A new model for the consumer-goods industry

After 40 years of outperformance, the
consumer-goods industry struggled
to grow profits over the past decade
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What got us
here won't
get us there

Leading brands in each consumer-
goods category have generated only
25% of growth
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... investors expect 35% more growth
than the industry has delivered
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Why has the old model stopped generating growth?

12 disruptive trends

have battered the model
over the past decade—now,
the COVID-19 crisis is
accelerating many of them
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Rise of e-
marketplace/0207 giants

17%
growth of e-marketplace/020
giants in 201419 (vs 0.8%
growth of grocers); generated
65% of all growth across top
150 retailers

10

Battle for
emerging Asia

>50%

of the world’s growth in real
private consumption in 2019-29
expected to be generated by

7

Steady rise of
discounters

~1%

8

Mass-merchant
squeeze

>95%

Investing in mass-market brand
building and product innovation

Partnering closely with grocers
to gain broad distribution

Building brands and distribution
capabilities in developing markets

Driving cost out of the
operating model, often through
centralization

Using M&A and divestitures to
consolidate markets and enable
organic growth after acquisition
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Food-service
challenges

COVID-19

growth for Aldi and Lidl
each in 2013-18

expected share of European
retail value from multinational
consumer-goods companies

crisis has triggered food-
service-industry consolidation;
subsequent economic impacts

Pressure for profit

bought through
alliances in 2025

from activist investors

emerging Asia—Pacific,

China, and India

campaigns against consumer-
goods players were run by
activists each year in 2016—19

will result in more
challenges

12

Rising competition

for deals

~11x

EV/EBITDA® multiples in the
consumer-goods industry

since 2013

Get on the right side of trends

Portfolio strategy

——0—

Category priorities
M&A
and divestiture

Where to play

Category strategy

How consumers, markets, and channels are changing

Competitive advantages

Subcategory, market, and channel priorities

Big moves (eg, new segments, new business models)

Brand strategy

Brand promise and
positioning
Subcategory, market,
and channel priorities

How to win: Use 16 capabilities across 5 main dimensions

Consumer-goods companies need to go on a capability-building
spree—and most are only just getting started

Consumer-packaged-goods companies building capabilities across dimensions, %

Partnerships

among all / 24
growing
channels and D
embrace of
digital sales Precision
revenue-growth
management

i

E-marketplace
management

2%239

Omnichannel and
direct-to-consumer
businesses

37

Digital route-to-
market and
customer contact

Evolving the operating model to excel at local-
consumer closeness and ever-greater productivity

Local-brand-
building success
models

Building of brands and

Relevance-
24 led brand
building,
innovation,
and

Occasion- and marketing

purpose-led portfolio,
innovation, and design

Data-driven
marketing

Programmatic
M&A to
acquire small
brands and
capabilities
and program-
matic divesti-
ture to divest
low growers

Programmatic
M&A for small
brands

4

Divestment of
low-growth brands

distribution in developing markets

These shifts will help industry leaders unlock growth with brands and
business models—both old and new

'Survey of 167 global consumer-goods players. 2First year for which data are available. °FY 2019 data were not available for most of sample (ie, those ending between July 2019 and June 2020).
“Measured by trailing 12 months ending in Apr of year listed (eg, 2016 = 12 months from May 2015 to Apr 2016). Includes food/grocery stores, drugstores, mass merchandisers, Walmart, club
stores, and dollar stores for Nielsen-covered, stationary channels. ®Leading brands defined as top 3 brands in sales (by trailing 12 months) by subcategory (eg, dog food, whiskey, hair care), with
small/medium-size brands defined as those remaining outside of private-label brands. ®Assuming constant earnings before interest, taxes, and amortization (EBITA) divided by revenues (EBITA
margins) of 13%. “Online to offline. ®Enterprise value divided by earnings before interest, taxes, depreciation, and amortization.

Source: Company reports; Nielsen; S&P Capital 1Q; Corporate Performance Analytics by McKinsey; McKinsey analysis
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