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he traditional supermarket deli has gone
through an evolution in recent years, as
retailers complement their traditional deli
counters with experiments involving in-
store restaurant concepts, globally inspired
hot and cold food bars, crafted soups, and
signature sandwiches. Add the newest
craze of meal kits to the mix, and you have
a deli department that looks decidedly dif-
ferent from a few decades ago.

With more consumers feeling time-starved
and looking for daily meal inspiration, it looks

as if grocers will continue to find new ways to reach their shoppers in

an effort to boost sales — and they're going all over the store to do it.
Progressive Grocer's 2018 Retail Deli Review, our exclusive

annual survey of grocery retail executives, store managers

and deli department leaders, finds that
three-fourths of respondents are now
cross-merchandising the deli to drive sales
throughout their stores.

From the more common tie-ins — fresh
bread from the bakery, salads in produce
and specialty cheeses — to more out-
of-the-box ideas (one respondent says
that his store promotes dried meats with
melons, while another places prepared
salads in the meat department), retailers
are getting more creative in how they en-
gage their shoppers. As one savvy store
manager notes, “All areas of our store are
cross-merchandised with deli.”

Their efforts seem to be paying off, as

The Halo Effect

GROCERS CONTINUE TO GROW DELI SALES
BY MERCHANDISING ACROSS THE STORE.
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deli sales have continued to grow over
the past year. Seventy-two percent of re-
spondents say that their overall deli sales,
including prepared foods, grew in 2017
— that’s 2 percent more than those who
cited sales growth in 2016. Larger opera-
tors (those with more than 10 stores) have
fared particularly well, with 81 percent
reporting an increase in sales. Of those
retailers who reported an increase, the
average sales gain was 8.2 percent.

In total, deli department sales now ac-
count for almost 15 percent of all super-
market sales, according to the survey,
with independent operators (those with 10
or fewer stores) seeing their average total
sales closer to 10 percent.

Looking ahead, three-fourths of re-
spondents expect sales to increase next
year, while about 20 percent think that
sales will stay roughly the same.

Which factors have been most influen-
tial in securing strong everyday deli sales?
Retailers cite engaged associates (65.5
percent), signature items (48.3 percent),
advertising/promotions (41.4 percent),
and active sampling/events (just under
40 percent) as the primary contributors.
Other factors a little further down the list
include product samples, merchandising/
experience, in-store specials and social
media special offers.

Profit Uptick

When it comes to profits, retailers are
also seeing dollar signs — which is good
news, considering the competitive retail
climate they're operating in and the
persistent challenge of two hard-to-ignore

Deli Department Sales Performance
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Prepared Foods Program Performance
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Source: Progressive Grocer market research, 2018
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Have you dedicated more selling
space to fresh prepared foods in your
average store in the past year?

S | 70-3(%) e |

Yes Net |
32.4% 37.8% 29.7%
Yes, Yes, No, kept same
significantly modestly amount of space

Is your deli area separated from
your fresh prepared foods selling
area?

40.5%
Yes

Do your stores have a dedicated
dining area for shoppers to eat
fresh prepared offerings?

64.9%
Yes

35.1%
No

Comparing deli department profits
from this year vs. last year, did they:

67.6%

Increased

Decreased

. 10.8%

Stayed
the same

Are you cross-merchandising your deli
to drive sales throughout the store?

24.3%
No

Source: Progressive Grocer market research, 2018

What three factors do you consider to
be most influential to securing strong
everyday deli department sales?

Current Year Ago

Engaged Associates 65.5% 76.5%
Signature Items 48.3 471
Advertising/Promotions 41.4 17.6
Active Sampling/Events 37.9 35.3
Product Samples 27.6 23.5
Merchandising/Experience 27.6 23.5
In-Store Specials 13.8 29.4
Social Media Special Offers 10.3 0.0
Extended Hours of Operation 6.9 0.0
Premium Brands 6.9 23.5
Cross-Promotions 6.9 5.9
POS Coupons/Discounts 3.4 0.0
Executive Chef 3.4 0.0
Incentive-Based Discounts 0.0 0.0
Increased On-Ad Specials 0.0 17.6

Source: Progressive Grocer market research, 2018
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profit drainers: labor and shrink. An impressive 67.7 percent of
survey respondents say that their profits were up in 2017 (87.5
percent of chain store representatives cite profit increases). In
last year’s report, just 58 percent said they'd seen their profits
rise. While only about half of independent operators responding
to this year’s survey saw an increase, 38 percent say that their
profits have largely stayed the same, suggesting that they may

Which operational issue do

you consider to be the single
most challenging with regard
to your service deli program?

