Annual Review 2012-2013
Released February 2013

About the Retail Think Tank
Creation of the Retail Think Tank...
The Retail Think Tank (RTT) was conceived and created in 2006 by Helen Dickinson (former Head of Retail at KPMG LLP)
and Tim Denison of Ipsos Retail Performance (Ipsos) to provide an authoritative, credible and trusted window on
what is really happening in retail and to develop thought leadership on the key areas influencing the future
of retailing in the UK. The intended audience for the outputs of the RTT is primarily retailers as well as
anyone with an interest in all aspects of retail and retailing.

Who are we?
Nick Bubb (Retail Analyst)
Dr Tim Denison (Ipsos)
Helen Dickinson (Retired from RTT Oct 2012)
Martin Hayward (Founder of Hayward Strategy and Futures - Joined the RTT July 2012)
Richard Lowe (Barclays)
David McCorquodale (KPMG - Joined the RTT Oct 2012)
Vicky Redwood (Capital Economics)
Neil Saunders (Conlumino)
Mark Teale (CBRE)

What do we do?
Our primary objective is to give a balanced, considered and unbiased view of the true state of the health of the retail sector.
We aim to provide an authoritative, credible and trusted window on what is really happening in retail.

We assess the ‘Health’ of the UK retail sector

We write White Papers

• Traditionally it has proved incredibly difficult to get a true view
of the state of affairs with different sets of statistics due to:
- sheer volume of data; and
- large variation in how it is generated and then interpreted

• Thought leadership on the key areas influencing the future
of retailing in the UK
• Issued quarterly throughout the year
• Highlighting issues and investigating areas of topical
relevance to retailers

• Since inception, the RTT’s activity includes:
- a retrospective look at the past quarter

• The 2012 White Papers are included in this review and we
have previously covered topics including:

- looking ahead to the next three months
- taking into account the three key drivers of retail health:
Demand; Margins; and Costs
• The Retail Health Index (RHI) outputs provide analysis
and a visual snapshot of how health is changing on
a quarter-by-quarter basis covering the past six years

- the impact of inflation on retail health and strategy
- like for like sales and whether they are still a useful
measure of retail performance
- is weather just another excuse of retailers’ poor business
models and risk management?

Where to obtain further information?
www.retailthinktank.co.uk
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The state of retail health

The state of retail health
The Retail Health Index painted a picture

2012 began with the demise of some

of steady decline throughout 2012, falling

well-known High Street names such as

one point each quarter over the course

Blacks Leisure, Peacocks and La Senza.

of the year as the health of the sector

However, after the unprecedented levels

deteriorated. Retailers railed against

of promotions and discounts witnessed

the strong headwinds of depressed

in the final quarter of 2011, which had a

consumer spending and rising prices,

severely detrimental impact on profit

faced with the challenge of trying to

margins, most retailers realised this was

boost sales while protecting margins.

not a sustainable strategy and decided
to back the strength of their brands.
This change of tack was immediately
felt in 2012; January sales were better
planned and managed by retailers and
while there were promotions, they were
nowhere near as heavy as the deep cuts
seen in the previous year.
Demand for goods and services in the
first quarter of the year was also better
than forecast and margins were not as
badly hit. Retail sales were partly buoyed
by the build up to Easter and the sunniest
weather on record since 1929.
However challenges remained particularly
around costs and retailers contended with
an unexpected fuel crisis, higher energy
prices, as well as the need to continue
to invest in online and multi-channel
operations. Competition between retailers
to secure their share of the consumer
wallet remained fierce.
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Retail Health Index
2011/2012
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The Retail Health Index (RHI): How is it assessed?
Every quarter members of the RTT make quantitative assessments of the
impact on retail health of demand, margins and costs* for the quarter just
completed and a forecast of the quarter ahead. These scores are

* Glossary of terms

submitted individually and aggregated for the RTT’s quarterly meeting.

Demand
• Demand for retail goods
and services

The individual assessments are ultimately a combination of objective and
subjective ones, drawing upon a wide range of hard datasets and softer
qualitative material available to each member. The scores are aggregated
to form the RHI which is reviewed at that meeting and revised after debate
if members feel it appropriate. The RHI tracks quarter-on-quarter changes
in the health of the UK retail sector and as such provides a useful and
unique indicator of retail health. The index ‘base’ of 100 was set on 1 April
2006. Each quarter, it assesses whether the state of health has improved

• Primary historical indicators —
retail sales, volumes and prices
Gross Margin
• Sales less cost of sales
• Cost of sales includes product
purchase costs, associated
costs of duty and other indirect
taxes, discounts, markdowns
and shrinkage

or deteriorated since the previous quarter. An improvement will lead to a
higher RHI score than that recorded in the previous quarter, and deterioration
leads to a lower score. The larger the index movement, the more marked the
shift in the state of health. The RHI has two main benefits. Firstly, it aims to
quantify the knowledge of the RTT members in a systematic way. Secondly,
it assesses the overall state of health of the UK retail sector for which there is
no official data.
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Costs
• All other operational costs
including freight and logistics,
marketing, property and people

2013

As the first quarter of the year drew to

The stasis continued into the third quarter

a close, so did the good weather and a

of the year with demand remaining

rainy April hit fashion and food retailers

subdued. Retailers sought to boost sales

particularly hard. In the second quarter of

of clothing and footwear during the

the year the health of the sector declined

summer months by heavily discounting

further, as the poor state of the economy

stock. Food prices also came under

bit progressively harder and the outlook

pressure and price wars between the

remained bleak. The only upside was that

grocers, as they fought for market share,

the downward gradient was not as steep

caused their margins to deteriorate.

as seen during the second half of 2011,
begging the question whether the health

Although the Olympic Games injected a

of the sector was bottoming out. The

much needed feel good factor, they did

Retail Health Index dropped another

little to boost UK retailing overall.

point to 78 over the quarter.
Instead, a helping hand came by the
Summer events helped to bolster retail

arrival of the onset of autumnal weather

sales. The Queen’s Diamond Jubilee

in the last two weeks of September,

celebrations boosted food and drink

which stimulated demand for seasonal

sales, but the uplift was quickly washed

goods and clothing. Consumer

away as the country suffered from one of

confidence appeared to be finally moving

the wettest summers on record. However,

in the right direction, bolstered by the rise

without this events-driven impetus the

in employment in the UK and the official

whole quarter would have been extremely

end to the recession. There was a sense

subdued, with consumers seemingly

that perhaps consumers were beginning

bored by the standard High Street offer.

to feel more comfortable with the new
normal. The brief upturn proved to be

The fragile state of the economy and

more of a false dawn. It was increasingly

financial pressures on consumers proved

apparent that consumer confidence was

retailers’ biggest challenge in 2012.

being driven more by actual disposable

Demand from consumers was weak,

income than the country’s economic

partly due to uncertainty around security

indicators and spend remained firmly

of jobs (despite employment remaining

curtailed.

remarkably strong) and lack of
disposable incomes.

The RTT’s Retail Health Index dropped
one point to 77 over the quarter, the
seventh consecutive quarterly drop
registered by the Index.

4

The state of retail health

As retailers entered the last quarter

2012 was a year of constantly weak

of the year, sales volumes fell away and

demand and pressured margins, with

October and November were difficult

retailers working hard to wrestle their

months. The lacklustre sales showed that

share of the nation’s disposable income.

consumers were becoming more aware

2013 is predicted to be another tough

of retailers’ marketing and promotional

year for retailers, who continue to operate

activities, being inclined to buy goods

against a difficult economic backdrop of

earlier or later, dependent on the

low growth and continued austerity.

strategies they expected retailers

The RTT members believe that another

to employ.

year of low growth will see consumers
remain reluctant to part with their cash

This was especially true in December

and retailers will have to develop

when retailers and consumers once again

innovative initiatives in order to drive

engaged in a war of nerves, with

sales. The impact of the economy on

consumers waiting until the last possible

trading conditions and consumers’

moment to buy goods in the hope that

disposable income levels, combined with

retailers would hold pre Christmas sales.

the need to invest in multi-channel, will

This pushed Christmas spending into the

remain key challenges facing the retail

last two weeks of the month. Retailers

sector over the next 12 months.

went into the Christmas campaign with
expectations of only modest demand this
year and they were not to be disappointed.
Many consumers elected to take
advantage of the convenience of buying
their presents online. However, the added
costs of fulfilling online orders damaged
retailers’ overall profitability for this key
quarter.
Overall it proved to be a flat end to the
year and somewhat worse for retailers
than had been anticipated, exacerbated
by the ongoing low levels of demand.
The RTT’s Retail Health Index dropped
a point, to 76, four points below the start
of the year.
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Nick Bubb has been a leading retailing analyst for over 30 years. He retired from the
City last year, having worked at a number of different stockbroking firms and investment
banks (including Morgan Stanley, Société Générale and Arden), but he is still a well-known
commentator on UK retailing in the press and works as an independent retailing analyst
and consultant.

Nick Bubb,
Retail Analyst

Nick was rated No 1 in the ‘Institutional

Nick graduated from Christ Church,

Investor’ magazine 1988 poll of Stores

Oxford (MA in Philosophy, Politics and

Sector analysts. Nick has been ranked in

Economics). He is married, with two

Retail Week’s ‘Top 100’ list of the most

children, and lives in Richmond in Surrey,

influential people in retailing.

where he spends much of his spare time
gardening, reading and watching cricket
and horse-racing.

2012 was a “Food bad, Non-Food good” year: will 2013 see a change over?
2012 was a funny sort of year, with the economy bumping along the bottom and a series of high-profile High Street
casualties. But smartphones and tablet PC’s became the “must-have” gadgets for the consumer and in turn became
the devices that consumers increasingly used to order online, thus propelling astonishing growth for the best
multi-channel retailers, like John Lewis.
Recessions caused by banking collapses always take a painfully long time to come to an end and there is no real
sign of any recovery in the economy in 2013, with job insecurity still crippling consumer confidence. The Bank of
England is pressing the accelerator hard to the floor in terms of monetary policy easing and still the economy is not
responding. With the Government apparently unable to ease fiscal policy, “austerity Britain” will be with us for the
foreseeable future. Things are not going to get better and they may yet get worse, if and when interest rates have to
go up again.
Against this background, 2012 was a surprisingly difficult year for what should have been a defensive sector, namely
Food Retailing. Given Tesco’s sheer size, it was perhaps unavoidable that its well-documented problems would result
in the Food Retailers ending up as almost the worst performing sector in the entire stockmarket in 2012. But as Tesco
tried to play “catch-up” in the UK, investors also sensed that the industry was bedevilled with over-capacity and
the imbalance of supply and demand caused an unprecedented surge in voucher and coupon promotions. With the
“space race” unwinding, 2013 could be a happier year for the industry, as long as food price inflation is kept in check,
but with Tesco’s fight-back starting to put pressure on the competition, it will be interesting to see whether Sainsbury
and Waitrose can maintain their outperformance and whether Morrison’s can regain momentum.
By contrast, 2012 was a surprisingly good year for General Retailing, despite the obvious pressures on discretionary
spending, with many notable recovery situations (like Dixons) combining to drive the General Retailers forward into
being one of the best performing sectors in the entire stockmarket in 2012. And outside the quoted sector, John
Lewis has had a wonderful run, scooping up market share in Electricals through its range dominance and online
selling expertise. The success of John Lewis has owed a lot, in addition, to the explosive growth of the tablet PC
market, a 2012 phenomenon which is likely to continue to be a big feature in 2013.
For every “winner”, like John Lewis in Non-Food, there has been a “loser”, notably Comet, and although the overall
outcome in terms of LFL sales growth has been pretty flat, one can also see in the robust stockmarket performance
of the General Retail sector a sense that structural issues have been in better balance than in Food Retailing.
With capacity exiting several sub-sectors, and new shopping centre developments drying up, those retailers left
standing have been able to enjoy the insatiable boom in online shopping. Whether Marks & Spencer can make a
decisive move into the ranks of the “winners” is one of the great questions for 2013.
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Dr Tim Denison, BSc MSc PhD MCIM, is Director of Retail Intelligence at Ipsos Retail
Performance, the UK’s market leader in performance improvement systems for retailers.
He is also a regular commentator, broadcaster and conference speaker on retail matters,
particularly those related to behavioural issues.

Trained formally as a social scientist and

of Management, where he specialised

a marketer, Tim has worked for Ipsos

in retail and consumer branding issues,

Retail Performance (previously known

working on key research and policy

as Synovate) for 16 years. Before that

initiatives on behalf of organisations

he managed the Institute for Advanced

such as the European Commission,

Research in Marketing at Cranfield School

BP and Ford.

Dr Tim Denison,
Director of Retail Intelligence,
Ipsos Retail Performance

Embracing the “new normal”
The ‘bills and bling’ years of easy money, cheap imported goods and everyday excess are no more than a dust
trail in the rear-view mirror. Over the last couple of years, we have journeyed from an acceptance of the need
for austerity measures to a realisation that we don’t much care for them: they’re hard work and not a lot of fun.
The year ahead will take us on the next stage of our trip, bringing some sense of stabilisation after the slide and
acceptance of the terms of our “new normal” living.
In truth, we cannot expect too much to change in the economy in 2013. With inflation likely to persist between
2-3% and GDP unlikely to top 2% growth, any rise in wages will not improve consumer spending levels this year.
With householders now spending more of their weekly budget on transport than anything else (excluding mortgage
repayments), 2013 will be another year in which retailers will have to compete hard to earn their share
of discretionary spend.
What we can expect to change in 2013 are aspects of consumer sentiment and behaviour, as we become
accustomed to and acceptant of our new living standards. Over the coming year, we predict a heightened sense of
value, becoming increasingly responsible and considered in our actions, electing to buy more often to replace than
to supplement. 2013 will see sobriety supersede nervousness.
In similar vein, I expect retailers to find their feet and spawn new initiatives this year. Their success will be
dependent largely on what they make of it themselves. Perhaps most exciting of all will be to see how retailers
connect bricks, click and taps to create a truly omni-channel world. As conditions settle down and they overcome
their survival-state mentality, well-founded investment could knock cost-cutting off the top of the Board agenda
and breathe new life into down-trodden retail phrases such as ‘customer service’ and ‘the shopping experience’.
Ipsos Retail Performance forecasts that retail footfall levels will flat-line in 2013, after 7 years of decline.
We anticipate that this will be instigated by retailers, for example, sweating their assets harder in the omni-channel
environment, through the likes of extension of collect-at-store schemes, dynamic marketing and by making
store-based shopping more connected and convenient. We enter 2013 with a greater sense of excitement
than in either 2011 or 2012, hopeful that retailers and shoppers alike will feel at home and at ease in their
“new normal” skins.
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Martin is the founder of Hayward Strategy and Futures, providing strategic marketing
advice to the Loyalty, Retail, Insight, Financial Services, Telecoms, Media and Consumer
Goods industries.

