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=== Market Brief

Tracking and interpreting chain restaurant trends

GAS PRICES DRIVING CHANGE IN CONSUMER BEHAVIOR

To counteract the effect that gas price increases are having on their pocketbooks, consumers are finding
alternatives to dining out. Over two-thirds of consumers (67%) “agree” that they are “bringing food
from home more often instead of going to restaurants.” This is an 8 percentage point increase in just the
last five months. Another method of cutting back that appears to be on the rise is sourcing ready-to-eat
food from the grocery store. This spring, almost half of consumers (48%) “agree” to some extent that they
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This is a 9 percentage point increase from late last year. While not all consumers will follow through on

efforts to cut back, consumer effort to cut back in response to higher gas prices is intensifying. FULL-SERVICE TAKEOUT IN
THE PAST WEEK

Ways in Which the Rise in Gas Prices Has Influenced Consumer Behavior
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Consumers are also looking for more value when they choose to visit restaurants. Three of five (60%)
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Editor's note: Look for several up-to-date
metrics that shed light on key industry
trends presented in this space in each
54% month’s MarketBrief. For comparison, you
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online at: www.technomic.com/operator/
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60%

| am eating at less
expensive restaurants.

MarketBrief is produced by Technomic, Inc., a leading provider of consulting and consumer research TECHNOMIC

to the restaurant industry.
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SMALL MEALS TREND BAROMETER

CONSUMERS WILLING TO ACCEPT INCREMENTAL PRICE INCREASES
Consumers were told that gas price increases could lead to menu price increases. They were then asked In the March MarketBrief, we
to consider a menu item that costs $10 and to determine how much of an increase would cause them to questioned whether the slight
reconsider ordering that item or visiting that restaurant in the future. While a few consumers are price decline in_popularity ,Of small
sensitive and will not tolerate even a 25 cent increase (11%), the majority of consumers understand that mealls was d reflectlon of a
o . ' : , possible change in consumers
gas price increases may lead to menu price increases as restaurants pay higher prices for the food that philosophy on eating or just a
is delivered to them. Over half of consumers (23%+33%=56%) claim they would not be discouraged by a seasonal difference.
change of a $1.q0 or more. I\/Iqre than c.)n.e.in ten consumers (13%) reported that no amount would keep Consumer preference for small
them from ordering that menu item or visiting that restaurant. meals holds steady from February

: . to May at 639 ting that
Increase That Would Cause Consumers to Reconsider Ordering tﬁis adyet?lin?as /;’Ssﬁgrees Thgan aa

That Item or Visiting That Restaurant sersanal dierenns.
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69%
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W Bottom Line: For the third consecutive year, gas prices have increased by double-digit rates. | e o Dz
In recent years consumer spending has been bolstered by tax refunds and home refinancing. In Editor's Note: Source of data
2006, however, there are no escape valves and consumers’ wallets are under pressure. They is periodic overnight survey of
are more aggressively looking for ways to cut back on their spending. Our data show how even 500 consumers representative
in just the past six months the impact has expanded. of the U.S. population, conducted

via the Internet by Technomic,
Inc. in May 2006. Margin of
error +4.5%.

Business-Building Implications

e For full-and limited-service restaurant operators offering entrées and sandwiches that are high-priced relative to alternatives, consideration
should be given to smaller-portioned alternatives at lower price points or LTOs (limited time offers) that are a good value.

e If you are considering increasing prices on your menu, now is a time when consumers will not blame you for the need to do so. On the other hand,
while consumers may not blame you for the price increase, it may still impact their future consideration of your restaurant. So, should you increase
prices, a conservative approach is still warranted.

e Unless you are an upscale restaurant, it is likely that you are facing more intense competition for a slower growing set of visit occasions. Further,
consumers are spending more carefully, leading to lower average checks. Consider giving customers with value opportunities tied to visit frequency.
A higher share of visits can make up for lower average checks and margins.

MORE DETAIL ON TECHNOMIC'S ANALYSIS OF THE IMPACT OF HIGHER GAS PRICES CAN BE FOUND BY CLICKING HERE.

LITTLE AND NOT SO LITTLE ANNOYANCES

Consumers were asked to rate their annoyance with situations that can occur at restaurants on a four-point scale from “extremely annoying” to “not at all
annoying.” Listed below are the practices that more than half of consumers deemed “extremely annoying.”

