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Consumers & Their Needs
It’s hardly a news flash that food prices are rising. The chain of events leading to the

ISI I . current crisis—rising global demand, sky-high oil prices, bad weather and resultin
ISINg ivienu rrices. g8 ghoilp g
Wh at c onsumers Think poor harvests, diversion of crops to ethanol production—has been in the works for

By Sara Gillis,
Senior Manager

Consumer and Market Research

some time now (and is explored in the accompanying article). Yet only recently
has this issue hit the spotlight of the restaurant industry, as operators are forced to
stop absorbing their price increases and begin passing them on to consumers. The
Cheesecake Factory raised menu prices by 1.5% this spring. Applebee’s raised its
prices by 3%. Brinker has raised prices at its Chili’s, Maggiano’s Little Italy and
On the Border concepts 3% above year-before levels. Many other chains, independent restaurants and
onsite foodservice operators are raising prices as well.

Operators who are faced with raising prices are wondering how this will affect their core customer base.
Many fear that raising prices will cause them to lose customers—and possibly even break their business.
But restaurateurs know they can’t continue to tough it out, either, as they see the margin between
input costs and menu prices getting smaller and smaller, and their bottom line shrinking as a result.
Operators have to find a “happy medium” of prices that consumers will accept, that will also allow the

restaurant to continue operating at a profit.

Finding that optimal price point and menu structure is easier said than done. How do consumers feel
about rising restaurant menu prices? To find out, Technomic recently conducted a consumer survey on

restaurant price sensitivity.

We discovered that consumers have many ideas about why operators are raising prices. Key results
are shown in the graph on the next page. Technomic’s new research found that most consumers do
recognize underlying issues that are impacting restaurants as well as the overall economy today. But a
quarter of consumers are under the impression that restaurants just “want to make more money.” This
notion leads to negative sentiment towards restaurant operators by many in their current or potential
customer base. The consumer impact of price increases, and the sentiments of consumers as they adjust
to higher prices, will depend on how well restaurants communicate the change and the efforts the
establishment is making to hold prices down.

"To make matters worse for the industry, consumers believe they are spending more than they actually
are, Technomic’s research on consumer price sensitivity shows. While more than half of consumers
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IN THE EYES OF THE CONSUMER:
Why Menu Prices are Going Up

Increasing cost of gasoline
Increasing cost of ingredients
Overall state of the economy
Inflation

Rising wages

Restaurants want to make

more money

Base: 2,000 respondents
Source: Technomic June 2008 Consumer Survey

polled by Technomic said they have noticed higher
menu prices at full-service restaurants, consumers
have exaggerated notions of how much prices have
increased at national chains. Consumer perceptions of
average check, by brand, are 10% to 15% higher than

actual average check amounts, by brand.

How Price Changes Impact Behaviors

Consumers are definitely changing their dining
patterns. Research conducted by Technomic shows that
out of 2,000 consumers surveyed, 53 % are cutting back
on visits to full-service restaurants and 33% are cutting
back on visits to limited-service restaurants. Nearly all
consumers who are cutting back are visiting less often
(91% at FSRs and 90% at LSRs). Other strategies are
shown on the graph on the following page.

As this data shows, the consumer’s decision is not just one of whether to dine out or make dinner at

home; consumer behavior within restaurants is also changing. Trading down is occurring not only when

consumers choose a restaurant in a less expensive segment rather than one in a more expensive segment,

but also within the menu of a given restaurant. Many consumers are seeking out ways to continue enjoying

restaurant meals without paying high check averages. This sometimes means buying less costly menu

items. Consumers are more likely to alter their menu orders at LSRs than at FSRs, despite the lower price

point of LSRs. They’re more likely to buy less expensive items or place a smaller order.

To save on their own transportation costs, consumers are
more likely to switch to a restaurant that’s closer than
one they’ve crossed off their list. Full-service restaurant
occasions may be considered more “special”—making the
visit “a special exception” that consumers feel gives them
permission to order exactly what they want regardless of
price, and to drive further to get to the restaurant.

The vast majority of consumers (88%) are expecting
further price increases at restaurants. A majority expects
menu prices will increase more than 10% during the
next three to six months, Technomic research shows.
Most expect the biggest increases at the larger chains and
higher-price-point restaurants. Of those who are steeling
themselves for higher prices, 65% feel the price increases
would be justified and 35% don’t think the increases would
be justified.