Martin Hayward,
Founder,
Hayward Strategy and Futures

An acknowledged thought leader in

Prior to joining The Henley Centre, Martin

the future of customer data, insight,

was the founding Managing Director of

loyalty and marketing, Martin was

BBH Futures, the strategic consultancy

previously Director of Strategy and

arm of the Bartle Bogle Hegarty Advertising

Futures for dunnhumby, at the heart of

Group. He was also Head of the Marketing

the development of the innovative use of

Services Department for Mercury

detailed customer data for marketing and

Communications, during which time

communications.

Mercury was voted Brand of the Year.

His previous position was as Executive
Chairman of The Henley Centre, WPP’s
leading Strategic Marketing Consultancy.

Another year of rebalancing
Despite the growing impatience, and even resentment in some quarters, that the economy hasn’t yet fixed itself
and returned the glory days, a quick look at the fundamental indicators confirms that more than a decade’s worth of
irrational exuberance will take some years yet to correct.
There is nothing on the horizon that can accelerate the required rebalancing of the nation’s and household’s
finances, it really is one of those times when we have to accept that there are no magic bullets left in the central
banker’s guns.
For the UK, in addition to debt overhangs, housing remains a vastly distorting issue. Having thrown everything at
preventing a house price collapse, and looked at everything to ‘kick-start’ the market, again the reality persists that
house prices bear no relation to incomes and however good high house prices may look on paper, most of us don’t
move or trade down most of the time. With no real likelihood of house price inflation, the cost of moving creates
a huge barrier to market liquidity. It would be good if we could all down play the importance of house prices as an
indicator of our well-being and instead begin to reflect upon a broader spectrum of quality and wealth of life issues.
Many consumers don’t like the idea that their lifestyle isn’t as good as the one they managed to live for a few years
when debt was plentiful, and this delayed cognition of reality is again perhaps a barrier to the re-energisation of our
society.
For retail and other consumer driven markets the outlook therefore remains subdued. Wages will remain depressed
and benefits will lag inflation contributing to reduced demand. It will continue to be a daily battle for share of wallet,
and the consumer’s embrace of deals, offers, coupons, and cash-back will remain a key fixture within marketing
plans, although there may well also be opportunities for clear, no-nonsense pricing as the volume and complexity of
deals can lead to confusion.
There is a possibility that as our national fixation with housing begins to diminish, the luxury/treat end of the market
will do well as consumers begin to find other ways to enjoy their income rather than trading up the housing market.
Overall, we shall continue to discover which retailers really do understand their customers as the year progresses.
Despite the harsh economic environment, there is still plenty of consumer spend to fight for and most retailers will
survive intact, leaving those who don’t understand the evolving price, value and service equation to flounder.
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Richard Lowe has been a corporate banker for over 30 years, and has provided advisory
and specialist banking services to retailers and wholesalers in the UK and Ireland for the
past 14 years.

As Head of Retail and Wholesale at Barclays

Richard is a regular commentator in the

he and his dedicated London team of

national, regional and trade media on retail

relationship directors, together with the

trends and industry issues as well as retail

pan UK & Ireland relationship directors are

sales figures. Away from the office he is an

responsible for thousands of clients ranging

avid reader and when time allows he is also

from boutique fashion houses and high

a motor racing enthusiast. He is married with

street booksellers to department stores, all

two children and lives in Hertfordshire.

with turnovers in excess of £5m. Additionally,
retailers and wholesalers are offered access

Richard Lowe,
Head of Retail & Wholesale,
Barclays

to the products and expertise of the other
businesses in the Barclays Group including
the Investment Bank and the Wealth &
Investment Services division.

2013: expanding retail horizons
In his autumn statement the Chancellor of the Exchequer insisted that the UK was “healing” and, that while there
were no quick fixes, the economic recovery was making progress.
While there is still some work to be done on improving the macro-economic climate, I expect austerity and
uncertainty to remain the overwhelming influences on the retail sector into 2013 as the British economy continues
on its “zigzag” path to recovery.
One unwelcome spectre which will remain in 2013 will be inflation. Barclays economists are expecting inflation to
resume an upward path during the second half of the year. However, this is no reason for the high street to despair.
Despite the clear challenges which lie ahead we can also expect the economy to stabilise and begin to show the
tentative signs of a recovery next year.
The past five years have also been some of the toughest the sector has faced but, the retail sector has proved its
resilience during the downturn and survived, with a number of retailers flourishing in the face of adversity.
One trend which has re-emerged in 2012 and, which will continue to influence the sector next year, is the number
of retailers seeking out growth overseas in an effort to offset weaker domestic demand. The borderless retail
landscape created by e-commerce means that it is easier than ever before for retailers of all shapes and sizes to tap
into new markets. By adopting online strategies, retailers can test local appetite for brands and products without
having the associated overheads of opening physical stores. We have already seen big names including Hobbs
announce plans to launch local language websites in markets such as Germany and the Far East in 2013 and they
are not likely to be alone in their international ambitions.
Closer to home, I also expect to see the continued evolution of the British high street. Increasing numbers of
retailers will be using online and, in particular, click and collect, as a way of encouraging footfall even if the sales are
completed virtually on smart phones and tablets.
For all the above reasons, I continue to remain cautiously optimistic about the outlook for retail in 2013 and remain a
major supporter of the sector.

11

David McCorquodale is UK Head of Retail at KPMG and is responsible for leading and
developing the firm’s retail practice in the UK. An experienced M&A practitioner, he is
regularly quoted in the trade and national media on retail sales trends and other key
issues affecting the sector.

David McCorquodale,
UK Head of Retail,
KPMG LLP

David has been with KPMG since 1984

KPMG is an associate member of the

and is one of the founders of KPMG’s

British Retail Consortium (BRC) and

corporate finance business, advising listed

David works closely with the BRC in a

and private companies on divestitures,

number of areas including the analysis,

acquisitions and fund raisings. He also

sponsorship and administration of the

leads KPMG’s European retail transactions

BRC-KPMG Retail Sales Monitor.

and restructuring practice and has
advised on numerous high profile retail
transactions, including the sales of
Card Factory, Dreams, Peacocks,
Blacks Leisure and JJB Sports.

2013 will feel remarkably like 2012
Austerity Britain is here to stay. Whilst news that the recession has technically ended may be good, it will take
a while for consumers to feel secure enough to open their wallets and spend again. Therefore 2013 will feel
remarkably like 2012.
The lack of economic growth and shaky consumer confidence will result in yet another year of deferred
discretionary spend. Retailers selling big-ticket household goods will suffer as consumers freshen up their decor
by buying smaller items, like lamps or rugs rather than splashing out. In the same vein, in clothing, accessories will
continue to suffice rather than a new outfit. Value and convenience retailers will continue to perform well, serving a
cost-conscious and time-constrained consumer.
Keeping costs under control must remain a key focus for the sector. 2013 will bring increased overheads to retailers’
doors, including enhanced pension obligations and rising business rates, which they will be unable to pass on to a
consumer already reluctant to part with their cash. Investment will also be required to keep apace with technology
changes enabling multi-channel. These trading conditions will play greatly to the relationship between the retailers
and their financiers and an open dialogue between retailer, bank and credit insurer will be vital to survival. The other
focus will be on pricing policy and promotion management to ensure cash margin is not needlessly surrendered.
The revolution in the development of smart phone, mobile and tablet technology and multi channel retailing will
continue apace, assisted by the roll out of broadband across the UK. While this will drive online sales, it will also
increase the need to be transparent about pricing. Whereas consumers used to have to physically visit stores to
compare prices, now they can do it with a tap of their screen.
Seeking growth in higher growth economies will drive more internationalisation. The internet and the shrinking
global environment has meant retailers are going overseas earlier in their evolution. This brings its own challenges
but, done well, can reap great rewards.
2013 may feel like 2012 but what will not stand still are the technological developments making shopping different
and also making collective consumer opinion more vocal.
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Vicky Redwood is the chief UK economist at Capital Economics, specialising in the
consumer and retail sectors. Vicky examines the forces acting on consumer finances
and spending and assesses how likely economic developments will affect the various
sub-sectors of spending. She is frequently quoted in the press and appears regularly
on television and radio.

Vicky joined Capital Economics in 2003

working papers on household

from the Bank of England, where she

balance sheets and business failures.

was a UK economist specialising in the

Before working at the Bank, Vicky studied

UK corporate and household sectors.

Economics at Oxford and Warwick.

Vicky Redwood,
Chief UK Economist,
Capital Economics Ltd

She contributed to Bank of England
publications including the Financial
Stability Review, as well as writing

Falling real pay to prevent consumer recovery from taking hold in 2013
The economic backdrop is not looking that much better than this time last year. Accordingly, it is likely to be another
tough year for consumers, although a recovery in spending finally appears to be within sight.
The one big positive for consumers is the drop in inflation. Although the target CPI rate is still above the 2% target
– and will probably remain therefore a few months – this is a big improvement on the peak of over 5% seen back in
2011. So the squeeze on real pay has abated considerably.
However, real pay is still likely to fall further this year, with inflation continuing to outpace pay growth. And although
the Autumn Statement contained a few sweeteners for households – including cancelling the rise in fuel duty and
an extra increase in the personal tax allowance – a number of cuts already announced are still set to go ahead this
year. Together, these will knock 0.8% off households’ incomes in 2013. And public sector employment is likely to
fall further.
Meanwhile, the recent strong rates of private sector employment are unlikely to last if the economy slips into a
triple-dip, as is looking quite possible. It remains hard to see where any growth in the economy will come from.
Hopes were pinned on the export sector, but with the euro-zone economy now in a deepening recession, exporters
are unlikely to drive growth forward.
At least credit is likely to get easier to obtain. The Funding for Lending Scheme appears to be lowering banks’
funding costs and feeding through into falling new mortgage rates and rising numbers of mortgage approvals.
Households appear to be benefiting more than companies from the scheme. And the Bank of England will keep
official interest rates at ultra low levels. That said, with consumers likely to remain focused on paying back their
debt, appetite for new borrowing may remain weak.
2013 is therefore likely to be another tough year for consumers. But real pay should start to rise towards the end
of the year, setting the stage for a sustained recovery further ahead.
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Neil is Managing Director of Conlumino, a research agency specialising in retail and
consumer research. In this role he heads up client projects working with retail and
consumer related companies to help develop, evolve and implement business strategies.

Neil Saunders,
Managing Director,
Conlumino

Prior to Conlumino, Neil worked at Verdict

Before Verdict, Neil worked for the John

for over ten years where, before the

Lewis Partnership where he was involved,

company’s acquisition, he was a board

among other things, in the planning and

director with responsibility for Consulting,

relocation of new stores, the development

Corporate Development and Planning.

of the John Lewis website and the creation

Latterly, he was Consulting Director

of technical and information systems.

and responsible for all bespoke and

Neil serves as a non-executive director of

consulting projects.

the train operating company First Great
Western and is a Visiting Fellow at the
School of Management, University of Surrey.

Only in the darkness can you see the stars
When the recession first hit back in 2008 there was a sense that by 2013 things would probably be back to normal.
Well, with 2013 just around the corner this hope looks set to be firmly dashed.
As unfortunate as it might be, the balance of probability suggests that next year will simply serve up yet more of
the same: pressured consumers, low retail growth, higher retail costs and, consequently, even more retail casualties.
In truth, these characteristics are no longer exceptions; they are the new normal for retail and will probably be with
us for many years to come.
This is, of course, the inescapable backdrop against which all players will be operating. However, as true as it might
be, it is a macro level picture that hides a whole host of opportunities and positive areas for retail.
Foremost among these is the continued evolution of multi-channel. Although many retailers still have challenges in
‘right-sizing’ their store portfolios, online is now arguably less of a threat to physical stores than it has been for quite
some time. The best retailers in 2013 will be the ones who develop true multi-channel propositions, blending stores,
online and mobile – and, more specifically, thinking carefully about the role each route to market plays.
Technology is another area of real growth. This year has already seen exciting innovations around payment
technologies, augmented reality and personalisation. All of these things will continue to provide a boost in 2013 and
will help retailers to be more responsive to customers and, consequently, drive up things like conversion rates and
transaction values.
International is another important theme. Although many retailers have already made great strides with this, there
is now an increasing recognition that with the UK outlook unlikely to improve any time soon, it is perhaps prudent
to at least take a look overseas for new streams of revenue. Although getting overseas right is a challenge, it is a
challenge that many more retailers will start to take on.
So, there are lots of things to look forward to as well as quite a number to fear. The cold, hard truth is that not
all retailers will survive 2013. There is simply too little growth and too many mouths to feed for this to happen.
The ones that do manage to remain standing will be those who focus on the growth opportunities rather than
worrying too much about the big picture.
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Prospects for 2013: Views of members

Mark Teale joined CBRE (Hillier Parker) in 1986. Initially setting up a retail project
consultancy team, Mark was appointed Head of Retail Research in 1989. Mark’s research
team specialises in retail property related consumer market research and forecasting
but covers all aspects of retail research including information development for market
analysis systems, shopping development viability studies, store location analysis
and benchmarking.

Mark was responsible for establishing the

for locational analysis purposes and

industry’s first shopping centre trading

by property/planning organisations for

audits for rent review purposes. Mark

impact forecasting.

also pioneered The National Survey
of Local Shopping Patterns (NSLSP)

Mark is now primarily concerned

survey, the largest continuous household

with the development of local forecasting

survey programme of shopping

and benchmarking applications

destination preferences undertaken in

and related retail property market

the retail industry. The NSLSP survey

measurement applications.

