable experiences with highly price-competitive fuel operations as customer attraction in Germany, France, Great Britain, the USA, etc., etc. for a rapid global expansion. Furthermore, there is a powerful image transfer from their traditional merchandise to the fuel under their brand 










_1098450878.ppt


Boom, Bust, or What?…





		… that depends who you are …

		What Now? (which way?)

		Most other branded companies

		Traditional C-Store Chains

		Traditional Independents, “Ma & Pas”

		Traditional Branded & Unbranded Jobbers 





(-) Last, but certainly not the least, are those marketers with adequate underlying potential strength but without a concise, innovative, and implementable business model that would allow for the exploitation of unique opportunities in a highly competitive market place which, ultimately, could lead to sustainable economic viability.  
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Select Key Emerging Factors

		The Mass Merchandiser with Fuel are here to stay



		An all-out battle for the consolidated grocery, convenience product, and fuel needs of the customers









(-) A fierce battle for the consolidated grocery, convenience product, and fuel needs of the customers will dominate the market with the fuel marketers that entered the convenience product business, with the traditional convenience stores that entered the fuels business, and with the mass merchandisers being the key actors. As typical in such situations, the  weapon of choice will be competitive pricing. Mass merchandisers add fueling facilities as rapidly as they can manage. Last week’s announcement by 7-Eleven about their 2003 strategic switch to focus much more on price competition is the most recent salvo from the C-Store chains.
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(-) Globally, there are three refining sources for petroleum products. 



(-) With little less than 30% of global refining capacity, International Oil Companies usually attempt to be product-balanced and predominantly supply their own integrated operations. 



(-) With a similar share, National Oil Companies have an equal refining capacity, but, in total, produce product volumes that substantially exceed their own needs for integrated marketing, therefore providing a significant supply source for the independent channel.



(-) Independent and Merchant Refiners represent around 55% of the global refining capacity and they have been always been the main supplier for the independent marketers. This refining segment has grown significantly over the last few years and is likely to continue to do so since IOC refinery consolidations generate excellent acquisition opportunities for the innovative independent refiners.   
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(-) To expand further on the operating and marketing environment, here are a number of major global trends that are shaping the future of the business and will impact the ability of marketers to compete effectively and profitably:

(-) Rack to Retail Margins will continue to decline 

(-) The expense level to break-even will have to decline accordingly

(-) The number of stations will continue to shrink

(-) and the financial investment per facility will continue to increase

(-) The fuel volume and 

(-) income from non-fuel source will grow further

(-) The price awareness of the customers and the related purchasing behavior will significantly expand, and

(-) fuel products for all retail channels will remain at a surplus level 



Some of the these trends will be addressed specifically, including causes and opportunities.   
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(-) The Mega-Mergers certainly impact the market structure by the generation of a significant number of disposition facilities most of which are gladly picked up by independent and effective mavericks and converted to price-aggressive high volume operations. This, plus the added muscle of mega-merged companies, adds further to a still over-populated highly competitive environment.   
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(-) Let’s start with the availability of products for the ever increasing and market-impacting share of independent and maverick marketers
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(-) Now let’s move on to the Rack-to-Retail margin, especially the segment at the retail marketing level.
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(-) The previous slide showed the products sources which indicated and abundance of suppliers for the independent channel. Now, let’s look at the actual volume situation …. At the end of 2001, global refinery runs were somewhere between 68 and 72 MM bpd (depending on the information source) with a corresponding name plate capacity of 80 – 83 MM bpd. Considering practical levels of capacity utilization, this leaves room for an additional production of about 6 – 9 MM bpd. With the very high economic attraction for refiners of incremental runs, the resulting continuous oversupply leaves plenty of growth opportunity for the independent marketers.
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(-) Global retail margins have rarely been sustainably great anytime in history. From that level, in recent periods, the trend has been continuously downward.  





(-) Here are a number of the key contributing factors …. not in any order of significance or time sequence





(-) While several counter-acting measures have been initiated in response, they have failed to reverse a down trend that is likely to continue, as will be discussed later.
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(-) One more very significant component is the non-fuel income mainly from convenience products and car wash services. The major introduction of convenience products at motor fuel and automotive services stations that penetrated most markets 15 – 20 years ago contributed significantly to a restructuring of the industry, as well as to quite sizeable new income streams. Actually, in 1986, at a Conoco subsidiary that I headed, CP income covered over 160% of total direct operating expenses and close to 80% of the total Overhead and operating costs.

Unfortunately, time constraints will only permit the discussion of one or two trends and elements.
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(-) Let’s move on to a very significant, accelerated change in customer perception and purchasing behavior. 