Consumers expect to employ a variety of strategies to cope
with these rising prices. Almost two-thirds said they’d cut
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“You want to make sure
you don't do something
that changes the

consumer's perception

of you long term. The
biggest risk is, you focus
so much on the costs
that you do things you'll
regret a few years later.”

—Doug Brooks, CEO of
Brinker International, at
May's National Restaurant
Association Show
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CUTI-ING BACK ONE WAY OR AN OTH ER down on restaurant ViSitS, and about a third said they’d

switch to a less expensive restaurant. More than a third
said they’d react to higher prices by ordering different

. 91% i i
Going less often to save money _ 900/: or less costly menu items, and about a quarter said
they’d order fewer items. Appetizers would be the

Purchasing less expensive food at first to go; 64% of consumers say they’d cut back
the fast food restaurants I visit

from this menu section to offset rising prices. A

Visiting LSR restaurants closer to my
home/work to save on gas mileage

majority (54%) said they’d adjust their entrée orders;

that might imply more sharing of entrées, rather than

Purchasing a lesser amount of food

at the restaurants | visit eliminating the entrée order entirely. A quarter would

_ reconsider beverages and sides. Least likely categories
Going less often for health reasons for cutbacks are soups (20%) and salads (15%),

Base: 660 respondents who have cut backon spending at LSR restaurants and 1,055 respondents suggesting that some consumers see a soup or salad as
who have cut back on spending at FSR restaurants over the past year a viable alternative to an entrée.

Restaurant patrons also told Technomic exactly where they’d draw the line and start changing their
behavior. At an LSR, a $2 increase in the average tab would cause a majority of consumers to cut down
on visits. Atan FSR, it would take a $3 increase in the average tab to motivate the majority of customers
to either visit less frequently or stop patronizing that restaurant entirely.

Communicating Change, Cushioning the Blow

In tough economic times, consumers will have greater ability to justify restaurant dining if there is
greater opportunity for them to make it affordable. Restaurants are employing several techniques to
increase their value proposition and justify continued away-from-home dining.

* Some operators are acknowledging high gas prices in their marketing campaigns. This month,
Pizza Hut offered relief with a one-day pizza deal: First-time pizzahut.com online customers had
24 hours to order three or more single-topping Pizza Mia pizzas at $4 each, which, Pizza Hut
pointed out, was the same price as the average gallon of gas.

e Instead of raising prices across the menu, some concepts have re-structured the menu to account
for varying portion sizes and price points for one entrée. California Pizza Kitchen, for example,
offers salads in both full portions and half portions. Buca di Beppo uses a tiered portion and
pricing system, including a “mio” personal size as well as small and large family sizes—with the
best deals available with the largest size.

®  The most successful restaurants are offering a wide range of menu prices. McDonald’s credits
much of its recent success to its three-tier pricing strategy that includes Dollar Menu items and
premium salads and sandwiches along its standards. Olive Garden promotes a bottomless soup
and salad bowl, along with breadsticks, for $5.99. Kona Grill, a polished-casual eclectic Polynesian
concept, has a menu diverse enough to allow for a $22 made-from-scratch meal plus drinks, or a
simple snack that costs just $5 or $6.

*  Restaurants are increasing their meal specials, combos and LT'Os—so that even if overall prices
increase, consumers can still find options they consider great deals. Quiznos offered a special for
the month of May promoting its Deli Favorites for $5 (while boasting that they contain almost
50% more meat than the $5 foot-long sandwich promoted at Subway).
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*  Some restaurants combine special pricing with promotion of new dayparts—another promising
business-building technique. Both Sonic and Steak n Shake have been offering discounted
“milkshake happy hour” in the afternoon. Steak n Shake also said it planned to offer 99-cent
shakes for children on weekends.

*  Manufacturers serving the industry are increasing their efforts to be fiscally responsible, just as
foodservice operators and consumers are. Leading distributor Sysco, for instance, is stepping up
its audit process—sitting down with customers to comb through every aspect of purchasing and

menu to come up with new cost savings.

