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Avoiding a Disastrous QSR Price War

A near 10% headline unemployment rate is well known. What is less well known is the
unemployment rate for the QSR target market (18 — 24 year old males). While not a perfect apples-to-
apples comparison in the below chart, we can see the impact of the great recession on America’s youth
(16 -24 year olds). So far during 2009, the unemployment rate for this demo has increased from 16%
during 1Q09 to 18%+ during 2Q and 3Q (with 17% representing an average for the first 3 quarters).
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Resultantly, it is not surprising that the QSR sector is feeling the brunt of this troublesome trend. Last
year we heard all about the casual trade-down to QSR which boosted fast food sales. But this year we
are hearing all about something that is subtracting from fast food sales - trade-out of QSR with some of
the bottom-end of the market no longer patronizing their favorite QSR eateries at all. This is entirely
understandable with an 18% unemployment rate — unemployed youth simply do not have a cash
cushion to continue eating out.

So what is a QSR player to do? We suggest that the first step is to accept this reality. Increased
discounting will not bring unemployed youth greater disposable income to spend at QSR eateries — end
of story. Rather, we believe increased discounting will simply bring an onset of fast food deflation as
one chain steals a part of a smaller sales pie from another chain (thus prompting another round of
discounting retaliation) while everyone’s premium customers trade-down to more appealing discount
offerings. In our opinion, it is better for all QSR players to simply accept the temporary loss of the
bottom-end of their business while holding the line on the margins of their higher-end business. We
understand this takes faith that the economy will eventually recover, patience to wait for the recovery
and a long-term approach to the fast food business even as some fast money investors scream. But
what is the alternative??
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For more information please contact us at (203) 405-1901 or info@ChainRestaurantData.com with
questions related to this report.

RR Clients
Includes major lenders, investors, major US restaurant chains, operators and industry consultants.
Please check www.ChainRestaurantData.com for a partial client list and customer testimonials.

More About Us

Restaurant Research LLC leverages an extensive network of industry players as part of its annual
Concept Benchmark Analysis due diligence process for 22 large US restaurant chains. Also, RR tracks
store level data for all major chains with system-wide sales in excess of $1B across all major restaurant
segments in order to produce 11 key Industry Data Topic reports.
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