Mark Teale,
Head of Retail Research,
CBRE

is widely used by leading store groups

More of the same
At the time of writing, 2013 is shaping up to deliver more of the same in retail property markets. At the top-end
luxury retailing is booming. Discounting is booming too. It is the High Street middle that is being squeezed.
Chain expansion activity, the key property demand driver, is exceptionally sluggish and will remain so until the
credit crisis eases. Chain branch openings are now barely exceeding closures. A significant upturn in expansion
activity is not on the cards in 2013.
Speculative development activity is meanwhile at a record low. With little new space coming on stream, primary
shortages are becoming more and more acute. The dearth of speculative development has left large store
expansion plans in tatters. In Central London, the most sought after location in the shop space stakes, prime rents
have rocketed. Premiums have returned with a vengeance too. It is not driven by domestic money though.
And outside London, in domestic markets, the picture is very different.
Rental growth, due to primary supply shortages, is beginning to ripple out of southern markets but for the most part
only to City regionals and the big out-of-town regional centres. At the same time the country is littered with small
shops that are no longer viable for mass market retailing purposes. In many secondary markets, rents continue to
weaken as a result. The Government’s decision to delay the rating revaluation has made things a lot worse. Retailers
in the north are now, in effect, subsidising the rate bills of those in London and the south. But overriding everything
else, we are witnessing a classic recessionary flight to prime by investors and retailers. There are nuances though.
High Streets continue to be pockmarked by vacancies, not because of recession or because of the Internet, or
indeed because of the continuing trickle of retailer administrations, but simply because the long-run retrenchment
of chain operators into larger markets is rendering more and more of the small-scale High Street shopping stock
obsolete. So what is going to happen in 2013? Chain operators will continue to retrench into larger markets,
further weakening small High Streets. Chain expansion activity, and rental growth, will continue to remain sluggish,
suppressing development activity. Grocery operators will continue to take advantage of the absence of speculative
developers to secure more space. Demand for Central London shops will remain exceptionally strong. And the
inexorable growth of discounters (particularly Pound shops) will continue apace.
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three
White papers

Part I
Executive Summary

The impact of
the Games
on UK retail

Introduction
This year the UK will host the Olympic
Games for the first time since 1948.
High expectations have been placed
on the impact such a world class event
may have on the UK’s beleaguered
retail sector.

May 2012

Many hope that the London 2012 Olympic
Games and Paralympic Games will create
a “feel good” factor that will encourage
domestic and international consumers
to buy more and boost the sector’s
fortunes.“There is nothing like a national
event to bolster British spirits and inject
some celebration-based momentum
into retail spending,” says Tim Denison,
Director of Retail Intelligence at Ipsos.

• Food, drink and sportswear will be the primary
beneficiaries but luxury and independents will
lose out
• The ability for retailers to capitalise is
limited as innovation will be restricted by tight
trademark laws on association with the Games
• One of the most important opportunities will be
the ability to use the Games as a shop window to
showcase British brands to a global audience

The KPMG/Ipsos Retail Think Tank (‘the
RTT’) met in April to discuss what the
impact of the Games will be on UK retail,
identify the challenges and opportunities
for retailers, and to predict who will
benefit most.

• A mini boost to spending will not be enough to
improve the health of the sector

18

The impact of the Games on UK retail

Not the saviour for retail health

Tourists – here to spend?

Winners and losers

The Games could bring a much needed
boost to consumer confidence. Retailers
hope that increased confidence will prompt
a pickup in spending by UK residents,
especially those who choose to staycation
in the UK instead of holidaying abroad.
Vicky Redwood, Chief UK Economist at
Capital Economics says: “If the Games
create a “feel good” factor, which boosts
confidence, it may make consumers more
willing to increase overall spending (perhaps
by borrowing more or saving less).However,
sadly this will only be small in overall UK
retail terms and short lived.”

The type and number of tourists who
will visit the UK during the Games, how
much money they will spend and what
they will spend it on are also all unknown
factors.Visit Britain predicts that as many
people will be put off visiting the UK as
will be attracted by the Games, which
means whilst overall there will be a similar
number of visitors, they will have a very
different spending profile.

The food and drink and sportswear
sectors will be the primary beneficiaries of
the Olympic effect. The “feel good” factor
will boost food and drink sales as people
entertain, and celebrate watching the
Games at home.

Analysts have attempted to gauge the
impact that the Games will have on the
health of the retail sector. The estimates for
a potential uplift in retail sales vary widely,
from not much to up to £260m. However,
whilst this upper figure sounds spectacular
it actually represents around 0.1% of total
annual UK retail sales, and is not enough of
a boost to improve the health of the sector,
which is now in a worse state than in the
depths of the financial crisis.

Retailers who understand the “Olympics
consumer” and target them with the right
products at the right price will benefit most.
“It’s clear that the Games will bring
a different consumer to London this
summer who will be making a large
number of low value purchases
throughout the event. In preparation for
this the sector has been working hard to
ensure they have the right product mix
and pricing to appeal to this new breed,”
says Richard Lowe, Head of Retail and
Wholesale at Barclays.

Furthermore, much of the benefit of
any increase in sales will be lost due to
increased costs. Helen Dickinson, UK Head
of Retail at KPMG explains: “The uplift
in sales that retailers may achieve will be
eroded by the cost implications of having to
fund more staff, more deliveries and longer
working hours during the Games.”
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International food and drink brands
already known to tourists will also see
an uplift in sales according to Richard
Lowe of Barclays: “A good percentage of
tourists’ budgets will go on food and drink
whilst they’re at the Games. International
brands known to them will particularly
benefit, because they will be happy to buy
food and drink that they know and like.”
Restaurants, theatres and the wider
leisure market in London will also see
increased activity as tourists make the
most of their stay by sampling the evening
life that the city has to offer.
Some sports retailers will benefit from
those inspired to take up new sports and
invest in new equipment after watching
the world’s leading athletes compete.

“London is very different to other cities that have hosted the
Olympics. We attract lots of international retail tourist traffic,
and that’s very different to Sydney and Beijing.This high spend
consumer may be deterred from making a trip to London and
instead the capital will be filled with sports tourists who will not
spend the same amount.”

Olympics. We attract lots of international
retail tourist traffic, and that’s very different
to Sydney and Beijing. This high spend
consumer may be deterred from making a
trip to London and instead the capital will
be filled with sports tourists who will not
spend the same amount.”

Size matters in the battle for
the Olympic pound

Tim Denison, Ipsos

It has been mooted by some analysts that
sales of televisions may rise, but this is
unlikely. Retail analyst Nick Bubb says:
“Usually TV sales are boosted by a big
spectator event like the Olympics, but TV
sales in the London market at least have
already been boosted in recent months by
the approach of the ‘Digital Switch Over’
in April...and people clearly won’t buy a
new TV twice.”
The RTT believe the anticipated surge
to buy televisions has been over hyped.
“There is a strange view that the good
consumers of the UK will rush out to
buy new televisions so they might see
something like synchronised swimming in
all the glory of 3D,” says Neil Saunders,
Managing Director of Conlumino. “It could
happen at the margins, of course, but
weak television sales are driven by a lack
of innovation in the market and financial
pressures – two things even the magic of
the Games can’t change.”

Luxury market will be the
poor cousin
The RTT believes that the luxury goods
market will be among the losers of the
Games as overseas wealthy shoppers
are deterred from potential trips to the
capital by potential congestion and high
accommodation prices. Tim Denison
of Ipsos said: “London is very different
to other cities that have hosted the
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Smaller independent retailers are also
predicted to be amongst the losers as
tourists choose to spend money with
large international brands known to them,
or with retailers who have an official
connection to the Games.

Location, location, location
With the majority of events based in London
and the South East, it is clear to the RTT
that retail sales gains will subsequently be
concentrated in the capital.
Westfield Stratford is predicted to be a major
beneficiary of the Games, with 70 per cent
of the 500,000 spectators expected to pass
through the centre on their way to the events.
“The opportunities for retailers are going
to be limited by geography,” says Richard
Lowe at Barclays. “If you’re a retailer in
Stratford you will benefit from time poor
tourists looking to buy food and souvenirs in
the immediate area, but elsewhere in the UK
the Olympic effect will be limited. The only
retailers to benefit in the wider UK will be
those selling official merchandise and those
sports retailers who manage to capitalise
on the renewed vigour for certain sports
instigated by the Games.”
Neil Saunders of Conlumino adds: “The idea
that Grimsby high street will see an uplift in
sales because someone is throwing a javelin
down in London is nought but pure fantasy.”
As the overall numbers of tourists visiting the
UK will remain the same, the concentration
of tourists within London will be higher than

The impact of the Games on UK retail

normal. This will mean that retailers in the
rest of the UK will actually miss out on both
foreign and domestic tourists who choose
London as their holiday destination this year.

on infrastructure will make managing
deliveries of goods to central London
stores difficult. Retailers will need to
meet heightened demand at a time when
the capital’s infrastructure has in fact

Prime stock at the lowest level
in a generation

deteriorated.
“Retailers in London need to plan carefully

The retail property market in central London

so staff and goods can get to stores on

is buzzing: not because of the pending

time and safely,” says Helen Dickinson of

London Games, but because of the

KPMG. “The relaxation of the night time

substantial uplift in tourist spending that

delivery restrictions is helpful but does not

has protected the Capital’s shopping from

compensate for the logistical challenges

the worst of the downturn. A scrabble over

associated with ensuring stock availability

prime retail pitches has ensued, largely

levels are up to scratch – a particular

driven by luxury goods players. Rents and

challenge for the supermarkets which

premiums have surged accordingly. Mark

normally have many deliveries each day,

Teale, Head of Retail Research at CBRE

each within carefully pre-defined timeslots.

says the availability of prime large unit stock

If retailers do not address these issues

in the West End’s main shopping pitches is

they could be unable to capitalise on any

now at the lowest level in a generation. Any

increase in demand that the events will

Olympics boost will not have much impact

bring.”

on underlying property demand trends:
any spending uplift will be too partial/

Retailers must also consider how their

short-lived. The relaxation of domestic

online channel will be impacted. Problems

Sunday Trading regulations is likely to prove

with supply and distribution may mean

of more import, particularly if the trial ushers

they are unable to meet their usual

in a permanent change.

promises in terms of delivery time slots
or duration and this will have a knock-on

“Overseas retailers, aspiring to build

effect on customer service needs.

international awareness and brand
strength, are rushing to secure prime
sites in London, most noticeably in
Regent Street and Bond Street,” says Tim
Denison of Ipsos. “Conscious of the same
opportunity, some of the best of British are
intent on refreshing their showcase stores.
John Lewis has invested another £8 million
into its Oxford Street branch soon after its
last makeover and Burberry is due to open

Neil Saunders of Conlumino believes that
lifting the restrictions would be helpful for
areas like Stratford, but would not make
a difference to UK retailers as a whole.
However, longer hours on a permanent
basis would give consumers the flexibility
to choose when they shopped.
Mark Teale of CBRE says London in
particular would benefit from longer
Sunday trading hours because of its
specialist shopping offer: it will allow
tourists – domestic and foreign - to enjoy
a longer weekend shopping period in the
capital. A bit like multi-channel retailing,
it is essentially a customer convenience:
some retailers will benefit, others won’t.
Tim Denison of Ipsos warns that longer
hours will simply equal higher costs:
“When opening hours were extended on
a Thursday evening there wasn’t greater
demand but instead retailers faced higher
costs from longer hours. Footfall remained
the same and the additional hours didn’t
find a new tranche of customers seeking
to shop at a different time.”
Richard Lowe of Barclays adds: “If
consumer demand is under pressure
why would retailers want to open for
longer hours? Cost is a real concern.

...and stranded staff lead to
workforce shortages
The impact of the Games could create
staffing shortages if an overloaded public
transport system means that employees
are unable to get to work. Retailers will
need to consider this possibility and have
contingency plans in place to deal with a
sudden staff shortage.

its London flagship store in Regent Street
ahead of the Games.”

The Sunday Trading conundrum

Chaos on the road could result
in empty shelves

The impact that Sunday trading will have
on retailers is much debated, and the
RTT were divided in their opinions.

However, a central location will not only
bring advantages. Increased pressure
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“The idea that Grimsby high street
will see an uplift in sales because
someone is throwing a javelin down in
London is nought but pure fantasy.”

Neil Saunders, Conlumino

“When opening hours were extended on a Thursday
evening there wasn’t greater demand but instead
retailers faced higher costs from longer hours.
Footfall remained the same and the additional hours
didn’t find a new tranche of customers seeking to
shop at a different time.”

Tim Denison, Ipsos

There is the possibility that you could
increase your costs and demand still
wouldn’t be there.”
The perceived benefits will also only apply
to retailers with floor space of more than
3,000 sq ft who are currently restricted to
trading to six hours on a Sunday. Helen
Dickinson of KPMG says: “Any sales uplift
will be quickly eroded through higher
overheads – and smaller independent
retailers will lose out. Now isn’t the time
to add that challenge to the long list that
retailers are already facing.”

The trademark challenge
Retailers must be very cautious in their
promotional activity, and be careful not
to unwittingly create an association
between their brand and the Games.
Many are wisely seeking legal advice
to avoid a writ through infringing on the
many trademarked words, icons and
activity. Unfortunately this leaves limited
opportunity to be innovative. Clever
retailers will stock official merchandise to
help drive footfall.
For those sponsoring the Games, the
pressure is on to properly leverage
the opportunity. Retailers who are
officially linked to the Games have a real
competitive advantage provided they
capitalise on it effectively.
“There will be substitution effects that
can often get overlooked. The money

spent on Olympics-related sports and gift
merchandise will be money not spent on
other goods: consumer budgets are still
tight in austerity Britain,” says Nick Bubb.

Opportunity knocks
The Games will create a number of long
term opportunities for the retail industry.
Retailers can use the global profile on
offer to help them expand internationally.
Indeed, the RTT believes that one of
the most important opportunities will be
the ability to use the Games as a shop
window to showcase British brands
to a global audience. Richard Lowe
at Barclays explains: “For the bigger
brands it doesn’t matter if tourists shop
in their shops or not. It’s about building
awareness of the brand.”
The Games will leave a lasting legacy that
has changed the landscape for retailers in
the East of London. Not only has the area
from Stratford to the East been invested
in, the Games have also spurred retailers
to make investments in the millions that
they might not have otherwise and seen
them revamp their flagship stores in
preparation for the visitors.