?
Less for Less? WHY CONSUMERS FIND SMALLER
One alternative thata good many consumers seem ready PORTIONS APPEALING

to consider is ordering a smaller portion at a reduced
price. Just over half of consumers polled by Technomic
said they’d prefer that restaurants faced with the need Right amount of food
to adjust prices offer smaller portions at the old price,
instead of raising prices while keeping portion sizes Portion control
the same. And consumers are rethinking the bigger-
is-better mindset. More than a third of consumers say Less expensive
they’ve ordered items ip reduced portion sizes or from Try something new with
the “small plates” section of the menu—and 98% of less financial risk
them enjoyed the experience. The majority of those
who’ve ordered items in smaller portions say they’ve
done so because it’s the right amount for their appetite Dietary restrictions demand
or because they’re controlling portions. Bennigan’s small sizes

Can sample many foods

this month rolled out a new core menu that features
a “Mini Bites” section of small sandwiches, including
Burger Bites, Chicken Minis and the chain’s new Other
Buffalo Chicken Minis.

Do not like small plates

Foodservice Happenings
The food index for U.S. consumers, compiled by the Bureau of Labor Statistics, has

Wh at's increased at a 6.3% seasonally adjusted annual rate thus far this year, compared to a
- - . 4.9% rise for all of 2007. Restaurant and foodservice operators are feeling the price

p g the p
Behlnd RISIng pinch on ingredients coming in the back door just when consumers, facing their own

Food Prices? pocketbook pressures, are resisting menu price increases. What’s going on?
At the Root of the Food Crisis

The fundamental issue behind this year’s food crisis is greater global demand for food
without a commensurate increase in supply. Agricultural economists lay out a number
of global trends that are driving up the cost of food:

q © TECHNOMIC INFORMATION SERVICES
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* Rising income levels in populous, fast-developing countries such as China, India and Malaysia, where the
population is eating better than in the past, puts more demand on global food supplies. Newly affluent people

are switching away from such traditional staples as rice and toward meat and dairy products, which require

more land to produce.

affected the world’s crop production—from
the creeping expansion of the Sahara Desert
in North Africa to this month’s inundations
in the U.S. Midwest, leading to loss of
much of the corn and soybean crop. Heat
waves throughout Europe and in California
have hurt some of the world’s largest crop-
growing regions. Virtually the entire rice
crop in rain-soaked Myanmar has been lost.
After the U.S., Australia is the second largest
exporter of grain, yet in the midst of a seven-

d ht—the biggest drought in th
A PPIFood65% [T] CPIFAH58% Q) CPIFAFH 4.3% year Crous © DiBgest (OTEEE . HHe

nation’s history—supplies have dwindled to
less than half what they were in 2000.

Source: U.S. Bureau of Labor Statistics

* High oil costs of $100 a barrel and up have significantly raised the prices farmers pay for fuel and fertilizer,
as well as transportation costs through the supply chain. In the U.S., fertilizer prices are rising faster than
prices for almost any other farm input. And China and other rising economies are increasingly competing for

dwindling global oil supplies, putting further pressure on energy prices along with food prices.

* Demand for ethanol and other biofuels globally and in the U.S. in response to the oil crisis has removed part of the
corn, soybean and sugar cane crops from the food chain and caused a run-up of prices for those commodities.
Any decrease in supply of one crop raises demand not only for the diminishing crop but also other food crops;
the ethanol push is partly responsible for driving up the price of soybeans 60% over last year as farmers have
switched acreage to corn. The price of meat and poultry is rising because livestock feed primarily on corn and
soybeans. According to one economist’s calculations, the ethanol mandate means each chicken raised by an

American farmer this year costs 53 cents more to raise and each turkey costs $3.40 more than it did last year.

* Lower national stockpiles of crops, once held by governmetns and private grain dealers as a hedge against bad
harvests, have shrunk as the food supply became increasingly globalized. The current worldwide food crisis

comes at a time when there's little “cushion” of stockpiled crops.

* The weak U.S. dollar makes the prices that U.S. producers and consumers
“All bets are off if we pay for imported foods higher in dollar terms. Conversely, countries
have a significant (10%)

whose currencies have gained against the dollar have more buying

power to purchase U.S. crops. The United States normally has large
decline in the size of the food surpluses, but the low dollar has made prices of agricultural exports

2008 U.S. corn cro p. ” more attractive, limiting domestic supplies and pushing up prices.

~William G. Lapp, Advanced
Economic Solutions
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The Future of Food
FOOD COSTS UP AND IMPACTING OPERATORS

Food Costs Have Business Impact of Rising Food analysts say it could take at least
Increased vs. Last Year Food Cost* (5/08) a decade for food prices to come down
78% 86% No Impact I:ositive appreciably, particularly because many
12% mpact of the issues facing rising food costs are

10%

’ not expected to subside. It may be that
the era of cheap, taken-for-granted food
is over forever.