INACCURATE ORDERS IRRITATE QSR CUSTOMERS MOST

At QSRs, order mistakes are most likely to annoy consumers. The majority (91%) report that “getting the wrong order” is extremely annoying. This was closely
followed by a disdain for “missing items” (88%). Approximately three-fourths of consumers report being extremely annoyed by “unhappy” and “unfriendly”
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Consumers' tolerance for waiting at QSRs varies depending on how busy the restaurant is and whether they are at the counter vs. the drive-thru. If the
drive-thru is not busy, three of five consumers (63%) get extremely annoyed if they wait more than five minutes. If the drive-thru is busy, consumers
are more patient, but 51% are still extremely annoyed if they wait more than 10 minutes. Half of consumers (50%) get extremely annoyed if they wait

for more than five minutes at the counter when the restaurant is not busy.
Situations More than Half of Consumers Find “Extremely Annoying” at QSRs

Getting the wrong order 91%
Missing items 88%
Unhappy counter staff

Unfriendly counter staff
Food wrong temperature
5+ minutes at non-busy drive-thru

10+ minutes at a busy drive-thru

5+ minutes at a non-busy counter

Situations consumers find less annoying: feeling rushed to order because others are behind you (46%), not given enough nap-
kins at the drive-thru (45%), not offered condiments at the drive-thru (39%), and waiting more than ten minutes in the restaurant

when busy (37%).

ORDER ACCURACY PLAGUES FSRS AS WELL

At FSRs, seven of ten consumers report being extremely annoyed when the “food is not cooked the way they requested” (72%) and when they
get the “wrong order” (71%). Approximately two-thirds of consumers are extremely annoyed when they wait an “unexpectedly long time for
(their) food” (65%) and/or the food is the “wrong temperature” (64%). At FSRs, consumers also get irritated when they are charged for extras
they feel should be included in the cost of the meal. Three of five consumers get extremely annoyed at FSRs when they are “charged for soft
drink refills” (62%) and slightly more than half (54%) are extremely annoyed when they have to “pay extra for side items or substitutions.”

Situations More than Half of Consumers Find “Extremely Annoying” at FSRs

Food not cooked the way you requested 72%

Getting the wrong order %
Wiaiting an unexpectedly long time for your food
Food wrong temperature

Charged for soft drink refills

Paying extra for sides or substitutions

Situations consumers find less annoying: the server not offering refills on soft drinks (48%), having to wait a long time to be
seated (47%), not being greeted by your server within a few minutes of being seated (39%), waiting for the check (34%), serv-
ings are too small (33%), the server not helping you when you ask for suggestions (32%), and the server telling you they will be

right back to take your order when you are ready to order (31%).

CONSUMERS DO NOT EASILY FORGIVE AND FORGET THESE ERRORS

Consumers were asked how the annoying situation referred to above would influence their future plans to return to a new restaurant they
visited for the first time. More than half of consumers report they are “unlikely” to visit these QSRs (61%) and FSRs (58%) again. While
forgiveness may be mare forthcoming for familiar restaurants, consumers’ patience for these types of errors is still limited.

Likelihood of Visiting These QSRs - 16% 61% B Extremely Likely/Somewhat unlikely
Restaurants Again Neither likely or unlikely
FSRs - 22% 58% B Extremely/Somewhat likely
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RESTAURANTS RECOGNIZED FOR CUTTING DOWN ON ANNOYANCE FACTORS

Consumers are aware that efforts are made to cut down on, and when possible avoid altogether, these annoying situations. Consumers were provided
with a list of the leading chains, both QSR and FSR, and asked to identify which two in each category have done a good job of cutting down on these
annoying situations. In the fast-food segment, McDonald's (30%) and Wendy's (28%) were recognized for their efforts by more consumers than any
other restaurants. Notable mentions in the QSR category also go to Subway (24%) and Burger King (21%).

In the casual dining segment, Applebee’s was recognized by almost a quarter of consumers (24%) as a restaurant that has taken steps to cut down on
extremely annoying situations. Qutback, Olive Garden and Red Lobster were also recognized for their efforts by approximately one of five consumers
(22%, 22%, and 20%, respectively).

QSRs % FSRs %
McDonald’s 30 Applebee’s 24
Wendy's 28 Outback 22
Subway 24 Olive Garden 22
Burger King 21 Red Lobster 20

P> Bottom Line: Consumers’ number one annoyance, regardless of service style, is inaccurate orders. Whether it is through a drive-thru
or it is in a full-service restaurant, order accuracy issues have a significant impact on the occasion.

‘ Business-Building Implications

e  Whether operating a QSR or an FSR, treat these annayances as a checklist. First and foremost, are you measuring order accuracy? How accurate
are your stores and shifts? Where are the mistakes? At QSRs, are there more mistakes at the counter or the drive-thru? At FSRs, are mistakes
made frequently by the servers or staff in the back of the house? Are mistakes keyed in incorrectly or is staff not hearing the correct orders?
Determine if there is a technology and/or training solution that can significantly cut down on these errors.

e With order accuracy being the number one concern in baoth full-and limited-service concepts, it seems appropriate to put into place service
procedures that, while time-consuming, pay for themselves in customer satisfaction and visit frequency. Such procedures might include server
and/or manager table checks at FSRs immediately after the food is delivered, or procedures for monitoring special orders. At QSRs, it might be
time well spent to confirm that all ordered items are in the bag for drive-thru and takeout orders.

e  (Operators of both full- and limited-service concepts should put in place “minimum service standards” that emphasize meeting the service expectations
of consumers. These standards should not be left to infrequent training sessions and mystery shop monitoring, but rather should be a regular feature
of daily crew meetings or management emphasis.