Conclusion
The opportunity to host a prestigious
world class event and showcase the best
of British talent is one to be welcomed
and will create a much needed “feel good
factor” and provide a short term mini
boost to consumer spending.
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However, the RTT believes that the ability
for retailers to capitalise on the Games
is limited. For those not officially
associated with the Games and outside
the immediate Games location, it has
created more obstacles than opportunities.
“Overall there will be plenty of hype, a
short term blip of benefit (for which there
will be many sources of conflicting data
as to its magnitude) and a plethora of
retailers using the Games as part of their
good news story or bad news story
depending on whether they ended up
in the winners or the losers camp,”
concludes Helen Dickinson of KPMG.
Neil Saunders of Conlumino adds:
“The direct financial benefits are likely
to be few. The indirect ones are more
numerous but they will accrue over a
longer time-frame and will need much
more effort to capitalise on. The Games
itself will surely be a great success, but
the idea it will kick off a mini retail boom
most certainly needs to be shown the
red card.”
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Part II: In detail
Individual views of the RTT members
Helen Dickinson, UK Head of Retail
at KPMG:
There are many sources of estimates
for the uplift in retail sales expected as a
result of the Games, which vary from not
much up to £260m. This top end estimate
sounds spectacular but it represents less
that 0.1% of UK retail sales so it’s hardly
going to fundamentally impact the health of
UK retail. However, there is no doubt that
there will be winners and losers, so there’s
everything to play for as retailers strive to

In London, there will be major challenges
to overcome. Retailers need to plan

Mark Teale, Head of Retail
Research at CBRE:

carefully so staff and goods can get to
stores on time and safely. The relaxation of
the night time delivery restrictions is helpful
but does not compensate for the logistical
challenges associated with ensuring stock
availability levels are up to scratch – a
particular challenge for the supermarkets
which normally have many deliveries each
day each within carefully pre-defined

Retail property markets in Central
London continue to perform exceptionally
strongly, buoyed by spending from
overseas visitors. Luxury markets in
particular are thriving. The availability
of prime large unit stock in the West
End’s main shopping pitches is at the
lowest level in a generation. Rents, and
premiums, have soared despite the

timeslots.

impact of two Westfield centres and

take advantage of the feel good factor the

Across the UK, the key for retailers will be

the disruption caused by the Crossrail

Games will generate.

to look for opportunities to boost footfall

project. London is buzzing.

Obviously from a geographical perspective
those benefitting the most will be retailers
in London, particularly around the West
End, Stratford, and other venue locations
in the capital and the South East. On a
sector basis, the impact is more difficult to
call, but I expect food (as people celebrate
and entertain), sports and nutrition related
merchandise to do better than the average.
The Chancellor’s decision to try to boost
the sector by suspending restrictions on
opening hours for retailers for the two
month Games period will only benefit those
with floor space of more than 3,000 sq
ft who are currently restricted to trading
to six hours on a Sunday. But for these
businesses the ability to trade for longer
also brings increased overheads and
staffing issues and so any sales uplift will be

and spending in their local market. Liaison
with local councils and communities to
remove parking restrictions, organise traffic
free events and relax limitations on pop up
shop restrictions could all be worthwhile.
Linking merchandise and promotional
activity too closely with the Games is a
murky area with very tight restrictions on
association with the events other than by
official sponsors or the competitors – so
something for retailers to be wary of.

Will the Olympics have a big
supplementary impact? In isolation,
probably not: visitor numbers will increase
but it is thought that large numbers of
high spending shopping visitors from
overseas (and many domestic shoppers)
will deliberately avoid London during
the Olympics because of the expected
congestion and inflated accommodation
costs. Hotels and catering will do well
of course. The wild card however is the

Overall there will be plenty of hype, a short

temporary relaxation of Sunday trading.

term blip of benefit (for which there will

I suspect that the latter, particularly if the

be many sources of conflicting data as to

weather is good, will lift domestic trade

its magnitude) and a plethora of retailers

as, despite holiday related visitor number

using the Games as part of the their good

reductions, Central London will still get a

news story or bad news story depending

very significant day-tourist boost during

on whether they ended up in the winners

the Olympics, largely weekend-focused.

or the losers camp.

quickly eroded though higher costs – and
smaller independent retailers will lose out.
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Because of its specialist shopping
attraction, Central London would
be expected to gain far more from a
relaxation of Sunday trading regulations
that provincial trading locations generally
(other than the major regionals). When

Richard Lowe, Head of Retail &
Wholesale at Barclays:
There will be winners and losers at this

What is unclear is the effect the Games

summer’s Olympic Games, on the high

will have on the luxury end of the market.

street as well as the track.

London typically enjoys an influx of
wealthy consumers looking to escape the

annual sales in London are finally tallied,

One of the clear winners will be Westfield

I suspect however that any upward blip

Stratford, with 70 per cent of the 500,000

in retail spending caused by the Olympic

spectators expected to pass through

jamboree will prove to be quite minor

the shopping centre on their way to

though some individual retailers in London

the Olympic park. The Olympics will

will doubtless report large jumps in trading

also provide a genuine opportunity for

over the period, giving the impression of

retailers to showcase their brands to an

The other question which will not be

a widespread upturn in spending. Central

international audience. Historically such

answered until long after the Games are

London located John Lewis and Marks &

brand exposure, while positive, only

over and the last gold medal has been

Spencer stores – not niche specialists –

benefitted the bottom lines of a handful

won, is the impact on the retail sector

will be the real bellwether.

of global retailers with international

across the rest of the UK. While there

footprints. However, the phenomenal

are events happening up and down the

growth of the internet means that London

country, the majority are in London.

2012 will provide a real opportunity for

The expectation is that retail sales gains

retailers to appeal to new groups of

will be mainly concentrated on London

consumers who will not only be able

and with those retailers which are directly

to buy into British brands during the

linked to the Games.

In many ways, the Sunday trading issue
is more interesting. Like multi-channel
retailing, extending shopping hours is
essentially a customer convenience. And
like multi-channel, it is the retail sector
– not the consumer – that will pick up
the cost. A further relaxation of Sunday
trading legislation will provide additional

Olympics but, continue to buy into these
brands once they’re home.

heat of the Middle East and other warmer
climes during the months of July and
August. Only time will tell whether they
choose to spend the summer in other
parts of Europe instead.

Overall, I would, therefore, expect retail
sales to remain flat with a potential for

profit contributions for some retailers;

What is also clear is that the Games will

upside during the Olympics. Let the

others will lose out. Overall, from a sector

bring a different consumer to London

Games begin.

perspective, it might appear a zero sum

this summer – the Olympic consumer

game (as much multi-channel investment

– who will be making a large number

will prove), but that does not mean it is

of low-value purchases throughout the

an investment that retailers can avoid.

event. In preparation for this, the sector

Regulatory controls – like planning and

has been working hard to ensure they

trading time restrictions – always inhibit

have the right product mix and pricing to

competition at some level and inhibiting

appeal to this new breed.

competition is ultimately bad news for
retailers and consumers alike.
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Vicky Redwood, Chief UK
Economist at Capital Economics:

out – meaning less money left over for

The temporary relaxation of Sunday

spending on the high street.

trading hours will shore up rather than

It is assumed that the Olympics will

Of course, if the Olympics create

be a big boon for the retail sector.

a “feel-good” factor, which boosts

And certainly many stores will benefit.

confidence, it may make consumers

However, the boost to the overall retail
sector might not be that big. For a start,
the rise in the number of international
tourists to the UK might not be very large.

more willing to increase their overall
spending (perhaps by borrowing more or
saving less). But even this would be only
short-lived.

boost sales and the time stretch will
increase costs. The most obvious
winners geographically will be around the
Games venues themselves, particularly
Westfield Stratford, where 7 million
people will funnel through the mall and
into the stadium. London stores, generally
though, will hope that the influx of tourists

Visit Britain has suggested that as many

So the effects on overall retail spending

will more than compensate for the daily

people will be put off visiting the UK

are unlikely to be huge. The main effects

constraints that the Olympics puts on the

during the Olympics as will be attracted

on the retail sector may therefore be in

transport network and the imposition of

by the Games.

re-distributing current spend between

the delivery curfew from 6am to midnight.

Even if the Games did attract the 500,000
extra visitors that previous Olympics have
supposedly drawn, an extra 0.5m tourists
spending £1,000 each would generate

stores and locations.

Tim Denison, Director of Retail
Intelligence at Ipsos:

Any Games uplift in sales will be
short-lived. The legacy for British retailing
though will be longer lasting, structural
and far more significant. Overseas

£0.5bn in revenues. This is equivalent

With consumers remaining downbeat

retailers, aspiring to build international

to only 0.1% of total annual consumer

about the state of the economy and their

awareness and brand strength, are

spending. Admittedly, that boost will be

own spending ability, the London Olympics

rushing to secure prime sites in London,

concentrated in London, and will therefore

cannot come soon enough. As we saw

most noticeably in Regent Street and

be bigger relative to London’s economy.

last year with the royal wedding, and

Bond Street.

Of course, as well as extra spending by
overseas tourists, the Olympics may
prompt a pick-up in spending by UK
residents. Some will choose to staycation
in the UK instead of holidaying abroad.

we’ll see again in June’s Diamond Jubilee
celebrations, there is nothing like a national
event to bolster British spirits and inject
some celebration-based momentum into
retail spending.

Conscious of the same opportunity,
some of the best of British are intent on
refreshing their showcase stores. John
Lewis has sunk another £8 million into its
Oxford Street branch soon after its last

And the Games may prompt an increase

We expect to see a 4% increase in UK

makeover and Burberry is due to open its

in spending on associated merchandise,

retail footfall over the course of the

London flagship store in Regent Street

or on food and drink to consume while

7 weeks of competition, which may well

ahead of the Games. The event is a rare

watching the Games.

tip the year-on-year figure back into the

opportunity for British brands to gain

black. Counter intuitively, the growth

exposure and build a brand presence

will be attributable as much to a rise in

with the world’s most affluent newcomers

domestic traffic as tourists, since visitor

from the BRIC countries. It is therefore

numbers are expected to remain on a

the luxury and British fashion brands that

par with 2011 (30.7 million), though their

will see the most sustained benefits from

profile will be different this year to last.

London hosting the Olympics. Beyond

So we cannot expect to see demand and

individual retailers, the final mark will be

retail sales jump purely on the back of the

on the shaping of the London landscape

Olympians and their followers flooding

itself. Retail investment is now extending

into town.

from Stratford eastwards.

Domestic growth will come in the food

So the message is simple: “Bring them on”!

But at the same time, some people
may choose to go abroad to avoid the
disruption caused by the Olympics.
What’s more, any extra spending on
the Olympics may just be diverted from
elsewhere – e.g. people may buy more
food and drink, but therefore spend less
that month on new clothes. And much
of the extra spending associated with
the Olympics will be on non-retail areas
such as transport, hotels and eating

and drink, TV and sportswear sectors.
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Neil Saunders, Managing Director
at Conlumino:
Many claims have been made about the
Olympics; most are wild, exaggerated
and have no basis in truth. Nowhere is
this truer than in retail: the idea, which has

benefit but one that is not without some

the organisation of the event falls flat,

merit. It is also the case that a games

despite all the planning? What if security or

which successfully showcases the ‘best

terrorism scares undermine preparations

of Britain’ could increase future tourist

and disrupt proceedings? What if the

arrivals, something that would be helpful to

London transport system breaks down

retail in London and other tourist cities.

under the strain, with all the main roads
clogged and the Tube collapsing? What

been postulated, that the Olympics will

There’s also sports retail to consider.

be a saviour for the sector is completely

The Games could inspire some to go out

overblown. It, like so many of the other

and buy a new bike, mount a horse or take

assertions, is designed to give a veneer of

up fencing but, again, it will be a niche

economic justification to the huge costs

rather than a wide ranging movement.

associated with hosting the Games.

Nevertheless, sports retailers who have

In today’s climate it is seemingly insufficient

something to offer should see some

to simply justify the Olympics on the

reasonable short term gains – albeit gains

No doubt, in the great British tradition,

grounds it’s a great and enjoyable

that will probably come at the expense of

we will “muddle through”, with the eyes

occasion.

spending elsewhere in retail.

of the world upon us, and the worst case

That’s not to say the Olympics doesn’t

So, the direct financial benefits are likely

bring any economic benefits; it probably

to be few. The indirect ones are more

does, but they are limited and indirect. On

numerous but they will accrue over a

the retail front, it’s obvious that locations

longer time-frame and will need much

around Olympic venues, including

more effort to capitalise on. The Olympics

Westfield Stratford, will see very strong

itself will surely be a great success, but the

uplifts in both footfall and spend – a benefit

idea it will kick off a mini retail boom most

that will probably extend to London as a

certainly needs to be shown the red card.

whole and possibly to some other major
cities. The idea, however, that Grimsby high
street will see an uplift in sales because
someone is throwing a javelin down in
London is nought more than pure fantasy.

Nick Bubb, Retail Analyst:
the Olympics in London this summer; the
best case is that a successful event and a
lot of medals for “Team GB” will enhance

good consumers of the UK will rush out

national well-being and confidence, trading

to buy new televisions so they might see

in the West End and at Westfield Stratford

something like synchronised swimming in

will be massively boosted by increased

all the glory of 3D. It could happen at the

tourism (helped by extended Sunday

margins, of course, but weak television

shopping hours) and all that Olympics-

sales are driven by a lack of innovation in

related sports and gift merchandise will

the market and financial pressures – two

sell out!

can’t change.

the pressure of handling the extra visitor
numbers? What if the congestion in
central London puts people off travelling,
commuting and going shopping in the
West End?

scenarios will not transpire. But, even
if it will hopefully be wrong to overdo
the potential gloom, there are always
“substitution effects” in these sorts of
situations which can often get overlooked.
The money to be spent on Olympicsrelated sports and gift merchandise will,
for example, be money that is not spent on
other merchandise, as consumer budgets
are still tight in austerity Britain.
Usually, TV sales are boosted by a big

It is easy to see the upside for retailers from

There is also a strange view that the

things even the magic of the Olympics

if Heathrow passport control can’t stand

spectator event like the Olympics, but TV
sales in the London market at least have
already been boosted in recent months by
the approach of the “Digital Switch Over” in
April...and people clearly won’t buy a new
TV twice. Food retailers usually do well out
of selling “beer and pizza” for stay-at-home
spectators. Sports retailers will be hoping
for the best from the Olympics, but
common sense would suggest that they
should prepare for the worst.

