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Key takeaways

— In the United States, retail media was worth more than $30 billion in 2021.

— Retail media networks (RMNs) are growing by more than 10 percent year-over-year in the United

Kingdom.

— Distinctive challenges and opportunities within European, Middle Eastern, and African (EMEA) markets
create potential opportunities for retail media networks (RMNs) as well as different considerations in

execution.

For all the headlines about e-commerce over the
past decade, the reality is that online sales were,
until two years ago, just a small fraction of total retail
revenue.' COVID-19 created significant challenges
for retailers. Consumers shifted to e-commerce
channels by nearly 30 percent, accelerating

the sector’s growth and creating challenges for
traditional retailers, many of whom made significant
investments to compete with pure-play online
sellers. So what should traditional retailers do now?

They could lean on their longstanding, inherent
strengths. Traditional retailers have customer
relationships that often span generations. They
know who their customers are, what they buy, and
how their tastes have changed over time, and
they’ve earned their trust and loyalty. Although
competing with pure-play e-commerce platforms
is expensive for brick-and-mortar retailers, retail
media networks (RMNs) provide a potential
opportunity for them to drive profitable growth by
scaling their e-commerce operations.

RMNs hold potential value for consumers, in
targeted advertising that addresses their needs
and wants; for brands, in direct access to the
targeted market; and for retailers, in the chance to
build a high-margin business to drive e-commerce
innovation. In the United States, retail media was
worth more than $30 billion in 2021, and retailers
across EMEA are starting to recognize RMNs as a
hidden and fast-growing profit stream (RMNs are
growing by more than 10 percent year-over-year in
the United Kingdom, for example).2

Here, we explain the opportunity RMNs hold for
retailers across EMEA, a market significantly

different from the United States. Some of the
differences could provide greater opportunity for
retailers if they consider approaches that include
developing a distinct go-to-market strategy that
reaches the right customers, fostering collaboration
between the RMN and the organization, and taking
advantage of loyalty programs to maximize the
addressable audience.

How RMNs could complement a fast-
changing industry

RMNs leverage retailers’ knowledge of consumer
buying behavior to offer advertising opportunities
for brands (Exhibit 1) to target relevant consumers
through aretailer’s digital channels, physical store
locations, and syndication on third-party platforms
like Facebook, Google, or Roku.

Many major retailers in the United States have
already built and scaled RMNs, led by Amazon,
Target, and Walmart Connect. In EMEA, one
potentially compelling reason to pursue RMNs is
that they may enable bricks-and-mortar retailers
to follow the shift of consumer spending online—
and benefit from retail media’s significantly
higher margins compared with those of core retalil
e-commerce.

That’s important: retailers, especially in low-margin
businesses such as grocery, have a strategic need
to drive higher profitability given the costs involved
in creating and scaling e-commerce operations.
RMNs can offset some of those higher costs: the
additional investment to build an RMN is relatively
low, and activating ads on a retailer’s site can deliver
margins ranging from 60 to 85 percent.®

"“How e-commerce share of retail soared across the globe: Alook at eight countries,” McKinsey, March 5, 2021.
2Sara Lebow, “US retail media ad spend will pass $30 billion for the first time this year,” Emarketer, November 17, 2021.

% Experts interview, Capital 1Q.
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Exhibit 1
Consider expanding placement opportunities to more effectively reach shoppers
across on-site, off-site, and in-store touchpoints.

In-store display Promoted search listing On-site display Off-site display

+ Nonstandard IAB display |+ IAB standard display unit

unit * Reserved placement
+ Direct buy from brand through brand negotiated
directly with publisher

+ Trolley screens + Keyword search bid

« Checkout screens * Nonstandard native units

+ Without audience
targeting

* In-aisle screens
« With or without audience
+ With or without audience

RMNs also offer an opportunity to provide brands
with direct access to customers. Research

shows 91 percent of customers are more likely to
spend on brands that provide relevant offers and
recommendations, yet brands have traditionally
had limited access to first-party customer data,
limiting their ability to target audience segments.*
Additionally, the likely decrease of availability of
third-party data due to tighter privacy approaches
by companies such as Apple and Google may
accelerate in the next two years, making access
to first-party data even more important for brands
that want to undertake targeted marketing.