It is really not material if an increasing consolidated price consciousness of the motoring public drives the rapid expansion of price-aggressive marketers, or if that price-aggressive behavior causes an increase in the customer’s price-awareness … the end result is an ever increasing impact on the market.



Since such behavior drives the motorist’s desertion from traditional sources to very price-competitive marketers, I would like to address this and related issues more specifically.
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(-) This model also demonstrates the actually quite simple but highly effective formula of the innovative price aggressive marketers (-) which is to recover a price discount, of say 3 ct. per gallon through an equal 3 ct. cost reduction from the higher volume that moves the break-even point further to the lower right. 

Actually, during the respective marketing positions in my own career, I used this model extensively and very effectively achieving the described results. We had this model for every individual facility.
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(-) This model indicates the cost margin on the left axis and the volume/revenue on the top axis.  

(-) Let’s start with a notional competitive retail street price

(-) With increasing volume, the per-unit cost margin, of course, drops

(-) Individual facilities, and companies as a whole, will be located all over the space with the trendsetters, like effective mavericks and mass merchandisers occupying the most desirable positions 

(-) This cost margin can be moved down, which naturally is favorable, with additional non-fuel income from convenience products and services. The curve moves up with increased operating costs, new investment, etc.

(-) A position in the left third of the chart is likely to lose money, unless the retail price can be increased above the B.E. curve without loss of volume which, actually, is nearly impossible to achieve.

(-) The center location is mostly marginal, while

(-) A location in the right third usually is quite attractive and profitable

(-) It is, therefore, a plain consequence that the left side of the chart is an area of high vulnerability while the right side provides much lower vulnerability

Any retail price over the cost curve, will, of course, generate a corresponding contribution margin.
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(-) Ultra-competitive environments and mature markets (-) drive the global trend unquestionably to the right into the more profitable and lesser vulnerable market segment.  
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(-) The pricing impact can be increasingly enhanced by higher quality standards and appearances of dispensing equipment and the facility itself. While the often junky “White Pumper” or “Free Station” of old had to offer significant price cuts to attract customers, (-) the prevailing much higher quality and appearance standards of Effective Mavericks, modern CP-Stores, and Mass-Merchandisers add a significant appeal benefit on top of the price discount factor.  
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(-) This graph indicates on the left axis the general level of desertion or transition appeal for the motorist motivated by various factors, on the top axis the degree and size of such the transition, and on the bottom is the low-to-high axis for each of the components contributing to the transition appeal. 

(-) First is the price component which has an ever stronger appeal as increasing price discounts are offered.  
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(-) When all of that is combined with the rapidly emerging higher quality and attractive image perception (-) of the Mass-Merchandiser, National C-Store, and Maverick Chains, the transition appeal can be very substantial and the resulting loss of business will become very threatening to the traditional marketer.    










_1098450854.ppt


Major Global Retail Trends







Time

Hi

Lo

Lo

Hi

Break-Even

Expenses

Number of

Stations

Investment

Per Facility

Non-Fuel

Income

Price Awareness

Product 

Surplus

Rack-to-Retail

Margins

Retail Volume

Per Facility



(-) As indicated previously, the focus on an ever increasing fuel volume per individual facility will significantly contribute to higher profitability and lower vulnerability. Therefore, the most effective marketers lead a rather strong thrust to target markets that permit such high volume facilities.
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(-) A recently emerging development with significant consequences for convenience products sales and the associated economics for the fuels business is the rapid expansion of the “pay-at-the-pump” concept. While the traditional payment for fuel took place inside the convenience store (-), generating attractive income from considerable planned and impulse convenience product purchases by the motorist (-) …..
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(-)Therefore. I would like to address first a key significant strategic positioning component of Convenience Product marketing that will have a substantial impact on the relative competitive vulnerability.

(-) To illustrate …. if one targets an income from CP of 1,000 units of currency, there are two main options

(-) Option A targets the highest possible % margin per unit sold (left axis) and accepts the comparatively low total volume sold. This is the prevailing option for traditional convenience stores and most oil companies with C-Stores that all target average margins in the 28 – 35% range 

(-) Option B uses very competitive pricing and generates a much higher volume which compensates for the reduced unit margin. For the most aggressive marketers, those margins average usually  in the 10 – 15 range

(-) Option C is possible but it’s success probability is quite low

(-) While A and B can achieve the same results, it is rather obvious that the vulnerability against competitive price action is considerably lower for Option B. Interesting enough, the actual experience with Option B is that the total CP is usually far above the notional level of 1,000 income, and, in addition, makes a substantial contribution to higher fuel volumes from price-attracted customers . 