Negative Impact
8/07 i 5/08 ' 78% However, the U.S. Department of

*Base: Operators indicating food costs have increased Ag riculture pre dicts no food sho rrage for

Source: Technomic Operator Surveys the U.S. Even now, U.S. consumers spend

just 10% of their disposable income on

food and beverages—a proportion that’s
well below the 15% spent by Europeans and the staggering 70% budgeted by consumers in poorer
nations such as Pakistan. The average per-person price of groceries will be only $87 higher this
year than last year, according to the USDA’s Economic Research Service. But that’s enough to
cause more families to eat out less often and trade down to less expensive food alternatives.

The current record price levels for grain, milk and other food staples should ease somewhat
as drought conditions abate, according to the latest annual report from the U.N. Food and
Agriculture Organization and the Organization for Economic Cooperation and Development.
But in the long run, high food prices are here to stay. The report predicts that over the next 10
years, vegetable oils may cost as much as 80% more than they did over the past 10 years; milk,
wheat and corn are expected to cost as much as 60% more; and beef and pork will likely cost 20%
more than 1998-2007 prices. (However, these estimates are for nominal prices, without general
price inflation figured in.)

One U.S. policy that, a few years ago, seemed like energy salvation now is controversial. The
federal ethanol mandate requires that 15 billion gallons of corn ethanol be produced by 2015 and
36 billion gallons be produced by 2022, but the
, economics of ethanol production are now in
OPERATORS’ PRIMARY FOOD COST REACTIONS question. More than 20 organizations affiliated
with the U.S. foodservice industry—from food
Reduce food Emphasize processors and retail groups to environmental,

waste/spoilage 7% lowerfood cost hunger and foodservice-industry alliances—
menu items

have banded together to challenge the nation’s

| ield 0 Reduce expensive . . .
mprove yie 57% ingredient usage food-to-fuel policies, launching a cooperative

effort called Food Before Fuel. The campaign

Rai Promote lower
R ':.llgglsl 54% food cost menu aims to influence Congress to enact bipartisan

p items
Reduce value- ) i i
added product ingredients (such as corn) for fuel, specifically
usage

strategies that combat the excessive use of food

Shop more amon
B lstibitors 48%

ethanol production. The groups behind the

sv;irli((::lt]a(tloblr:vl‘llgg Nn% dslsvgrlltgllllt:)?' campaign are particularly concerned with the

brands skyrocketing cost of corn as feed for animals.

*Base: Operators indicating rising food costs have had a negative impact on their business Notable or gan izations com p risin g Food
Source: May 2008 Technomic Operator Surveys
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Before Fuel include the American Bakers Association, National Cattlemen’s Beef Association and
National Chicken Council.

What can ease the food crisis? Let’s hope for better weather, larger global stockpiles of food, and
improvement in agricultural production techniques—better seeds, better equipment, more efficient
irrigation systems—as well as stabilization of the U.S. dollar against other world currencies.

Economic troubles mean more—and fancier—home cooking. Web traffic

tracking for the site www.allrecipes.com has seen a boom in the number
of users on the site. Many of the same menu trends seen in the restaurant

Data BriefS Impacting industry are being mirrored through recipe searches, indicating that
Away_from_Home Dining consumers may be trying to recreate the restaurant experience at home
with a lower price tag. Recipes with lower-priced ingredients have strong
appeal. Ethnic recipes are also especially popular—searches for Chinese
food recipes in the first three months of 2008 were triple the number
of searches for the same period last year. Although price considerations seem to be the primary
reason for cooking more meals at home, other factors are contributing as well. A May 2008
Technomic survey of more than 1,500 consumers for the Dinner Consumer Trend Report found that
40% of those who have cut back on away-from-home dinners compared to one year ago did so
because of health considerations, and 10% cited an increased interest in cooking.

QSRs jump on the health bandwagon with beverages, but consumers want water. Even traditional
quick-service chains are responding to the health craze with new beverages; Taco Bell recently
launched Frutista Freeze, and Krystal added a smoothie line to the menu. But a new Technomic
reported, cited by QSR Magazine, found that fruit drinks and smoothies were not at the top of
the list when consumers were asked which beverages they think they should be drinking more.
Rather, consumers think they should be drinking more plain bottled water (35%) and tap water
(31%) when dining out. Regular soft drinks were at the bottom of the list, with nearly half (44%)
of consumers responding that they should be drinking less of these beverages. Two things that
would likely boost the healthy perception for fruit-based drinks: labeling them either as “100
percent fruit juice” or as containing “all-natural ingredients.” About a third of consumers (38%
and 32%, respectively) said these labels would
make them more likely to purchase beverages

TOP REASONS CONSUMERS ORDER from a restaurant. The research is presented in the
BOTTLED WATER Technomic Beverage Consumer Trend Report.