Retailers already hold rich first-party consumer
data through their websites and loyalty programs,
which some 20 percent of brands cite shopper
insights as a primary reason for working with
RMNs.? Audience segmentation may not only
enable brands to reach the right customers and
increase the effectiveness of their advertising
spend; when it’s combined with audience
intelligence, which allows brands to measure

the impact of their advertising across channels,

targeting
targeting

outcomes could be optimized. We've found using
first-party retailer data to target customers can
deliver margins ranging from 30 to 50 percent.

Finally, RMNs offer an opportunity to deliver a
seamless, digitally enabled experience. Retailers
globally have opportunities to innovate in both
physical stores and online as competition from
pure-play e-commerce platforms grows. Tailored
ads, built with first-party audience data, ensure
that customers who consent receive relevant
offers and recommendations, and digitally
enabled ads in physical stores hold the promise
of a personalized omnichannel experience by
engaging with consumers as they shop.

The EMEA retail media
opportunity—and challenges

Many RMNs were established in the United
States prior to COVID-19. In EMEA, the consumer
shift to e-commerce during the pandemic
encouraged retailers to re-examine RMNs as a

““Perspectives on Personalization @ Scale—Volume 2: The Next Frontier,” McKinsey, February 2020.
5Rachel Dalton et al, “The State of Ecommerce 2021,” Kantar Retail IQ, March 2021.
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means to quickly invest in and scale online sales
channels (Exhibit 2). There are also differences
between EMEA and US markets which present
distinct opportunities—and challenges—for RMNs
in EMEA.

First, while e-commerce penetration is slightly lower
in some EMEA markets than in the United States
(online represented 14.4 percent of total sales in
Western Europe in 2021 versus 15.3 percent in the
United States). In others, it is significantly higher.
Online sales comprise 28.3 percent of retailer
revenue in the United Kingdom and 18.1 percent in
Germany, meaning there’s a significant retail media
opportunity in those markets as available inventory
is proportionately higher.®

Second, the in-store digital experience is more
advanced in Western Europe for example thanin
the Unites States. Many EMEA retailers have been
more aggressive in seeking to monetize the in-store
opportunity in response to the region’s stricter
data-privacy laws. They have an existing advantage
when it comes to developing RMNs (Exhibit 3). For

example, retailers could use in-store digitization to
deliver personalized ads that increase their share of
wallet among bricks-and-mortar customers, while
attributing the customer-data source to loyalty
programs. In-store advertisements may also help
retailers further differentiate their solutions from
other media providers and significantly increase the
reach (and revenue opportunity) of RMNs.

Third, additional regulatory requirements in EMEA,
notably through the European Union’s General
Data Protection Regulation, could also create
opportunities for retailers with strong loyalty
programs. GDPR requires informed consent

from users before they can be included in digital-
marketing campaigns, reducing the opportunities
to use third-party data for advertising (a challenge
compounded by moves to tighten privacy
protections by companies). Yet RMNs are built on
first-party data, notably through loyalty programs.
That makes RMNs one of the few ecosystems where
brands can access valuable audience data and gain
end-to-end attribution, which is incredibly valuable
to brands.

5Rhys Lewis, “Internet sales as a percentage of total retail sales (ratio) (%),” Office for National Statistics, UK, May 20, 2022; “Online Trends: UK,
Europe & N. America 2021......... the pandemic curse,” Center for Retail Research, February 2022.

Exhibit 2
European retailers are following North America’s lead in retail media expansion—
with similar results.

US media-ads EC media-ads
revenue' EC sales? revenue
Retailer USD bn USD bn %
Amazon Amazon Ads 31.0 350 8.9
Walmart Walmart Connect 2.0 32 6.3
Kroger 84.51° 17 13 13.0
Target Roundel 15 20 75
Best Buy Best Buy Ads 1.2 10 12.0
European RMNs €3.4bn €100-120 bn 3-4%

'Estimates for 2021 except; Online sales (Web + app) estimates for 2021.

’Based on Zalando 2023 target and 2020 revenue, based on Bol.com 2025 target and 2021 revenue.

Source: Statista
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Exhibit 3

In-store modernization is more advanced in Europe than in the United States.