It is less easy to see the downside, but it
is inevitable that things may not go as well

One of the more genuine claims is that

as expected, even if Team GB manages

the Olympics will allow UK retailers to

to live up to the hype and the pressure on

expose their brands to a wider audience

them to deliver...What if bad weather spoils

of international tourists. This is a soft

the event and sours the mood? What if
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Opportunities lie
overseas for UK
retailers

Part I
Executive Summary
Introduction
The past is littered with examples of major
retailers who have dared to foray into
foreign territories only to fail spectacularly.
“25 years ago it was commonplace to talk
about overseas, and the USA in particular,
as ‘the graveyard of UK retailers’;
whatever they touched seemed to turn to

August 2012
• Now is the time to consider overseas expansion,
says the KPMG/Ipsos Retail Think Tank

dust,” says retail analyst Nick Bubb.

• Regulatory and structural boundaries are
diminishing, providing easier access into growing
markets

However despite this past history many
UK retailers are now actively considering
international expansion, either for the first

• However, international expansion is not a get rich
quick scheme that can subsidise weakness in the
UK operations

time or to grow their existing presence.
The KPMG/Ipsos Retail Think Tank
(‘the RTT’) met in July to consider why
some retailers have historically found it
so difficult to expand into new foreign
markets, whether now is the time to
undertake new expansion and to identify
the key to achieving success abroad

Why have so many retailers failed
in the past?
“From an economic point of view, global
expansion should have been a successful
strategy for UK retailers to follow,” says
Vicky Redwood, Chief UK Economist
at Capital Economics. “On average,
between 1990 and 2007, global GDP
growth exceeded growth in the UK. And
while the UK economy grew by 2.1% in
2010 and 0.7% in 2011, global growth
was 5.1% and 3.8% respectively.”
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“Consumers around the world have different tastes,
flavour preferences, habits, styles, sizes and
shapes; some are stark and others very subtle.
Many retailers failed to do this research.”

Tim Denison, Ipsos

Ownership of chain retailers
operating in the UK
% owned by that country
UK
USA
France
Germany
Italy
Ireland
Sweden
Japan
Iceland
Monaco
Spain
Remaining countries
Total

58.63
12.80
4.74
3.59
2.57
1.83
1.62
1.49
1.42
1.15
1.02
9.14
100.00
Source: Retail Locations

However, the challenges of taking an
often unknown brand to a new and
unfamiliar market proved insurmountable
for many. As a consequence very few
retailer brands have proved really
successful globally. “The only true
global retail brand currently is Amazon,”
comments Mark Teale, Head of Retail
Research at CBRE. “Many domestic
offers are simply not transferable. Cross
border traffic in retail fascias has always
been a lot lower than cross border
acquisition of local retailers. For example,
a large number of chain retailers in the
UK are foreign owned (see table above),
but the number of brands that originated
outside the UK is much smaller. It is really
only in luxury markets that global brands

A local offering for local people

Fools rush in

Misunderstanding the local culture and
tastes meant that retailers also potentially
took the wrong proposition to the wrong
market. “Consumers around the world
have different tastes, flavour preferences,
habits, styles, sizes and shapes; some
are stark and others very subtle. Many
retailers failed to do this research,”
adds Tim Denison, Director of Retail
Intelligence at Ipsos.

Many past failures were not the result

Retailers often fail to understand the
psychology of overseas consumers and
did not consider that they may respond
differently to the strategies on brand
positioning, advertising and pricing used
in the domestic market. “Even nations
with seemingly similar cultures and values
– the US and UK being the most obvious
example – have patterns of shopper
behaviour and consumer tastes which are
completely unalike,” notes Neil Saunders,
Managing Director at Conlumino.
Most of the factors that drive success
in retail are by their nature local. This
makes entering a new market enormously
challenging; it clearly is not just a case
of taking a proposition that works in
the home market and dropping it into
a new country. In fact a great deal of
research and insight are required and
business models need to be tweaked and
adapted so that they are aligned with new
conditions.

really become prolific.”
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of external factors, but were caused
by misjudgements made from within
businesses.
“There was often a fundamental
misunderstanding about how best to
export their offerings,” explains Richard
Lowe, Head of Retail and Wholesale
at Barclays. “Many believed that their
existing products could simply be
repurposed for the new market to the
same effect, with limited consideration
given to the dynamics of the local industry
and whether their products would have
the same appeal or whether they would
need to be localised.”
Deciding how to structure the back
office of the business has also been a
past issue. “You have to consider your
operating model,” says Helen Dickinson,
UK Head of Retail at KPMG. “Just as for
your product, what the model looks like in
one place may not replicate.

“This involves looking beyond people

“You also need to invest heavily in

and property resources. After all, even if

marketing to build the public’s awareness

you get your proposition exactly right, if

of what you’re selling. This is often very

that’s not supported in the right way then

hard without complementary physical

you will fail.” Some retailers focused too

stores which help to build understanding

heavily on the demand side opportunity

of your brand and the products you

(for example economic climate, levels of

sell. This has led some to say that it is

consumer spending, market outlook) and

easier to build a brand globally using a

Richard Lowe of Barclays says: “This year

did not sufficiently consider supply side

traditional store expansion model.”

we have seen a number of UK retailers

factors such as distribution, infrastructure,
financial controls, shared services and
meeting new regul atory requirements.

geography and failure in another,” says
Neil Saunders of Conlumino.

performance with stronger overseas
sales. In the current environment where

underestimated and if this is needed
detrimentally impacted.

difference between success in one

consumer spending is cautious, the
opportunity to successfully reach and
explore new markets has never been
more important.”

Undertaking international expansion
to rescue an ailing part of the business

Vicky Redwood of Capital Economics

caused some ventures to fail. “One thing
international expansion can never be

adds: “The weak outlook for UK
consumer spending over the next couple

is a response to underperformance in

of years increases the incentive to expand

the home market. History is littered with

overseas instead, where the outlook

examples of where such aspirations

Underestimating the
commitment/doing it for the
wrong reasons

opportunity when there is little sustainable
growth forecast for the domestic market.

senior management should not be

retail property, legal structures, financial

Any of these things can represent the

international markets pose a viable

manage to offset lacklustre domestic

at home, the core business will be

things also vary from country to country.

In the current economic climate, certain

The time commitment and focus of

“Competitive dynamics, intricacies of
requirements and a whole host of other

Is now the time to expand
overseas?

(Europe aside) is generally brighter.”

compounded problems at home and led
to subsequent withdrawal.” says Helen
Dickinson of KPMG.

Underestimating the scale of the
investment required and length of
payback periods involved in international

Overall CPI vs BRC SPI - Year on Year % change

initiatives has contributed to the failure of

80%

some expansion plans.

internet as a cheaper way to reach new
markets. Mark Teale of CBRE says: “Just
having a transactional website will not do
the trick. Leaving aside expats, and even
without the language issues (you have to
have multi-lingual sites), the marketing
spend necessary to successfully
penetrate overseas markets is huge.
Each is different. Even amongst countries

% sales in emerging markets

Some made the mistake of viewing the

71%

70%
60%

54%

50%
40%

35%

32%

36%

30%

26%

24%
18%

20%

15%
9%

10%
0%

Inditex

Tesco

Esprit

ASOS

H&M

5%

10%
3%

5%

M&S Debenhams

1% 2%
Next

sharing the same language, there are
2010

always huge cultural and taste differences
that are difficult to bridge.

2015

(a) Emerging markets defined as those in Asia, Eastern Europe, Middle East,
South America, and Africa
(b) Tesco international sales include Asia, Europe (excl. UK), US
Source: (1) Societe Generale, 6 September 2011
(2) J.P. Morgan Cazenove, 19 July 2011

Notes:
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Which sourcing models are appropriate?

• Retailer retains full control over
the supply chain
• May include dedicated factory/
factory line/full ownership or
production
• Retailer buys cloth, materials etc.
and therefore takes on
risk
• E.g. Inditext

Direct/
Integrated

Trading
companies

Manufacturer
Virtual
manufacturer

• Sourcing company that does
not own any production but
fully involved in production
(design, sourcing, raw
materials)
• Maintain flexibility over
volumes
• E.g. M&S, Next, Primark

Buying
agent

• 3rd party independent
company sourcing on behalf
of retailer with limited input
into design
• Commission based, margin
lost to agent
• Retailer has limited input/
control over quality
• E.g. Aurora

• Completely independent and
does not act on behalf of its
customers
• Standard trading model,
margin lost to trading
company
• No retailer input into design
• E.g. independent retailers

Buying
office

• Dedicated in-house sourcing office,
undertakes planning, merchandise
selection, and quality management
• Often JV between retailer and
overseas company
• E.g. Tesco, Walmart

The RTT believes that opportunities do

Currency convertibility, exchange control

exist in overseas markets for UK retailers

restrictions, majority ownership rules and

and many are well advanced in their plans

repatriation of earnings and capital

“In the current environment where

to exploit them. “In clothing for example,

no longer present the difficulties they

consumer spending is cautious, the

Asian demand is set to overtake Europe

once did.”

opportunity to successfully reach and

in 2015 and within Europe there are wide
disparities in growth rates. Turkey is
anticipated to contribute over 30% of all
growth in the European clothing market
demand between 2010 and 2015. Brazil
is set to continue its dominance of Latin
American markets consistently driving
over 30% of all clothing demand in the
region,” says Helen Dickinson of KPMG.
The reduction of regulatory and structural
boundaries has also removed some, but
not all, problems that traditionally faced
retailers. Tim Denison of Ipsos explains:
“Since the Reagan era, many of the
regulatory and structural barriers that
used to impede cross-boundary trading

Physical and virtual partnerships
and communities are now more

explore new markets has never been
more important.”

commonplace, easier to form across
diverse geographies, revolutionising the
manner in which retailers can expand
beyond their domestic markets without
many of the traditional barriers to entry.
The internet is also playing a pivotal
part in the opportunity by creating a
borderless landscape that increasing
numbers of consumers are able to
access. “Global retailing is now about
brands, which is why franchising and
online selling seem to be the way
forward,” says Nick Bubb.

have been crumbling away.
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Richard Lowe, Barclays

Franchising models
Single
• More control and therefore higher
margins.

Multi-unit

Master franchise

• Based on number of outlets or
territory.

• Franchisor defines proposition, brand, • Franchisor specifies number of
marketing plans, and standards.
franchises, and number of units per
franchise.
• Administrative burden to identify,
recruit, train, establish and ensure
• Alternatively, grants franchisee rights
royalty payments.
to open additional units based on
market development.
• Significant management presence
to oversee franchises.
• Retain responsibility for administration,
training, support.
• E.g. McDonalds.
• E.g. Mothercare in overseas territories
only.

• Lower margin for franchisor due to
pass through of margin to franchisee.
• Property, training and support for
franchisee stores responsibility of
master franchisee.
• Less visibility over property,
ownership of inventory, individual
store performance.
• E.g. Carrefour Marinopolous in
Greece and Cyprus (280 franchises).

Greater control

Speed of expansion

Source: Retail Locations

What is key to achieving success
overseas?
Be in good financial health
Before considering overseas expansion,
retailers must be in good financial health
at home. “The opportunity to grow
internationally can only come about
through being in good shape domestically,
having strong cash flows and reserves,”
says Tim Denison of Ipsos.
Do your research
Well grounded research is required to
clarify the value proposition and identify
the most suitable markets to take it to.
As well the potential market opportunity,
what is unique about the brand that will
appeal locally? Is this transferable and
what is its success dependent on are
questions to be considered. Tim Denison
of Ipsos adds: “This might all sound very
daunting, but the research trail nowadays

Commercial websites can quickly build

Identify local partnerships

knowledge of local market tastes and

Richard Lowe of Barclays comments:

trends, and help to build brand awareness

“A lot of expansion is now partner led.

even before investing in a physical

Retailers used to go by themselves and

presence. In this year in particular, there is

plant a flag and announce ‘we’ve arrived’!

great opportunity for retailers, small and

However, soft barriers still exist, such as

large, to gather feedback from overseas

cultural differences and knowing the right

visitors about their value propositions

people, and a partner can bring valuable

and potential beyond these shores. It’s an

advice and contacts.”

opportunity not to be missed.”

The RTT members agreed that the right

Consider the shape of the operating model

partner can add valuable insight and

It is highly unlikely that the operating

understanding of local nuances. However

model can be mirrored market to market.

they noted it was important not to divest

Recruiting the right people and setting

too much control of the business so that

up a strong local management team,

brand and values are not compromised.

structuring the business systems,
the supply chain and all back office
processes to suit local market needs
is critical. Many clothing retailers for
example have refined the sourcing model
across different markets.

can start simply and inexpensively.

Operating through a franchise model is
becoming increasingly popular but is
not the solution in every situation. While
franchising isn’t that capital intensive, it
has the downside of relinquishing a level
of control. And with lower set up costs
also come lower returns. It also requires
a certain scale to provide the returns
needed.
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Non competitive alliances with other retail
businesses may also aid the sharing of
knowledge and the cost of overcoming
regulatory burdens.
Learn from past failure and success
The RTT believes that the path to success
is becoming easier to follow as more
retailers begin to flourish internationally.
They note it is important retailers learn from
their own and others’ mistakes and identify
what has worked well.
If a business successfully expands into
a new market, the knowledge gained
through this process can often inform
further expansion. Neil Saunders of
Conlumino says: “Those that are used
to international growth know the pitfalls
and have the internal knowledge to work
around potential problems. To some
degree, the more a retailer expands the
more chance it has of success.”