Will rebates stimulate the restaurant industry? Although

Healthier than tap water

the government has begun to distribute rebate checks
Prefer the taste tied to th.e economic StlmlllluS plan, .how. consumers
are planning to spend their checks is still open for
Convenience debate. A recent RBC Capital Markets survey found
that while about a third planned to spend their rebate
. . on basic and discretionary items, more than four out
Like the image .
of five consumers (82%) said that they would spend
Other at least part of their check on a restaurant meal. The
analysts predict that well-known chains such as Darden

Source: June 2008 American Express/Technomic Consumer Survey and Texas Roadhouse will fare especially well because
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of their positioning as value-oriented brands. Research conducted by Technomic was not so optimistic,
however, showing that the majority of consumers plan to pay off debts or invest their stimulus check.
More than a third (34%) said they’d put their money in the bank, 29% would pay down their credit card
debts and 11% would invest it. Few said they would be likely to spend more when they eat out (2%) or
eat out more often (3%), while 9% said they would treat themselves to a meal at a nice restaurant.

Consumers want Consumers are still unsure what “sustainable” means. The term “sustainable” is widely
. used in both grocery stores and restaurants and resonates well with consumers.
sustainable foods but Nevertheless, the Project Green Study conducted by BuzzBack found that most
can't define ‘sustainable’ consumers are unsure of its definition. Only one in three of the 1,141 U.S. and U.K.
consumers surveyed said that they were “familiar” or “very familiar” with the meaning
of the word “sustainable.” About half of consumers in both the U.S. (55%) and U.K.
(51%), however, did agree that “the environment is the most important issue.” Technomic research
has also found that consumers tend to confuse eco-friendly terms such as sustainable, natural, organic
and local. Despite the confusion, most consumers do place an importance on these issues as a broader
concept; 88% of those polled by Technomic would like the restaurant industry to be more “socially
responsible.” Eco-friendly terms are also often related to health, according to Technomic’s Healthy-
by-Design Food Report, which found that 71% of consumers associated items menued as natural, organic

and sustainable with healthfulness.

Smoking—Ilike obesity—is “catching.” Previous research extracted from the longitudinal Framingham
Heart Study, tracking the health of more than 12,000 consumers in the Boston suburb, found that people
whose close friend had gained weight were 57% more likely to gain weight themselves. (See “Obesity
as Social Disease” in the December issue of Consumer Food Trends.) Similar results have now been found
for smoking, and again the highest correlations were found in close relationships. The study found that
when a spouse stops smoking, the chance of the other spouse continuing to smoke drops by 67%. For
close friends, the results are less dramatic—the friend is 36% less likely to smoke. Even “second degree
of separation” individuals—not directly linked to those who stopped smoking but connected to them
socially through others—were affected, so that over time entire groups ceased smoking. In addition to
positive effect of added motivation and support to quit provided by friends who stopped smoking, there
was a negative effect: Those that no longer smoked pushed smokers further and further out of their
circle of friends, the researchers found. Another factor that is literally pushing smokers to the fringe
is the increasing number of areas that ban smoking in restaurants and bars. Researchers at the Boston
University School of Public Health say such bans are causing a decline in the number of teens who
adopt the bad habit. Their study found that teenagers living in towns with smoking bans were 40% less
likely to become smokers than teens living in areas with weak or no regulations.

