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Large food retailers in Brazil can grow only by reaching out to its 130 million mass-market 
consumers.  
 
For years, major food retailers in Brazil have focused on serving the country's wealthiest 
consumers. This strategy has largely run its course. The three largest food retailers in the 
country still control only about 25 percent of the grocery market and are losing share, even 
after spending more than $2.5 billion on acquisitions since 2001. To keep growing, they will 
have to set their sights on a bigger target: 130 million mass-market consumers,( n1) who 
account for almost 70 percent of food consumption in Brazil. 
 
Serving these shoppers will be difficult. They expect an elusive combination of value, 
convenience, selection, and service because that is what they find at the country's many 
thousands of unregulated informal retailers, whose questionable business activities--including 
tax evasion and copyright infringement--allow them to set prices aggressively (see "Five 
priorities for Brazil's economy," in the current issue). How can major retailers compete? 
 
For starters, they can improve their understanding of the mass-market consumers they 
increasingly hope to serve. Recent McKinsey research (see sidebar "How half the world shops") 
sheds light on the shopping behavior and attitudes of Brazil's mass-market consumers and 
offers retailers indicates that these shoppers tend to make short, frequent trips by foot, so 
retailers should get closer to consumers, even if that means building smaller stores. Since 
consumers also crave a sense of choice, retailers should provide a range of options--good, 
better, and best--but not everything in between, as many currently do. And because mass-
market shoppers highly value in-store service, retailers need to invest more to provide it, 
perhaps using resources freed up by spending less on the stores themselves. Finally, retailers 
must rethink their promotional strategies; the ones they now employ often backfire with 
Brazil's value-conscious consumers. 
 
Redesigning formats, pricing, services, and promotions will help lure shoppers from informal 
retailers but won't fully level the playing field. To do that, Brazil's big retailers should focus on 
the country's regulators (see sidebar "Influencing the regulatory agenda"). Challenging as this 
task may seem, other Brazilian industries, such as brewing and ethanol, have succeeded in 
persuading the government to clamp down on informality. Brazil's retailers should follow that 
path. 
 
Cozy up to your customers  
On average, Brazil's mass-market consumers shop once a day. They shop frequently because 
they worry about freshness, income rarely arrives in the form of a regular paycheck, storage 
space is limited, and bargains appear and vanish daily. Since almost 70 percent of shoppers 
travel by foot, shopping is much easier when stores are nearby. As one Brazilian shopper 
explained, "Doce Lar [a neighborhood store] is about one kilometer [0.62 miles] from here, 
and it takes me about ten minutes to walk. Carrefour is five kilometers--it takes me about 50 
minutes, which is too far. I cannot get back carrying my bags." 
 
Even including the few households that own cars, nearly 80 percent of Brazilians traveled less 
than 15 minutes on their most recent shopping trip--about one kilometer by foot or five 
kilometers by car.( n2) These habits mean that a retailer can hope to attract households only 
within a radius of two or so kilometers (applying a weighted average). Even in an urban area 
as densely populated as Silo Paulo, that makes it challenging to attract the volume that big-
box formats need to be successful. 
 
Obviously, not all large stores are doomed. Some retailers have succeeded with creative 
strategies. Carrefour, for example, is experimenting with reimbursing shoppers for bus or taxi 
fares, and companies such as Atacadão, whose format combines wholesale and retail 
approaches, have succeeded by serving both small merchants and shoppers buying for home 
consumption. 



 
However, as large retailers continue to invest in serving mass-market shoppers, they will need 
to develop economically viable business models for smaller formats. We have already seen 
evidence that retailers have begun to do so; Carrefour has 230 stores in Brazil with the Dia 
format, and both Companhia Brasileira de Distribuição (CBD) and Wal-Mart Stores have 
recently announced plans to develop smaller formats (stores no larger than zoo square 
meters) to target the mass-market segment. 
 
Offer choice, not confusion  
Brazil's shoppers express a preference for smaller, more convenient stores. Yet upward of 70 
percent of all survey respondents (and the vast majority of focus group participants) also 
express a seemingly conflicting desire: to choose from a full range of products, including high-
end ones, whether or not they intend to purchase those products. 
 
In focus groups shoppers provided several explanations for this preference: the opportunity to 
treat themselves every now and then, a need to see a well-known branded product and use it 
as a reference price for the products that they would actually purchase, or the desire to 
impress neighbors--say, by purchasing Coca-Cola for a party instead of the local brand they 
drink every day. As one shopper explained, "I like to see the 25 reais brand of shampoo, not 
because I will buy it, but to dream a little." The challenge for retailers is to give mass-market 
shoppers a sense of choice, knowing that they often have no intention of purchasing the 
highest-end products and that the supply chain and inventory challenges associated with SKU 
proliferation can make it harder to serve the mass market economically. 
 
