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In the mid 1960’s Joe Coulombe owned a chain of
“Pronto Market” convenience stores in the greater
Los Angeles area, but they were under heavy competi-
tive pressure from 7-11. He began to ponder the idea
of opening up a new kind of store—something with
more unusual goods for people who had acquired
more diverse tastes while traveling, -and yearned
for flavors they could not get at home. He went on
vacation in the Caribbean and came home inspired:
he opened up his first “Trader Joe’s” (named after
himself) in 1967. His store would focus on deliver-
ing innovative and hard-to-find foods with prices that
would deliver great value. He also made a point of
carrying every California wine available. He imbued
his new store with a distinctive South Seas theme,
by lining the walls with cedar planks, creating dis-
plays out of fishing nets, and having employees wear
Hawaiian shirts.

The formula was a hit. By the late 1970s, there
were twenty Trader Joe’s in southern California
and by the late 1970s the chain had attracted thé
attention of the German Albrecht family, own-
ers of a chain of discount supermarkets called Aldi
Nord. In 1979, Theo Albrecht offered to buy Trader
Joe’s, keeping Joe on to run the business. Coulombe
accepted; the Albrecht purchase enabled Trader Joe’s
to expand more rapidly than it could have other-
wise, and Coulombe stayed on to run the company
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until 1987. He then retired and was succeeded by his
friend, John Shields, who expanded the company
into Arizona, the Pacific Northwest, and Brookline
and Cambridge (near Boston). When Shields retired
in 2001, Dan Bane succeeded him, and continued to
expand the chain. By October 2017, the company had
473 stores in 43 states, more than 38,000 employees,
and an estimated $13 billion in annual sales.

P'C1-1 A DISTINCTIVE
PRODUCT STRATEGY

From the beginning Trader Joe’s had a distinctive
prpduct strategy. Whereas a typical grocery stor
might carry 50,000 different items, Trader Joe’s car
ged closer to 4,000, and most products (roughly 80%)
F(i)re one of Trader Joe’s own brand names (5
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Trader Joe’s is very selective about the products
it stocks. Trader Joe’s biggest R&D expense is for
its top buyers to travel the world looking for new
irend-setting items, such as the wildly successful
Trader Joe’s cookie butter, which is a gooey Belgian
spread known as “Speculoos” in its home coun-

“‘ try. The company does not charge slotting fees to
. suppliers to get on the shelves—instead it makes
| them compete to demonstrate they can sell in high
enough volumes, and at low enough prices, to keep
their spots, Trader Joe’s routinely discontinues prod-
wts that fail to deliver on these dimensions, cutting
the 10% worst performers to make room for new
\items! Customers do not seem to mind the narrower
selection—in fact, analysts speculated that custom-
s actually felt better about their choices .when
there were fewer options. Trader Joe’s had cultivated
& reputation of choosing products very carefully,
Which in turn, inspired customer faith in the compa-
Y5 offerings. As articulated by a former employee,
Fthey're going to get behind only one jar of Greek
91,“’63, then they’re sure as heck going to make sure
% the most fabulous jar of Greek olives they can

for the price.”

10 Trader. Joe’s also took a fairly strict sta i
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Tader JOC’S brand name could not Cont'aln artlﬁC(lji_
oo flavors, preservatives, of genetically e e
Mgredients; Trader Joe’s €8S could e zorc?ts

M Cage.frce hens; and Trader Joe's 2irY P ﬁuci -

0 come from C’OWS that were not given artl

nce on is-

Case 1 Trader Joe's in 2018 C-1 9

that it would
from China
onitoring of

hormones, It also announced in 2007
discontinue stocking most products
due to concerns about inadequate m
food safety.