Secure long term support of shareholders

Conclusion

The RTT members warned that retailers

The Group agreed that in spite of the

must not see international expansion as

challenges facing many retailers, the

a get rich quick opportunity. It will take

global marketplace represents a fresh

significant investment before returns are

opportunity, and the changes in how

seen. This needs to be communicated

retailers are engaging this market are

to shareholders in advance of any action

revolutionising the industry for the better.

being taken. It is not an option to opt in
and out of markets due to short term cash

The RTT predicts that due to the state

“As developing economies get richer

flow needs at home or elsewhere.

of the local UK market more retailers will

and develop their infrastructure, we

Vicky Redwood of Capital Economics

begin to contemplate an international

will see more opportunities arise,

says: “Expectations may simply be

move. Richard Lowe of Barclays says:

for example the ongoing issue of

too high and shareholders could

“We have seen the bigger players

liberalisation in India.”

underestimate the length of time it

expand, but now I believe we’ll see

will take a retailer to fully test out,

some of the smaller players in the retail

settle in and exploit fully a market.

market spread their wings and move into

Expanding successfully often requires

international markets.”

perseverance.”

Neil Saunders of Conlumino concludes:
“International expansion will cause
polarisation in the UK market– some
retailers will get a lot more global and
others will become a lot more domestic
as their brands or products simply don’t
travel well.”
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Vicky Redwood,
Capital Economics

Part II
Individual views of the RTT members
Mark Teale, Head of Retail
Research at CBRE:
Very few retailer brands have proved
really successful globally. The only true
global retail brand currently is Amazon.
There are a handful of others that are
well represented globally, but not many.
Most domestic offers are simply not
transferable. Cross border traffic in retail
fascias has always been a lot lower than
cross border acquisition. For example, a
large number of chain retailers in the UK
are foreign owned. The number of brands
that originated outside the UK is much
smaller though. It is really only in luxury
markets that global brands really become
prolific.
This cultural barrier to retail offers is
apparent in Internet markets even. Many
retail majors are studying the potential
for global trade but there are few goods
areas, like books and music for example,
where a single portal can be used for an
entire category of goods: i.e. you can do
it with books and music but not clothing.
Penetrating global markets as a niche
brand is much more difficult, even for
say a Harrods or Nordstrom or JLP. Just
having a transactional website will not do
the trick. Leaving aside expats, and even
without the language issues (you have to
have multi-lingual sites), the marketing
spend necessary to successfully
penetrate overseas markets is huge.
Each is different.
There are of course commonalities: US
and Canada for example, but you still
have to pick off each country in turn.
Even amongst countries sharing the

34

same language, there are always huge
cultural and taste differences that are
difficult to bridge. Like wine, some fascias
travel well: most don’t. Ironically, the
price comparison features of the Internet
will inevitably drive many retailers into
the own brand route, reducing rather
than increasing the potential of the
Internet to operate as global platform
for selling commodity products like
branded electricals. Price comparison
in commodity brands just creates price
alignment: negating the price comparison
advantage to the consumer. Local
sales taxes, tariff barriers – regulatory
differences – etc are added obstacles.
There is a lot of potential for overseas
retail expansion but as we have seen with
the UK retail majors, it is a slow and very
difficult process and will remain so.

Tim Denison, Director of Retail
Intelligence at Ipsos:
“Nothing worth having comes easy”.
International expansion has been one
of retailers’ most difficult challenges. It’s
the spectacular failures, both recent and
past, that tend to stick in the mind ... Best
Buy in the UK, Tesco in Japan... but we
should also acknowledge the sparkling
successes ... the likes of Ahold, Burberry
and IKEA.
Since the Reagan era, many of the
regulatory and structural barriers
that used to impede cross-boundary
trading have been crumbling away.
Currency convertibility, exchange control

Opportunities lie
Opportunities
lieoverseas
overseasfor
forUK
UKretailers
retailers

restrictions, majority ownership rules and
repatriation of earnings and capital no
longer present the difficulties they once did.
Many of the past failures though have
come about not from external factors, but
from within businesses, their myopia and
misjudgements. Success does not come
about through replicating and rolling out
domestic models. Consumers around
the world have different tastes, flavour
preferences, habits, styles, sizes and
shapes; some are stark and others very
subtle. Underestimation of the investment
requirement and length of payback
periods have been the downfall of many
international initiatives.
The path to success though is becoming
easier to follow as more retailers begin
to flourish internationally. Good news
indeed, when there is little apparent
sustainable growth in the domestic
market for some time to come. But
the opportunity to grow internationally
can only come about through being in
good shape domestically, having strong
cash flows and reserves, and the longterm support of shareholders. Going
international should not be seen as
a foray; more so a colonisation.
Results stem from thorough, well
grounded research: a full appreciation of
the retailer’s value proposition and how it
can be adapted to a local market; which
markets are most suitable to enter – the

favoured BRIC group, the up and coming
VISTA countries or beyond; identification
and development of local partnership and
supplier relationships. On the operational
side, recruiting the right people and re
structuring the business systems to suit
market needs remain critical.
This might all sound very daunting, but
the research trail nowadays can start
simply and inexpensively. Commercial
websites can quickly build knowledge
of local market tastes and trends, and
help to build brand awareness even
before investing in a physical presence.
In this year in particular, there is great
opportunity for retailers, small and
large, to gather feedback from overseas
visitors about their value propositions
and potential beyond these shores. It’s an
opportunity not to be missed.

Richard Lowe, Head of Retail &
Wholesale at Barclays:
Retail and global expansion have not
always been comfortable bedfellows, but
times are changing. This year we have
seen a number of UK retailers manage to
offset lacklustre domestic performance
with stronger overseas sales. In the
current environment where consumer
spending is cautious, the opportunity
to successfully reach and explore new
markets has never been more important.

35

Historically, the challenges of taking
an often unknown brand to a new and
unfamiliar market were fraught with
issues: strategic and financial risks were
high. The overheads of setting up a
physical store, alongside navigating the
regulatory landscape and associated
advisory fees, proved prohibitive –
particularly without a demonstrable
track record.
For those retailers that did make it past
these initial hurdles, there was often a
fundamental misunderstanding about
how best to export their offerings.
Many believed that their existing products
could simply be repurposed for the new
market to the same effect, with limited
consideration given to the dynamics of the
local industry and whether their products
would have the same appeal or whether
they would need to be localised.
However, we are now in a brave new
world of physical and virtual partnerships
and communities, which is revolutionising
the manner in which retailers can expand
beyond their domestic markets without
the traditional barriers to entry.

Joint ventures and franchising
opportunities have come into their own.
By partnering with local operators many
retailers have been able to take advantage
of their partners’ insight, market
knowledge and existing brand, thereby
limiting the cost and risk previously
encountered. The internet has had a
pivotal role in retail expansion by creating
a borderless landscape that increasing
numbers of consumers are able to access.
Combined with the growing influence of
online communities, and of course social
media, the internet is offering retailers
the opportunity to establish their brands
without laying a single brick.
In spite of the challenges facing many
retailers, the global marketplace
represents a fresh opportunity and
changes in how retailers are engaging this
market are revolutionising the industry for
the better.

Neil Saunders, Managing Director
at Conlumino:
Retail history is littered with the debris of
failed plans for global domination. From
Walmart’s misadventure in Germany and
Marks & Spencer’s dalliance with Brooks
Brothers and Kings in the US, to Tesco’s
withdrawal from Japan, there are plenty
of case studies of how not to execute
international expansion. So, why is it so
difficult to get right?
The main problem is that most of the
factors that drive success in retail are, by
their nature, local. This makes entering a
new market enormously challenging; it’s
not just a case of taking a proposition that
works in the home market and dropping
it into a new country, a great deal of
research and insight is required and

business models need to be tweaked and
adapted so that they are aligned with new
conditions.
Consumer demand is, of course, the
most obvious thing that differs between
countries. Even nations with seemingly
similar cultures and values – the US and
UK being the most obvious example –
have patterns of shopper behaviour and
consumer tastes which are completely
unalike.
Demand is not the only challenge.
Competitive dynamics, intricacies of
retail property, legal structures, financial
requirements and a whole host of other
things also vary from country to country.
Any of these things can represent the
difference between success in one
geography and failure in another.
An apt example of all of the above is
Japan, where both Tesco and, initially
at least, Walmart have struggled. House
sizes in Japan are small and most people
do not have significant storage space.
This means food shopping is more
piecemeal with few families doing big
bulk shops or stocking up on staples. This
could not be more different from the UK
and US where the big weekly, fortnightly
or monthly trip to the supermarket is
an established part of the grocery retail
landscape. That difference means that
everything from store size to pack size
to marketing and promotions have to be
changed to work in the Japanese context;
that in turn means the economics of food
retail in Japan are highly different.
As challenging as international expansion
is, there are plenty of success stories.
Inditex has a flourishing global empire,
as does H&M, and the IKEA model works
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well across numerous geographies.
What’s the secret behind their success?
To an extent all have some degree of
universal appeal: products or brand
values that transcend borders with relative
ease. In the case of Inditex and IKEA
tight control over the whole supply chain
also helps them to make adjustments
to products and to respond to shifts
in demand. The businesses also have
experience: they are used to international
growth, know the pitfalls and have the
internal knowledge to work around
potential problems. To some degree, the
more a retailer expands the more chance
it has of success.
With many western domestic markets
becoming saturated, more and more
retailers are being pushed to look for
growth overseas. While there is some
evidence that globalisation, which
includes much more cross-cultural
experiences among consumers, is
making the process a bit easier, it will
never succeed in making it totally
straightforward. As such the fortunes of
expanding retailers are likely to remain
well and truly mixed.

Helen Dickinson, UK Head of Retail
at KPMG:
One thing international expansion can
never be is a response to low growth
or worse still underperformance, in the
home market and history is littered with
examples of where such aspirations
compounded problems at home and lead
to subsequent withdrawal.
Even successful national retailers have
struggled and many have a board, often
driven by questions from their nonexecutive directors, asking themselves
why they are not, and whether they

Opportunities lie
Opportunities
lieoverseas
overseasfor
forUK
UKretailers
retailers

This involves looking beyond property
and people resources. Other common
issues to be overcome include:
- infrastructure around new online and
mobile channels
will indeed ever, make any money from
their international operations. Particular
challenges have centred on:
• Scalability of expertise, for example the
role of the local or regional organisation
versus the centre, executive mobility
and succession planning, training and
development of operations staff (if say
the knowledge of the store managers
is key to home success and has been
built up over time, how can this be rolled
out quickly to diverse locations without
creating gaps at home);
• Focussing too heavily on the demand
side opportunity (e.g. economic climate,
levels of consumer spending, market
outlook) and not taking enough account
of supply side factors (eg distribution
infrastructure, regulatory requirements);

- rapid introduction of financial
controls
- management reporting and business
intelligence
- the role of shared services for HR,
FM, IT first line support, after sales
care
- management of range planning for
shared sourcing
- core systems selection for smaller
markets
- security and data integrity
However, there are those who have made
a success of going international (although
being truly global is still illusive to but a
very few). However, there is no doubt that
the opportunities are there to be seized.

• Changing the operating model as what
works in one place may not replicate.
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For example in clothing, Asian demand
is set to overtake Europe in 2015 and
within Europe there are wide disparities
in growth rates. Turkey is anticipated
to contribute over 30% of all growth in
the European clothing market demand
between 2010 and 2015. Brazil is set to
continue its dominance of Latin American
markets consistently driving over 30% of
all clothing demand in the region.
With low growth, if any, being all that
beckons on the home horizon, many
retailers are currently looking to foreign
shores; those that take the lead will be
wise to heed the pitfalls of the past.

Nick Bubb, Retail Analyst:
25 years ago it was commonplace to talk
about overseas, and the USA in particular,
as “the graveyard of UK retailers”, as
whatever they touched seemed to turn
to dust. Good examples were Dixons’
acquisition of the Silo electronics chain in
1987 and the M&S purchase of the iconic
menswear brand Brooks Brothers in 1988.
Ten years ago, however, it became clear
that the way to make money overseas was
to franchise, so that the risk of opening
and operating stores was taken away
and retailers could simply take a fee on
supplying the products to the franchisees.
The Middle East has been a particularly
happy hunting ground on this basis, with
Mothercare leading the way.
And now retailers have realised that it
is rather easy to simply set up a local
website overseas and sell to overseas
customers, notwithstanding the delivery
and returns issues, with Australia
providing a particularly and surprisingly
rich vein of demand for the likes of Asos.
In some ways, expanding overseas
through franchising and e-commerce
is now so easy that it is running a big
UK store portfolio that seems more
challenging...But UK retailers are still
tempted to think that they know best and
take the plunge, with “flagship” stores in
Paris or Berlin the current vogue, just as
the big global brands now all want to be
in Regent Street. One of the problems
in expanding overseas is in knowing
where to locate stores, as local shopping
patterns are never easy to understand,
even with the best local experts to advise.

There was, for example, some bad luck in
the timing of Tesco’s move into California
with its new “Fresh & Easy” chain at the
end of 2007, at the top of the US housing
market bubble, but was it sensible
to locate so many stores in the less
affluent eastern side of the catchment?
Time will tell whether there is the gap in
the US market for a fresh food based
convenience store chain that Tesco saw,
but Tesco did not help them with poor
initial execution of the format.
Keeping a decent local management
team who understand the market would
seem to be an obvious thing to do when
moving overseas, but it doesn’t always
guarantee success. Maybe Dixons got
lucky with its purchase of the Elkjop chain
in Scandinavia in 1999, as this has proved
to be an exceptionally well-managed
business, even though it has benefited
from Norway’s oil wealth. Less sensible
was the purchase of the UniEuro chain in
Italy by Dixons in 2002 in the misguided
belief that the faster-growing periphery of
Southern Europe was the place to be...
If Dixons can tell anybody about all the
problems and pitfalls of overseas retailing,
it is only fair to point out that the situation
cuts both ways, as overseas retailers
don’t always find the UK an easy market
to enter, even though profit margins seem
high and we all speak English. The US
retailer Best Buy was arrogant to think
in 2008 that there was big gap in the UK
electricals market for a service-based
proposition, as all they did was galvanise
the local competitors into raising their
game. Global retailing is now about
brands, which is why franchising and
online selling seem to be the way forward.
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Vicky Redwood, Chief UK
Economist at Capital Economics:
From an economic point of view, global
expansion should have been a successful
strategy for UK retailers to follow.
On average, between 1990 and 2007,
global GDP growth exceeded growth
in the UK. And while the UK economy
grew by 2.1% in 2010 and 0.7% in 2011,
global growth was 5.1% and 3.8%
respectively. The weak outlook for UK
consumer spending over the next couple
of years increases the incentive to expand
overseas instead, where the outlook
(Europe aside) is generally brighter.
Of course, one issue is that understanding
consumer psychology overseas is
different to understanding that in the UK.
What prompts UK consumers to buy is
not the same as what prompts overseas
consumers to buy. Not only do retailers
have to make sure that the product itself
is as attractive to overseas consumers as
it is to domestic ones, but they need to
understand that overseas markets may
respond differently to the same strategies
on advertising, discounting, etc.
Another problem is that it is not just
consumer demand markets that are
different overseas. Retailers also have
to deal with different labour markets,
property markets, supply chains etc.
However, this begs the question of why,
by employing local managers who should
be familiar with local issues, retailers
cannot overcome these problems. Indeed,
a number of retailers have successfully
used franchising as a way to expand into
other countries.