Comparisons between modern and local retailers suggest that the former have a thing or two 
to learn from the latter. In a survey across five categories--beer, cola, milk, salt, and 
vegetable oil--a local retailer offers an average of nearly 40 percent fewer SKUs than two 
major players do. In the pure-commodity categories such as salt and vegetable oil, one local 
player offers as few as one-fifth of the SKUs on sale at a large player's stores. The local 
retailer's price architecture also meets the consumers' need for choice while minimizing 
confusion by clearly differentiating among good, better, and best products by price, without 
offering a multitude of SKUs in between those quality levels. By allowing local retailers to 
purchase higher volumes from fewer suppliers, this approach increases the retailers' 
negotiating power and makes their supply chains less complex. 
 
Invest in "software," not "hardware"  
Compared with similar shoppers in China, India, and Russia, twice as many Brazilians have 
stopped going to a store as a result of poor service. Since shopping trips are the only 
opportunities that many consumers have to be served, they value customer service highly. 
Shoppers expect the human touch that they find at their neighborhood stores, where 
salespeople greet them warmly by name and extend credit without collateral or other 
formalities. 
 
Efficiency sometimes takes a backseat. Every Wednesday, for example, during a meat 
promotion at one local retail store, shoppers willingly--some, even gladly--wait in line for an 
hour or two for the friendly butcher who addresses them by name and cuts meat to order at a 
great price. This behavior is consistent with research showing that Brazil's shoppers are twice 
as likely as their counterparts in France and the United States to agree with the statement, 
"Shopping for food is enjoyable for me, not just a chore." 
 
The implication for retailers is that they should focus more on offering the right "software" 
(services such as bagging, counter service, and taste tests, as well as a sense of warmth and 
fun) than on the "hardware" (wide aisles, bright lighting, and specialty fixtures and flooring). 
This kind of software isn't cheap, and retailers will need to make choices based on regional or 
local preferences--for example, putting salespeople in either the meat department or the 
seafood department, but not both. Retailers must improve their ability to conceive, test, and 
rapidly revise their options to ensure that they invest solely in things that matter to shoppers. 
They can pay for the service they choose to provide by reducing their hardware costs through 
tactics such as using less expensive shelves, cold-storage units, and flooring. 



 
Promote smartly to avoid cherry-picking  
Brazil's consumers are extremely price conscious and seemingly addicted to promotions. On 
average, they remember the prices of twice as many products as do their peers in China, 
India, and Russia, and they check prices in a number of stores before buying. One interviewee 
described her shopping experience: "Many times I go to the supermarket only to check prices. 
Why? Because it's fun to know what's out there in the market." Other interviewees described 
staying in stores just to wait for announcements of on-the-spot promotions. 
 
Retailers encourage this kind of behavior by offering a great many promotions, thereby 
perpetuating a vicious cycle of "cherry-picking": retailers advertise discounts; shoppers scurry 
between stores buying items at the lowest available prices; retailers discount more products; 
shoppers return, again buying only the marked-down items in each store. In São Paulo's 
supermarkets, it's common to see shoppers carrying bags from a number of retailers. 
 
The result is that constant promotions do not convince consumers that prices are really low, a 
finding borne out beyond Brazil by McKinsey research( n3) in several other Latin American 
markets.( n4) In Brazil frequent promotions actually seem to fuel confusion among customers-
-and possibly distrust (exhibit). Almost 60 percent of shoppers there (three times as many as 
in France or the United States) agreed or strongly agreed with the statement, "Stores will 
cheat me if I don't pay careful attention." Moreover, Brazilians are twice as likely as shoppers 
in the world as a whole to believe that "Most of the time, food goes on promotion because 
something is wrong with it." Interviewees cited issues such as more than one price ticket for 
the same product--a common operational issue for retailers that constantly change their 
prices. 
 
Most retailers recognize that margins would rise if the number of promotions fell, but many 
rely on them and on trade spending to meet short-term sales targets and worry that stable 
prices would drive shoppers to retailers that continue to use this approach. Clarifying the role 
of promotions in each category can help a retailer to wean itself off them, not just in Brazil but 
also in any of the many markets around the world where retailers are wrestling with this 
problem. Stores should use promotions where they are most likely to increase consumption 
(for example, in categories such as snacks, where goods are purchased for immediate 
consumption) or to support their cross-selling efforts. Today retailers offer too many 
promotions in nonexpandable categories, such as toilet paper, merely driving shoppers to 
stock up--and dampening margins without raising sales in a sustainable way. 
 
Increased collaboration with consumer goods companies could also help retailers break the 
promotions cycle. Both parties should aim to replace today's "sell-in" dynamic--fierce monthly 
negotiations over how much the retailer will buy and what the consumer goods company will 
provide in return--with a "sell-out" dynamic rewarding the retailer for the number of cases sold 
to shoppers. That would encourage both parties to focus on one goal: developing an effective 
set of levers (such as product packaging, merchandising, and shelf placement) that could 
stimulate consumer purchases. (For more on tactics that consumer goods companies use to 
influence shoppers at the point of sale, see "Selling to 'mom-and-pop' stores in Latin America," 
in the current issue.) 
 
Large food retailers in Brazil face an uphill climb to win mass-market consumers away from the 
country's many thousands of informal stores that offer convenience, choice, and customer 
service at low prices. To compete against these formidable opponents, the large players will 
have to redesign their store formats, pricing, services, and promotions while collaborating to 
promote a level playing field for all retailers. 
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