The carefully curated product line turned out to
have big economic advantages: Selling a narrower
selection of high-volume products helped to drive
down supply costs because each item was bough't
in higher volumes, enabling Trader Joe’s to negoti-
ate deep discounts. At the same time, managing a
narrower product line lowered inventory carrying
costs, and stocking only items that turned quickly
boosted sales per square foot. Trader Joe’s stores
sell roughly $1,750 per square foot—more than
double that of Whole Foods. As a result, many
analysts speculated that Trader Joe’s was sig-
nificantly more profitable than a typical grocery
retailer (actual profits were unknown as Trader
Joe’s was a privately held company and did not
share its income figures). {21004

P C1-2 LOGISTICS AND = =
MARKETING

Most Trader Joe’s store locations were leased, and
about two-thirds operated out of existing build-
ings rather than being newly built. The stores
ranged from 8,000-15,000 square feet, and were
typically opened in non-prime locations (though
its Manhattan stores were notable exceptions).
From its inception, Coulombe recognized that
the stores would fare better in communities that
had adventurous and educated people, and thus
he targeted college towns and other educated
communities. e

+ Rather than working with national or regixgna]
distributors, Trader Joe’s purchased directly from the
manufacturers, which then shipped their products
straight to Trader Joe’s distribution centers. This pro-
cess streamlined the distribution process and reduced
costs, but also limited where, and how fast, 'frader
Joe's was able to expand. For example, it took Tradef
Joe’s longer to enter states like Texas or Florida
(despite entreaties from customers in those locations
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who had become familiar with Trader Joe’s sto‘rCS)
because they were not easily accessible to its distribu-
tion centers. .

Trader Joe’s spends very little on advertising, 10~
stead relying on regional radio advertising, word of
mouth. and its newsletter, the “Fearless Flyer.” The
newsletter is customized by region and offers detailed
and witty write-ups of new products that emphasize
their authenticity and uniqueness.

P C1-3 UNIQUELY FRIENDLY
EMPLOYEES

A big part of Trader Joe’s strategy and brand image
is the friendliness of the experience in the stores.
Employees are encouraged to interact with cus-
tomers, getting to know the names of regulars, and
generating a fun and informal vibe. Instead of a PA
system, for example, Trader Joe’s uses bells where one
ding means another register should be opened, two
dings means there’s a question that needs answer-
ing, and three dings means a manager’s assistance is
needed. Store employees can work in any function in
the store, and all are expected to be knowledgeable
about the products and be able to make recommenda-
tions. If a customer asks a Trader Joe employee about
a product, the employee will typically enthusiastically
share their own experience with the product, will of-
ten accompany the customer to the location where the
product is shelved, and may open a package to offer
the customer a sample.

Management at Trader Joe’s believed that a big
part of why people shop in stores is not about the
food at all—it’s about interacting with people, shar-
ing a smile or a joke, and feeling welcomed. For this
reason, Trader Joe’s did not offer online ordering,
nor did management feel particularly threatened by
the growth of online grocery shopping. The Trader
Joe’s experience was distinctive enough, and fun
enough, management believed, that online shop-
ping was not direct competition. However, creating
this fun and friendly vibe in the stores had become
a growing challenge as the chain grew: how would
Trader Joe’s ensure that its distinctive rstore cul-
+ ture'of friendly interaction would be retained when

yees were being added to the chaj,
ting and reinforcing this culyy,
ader Joe’s management took

stores and emplo
uickly? Protec
(\llvas a challenge that Tr

seriously.

One of the ways Trader Joes attempted to pre.

loyee culture was through its P
Serl‘i/ziezhiNlelreI;pJo}; Coulombe founded Trader JOe’Sy,
E: deci;ied to pay full-time employees the median
California family income rather than the much lower
salaries typically offered to workers at convenience
and grocery Stores. Today, store’ managers a}nd full-
time crew members at Trader Joe's are still paid better
than typical store employees. According to Glassdoor,
a company that gathers pay and benefits 1gformation
from employees at over 300,000 companies, hourly
store employees at Trader Joe’s earned an average of
$13/hour in 2017, and store managers earned between
$52K and $106K. Trader Joe’s also contributes 15.4%
of employees’ gross income to tax-deferred retirement

accounts.

P C1-4 COMPETITION

 The traditional grocery retail industry was mature
and had very slim margins. Firms relied on, rapid
turnover and tight cost control, while also selling
premium items such as made-to-order sandwiches,

imported cheeses and cut flowers to bolster earn-
ings. Even strongly differentiated grocers like
Whole Foods had slim margins (see table below).
and industry leaders like Kroger and Albertson’s

had net margins of 1.55% and 4.00% respectively.