Opportunities lie overseas for UK retailers

The spread of the internet should in theory
boost retailers’ chances at expanding
overseas successfully as they will have
more opportunity to make their brand
known. They can also use online selling as
a way to test the market before investing
in physical capacity in a country.
As developing economies get richer
and develop their infrastructure, we
could also see more opportunities arise
e.g. the ongoing issue of supermarket
liberalisation in India.
Lastly, expectations may simply be too
high and people could be underestimating
the length of time it should take a retailer
to fully test out, settle in and exploit fully
a market. Accordingly, global expansion
could become more successful if retailers
persevere.

39

Has the recession
and the rise of the
Internet damaged
customer service
in UK retailing?

Part I
Executive Summary
Introduction
With the prolonged recession eroding
consumer confidence, a combination of
declining sales volumes and rising costs
has seen most retailers reassess all facets
of their business to try to save money and
rescue falling profit margins. Meanwhile
the rise of multi-channel retailing has
brought with it significant customer service
challenges, as well as additional costs.

November 2012

The KPMG/Ipsos Retail Think Tank
(‘the RTT’) met in October to consider
the impact that the recession and the rise

• Customer service levels have rapidly declined
over the last decade, says KPMG/Ipsos
Think Tank

of multi-channel retailing has had on the
quality of customer service in the UK and
the wider retail offer, and to identify how

• Urgent action is needed to restore consumer
confidence and repair the health of the sector

retailers can improve the experience they
provide to customers.

The roots of decline and
impact of the recession
The RTT believes that there has been a
steady deterioration in overall customer
service standards over the last decade.
The fixation of the City and retail financiers
with short term profitability, share prices
and shareholder value, shifted the business
focus for some retailers away from the
service they offered to their customers.
“The transformation from ‘not a real
industry’, to a finance page favourite
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“The transformation from ‘not a real industry’,
to a finance page favourite started to shift the
focus of the industry’s leaders towards the
City and away from the customer.”

Martin Hayward, Founder of Hayward
Strategy and Futures

leaders towards the City and away

stores and other channels like their website businesses. Neil Saunders, Managing
Director at Conlumino, comments:
before they were needed. By making this

from the customer,” comments Martin

investment they aimed to ‘future proof’

“The reaction to this pressure has been

Hayward, Founder of Hayward Strategy

their business and stay ahead of their

enormously varied: some retailers have

and Futures. “Efficiency improvements

competitors.”

cut costs and pared back spending in an

started to shift the focus of the industry’s

attempt to bolster profits; others have

became crucial to keep the share price
momentum, and the customers didn’t

However, consumer acceptance of poor

been more expansionary and looked to

seem to notice and just kept on spending

service has reversed over the course of the

growth to help them through tough times.”

because they seemed to have ever more

protracted recession, which has damaged

money to spend – albeit increasingly due

consumer confidence and prompted

The RTT notes that retailers’ split

to mounting debt.”

a more conservative approach to their

responses have led to more polarised

This past willingness by consumers to

spending. Retailers now have to reconsider service levels developing within the sector,
with some retailers investing heavily in their
the genuine importance of customer

spend, regardless of the service received,

service or lose custom.

service offering, and others cutting back
on staff and outsourcing some aspects of

meant that retailers could make deep cuts
into resource levels and not suffer a fall in

Helen Dickinson, Outgoing UK Head of

customer service to the likes of call centres

sales as a consequence.

Retail at KPMG, notes: “The current low

and logistics companies. Whilst helping

growth environment, where customers’

to protect the bottom line, these actions,

Neil Saunders, Managing Director of

disposable incomes are being squeezed,

like Tesco ran their business on a short

together with the likes of narrowing ranges,
has changed the way we shop. Consumers have damaged customer service and the
are more powerful and informed as
retail offer, the RTT believes.

term basis which has stored up long

technology has democratized the flow

term problems. While they successfully

of information, more value conscious

addressed the issue of maintaining

and more willing to crossover between

profitability, they fell behind the

channels, brands and price ranges.”

Conlumino, explains: “Some retailers

competition by ignoring long term issues
like store dilapidations, which have now

At the same time the combination of the

begun to negatively impact on the brand

sudden downturn, declining sales volumes,

and customers’ shopping experience. By

rising costs and the need to invest in

contrast John Lewis took a very long term

online platforms has eroded retailers’

view and made improvements in their

profit margins, putting pressure on their

41

“Outsourcing elements like delivery of goods and customer call centres may
save money, but it is a risky business. A customer could have a great experience
in store but if the delivery service isn’t up to scratch, then this negative
experience will ruin their perception of the brand. If you run your own supply
chain, it might cost more but you’ll have more control.”

David McCorquodale, KPMG

Economics. “All can have adverse effects
on service in the sector, with the latter
likely to affect staff morale and the ability
to attract skilled staff.”
Figures show that the retail sector has
cut jobs fairly aggressively over the past
few years. Whereas employment in the
economy as a whole is now broadly back
to its pre-recession peak, employment in
the distribution sector is 212,000 or 4.2%
lower than it was at its peak at the start
of 2008.
However, staff remain vital to a retailer’s
success. The RTT stresses that retailers
need to invest in their staff and offer long
term, rewarding careers in order to attract
by what households are willing to pay.

staff who care about the business and

Price inflation may be low but value for

will subsequently try hard to offer a good

money dilution and service dilution –

service to customers. “If staff have their

the great hidden inflation – is always

working hours cut and they are asked to

crouching in the wings during a recession.

do more and more for less and less, then

However cleverly disguised, cost

it’s not surprising that happy and smiley

However, David McCorquodale, UK Head

pressures inevitably drive many retailers

faces become harder to find,” says Nick

of Retail at KPMG, warns: “Outsourcing

(and manufacturers) to surreptitiously

Bubb. “A demoralised workforce, worried

elements like delivery of goods and

downgrade the quality of what they are

about job cuts or store closures, won’t

customer call centres may save money,

selling and their overall offer.”

go the extra mile for customers, even if

but it is a risky business. A customer
could have a great experience in store but
if the delivery service isn’t up to scratch,
then this negative experience will ruin
their perception of the brand. If you run

The sector has also responded to the
fall in demand by cutting the number
of people it employs. The cuts were

they are told by their harassed managers
to watch out for “mystery shoppers” sent
from Head Office.”

particularly severe in 2011, when any
Inevitably this has impacted on the ability

Improvement in service
is now imperative

to assist on the shop floor, though cuts

The RTT warns that it is now vital that

“Retail offer deterioration is inevitable

have also been made at head offices.

service standards are improved. “The

whenever there is a sustained margin

“Given that staff are retailers’ biggest

retail sector has lost a lot of the intimacy

squeeze,” explains Mark Teale, Head

cost, it is natural that they will look there

between customers and staff that for

of Retail Research at CBRE. “At the

for savings – whether through reducing

a long time was the basis of customer

end of the day, the quality of what can

headcounts, reducing spending on

loyalty and satisfaction,” says Mark Teale

be offered to consumers is determined

training or squeezing pay,” says Vicky

of CBRE. “Staff turnover is high, salaries

your own supply chain, it might cost more
but you’ll have more control.”

hope of a swift recovery disappeared.

Redwood, Chief UK Economist at Capital
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are low, and the sector is probably less

In direct contrast to what is happening on

appealing to job-seekers than in the

the high street, retailers have focused on

“Given that staff are retailers’ biggest

past.”

upping their game online. Independent

cost, it is natural that they will look there

retail analyst Nick Bubb explains: “These

for savings – whether through reducing

days shopping is almost as much about

headcounts, reducing spending on

“clicks” as it is about “bricks” and the

training or squeezing pay.”

The need for better service goes
hand-in-hand with providing better value
for money. Neil Saunders of Conlumino
says: “When times are more constrained
the importance of service to consumers
actually increases. Many want additional
advice about products to ensure they are
buying the right thing. The internet too,
makes service much more important in
store; it’s a key differentiator to what’s
available online. It is, therefore, something
of a challenge that at the very time retailers

quality of service in online shopping,
as opposed to High Street stores, is
becoming an increasingly important
aspect of the multi-channel process.
And here retailers have a much better
story to tell, because service has improved
significantly, via next day delivery, order

profit in a completely different way,” says

by 9pm at night and guaranteed delivery

Helen Dickinson of KPMG. “They need

slots.”

to invest in the customer over the long

would ideally like to cut back, service is

The rapid adoption of social media by

actually more important than ever.”

customers also means that bad service

Retailers are increasingly aware that
providing a good service can offer a
competitive edge over their rivals.
Tim Denison, Director of Retail Intelligence
at Ipsos, says: “Social networking and the
proliferation of price comparison websites
have acted as a great price leveller, leaving
retailers with product and service to
differentiate their offer.”

Rise of online shopping
means a new approach
is required
The RTT believes that the rise of multichannel retailing means that retailers must
fundamentally change their approach to
customer service. “The changing retail

Vicky Redwood,
Capital Economics

reviews spread rapidly through online
communities and can inflict real damage
to a brand. Richard Lowe of Barclays
warns: “Get it wrong and, in today’s
multi-media world, it is easier than ever
for consumers to express their views to
a wide audience. This in turn creates a

term. While a customer might not make
a purchase every trip, if they enjoy their
experience in the store then they are likely
to come back and visit the store in the
future. Good service can really build long
term loyalty in the brand. If they don’t
do this their ability to be profitable in the
future will be undermined, so they need to
start thinking about it.”

feedback loop on a product or brand. As

Another common practice is to rely too

more people post reviews, more people

heavily on customer service KPIs from the

read them and, in turn, they give their own

likes of mystery shopping programmes

feedback which is picked up by a new

that only measure service dimensions that

group of consumers.”

retailers think are right for their customers.
Instead the RTT believes retailers should

Retailers’ approach to
business and service
measurements must be
up to scratch

landscape and the integration of online

The RTT warns that the retail sector is

shopping means that quality service is

prone to using short term metrics to

not just about having the right numbers

measure success and advises that a

of staff in store at the right times of day,”

wholesale shift in attitude is needed.

comments Richard Lowe of Barclays. “It

This is a generational problem. Modern

is about offering a seamless experience

retailers need to reduce their reliance

and a consistent level of service across

on out of date metrics and instead

multiple platforms.”

place more importance on tangential,
holistic, measures like customer lifetime
satisfaction. “Retailers need to assess
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consider the need to continually assess
and review what aspects of service are
those that the customer values the most
from them and then provide excellence
service in these areas. It is not the case
that one service approach should fit all.
The approach taken to customer service
needs to reflect the retailer’s strategy.

Tim Denison of Ipsos says: “So for the
likes of Zara, where the offer and strategy

“If staff have their working hours cut

is geared on fast turnaround of fashion

and they are asked to do more and

merchandise, the service approach

more for less and less, then it’s not

is geared at maintaining full product

surprising that happy and smiley faces
become harder to find.”

rails and personal service takes more
of a back seat. In Apple, though the
product remains the star, the strategy is

Nick Bubb, Retail Analyst

to encourage customers to self-try and
experience, with staff on hand to help
as and when called upon. The service
models are very different from one
another, but just as effective in providing a
strong and sustainable retail offer without
compromising service.
“Taking a ‘test and learn’ approach –
testing new service initiatives in hot house
stores and observing or asking customers
for their reactions, before rolling the
successful ones out can help retailers to
re-evaluate service touchpoints.”

Recruit the right staff for the business.
Martin Hayward of Hayward Strategy
and Futures explains: “Retailers need to
think about the type of career plan they
offer to their employees. We’re currently
struggling with high youth unemployment
levels – surely this is the opportunity
for retailers to recruit the best and the
brightest and invest in them so they
stay with the business and work their
way up.” Neil Saunders of Conlumino
adds: “Retailers need to work to change
the perception of their industry. There’s
snobbery around retail which says it’s an

The RTT propose a number
of initiatives that retailers
should actively consider to
improve the retail offer:

easy job – actually it isn’t. It’s difficult to

Build and maintain greater product

retention. Retailers spend large amounts

knowledge and expertise on the shop

of money training staff which is all lost

floor by developing closer relationships

if the employees leave. Tim Denison of

with the manufacturers of the products

Ipsos suggests: “Staff incentive schemes

being sold. Richard Lowe of Barclays

can help motivate staff and are all part of

says: “Manufacturers would be delighted

turning ‘just a job’ into a job that people

to train retailers’ staff about their product.

like doing.”

listen to customers in a busy environment
and give constructive advice.”
Reduce staff churn and focus on

It will help them to explain the features of
the product to customers and answer the

Lead from the top. David McCorquodale

important questions that help close

of KPMG advises: “In a smaller business

a sale.”

the cultures of brand values and
good customer service come through
very strongly and are driven by the
management. This is harder to do in a
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larger business, but is possible. Talented

service and have built an excellent

store managers and regional managers

reputation on their commitment to

can really inspire their team, which often

putting the customer first, are benefitting

translates through into better results.”

disproportionately from increased sales
as a result.

