Market Outlook [November 2008]

The Whole Foods and Trader Joe’s Pet Department Formulas
As noted in the previous installment of this column, natural supermarket sales of pet products are going strong—surging 24 percent during the 52-week period ending March 22, 2008—led by Whole Foods and Trader Joe’s.  One reason for this heady gain is that the natural supermarket channel is rapidly expanding, as reflected by the growing consumer base of both chains.  According to Simmons consumer survey data for Spring 2008, 4.6 percent of U.S. adults (10 million) shop at Whole Foods, while 4.1 percent of dog or cat owners (4.6 million) do so, with both percentages up significantly since 2006.  Trader Joe’s has an even broader draw among U.S. adults, attracting 7.1 percent of U.S. adults (15.3 million) and 6.7 percent of dog or cat owners (7.5 million) in 2008, having also made steady gains since 2006.
But channel expansion alone can’t explain the powerful pet department showing, nor can the high level of appeal of natural products.  In both chains, careful product selection and merchandising are in strong evidence.  So are loyalty-building private labels.  In Whole Foods, approximately 15 percent of the pet department is devoted to Whole Foods’ 365 and Whole Paws store brands, which are centered prominently among manufacturer brands like Wellness and Halo Purely for Pets, putting the store brands front and center.  For its part, Trader Joe’s takes a boutique approach, emphasizing dog and cat treats rather than complete diets, and pushing the warehouse club “treasure hunt” and “bestsellers only” strategies to the extreme.  Trader Joe’s also takes private label to the extreme, with store brands comprising 80 percent of its product selection.
With the natural supermarket sector far from mature—and with both Whole Foods and Trader’s Joe’s so far allocating relatively little space to pet supplies (approximately 60 linear feet in both stores)—this is one retail channel with room to grow.  Whole Foods has less than 300 stores and big expansion plans, and may be able to double its store count before topping out.  Similarly, as of mid 2008 Trader Joe’s had nearly 300 stores, suggesting ample room for incursion on new geographic turf.  Combine those prospects with a shopper slant that is decidedly upscale, and we’re looking at a potentially formidable new retail competitor, facing off not so much against mass retailers as pet specialty retailers stocking similar high-end natural fare.