(-) The global trend for Convenience Stores with Fuel and Fuelling facilities with CP, is clearly towards the latter option.   
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the new system (-) keeps most fuel customers away from (-) those CP opportunities. Granted, planned purchases still take place (-) although at a lower rate, while most of the related impulse purchases will be severely reduced. The combination of both will significantly reduce the previously enjoyed income stream. 



One alternative outcome of this could be to sublease or sell the C-Store itself to a traditional C-Store chain and to recapture the non-fuel investment, and then to turn the fueling segment into an quasi un-attended facility with the resulting more favorable cost structure leading to a much improved competitive position against price-aggressive marketers. 
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(-) If the degree of profitability and vulnerability of the individual units of the various groups of marketers are taken into consideration, the present and near-term future, the following picture (-) emerges which also indicates the composite profitability of those groups and their impact on the markets as a whole based on their size.





One important point to note is that the Effective Mavericks, the Mass Merchandisers, and the Mega Majors are, and will be, the key forces in the market place while maintaining a comparatively low level of vulnerability with the Mass Merchandisers being the leaders in that specific category.  



Another thing to remember is that those independent operators that focus on small and medium rural areas and smaller cities are likely to enjoy an environment with less price-aggressive competition resulting in palatable economic viability.   
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(-) This thrust for enhanced viability drives (-) the move by Mega-Majors, other Branded Majors, and Effective Mavericks to focus on high traffic density areas in major urban, suburban, and Freeway locations and to retreat from areas with lower consumption intensity.

(-) Large National Convenience Store Chains with fuel operations follow that trend while smaller independent operators and family-operated  facilities with low operating expenses fill the created void in rural regions and smaller cities.

(-) Mass Merchandisers add competitive pressure by expanding into medium rural and smaller city markets.  
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(-) The first suggestions address broad conceptional  issues:

(-) If rigorously pursued and transformed into in organizational behavior, the establishment of sustainable competitive advantages in every component of the business, no matter how small that component, will generate superior operational and financial results on a composite basis. 

(-) Every organization harbors in the minds of their employees and in their data bases a tremendous amount of highly valuable knowledge. If processes and systems are effectively established to collect, consolidate, and utilize the benefits of such knowledge, substantial competitive strength can be added resulting in attractive economic contributions.

(-) The continuous application of creative and provocative thinking techniques will, unquestionably, generate a host of useful innovative solutions for improved competitiveness, lower vulnerability, and enhanced profitability.

(-) To be sustainably successful in a commodity product like motor fuel, one has to discard the traditional marketing and service concepts …. We are really not in the fuel or convenience product business … we are in the “People Pleasing” business. Repeat business is only then secured when the expectations created in the mind of the motorist are consistently met or exceeded with the standard of delivery at the point of interface.
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(-) In conclusion, I would like to offer some suggestions that could substantially enhance the probability of long-term sustainable economic viability and considerably reduce competitive vulnerability.
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Thus …





		Boom, Bust, or What?… 

		… that depends who you are …

		… it actually depends how innovative, affirmative, flexible, and timely the responses to the new realities are …





(-) The (-) question of Boom, Bust or What? doesn’t really (-) depend on what you are now, but who you decide you want to be. There are many innovative and pragmatic options available, (-) and it actually depends on how affirmative, flexible, and timely the responses are to the new realities and how effective those responses are being implemented.   
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		Strong Focus  on the Lowest Cost Break-Even Level per store

		Shift Convenience Products to Price-Promotional Support for Fuel

		Rigorous exploitation of unused business potential through effective internal and external performance benchmarking

		Aggressive and timely portfolio management







(-) Here are some key operation-specific issues  

(-) As addressed previously, the consolidated focus on driving for the lowest cost-break-even position per individual facility is a core pillar for sustained financial success.

(-) The innovative and price- and promotion-aggressive use of convenience products by traditional fuel marketers will be a tremendous support to build more customer traffic, and, therefore, move down the C.B.E. line.

(-) Every marketing company experiences considerable comparable performance gaps at the operating level within their network of facilities. The use of highly effective internal benchmarking formulas and affirmative implementation actions to close the gap to the lead performer can yield expeditiously tremendous and investment-free earnings improvements. The subsequent benchmarking against external standards can further enhance such programs.

(-) It is actually very amazing how many mediocre and unprofitable, even money-losing facilities are being kept alive for a host of reasons from emotions to the market share argument. Highly effective systems and procedures measuring the rate of return of every individual unit, and prompt,  subsequent correction actions or dispositions are essential to keep a network viable.       
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					Thank You !



(-) 