Labor 50.0%
Shrink 25.0
Training 17.9
Pricing 3.6
Other 3.6
Sourcing 0.0
Equipment

productivity/maintenance 0.0

Which operational issue do
you consider to be the single
most challenging for your fresh
prepared foods program?

Labor 42.9%
Shrink 40.0
Product mix 5.7
Equipment

productivity/maintenance 5.7
Pricing 2.9
Packaging 2.9
Product quality levels 0.0
Inventory management 0.0
Other 0.0

Source: Progressive Grocer market research, 2018
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What areas of your deli/prepared food
operations will you concentrate on
enhancing during 2018?

Current Year Ago

Meal deals (bundled meals) 48.3% 41.2%
Rotisserie programs 48.3 47.1
Staff training 44.8 58.8
Hot/cold bars 44.4 41.2
Daily specials 44.4 41.2
Lunch 44.4 17.6
Sandwiches 44.4 471
Dinner 31.0 11.8
Catering 31.0 17.6
Side dishes 27.6 5.9
Soup stations 24.1 11.8
Private label 20.7 17.6
Sushi 17.2 17.6
Breakfast 13.8 11.8
Category management 10.3 5.9
Beverage bars 6.9 5.9
Premium brands 3.4 5.9
Concept food stations

(i.e., Asian kitchens, pasta, carving stations) 3.4 5.9
Antipasto bars 0.0 0.0
Other 0.0 5.9

Source: Progressive Grocer market research, 2018

be having a harder time keeping up.

Retailers’ average deli gross margin was 43.9 percent, with labor
accounting for almost 20 percent of sales, and shrink coming in at
a more manageable 5.6 percent of sales.

Delving deeper into the survey data, prepared foods have
remained a shining star among deli categories. Three-fourths of re-
spondents say that their prepared food program increased in dollar
sales and unit volume in 2017, while about one-fourth of indepen-
dent operators say that they saw no change in performance.

Seventy percent of respondents say that they dedicated more
selling space to fresh prepared foods in 2017. Moreover, half
of chain respondents say that they increased
space significantly.

Retailers still vary in how they arrange their
deli departments, however: Some separate
their traditional deli sections from fresh pre-
pared foods, and roughly 35 percent don't
have a dedicated dining area.

Not surprisingly, salads and health-
jer fare were mentioned by a large
number of respondents, who note
that customers are thinking more
about wellness than ever before.

“Our fresh salads move very fast,”

explains one owner of an independent operation in
Virginia. “Sandwiches and wraps go faster when
they're already made up and placed in an open-face
refrigerator.” Another respondent goes so far as to
list “vegan” as a growing category.

Planning for 2018

In planning for 2018, retailers are especially enthusi-
astic about meal deals (48.3 percent of respondents
plan to concentrate on enhancing this area), and they
remain focused on rotisserie programs, as they did

in last year’s survey. Just over 40 percent of respon-
dents say that their companies plan to concentrate
more on hot/cold bars, daily specials, lunch and sand-
wiches, while 31 percent will pay more attention to
dinner and catering. Side dishes seem to be another
hot area, with 27.6 percent of respondents planning
to focus on them, compared with only 6 percent who
were focused on this area in last year’s survey.

Also, while staff training remains a planned area
of focus (44.8 percent of respondents say that they'll
concentrate on training in 2018), retailers’ interest
has waned somewhat compared with last year’s
survey, when almost 60 percent said that they’d be
emphasizing this area.

Either way, the single most challenging operational
issue for the service deli is still labor for half of the
respondents, followed by shrink (25 percent) and
training (17.9 percent). Further, when asked to rate the
“most serious issues” facing the deli (using a scale of
one to 10, with 10 being most serious), recruiting ef-
fective employees ranks as the top concern, followed

by labor costs, shrink/waste, attracting more shop-
pers to the deli, employee training and food safety.
To be sure, deli operators will continue to face
a number of challenges in the year ahead. But
if they can stay creative in supplement-
ing traditional fare with more modern,
healthier options, while also thinking
outside the counter when it comes to
merchandising, deli’s halo effect should
continue to boost sales for independent
and chain operators alike. PG
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