There’s still room for growth in the sandwich market. Though sandwiches account for 30% of all items
menued at LSRs and 15% of all FSR entrées, according to Technomic’s exclusive MenuMonitor
database, consumer research suggests the market is far from saturated. In a survey of more than 1,500
consumers conducted by Technomic for the 2008 Sandwich Consumer Trend Report, half of respondents
(51%) said they were not fully satisfied with the sandwich variety at full-service restaurants, and 39%
were not totally satisfied with limited-service sandwich selections. Trends toward bolder flavor profiles
and artisan ingredients are causing consumers to seek differentiation among restaurants for unique
sandwich offerings. Though sandwiches have traditionally been preferred mostly at lunch, they are
evolving to fulfill consumer needs for virtually every daypart including breakfast, dinner, and even
snacking occasions. Nearly half of those surveyed (46%) had eaten a breakfast sandwich in the past two
months, and two-thirds said they occasionally eat sandwiches as snacks.
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More teens are looking for fewer jobs this summer. Just as higher gasoline and menu prices are causing
more teens to look for summer jobs to pay for such expenses, teen summer employment is falling to
record low levels. An annual survey by Junior Achievement shows a 22% increase in the number of
teens who want to work this summer. However, the Center for Labor Market Studies at Northeastern
University estimates that teen summer employment has fallen to the lowest rate recorded in the 60-year
history of government jobs data—34% of teens are employed compared to 45% in 2000 and 48.5% in
1989. Teens are finding fewer jobs available in the struggling retail and service sectors, and increased
competition from more working adults seeking second jobs in this tight economy. What does this mean
to the restaurant industry? In addition to the role teens play as summer help, young adults and teens
are important to the industry because of their spending power and the large percentage of their income
that they can and do spend eating out. Technomic’s Generational Consumer Trend Report found that 30%
of Millennials aged 16-23 eat out at restaurants more frequently than they prepare food at home. This
percentage was significantly higher than that of any other generation polled.

Consumers are more Research shows consumers are generally satisfied with the restaurant industry,

though casual dining needs some work. According to the 2008 American Customer

satisfied with restaurants  s,gfaction Index conducted by the University of Michigan, consumers generally
than with almost any seem to be satisfied with the restaurant industry. Scores for both limited- and full-

other industry

service restaurants (78 and 80 out of 100 possible, respectively) were higher than those
in any of the other 43 industries measured with the exception of Express Delivery.
However, the gap between the sectors is narrowing. Quick-service restaurants showed
a 1.3% increase in overall satisfaction, while casual-dining chains dropped by 1.2%.
Though Darden’s Red Lobster and Olive Garden chains both posted gains, customer satisfaction with
Outback Steakhouse and Chili’s decreased from last year. Technomic research conducted for the Casual
Dining Outlook Report found that most casual-dining customers are repeat visitors. Heavy and moderate
patrons (those who eat out at casual-dining restaurants twice a month or more) make up 55% of the
total casual-dining customer base. To succeed in this economy, casual-dining chains will need to know

their customers and work to keep them loyal to the brand.

New research details tremendous growth of the Hispanic population. The latest U.S. Census Bureau
estimate, released in May, shows Hispanics, the fastest growing U.S. minority group, now accounting
for 25% of all children younger than five. That percentage increases to 50% for states with the highest
Hispanic populations, including California and New Mexico. The Pew Hispanic Center predicts
that by 2050 Hispanics will make up 30% of the total U.S. population, doubling their current 15%
representation. Restaurants will need to accommodate this rising population. Technomic research,
detailed in The Hispanic Foodservice Report, found that Hispanic consumers are willing to spend
considerable amounts at full-service restaurants, with checks averaging $14.80 at lunch and $20 at
dinner. They are also more likely than other groups to visit independent restaurants.

Consumers are changing their behavior because of soaring gas prices. With crude oil trading for more
than $134 per barrel, the average price for a gallon of gas has exceeded $4 across the nation. In Los
Angeles and Orange County the average exceeded $4.50 at press time, and all indicators suggest that
the price will keep going up. Comparing total miles driven this March to March of 2007, the Federal
Highway Administration found a decrease of 4.3 % in the number of miles driven, the largest yearly drop
in history. One implication: Fewer and shorter driving trips for family vacations. Research conducted
by Technomic this April for the American Express MarketBrief found that consumers have already
begun to changes their dining behavior due to higher gas prices. More than four out of 10 consumers
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FACTORS IMPACTING CONSUMERS' DECISIONS TO SPEND surveyed (43%) are spending less at full-

LESS MONEY AT RESTAURANTS service restaurants due to higher gas
prices, up from 37% of consumers in
April of 2007. In addition to having less

Gasoline prices

Utility bills disposable income, many consumers are
) also likely finding it less affordable to
Lostjol/Pay cut drive out of their way to dine at their

Mortgage/Rent payments favorite restaurant.

