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Key Takeaways

» Companies have shifted from prioritizing price increases over maintaining sales volume to focusing
on regaining lost volumes through marketing efforts.

e This shift has led to increased marketing spend, benefiting large platforms with significant consumer
reach, known as "The Mad Metas."

e Companies are investing in Al capabilities, with future trends potentially including the "Big Data Bid"
for better Al inputs and the rise of "Kiosk Kings" to improve margins and address labor shortages.

Welcome to the second installment of our new blog series, “Navigating Earnings Season.” In this series, |
dive into the world of earnings reports from major companies, spanning giants like JP Morgan and Pepsi,
as well as niche players in various sectors. As the earnings season unfolds, these corporate outlooks
offer real-world insights that often contrast sharply with the uncertainty emanating from the Federal Open
Market Committee (FOMC).

Not long ago, price over volume—PoV—was rampant. Every earnings season was a sort of race for pricing
power and a lack of care for losing volume. And it spanned everything from toilet paper and soft drinks
to potato chips and candy. The commentaries on earnings calls were nearly identical, “We raised prices
by x, and only lost y in volume.” Critically, price increases were radically outpacing the losses in volumes.
Simply, it was good for business. After all, the revenue equation for the cohort is straight-forward: price
multiplied by volume = revenue.
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% Change,

Non-GAAP Organic Effective net
Net Revenue Year over Year % Change Measure' volume'™ pricing
Frito-Lay North America — % (4) 3
Quaker Foods North America ™' (18)% (17) (1
PepsiCo Beverages North America 1 % (3.5) 5
Latin America 2 % (3) ]
Europe 7% 2 5
Afnca, Middle East and South Asia 12 % I 11
Asia Pacific, Australia and New Zealand and China Region 1% — 1.5
rllﬂtﬂ] 4 a “ {3 ;l 5

Source: PepsiCo (emphasis added).

That calculus no longer applies. The pricing power of the post-Covid, post-Ukraine era is gone. Volumes
matter again.

The evolution of PoV should not be dismissed. While PoV was powerful and felt widely by U.S. consumers,
the other side of PoV is not so easily spotted. But the consequences could be as meaningful. Prices are

not going to “go back” to where they were in the pre-Covid era. That is important. The “P” in PoV is going
to be stable. The revenue equation is now reliant on the “V.” Getting to a positive “V” requires effort in the
form of marketing dollars.

We will further elevate and accelerate our productivity initiatives across our entire
organization. Additional productivity savings will primarily be utilized to support highly
disciplined commercial investments and amplified advertising and marketing aimed at

accelerating demand in certain areas of our business
Source: Pepsi.

And that makes for some oddities moving forward. There was a brief period when it looked as though
winners would be the those that aggressively raised prices themselves. The argument was along the lines
of “They raised prices, those prices will hold, volumes will slowly come back, input costs will normalize,
margins will expand, and that will flow to the bottom line.” Call it Price and Margin. That is not wrong. But
it is not the entire story either.
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Core gross margin expanded 120 basis points and core operating margin expanded 105
basis points versus the previous year, as we continued to deliver strong end-to-end

productivity initiatives, partially offset by planned business investments.
Source: Pepsi (emphasis added).

As it turns out, the winners from the death of PoV are a much larger swath of companies. The extra dollars
from the period of extraordinary pricing power are now required to earn back those lost volumes. Volumes
do not magically reappear. It takes “brand investment” which is earnings call speak for “marketing spend.”

The real evolution of PoV was not Price and Margin (PAM). It was Price and Marketing. That leads to an
entirely different set of winners—The Mad Metas. The giant platforms with reach and influence around
consumers. Those are the beneficiaries of the race to find volumes.

Taking a step back, The Mad Metas did not do well during the PoV era. There was no competition for
volumes, and therefore little need to invest in their brand. Raising prices and sacrificing volumes is not
something to plaster across social media. But, as PoV began to fade, their time arrived.

Within ad revenue, the online commerce vertical was the largest contributor to year-over-year growth,
followed by gaming and entertainment and media. On a user geography basis, ad revenue growth was
strongest in Rest of World and Europe at 40% and 33%, respectively. Asia Pacific grew 25% and Morth
America grew 22%. In Q1, the total number of ad impressions served across our services increased
20%, and the average price per ad increased 6%. Impression growth was mainly driven by Asia Pacific
and Rest of World. Pricing growth was driven by advertiser demand, which was partially offset by
strong impression growth, particularly from lower-monetizing regions and services.

Source: Meta Platforms (emphasis added).

The question that matters is “What comes next?” The Mad Metas are already pouring money into building
out their Al capabilities. That is already here. Could it be the “Big Data Bid” as companies search for ever
better inputs for their Al programs? Or the “Kiosk Kings” as labor becomes expensive or unavailable and
kiosks improve margins while alleviating chokepoints? Who knows. But the evolution of PoV to PAM to The
Mad Metas is not something to be ignored.
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