This meant there was little room for waste or error

in the grocery industry.

Though Trader Joe’s has a strong focus on value
and many customers were attracted to its stores ff
its low prices, its emphasis on gourmet and healthy
foods caused many people to view the store as %

ng more like Whole Foods than a discounter %lf‘l"ce;
10

like Costco or Wal-Mart, Being a lower-cost

Foods was a valuable and unique niche pOSinT:l.‘
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Ir;Iio}\lvever, there was growing risk that this par
tic ¢ would become more crowded as new 4
Ve grocers emerged. For example, one such

Petitor was Sprouts Farmers Market. In 2018. Sprguitlj
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1oble 1 Revenues and Net Profit Margin at Select US Grocery Retailers, 2017 ‘

Grocery Retailer

Kroger 122,662
Albertsons 59,924
Publix 34,837
HEB 23,939
Safeway 22,934
- Whole Foods 16,0310 k
Trader Joe's 13,300"
| 8,720

| Wegmans

the Southwestern states of the United States, but the
chain was growing fast. Its business model focused
heavily on fresh produce, sold at 20-30% discounts
to conventional competitors. Its low cost strat.egy
was simple: whereas conventional grocery stores piled
produce high in aesthetically attractive visual displays
that connoted abundance, Sprout Farmers Mares
used smaller “low displays.” These displays resulted
i.“ far less waste than the nearly 157 olipthdves
Stypically wasted in a grocery Store:

AmachIm’s $13.4 b%llion acquisition of Wt:i?ilf
Foods also presented a further new fhreatifss dls
. o0 to providing the convenience piWholeiog n
8loceries delivered to consumers’ doOrs, AmaZOS
450 promised to slash prices on staples 11k;;fge’
milk, fruit, beef, and pasta. On mary e b:at
00ds prices m’atched, or occasionally o rted
05¢ of Trader Joe’s. One research study reP°

| thag 5 n takeoveh
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Gross Revenues (Smillions)

*Dofa gathered from Hoovers and 10K reports. Sales for Trader Joe's are estimated by Supermarket News, acce

Net Profit Margin

ssed October 2, 2018.

P C1-5 REMARKABLY
SUCCESSFUL,
FAMOUSLY
SECRETIVE

In 2017, a survey conducted by Market Force
Information found that Trader Joe’s was ranked as
America’s third favorite supermarket chain, behind
Publix and Wegmans. Perhaps not coincidentally, this
was just two spots ahead of Aldji, its lesser known par-
ent. Both chains were praised for their courteous and
fast service, and their high quality private-label lines.
Trader Joe's success could also be observed in the
growth in the number of its stores and its estimated

unknown, however, just how much

revenues. It was
the company earned on those revenues. Was Trader

Joe’s proﬁtable? :
Trader Joe’s had always been privately held and

famously secretivq. It did not reveal iPs spurcing, and
made suppliers sign contracts forbidding them to
publicize their re,tlatlonshlp with "Ii'ader Joe’s. There

e 10 SIgnS with th«? company’s name or logo at
we AT ovia California headquarters, and manage-
::znt routinely denied requests for interviews from
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magazines and newspapers. Such secrecy made it hard
for competitors to know either what kinds of profits
Trader Joe’s earned or how it generated those prof-
its. Such secrecy also facilitated suppliers’ ability to
sell products for a lower cost to Trader Joe’s without
alienating their other retailers.

Remaining privately held, however, also came at a
price. By not franchising or accessing capital through
the stock market, Trader Joe’s forfeited opportu-
nities to grow faster. Some analysts expressed concern
that this left a lot of opportunity for competitors to
imitate Trader Joe’s business model and product strat-
egy and seize geographic regions that Trader Joe’s had
left unserved. This left many wondering: How much
more profitable was Trader Joe’s than other grocery
retailers? Should the company be growing faster? And

if it did, how could it ensure that its company i
and store culture were preserved?
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