Three-year expectations

European networks, %
Audience-based 20-25
on-site
Audience-based 10-15
syndication
Promoted 35-40
listings
In-store / digital 30-35
signage
Other 5

Finally, there are challenges. There are few
genuinely multicountry grocers in EMEA, which
limits the number of addressable impressions

or loyalty card members an individual country’s
RMN can leverage. While the country-level retail
media opportunity is still significant— the UK
RMN market alone is forecast to exceed $6 billion
by 2025—this broad fragmentation makes it
challenging for companies to reach the same scale
as the US market.” Second, the trade-promotion
ecosystem is much more developed and profitable
in EMEA compared with the United States,
comprising around 55 percent of commercial
spending among consumer-packaged-goods
companies.® That heightens the potential risk of
RMNs impacting trade-promotion budgets, which
must be taken into consideration in the design of
RMN strategy.

Three opportunities in retail media
For European retailers, RMNs are quickly moving
from something nice to have to something

P i)
North American networks, % Estimated range of EBIT
20-25 80
15-20 40-45
50-55 90
10-15 40-50
5

essential. Consumers value the deeper
engagement RMNs offer both in-store and online,
and brands are starting to demand them from
their partners. Finally, the opportunity to drive
profitable online growth by investing in innovative
e-commerce offerings is critical, given the shifts
in consumer behavior.

Building and expanding RMNs could be
considered around three steps:

1. Have a distinct plan. Impacting trade-promotion
budgets can be avoided, and our experience is
that best-in-class RMNs are insulated from trade
budgets by living separately within marketing

or the e-commerce business. Retailers could
establish best practices for client engagement
across vendors and agencies to access
marketing budgets, considering the following:

— provide training for the sales team on metrics
valued by marketers, such as cost per mille
(CPM), click-through rate (CTR), page views,
and reach

"Sara Lebow, “US retail media ad spend will pass $30 billion for the first time this year,” Emarketer, November 17, 2021.

8 Expert surveys; CEB NA benchmarks.

Opportunities for e-commerce success in Europe: Retail media networks



— foster an understanding of agency dynamics and

the priorities for key agency stakeholders

— institute acompensation system that rewards
sales teams not just for productivity but in
expanding brand relationships

2. Ensure the RMN and the organization are in sync.
A successful RMN could coordinate operations with
the following key retailer constituencies (Exhibit 4):

— digital commerce, to create the advertising
experiences with consumers

— IT, to support the data and technical
infrastructure to power the network

Exhibit 4

marketing, to negotiate and govern the
allocation of inventory reserves for third-party
brand ad placement across physical and digital
experiences

merchandising, to coordinate interactions
with supply-chain partners across both trade
promotions and media

3. Leverage data from loyalty programs. First-

party data is the cornerstone of effective RMNs:

it's essential for reaching more shoppers and
delivering high-quality customer segmentation and
attribution. Leading EMEA retailers typically have
loyalty programs where active users represent more

Execution could involve coordination across multiple units on an integrated

approach for advertisers.

Potential example of organizational structure

Governance set-up

o Steering committee

Legal &

finance & comms

Data &
analytics

Opportunities for e-commerce success in Europe: Retail media networks

Customers

Responsibility

Identifying key decisions
Setting the overall direction

Project management, business planning,
road map

= &

Execution of media program on behalf of
merchandising partners

Designing the advertising on owned and
operated channels

Managing relationships for the MVP with
the beta partners

Helping with segmentation and reporting

Integrating consumer transaction data
with the ad server

Providing support services on privacy
and financial planning
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than 10 percent of total loyalty-program members, — updating the consent-management process
butincreasing that number could boost the and wording to drive improved consent across
effectiveness of RMN targeting and improve the existing customers

percentage of loyalty members locatable on other

channels. Some considerations include®:

— ensuring a loyalty program meets the needs of Building a robust e-commerce sales channel is
the RMN in terms of the desired demographics a key opportunity for most retailers, especially
(gender, age, etcetera) as consumer shopping behavior continues

to migrate online. Yet investing in digital

— validating customer information at sign-up infrastructure is expensive, and the financial
(for instance, through email validation) and considerations are amplified when bricks-and-
requesting multiple forms of identification to mortar stores are struggling. RMNs offer a path
maximize matching for traditional retailers to leverage their inherent

strengths, build profitable growth, and become

— piloting probabilistic matching, such as device more innovative online.

fingerprinting and IP address mapping, to
increase match rates
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