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AND THEN THERE WERE 200*...
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We have spent the last few months revisiting
our study of the New Davids that was done
two years ago in light of the continued
escalation of the struggle in traditional retail.
Consumers are time and again choosing to
allocate more of their spend to experience
and in many cases, e-commerce driven
businesses provide just that: a more intimate
conversation, a compelling product, a close-
knit community and outstanding service. The
consumer is quick to change and so are the
Davids, nimble and agile without the stress
of years of battle and the weight of heavy
armor.
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Online sales are projected to nearly triple the
year-over-year growth rate for the entire retail industry in 2017,
according to the National Retail Federation. We believe a meaningful
share of this growth, aside from the more obvious players, is coming
from those brands that are founded and launched online as their
impetus for growth, the Davids. As more of the retail industry spend
shifts online, the Davids will only continue to erode share from the
majors.

Our second look at the Davids focuses on a curated selection of over
200 brands across five key categories: fashion, accessories, beauty,
wellness and home. By definition, our Davids were founded, launched
and nurtured online and our curation is centered on those which we
believe are ones to watch. The 200* are at varying stages of maturity
and scale, but on average, through anecdotal evidence, we believe they
are each generating an estimated $10 million in sales or $2 billion in
total. By driving their businesses online, the Davids are
disintermediating traditional retailers by selling products at what
effectively could be deemed wholesale prices (vs. full retail) direct to
consumer. By using a traditional wholesale/retail markup c. 2.2x, the
Davids are effectively taking more than double their volume out of
traditional retail channels, a cool $4 billion. They are small but mighty in
their numbers, and their fleet is only growing.

What sets the Davids apart? How is the little guy not only standing a
chance but poking devastating holes in the armor? While their products,
customers and strategies may vary, the Davids are thriving by
producing exceptional product, finding a need that is unmet, delivering
an experience, developing a direct relationship with the customer and
modernizing old retail practices and products. In short, the Davids are
winning with quality product, outstanding service and by bringing value
to the customer, all of which is communicated through simple, pointed
messaging and engagement. By launching online, the Davids develop a

direct relationship with the customer and can
make informed, data-driven decisions about their
businesses. In many cases, they've been able to
achieve meaningful scale in a short amount of
time without, at least initially, the added stress of
capex spent on brick and mortar growth or the
margin impact of a wholesale business.

The amplified benefit to this strategy is the
cultivation of a fervently loyal customer base,
a tribe of like-minded people which make up and
are bound by the brand itself. Consumers
have a more powerful voice than ever before
through social media and these brands
use their consumers to their advantage.
Rather than pushing the brand onto the
customer, they pull inspiration, feedback and
data from the customer and integrate it into the
brand itself. The Davids can swiftly move with
the tides of consumer sentiment.

While this is all well and good, the fact remains
that the cost of customer acquisition online is
high. Eventually, the Davids need to seek new
channels through which to reach customers and
drive engagement. Once they hit a certain scale,
many of the Davids expand to physical retail
where they deliver a fun, engaging shopping
experience based upon the strength and
knowledge of their direct customer relationships.
There is still a place and a need for physical retail
and the consumer craves the offline experience
too. The battle ensues. The Davids, once a small

fleet, have become a major force.
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