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Surviving the eCommerce Winter

Russ Dieringer Research

It's a busy week ahead with Walmart, Target, Home Depot and Lowe's all reporting, along with
quarterly eCommerce data coming from the Census Bureau.

The results will help complete what has become a bleak picture for near term digital performance
as eCommerce has entered a “winter” period.

| first heard the term “winter” used to describe a downturn from analysts talking about the “crypto
winter”. No, not the recent turndown, but the one in 2018 when BTC crashed and crypto optimism
was in short supply. It was difficult for many to see the forthcoming innovation and demand in
crypto.
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Opinion

Crypto Winter Is Here
and We Only Have
Ourselves to Blame

Last year's mania perpetuated a narrative
that making speculative gains was bitcoin’s
core value proposition, writes Michael J.
Casey.

By Michael J. Casey ' CoinDesk Insights

(Y Dec 3,2018 at 4:00 am. EST Updated Sep 13, 2021 at 4:38 am. EDT

eCommerce Winter

It feels like we're now in an “eCommerce Winter” of sorts where much of the optimism around
digital-oriented retailers and brands disrupting retail has been replaced with skepticism any will
ever make any money, let alone if the consumer even prefers eCommerce over stores.
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CONSUMER EARNINGS REPORT

Allbirds Stock | i
Outlook $ Falling as Management Cuts

Source: CNBC, Yahoo, Barron’s.

Near term behavior illustrates consumers don't want to do all their shopping online, just like they
don’t want to do it all in-store. Further, difficult comps, stimulus rolling off, consumers returning to
stores, and growing demand in non-retail areas like travel are all weighing on the sector.

Investors have responded with a complete lack of appetite for supporting digital-first retailers and
brands that are “we’ll-make-money-once-at-scale” positioned.

They're not wrong necessarily considering Amazon'’s having trouble driving retail profits while
doing $161B in GMV in the most recent quarter.

If Amazon can’t make money, what hope is there for ThredUp or Allbirds or instant grocers?
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Publically-traded eCommerce
companies have been decimated.

Only a third of eTailers, meal kits, omni-enablers, and DTC brands | analyzed, have seen their share
prices appreciate when compared to January 2020 (date chosen for pre-pandemic).

Share Price Performance Since January 2020
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Shopify has been hit hard (down 21% compared to Jan '20) despite its GMV growing from $17B to
$41 billion over that stretch.
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Shopify Gross Merchandise Value
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Amazon added $61 billion in GMV I (+62% growth 1Q22 vs. 1Q20...let that one sink in for a minute),
yet its stock price is only up 12% (and keep in mind its ad business tripled and its cloud business
nearly doubled).
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Last year was an exciting time to be a DTC company, with the largest going public. But on average,

these shares are down 72%.

Share Price Performance Since IPO in 2021
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And then Wish...okay, let’s not talk about Wish given its shares are down 95% since its IPO.
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But look what investors think about omnichannel retailers.

Share Price Performance Since January 2020
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The traditional B&M retailers have emerged in favor of investors who now like the diversified
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revenue, profits, nascent ad businesses, and a lot of press releases around digital initiatives. These
omnichannel retailers did an incredible job moving quickly to help support consumers that were
shoved squarely into digital mediums.

What does an eCommerce Winter
mean for consumer brand
professionals leading eCommerce?

| reached out to some trusted insiders at consumer brands to check the temperature on digital
enthusiasm.

The results varied. Some said they're seeing budgets move away from digital areas like retail media
into store activations, while others said they're organization remains firmly committed to
supporting digital growth. This isn't brands simply ignoring the long term perspective, but also a
reaction to what their retailers are demanding of them today.

To me, it's simple. The eCommerce Winter means what'’s required of eCommerce leaders going
forward is the same as what was required pre-pandemic, but with even more complexity.

The eCommerce Winter requires effective leaders that are commercially aware, meaning they
focus on revenue and profit outcomes in their strategic recommendations.

Leaders need to be able to communicate the importance of digital from a sales and influence
perspective both in the short term and the long term. They need to have an ability to influence
omnichannel teams that naturally gravitate towards store based initiatives.

It's not zero sum when it comes to account importance either. Amazon is still the leader in digital
commerce, by far, even if its retail model is out of favor with investors and it overbuilt capacity
(which by the way, makes them a tougher competitor). Yes, it faces a greater degree of
omnichannel competition compared to pre-pandemic. But from a scale and technology
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perspective, it stands alone.

While it's easy to grow on the platform, improving profitability is a different challenge and one
which can be defining for an eCommerce leader.

How has your profitability on Amazon changed
compared to three years ago?

More profitable,
20%

Less profitable,
57%

Source: Stratably Polling, April 2022. ; St rata.b].v

The greater complexity piece of what eCommerce leaders face now deals with omnichannel. While
omnichannel retailers are doing 80%+ of their business in-stores, much of the dynamism in doing
business with them revolves around their digital businesses.

» Optimizing in-store assortment for in-store AND online demand
Innovating online assortment to improve profitability

Retail media initiatives

Analytics initiatives tied to digital

Incremental product content improvements

» Tests of new shopping formats like video

e Social commerce tie-ins

All of these remain incredibly important to these accounts despite whatever’'s happening in
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financial markets. They’re not pulling back or demanding less of their suppliers when it comes to
digital. Consumer brands can’t pull back either. Effective eCommerce leaders will focus on helping
train and develop these teams. Considering the tight labor market for digital talent, this has NEVER
been more important.

Everyone's influenced by headlines, especially when their 401k’s are getting battered. The natural
tendency is to respond with short term thinking. But business cycles are natural. Investors are
fickle.

What matters, and what can be the central focus for leaders, is aligning with consumer behavior.
The path to purchase is not long and linear, but instantaneous and everywhere. Meeting consumers
where they want to be met matters. Removing friction matters. Converting content matters. Fast
delivery, selection, visibility all matter.

This was the case before the
pandemic, during the pandemic,
and is still the case even in an
eCommerce Winter.
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