EVERYDAY FOODS VS. SPECIAL TREATS

Consumers were given a list of foods and asked to indicate what they eat at restaurants on a regular basis vs. on special occasions. Not surprisingly,
more consumers reserve the pricier entrées, lobster and crab legs, for special occasions (38% and 24%, respectively). What is surprising, is that one
of three consumers order steak on a regular basis (33%), while only a quarter of consumers eat pasta (26%) and fish (26%) at restaurants on a regular
basis. Pork (14%) and beef tenderloin (12%) are less likely to be eaten on a regular basis, possibly because they are not available on all full-service
menus. Shrimp falls in the middle, likely because its price paint is not too high and it is available at most FSRs.

Lobster 38%

Crablegs Regular Basis

Beef Tenderloin B special Occasions

Entrées Eaten at Restaurants

. . . Pork
Regular Basis vs. Special Occasions

Shrimp
Fish
Pasta

Steak 33%
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MOST DESSERTS ARE PERCEIVED AS SPECIAL ADULT BEVERAGES ARE IN BETWEEN

OCCASION SPLURGES Over two-thirds of consumers report they drink mixed drinks (64%)
Twice as many consumers report eating cheese cake, pie, and cake and half report they drink wine (54%) at restaurants. Almost as
on special occasions than those who report eating them on a regular many consumers drink mixed drinks and wine on a regular basis
basis. Less than one in ten consumers (9%) eat these desserts on at restaurants as those who imbibe only on special occasions.
a regular basis at restaurants. If consumers regularly eat dessert at Consumers 34 years of age and younger were much more likely to
restaurants, they will most likely order ice cream (13%). Women are drink mixed drinks on a regular basis (24%) than consumers 35 to 54
particularly cautious of cheesecake. While only 17% of men reserve years of age (13%) and 55 years of age and older (14%).

cheesecake eating for special occasions a quarter of women (26%)
report that they only indulge in cheesecake on special occasions.

Desserts Eaten at Restaurants Consumers Ordering Mixed Drinks and Wine at Restaurants
Regular Basis vs. Special Occasions Regular Basis vs. Special Occasions
9% o Dri 15%
Cheesecake Mixed Drink .
- 21% B Regular Basis Ixed Lrinks 16% Regular Basis
H 0 . -
Pie 18% Special Occasions . B Special Occasions
9% Wine °
Cake 2 18% 14%
13%
Ice Cream 15%

COST IS THE BIGGEST BARRIER TO INCREASED SALES

Three of five consumers (60%) report that they only reserve some items for special occasions because “they cost too much.” A quarter of consumers do not
purchase these items on a regular basis because the “restaurants | visit don't serve these items” (25%), they are “too indulgent” (24%), and they “have too many
calories and/or are too fattening” (22%).

» ost oo I
Reasons Consumers Only Order These Foods and * Restaurants | visit don't serve these items _ 25%
Beverages on Special Occasions o T sl I

* Too fattening/too many calories _ 22%

W Bottom Line: Itis often thought that consumers order foods at restaurants that they can’t or don’t make at home. In reality, many of the foods
consumers make at home are the foods they order at restaurants on a regular basis. Pasta, steak and fish are regular favorites at home and at
restaurants. Cost, not health, primarily dictates what consumers consider to be indulgent at restaurants. Only one of five consumers report not
ordering premium menu items and add-ons like drinks and desserts because they are too indulgent or too fattening.

Business-Building Implications

e Entrée proteins ordered regularly at restaurants are the same ones prepared at home. This emphasizes the importance of making your offering special.
Consider specific spice profiles, unique preparations or ways to offer protein combinations that consumers won't typically prepare at home.

o Toincrease dessert sales, consider experimenting with dessert portion size and price points. What is the price that tips the scales for more
dessert orders? What portion can you provide for that price? Smaller portions might also appeal to those who feel desserts at restaurants are
too indulgent.

e To increase sales of mixed drinks and wine on regular occasions, consider creating combos that also include an alcoholic beverage. A “couples’
special” could include two entrées, an appetizer and two glasses of wine at a marginal savings.

About MarketBrief Through MarketBrief, American Express provides chain restaurants with research-based analysis of key industry developments. Data
is collected and analyzed by Technomic, Inc. Past issues of MarketBrief are available online at: www.technomic.com/operator/amexmarketbriefs. If you
have questions, comments or topic suggestions, please send them to marketbrief@technomic.com.
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