Higher credit card minimums
Increases in credit card interest rates

Media reports on the state of
the econony

Source: March 2008 American Express/Technomic Consumer Survey

m Haute cuisine is a mainstay in Silicon Valley’s upscale corporate cafeterias. High-

Trend or Ab erration') tech companies such as eBay, Google, Oracle and Yahoo feature employee

cafeterias that are trading meatloaf and macaroni for herb-crusted pork

tenderloin and organic mesclun-mix salads. Among the 18 cafés at Google’s
headquarters in Mountain View, CA, is a deli that menus house-cured meats and house-baked breads. In
addition, Google’s Café 150 features food prepared with ingredients sourced from a 150-mile radius and
its Pure Ingredient Café serves chemical- and additive-free food. For companies known for offering onsite
salons, laundry services, car washes and fitness facilities, free artisan cuisine in the lunchroom may be just
another part of a corporate culture that views the workplace as an extension of the home.

Hippies, preppies and yuppies, make way for “scuppies:” Socially Conscious Upwardly Mobile Persons.
Scuppies are spearheading society’s “green” initiatives, championing organic ingredients, sustainable
food, climate-change awareness, artisan goods and environmentally friendly business practices. Websites
such as Scuppie.com and Novica.com illustrate the marriage between affluence and social consciousness
as a sort of hybrid lifestyle. Chuck Failla, author of the upcoming book, The Scuppie Handbook, has
published “The Scuppie Manifesto” on Scuppie.com, a slightly tongue-in-cheek essay that begins, “It is
the unalienable right of every man, woman and child to wear stylish, 100-percent organic, sweatshop-
free cotton apparel, and to feel befittingly righteous about it.” Failla describes a Scuppie as “one who is
dedicated to the pursuit of peace, happiness and cash (not necessarily in that order)” and his book as “a
practical guide to living well while doing good.”

Are more restaurants banning children as guests? A few high-end restaurants are separating themselves
from the pack by enacting a somewhat controversial measure designed to improve ambiance—banning
small children. It’s common knowledge that fine-dining consumers expect a refined atmosphere to
go along with the industry’s highest check averages; two restaurants in Florida and Oregon have thus
restricted small children from their establishments in an effort to eliminate disruptive noise. Red Thai
in Silverton, OR, does not admit children under the age of six, while Victoria & Albert’s, a posh concept
in Disney’s Grand Floridian Resort & Spa, has banned all children under the age of 10. Representatives
for both restaurants have stated that their new policy is one that they believe caters to adults rather than
discriminates against children.
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DALENE'S RESTAURANT, SEATTLE Fringt;fotlc.lies no longer: The “raw fc;:d" m(l)lvemeﬁt is l.)ectlJming It.ass OI:;(;“"Z
RAW'FOOD MENU HIGHLIGHTS Raw foo 1Sts, vegan consumers who eschew a anlma. PI‘O'CCIH an OO
heated above 118 degrees, have formed small yet thriving communities

i in major cities on both coasts. More raw-food restaurants, groceries
Best Ever Pizza

Hempseed crust, macadamia nuts, celery, pine nuts,
sunflower seeds, garlic, dates, tomatoes (vine ripe, San Francisco to cater to raw foodists. But the real raw-food hotspot is

and retail products are popping up in New York City, Los Angeles and

sun dried), parsley, olive oil, cayanne, Celtic sea salt, metropolitan Seattle, where raw restaurants such as Dalene’s and Nature’s

Qe Jasd, Greck olives Pantry have sprouted up, as well as Chaco Canyon Café, which features

raw-food varieties of dessert tarts, tostadas and pizza. Whole Foods also

Spectacular Spaghetti
Spiralized zucchini noodles and nut balls served
with both marinara and Alfredo sauce (pine nut- Flora and Columbia Tower Club offer raw-food dinners and accommodate

holds raw-food “cooking” classes in the area, while concepts such as Café

based) on a bed of mixed greens raw-food diners through special advance ordering programs. Raw foodists

nationwide are enthusiastic about the upswing of their lifestyle, as more
Incredible Burrito

Tortilla shells made of spinach and/or zucchini,

cookbooks and local farmers’ markets make raw-food cuisine and its

wrapped around cashew-nut cheese, sunflower hecessary 1ngredlents more accessible.

seed & tabini paté and seasoned walnuts with
unpasteurized soy sauce Airport-based foodservice contractors are eyeing new opportunities in pre-

security areas. Contractors such as HMSHost, "Travel Hospitality Services

and SSP America are scouting sites in the airport area between security
screening and baggage claim. The goal is to attract people waiting for traveling friends and family members,
as well as those travelers who are building in extra time at the airport, particularly before boarding flights.
However, because it appears that travelers prefer to purchase meals or snacks after the security screen, it’s not
a sure bet that these types of locations will be successful. Contractors are looking to develop 100-sq.-ft. kiosk
units—such as the new Cinnabon Micro Bakery—that are easily removable from the site if pre-security airport
stores don’t fit the bill.

What recession? Beer and candy lovers aren’t cutting back. Beer, candy, dry pasta, pasta sauces and seafood are
the five consumer goods that are most immune to economic downturns, according to The Nielsen Company. In
contrast, carbonated beverages, eggs, cups and plates, food utensils and storage items, and tobacco are the five
categories of consumer goods that are most vulnerable when times are hard. Nielsen analyzed macroeconomic
variables, historical trends and consumer behavior for a study designed to assist manufacturers and retailers in
understanding how certain consumer products perform during recessionary times.

Desktop widgets are the next level of convenience in pizza delivery. National pizza brands such as Pizza Hut
and Papa John’s have developed widgets—small, clickable desktop applications that are downloaded to stream
content from websites. Pizza Hut Shortcut and myPapa widgets provide all of the ordering functions available
on the chain’s websites, allowing customers to access daily specials and coupons, new product announcements,
order placement forms and stored ordering information. In addition to Web-based and text-message ordering
systems, widgets are another readily available ordering tool that pizza chains are using to underscore convenience

for young, tech-savvy consumers.

The major role of the housing credit crisis in the current financial downturn will mean tight credit for some time, Paul
Kasriel, director of economic research at Northern Trust, told attendees at Technomic's Tends & Directions
conference earlier this month. That in turn will mean that the economic recovery--which could emerge early in
2009-- will be muted, Kasriel said. The current recession is likely to be more severe than the last because it will

be concentrated in the household sector, which accounts for about 75% of real GDP, according to Kasriel.
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. . lifornia’ t a fi ial t | “l do.”
Gay weddmgs mean blg California's economy may get a financial boost as gay couples say “l do

Following the May 15 California Supreme Court decision overturning the

boom for California caterers  ban on gay marriage in California, wedding planners, bakers and hotels have

been inundated with orders and bookings as same-sex couples begin planning

weddings and receptions across the state. Due to the long-held demand, a UCLA study projects that these

events (averaging at least $8,000) will deliver $370 million to California’s economy over the next three years.

Wedding-related businesses, such as event planners, restaurants, tent and chair rental companies, florists,

caterers and hotels, are all hoping to be in on the expected wedding windfall in the state. Two caveats exist,

however—many couples may choose not to spend thousands of dollars on a wedding; and a proposed state
constitutional amendment to prohibit same-sex marriage will be on the ballot November 4,

Let's drink to a healthy liver! According to researchers at the University of California at San Diego,
just one glass of red wine per day may cut the risk of liver disease brought on by Non-Alcoholic Fatty
Liver Disease (NAFLD) in half. Researchers concluded that the protective properties in red wine grapes
reduced by 50% the abnormal blood levels that indicated NAFLD in 1,200 individuals. NAFLD, nearly
undiagnosed two decades ago, is the most common liver disease in the U.S. As obesity rates continue
to climb worldwide, NAFLD is expected to become even more prevalent; the disease already affects 40
million adults in the U.S.

Consumers get less as food manufacturers tighten their belts. Packaged foods are shrinking in size, but not in
price. A number of national ice cream manufacturers have reduced their standard containers to 1.5 quarts from
1.75 quarts; that’s about one cup less per package. Yet, just as with the earlier downsize from two full quarts
of ice cream five years ago, the price of the product has not dropped. Rising commodity costs, from higher
egg, corn and wheat prices to higher energy and packaging costs, have triggered the scaleback on packaged
contents. Typically, manufacturers pass the higher cost on to the customer with an increased price, but in these
tough economic times, cash-strapped consumers are more price-conscious overall and will sooner opt for a
store brand in order to pinch pennies. In fact, current spending data shows that middle- and working-class
consumers are increasingly swapping name brands for store brands in order to slash expenditures on routine

items like groceries, clothing, condiments and cleaning products.

Consumer Food Trends is prepared six times a year by Technomic Information Services to assist food industry professionals in gaining early insights
from scattered and seemingly unrelated events that impact consumer perspectives on food, menu and taste trends. Reports monitor the entire food industry
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