Put customer service as high on the
agenda as increasing sales volumes.

The Group also concludes that retailers

The two are closely linked.

should take a wider, long term view of
customer service and aim to provide

Conclusion

a consistent, high quality, service to

The Group agrees that the recession has

shoppers across the many different

acted as a catalyst to declining customer

channels they use to buy goods.

service levels as falling sales have put

By providing satisfaction and meeting

sustained pressure on retailers’ margins.

customers’ needs they are likely to

However, it is now crucial to the health

build loyalty and create much needed

of the sector that retailers refocus their

differentiation from competitors.

energies and improve their retail service
offer to meet customers’ needs.

“Staff turnover is high, salaries are
Retailers must understand what aspects
of service their target customer really
values and then place these at the heart of

low, and the sector is probably
less appealing to job-seekers than
in the past.”

their business. The RTT is at pains to point
out that the shop floor team remains at the
heart of service excellence and that head
offices that undervalue or underestimate
the skills and demands needed amongst
those at the front line of service do so at
their peril.
Vicky Redwood of Capital Economics
acknowledges that retailers like John
Lewis, which have worked hard to
maintain and improve their customer
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Mark Teale, CBRE

Part II
Individual views of the RTT members
Helen Dickinson, Partner at KPMG
Indeed it is true that the current low growth
environment, where customers’ disposable
incomes are being squeezed, has changed
the way we shop. Consumers are more
powerful and informed as technology has
democratized the flow of information,

disproportionately little attention by
management. Often relatively poorly
paid, subject to stringent performance
management measures that could
inadvertently trigger undesirable
behaviours, and receiving relatively little
investment from an HR perspective.

more value conscious and more willing to

The better performing retailers are those

crossover between channels, brands and

who ensure their recruitment and training

price ranges.

policies bring in people with appropriate

The customer journey to the ultimate
buying decision is therefore more complex
than ever but this has heightened, rather
than reduced, the need for excellent
customer service in order to differentiate

skills, and actively work to refresh and
update these skills in the workforce.
They are also reducing their reliance on
quantitative targets and focusing on more
qualitative targets.
The constantly changing consumer

the offering.
Service is all encompassing across that
journey, and much broader than staff
interaction. It’s the embodiment of every
aspect of the proposition from store
environment, ease of use of the website,
product availability through to returns
policies and after sales service.
However, the people aspect cannot be
ignored. Every time we talk, email, meet or
chat on the phone with a member of staff, it
adds to our experience with the retailer, our
attitude towards it and, ultimately, whether
we come back.

means that the retailer needs to
continually assess and review what
aspects of its service are those that
the customer values most. Providing
excellent service in these areas enables
the retailer to differentiate and counter the
price/transparency threat that the internet
has facilitated.
The use of CRM, advanced data mining,
and customised and superior service
offerings should be seen as a top priority.
Taking the right actions from the insight
gained is a major differentiator between
the best in class retailers and their lower

It is highly ironic, then, that staff
with so much power are often paid
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performing counterparts.
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Quality service (people related or

It needn’t be like that. Good service

observing / asking customers for their

otherwise) drives loyalty and loyalty

needn’t be symptomatic of having

reactions, before rolling the successful

is engendered through the customer

more staff on the shop floor. It’s more

ones out – is one such approach that is

experience. It is a critical aspect of

a matter of having a service model that

gaining popularity and helping retailers to

commercial success, especially in, not

is commensurate with the products or

re-evaluate service touchpoints.

despite, the current climate.

services sold, aligned with the business
strategy and store operations model

Tim Denison, Director of Retail
Intelligence at Ipsos Retail
Performance

genuinely impact on customer behaviour.

Neil Saunders, Managing Director
at Conlumino

So for the likes of Zara, where the offer and

We know for certain that the downturn

strategy is geared on fast turnaround of

and the rise of the internet have both put

It’s a conundrum. On the one hand,

fashion merchandise, the service approach

pressure on retail businesses, especially

retailers have cut costs where they can

is geared at maintaining full product rails

those whose configuration was born in

to remain competitive in the recession

and personal service takes more of a back

the pre-online era. The reaction to this

and one obvious place to have looked

seat. In Apple, though the product remains

pressure has been enormously varied:

and acted has been on labour costs.

the star, the strategy is to encourage

some retailers have cut costs and

(Store labour costs typically represent

customers to self-try and experience, with

pared back spending in an attempt to

10-15% of total sales). On the other hand,

staff on hand to help as and when called

bolster profits; others have been more

research shows that more customers are

upon. The service models are very different

expansionary and looked to growth to

making conscious decisions about where

from one another, not as resource intense

help them through tough times. This

to shop based on their expectations

as some, but just as effective in providing

multitude of responses has created a very

for good service. A mistake that all too

a strong and sustainable retail offer

polarised situation as far as retail service

many retailers are making, based on my

without compromising service. Results are

is concerned.

wanderings up and down the high street,

achieved when customer service makes for

is in asking their store teams to increase

a better retail experience.

their service levels and customer-facing

In today’s ever-changing world, retailers

activities with less resource. The risk

would be well advised to continually re

is that stores end up doing everything

appraise what aspects of service make for

moderately well, nothing exceptionally

a better experience, rather than simply be

well and lose their focus. Another mistake

satisfied by seeing improvements to long-

that head office management is making is

standing, conventional metrics. Taking a

in relying too heavily on customer service

‘test and learn’ approach – testing new

KPIs from mystery shopping programmes

service initiatives in hot house stores and

and focuses on aspects of service that

that only measure service dimensions that
they think are right for their customers.
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comparison. Over recent years it has

That Tesco is suffering because of its

moved its Never Knowingly Undersold

service problems is revealing: it tells us

policy from being solely about price to

that service does matter to consumers

being concerned with price and service.

and that, in this highly competitive retail

So, if you can get a television cheaper

environment, if they feel one store is

elsewhere but it does not include a

not up to scratch, they will simply go

guarantee, this is taken into account

elsewhere.

when refunding the difference between

The caveat to all of this is, of course,

the John Lewis and the competitor price.

positioning. A dirt cheap retailer focused

As debated as it was at the time, such

solely on price can probably get away with

a move is prudent and economically

poor service; if only because that’s not

necessary.

what differentiates it from the rest of the

maintain the high standards of service

At the other end of the scale a company

market. However, for most other retailers

for which it is renowned. Equally, those

like Tesco is now struggling to get its

service is part of the value equation;

service standards have also been

service proposition right: stores, staff,

its absence, or deterioration, has the

extended to online with an increase

merchandising and other aspects of the

potential to erode loyalty and sales over

of delivery options and investment in

service-scape are just not up to scratch.

the longer term.

systems to make the process of ordering

Admittedly, Tesco is putting in investment

When times are more constrained the

and delivery easier for the customer.

to remedy these areas but there is no

importance of service to consumers

doubt that a curtailment of spending in the

actually increases. Many want additional

No article on service would be complete
without a mention of the John Lewis
Partnership. It stands as an example
of a retailer that, despite recessionary
pressures, has stuck to its core principles
in terms of providing a good experience
for the customer. Investment has been
made in both stores and Partners to

That said, even John Lewis has not
been immune to issues like online price

past is now causing a headache.
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advice about products to ensure they are

to make a purchase? Can consumers talk

dilution – the great hidden inflation

buying the right thing; many feel that in

to someone if they need advice? And with

– is always crouching in the wings

spending their hard-earned, and often

more and more buyers browsing online

during a recession. However cleverly

limited, cash they are entitled to a positive

before hitting the high street, retailers

disguised, cost pressures inevitably drive

engagement with shop floor staff. The

should consider organising stock in the

many retailers (and manufacturers) to

internet too, makes service much more

same way online as it is in store so it is

surreptitiously downgrade the quality

important in store; it’s a key differentiator

easy to find once a shopper steps across

of what they are selling and their overall

to what’s available online. It is, therefore,

the threshold. It is not about simply

offer when times are hard (and even

something of a challenge that at the very

delivering goods anymore; it is about

sometimes when times are good!).

time retailers would ideally like to cut

delivering the whole retail experience.

back, service is actually more important
than ever.

Get it wrong and, in today’s multi-media
world, it is easier than ever for consumers
to express their views to a wide audience.

Richard Lowe, Head of Retail and
Wholesale at Barclays
Retailing is all about the customer but, the
combination of recession and the internet
has changed the way those customers

This in turn creates a feedback loop on a
product or brand. As more people post
reviews, more people read them and,
in turn, they give their own feedback
which is picked up by a new group of
consumers.

The good news is that despite the
downturn and pressures on pricing,
retailers are still serious about good
customer service. Many see it as one of
the last remaining differentiators and they

much more closely on price. Consumers
currently have the whip-hand. The longer
the recessionary attrition goes on, the
further down the ‘value’ road the retail
sector will be driven. And the further down
the value road we go, the greater the
pressure on margins. It is no coincidence
that ‘pound’ shops and discount stores
of one kind or another are proliferating

shop, increasing pressure on retailers to
deliver more for less.

Recession focuses consumer attention

Even when customer service slips,

now: indeed, pound shops are one of the

canny retailers can still turn a negative

very few areas of retail where expansion

experience into a positive one by ensuring

activity remains exceptionally buoyant.

shoppers are left talking about how

Literally hundreds of new value/discount

helpful a store has been rather than how

branches have been opened over the last

unhelpful when an item is not in stock or

3-4 years. Many hundreds more are in the

it’s not met their expectations.

pipeline. ‘Value’ is king and will remain

are acutely aware that quality of service

so as long as household incomes remain

is closely linked to brand loyalty. Those

Good service is integral to retail so in

retailers which consistently impress their

these straightened times it has become

customers with first class service will see

even more important to invest in staff and

The Internet is meanwhile making

shoppers coming back time and again

technology to maintain and improve the

a difficult situation even worse. It is

and make the decision to shop elsewhere

shopping experience for the consumer.

imposing huge costs on the retail sector,

under pressure.

at the worst possible time, both through

that little bit harder.

the margin-destroying impact of price
The changing retail landscape and the
integration of online shopping means that
quality service is not just about having
the right numbers of staff in store at the
right times of day. It is about offering a
seamless experience and a consistent
level of service across multiple platforms.

Mark Teale, Head of Retail
Research at CBRE
Retail offer deterioration is inevitable
whenever there is a sustained margin
squeeze. At the end of the day, the quality
of what can be offered to consumers
is determined by what households are

Online is all about the simplicity of the

willing to pay. Price inflation may be low

experience – how many clicks does it take

but value for money dilution and service
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comparison (the real game-changer)
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of Internet customer acquisition and
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Vicky Redwood, Chief UK
Economist at Capital Economics

retention. The underlying problem for
The recession should not have been

not increase the size of the retail cake; it

unambiguously bad for service levels in

merely – at very substantial cost – moves

retail. In theory, as competition heats up,

the market share slices around. And it

retailers should be forced to step up their

is retailers – not consumers – that are

efforts on all fronts in order to maintain

having to pick-up the bulk of the tab.

or win market share – meaning that they

up loss-making or at best a marginal

adverse effects on service in the sector,
with the latter likely to affect staff morale

the retail sector is that the Internet does

For many retailers the Internet will end

training or squeezing pay. All can have

should focus on using more than just price
to retain customer loyalty.

and the ability to attract skilled staff.
Indeed, the retail sector has cut jobs fairly
aggressively over the past few years.
As the chart above illustrates, whereas
employment in the economy as a whole
is now broadly back to its pre-recession
peak, employment in the distribution
sector is 212,000 or 4.2% lower than

profitability play: i.e. the cost of losing

Nonetheless, it is natural for firms to

it was at its peak at the start of 2008.

a customer will be greater than the cost

cut back on costs during a recession

This is despite the fact that retail sales

of using store sales to subsidise the

– particularly one as deep as this - and

have actually held up surprisingly well

retention (or acquisition) of a customer

the ongoing pressures on margins from

compared to other parts of the economy

via the Internet. The margin is still diluted,

internet price comparison (and rising

during the recession.

but not by as much as if the customer is

commodity prices) will have compounded

lost altogether: a multi-channel driven

this. The squeeze on consumers’ real pay

margin dilution. Some retailers (Next and

has also made them more focused on

JLP are obvious examples), will win out

value and perhaps more willing to tolerate

regardless. But for many the Internet is

reduced service in return for lower prices.

– and will remain – a loss-leader simply

Given that staff is retailers’ biggest cost,

because it is not a competitive avenue for

rest of the high street. Meanwhile, small

it is natural that they will look there for

customer acquisition or retention.

firms have been hit particularly hard by

savings – whether through reducing

the recession, in part due to the lack of

headcounts, reducing spending on

finance, and small firms arguably provide

The fact that sales have been doing so
well at stores whose selling point is good
customer service (the obvious example
being John Lewis) could be indicative of a
deterioration in service levels across the

a more tailored customer service.
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Of course, service is not just about the

Nick Bubb, Retail Analyst

If staff have their working hours cut or

quantity and quality of staff. Consumers’

At a time when top-line sales and gross

full-time work effectively becomes part-

perception about the level of service

margins are under pressure, many

time work and they are asked to do more

received could have increased as a result

retailers have sought to prop up bottom-

and more for less and less, then it’s not

of retailers’ continued investment in their

line performance by cutting operating

surprising that happy and smiley faces

multi-channel offer and the increasing

costs. And not all these costs have been

become harder to find. A demoralised

options open to them when it comes to

in shop staff, as retailers have found a

workforce, worried about job cuts or

how they shop.

surprising amount of room for economies

store closures, won’t go the extra mile

Meanwhile, price competitiveness does

in all sorts of expenses, ranging from head

for customers, even if they are told by

not have to come at the expense of lower

office functions to the wonderfully-entitled

their harassed managers to watch out

service. The challenge is for retailers

area of “indirect procurement”. But the

for “mystery shoppers” sent from Head

to achieve both in order to differentiate

claim that none of this cost-cutting has

Office. As an aside, it is interesting that

themselves. And as some retailers have

affected front-line service to customers

companies close to bankruptcy often find

found out, it may even be prudent to

often rings a little hollow, not least as the

that “shrinkage” goes up as well.

accept some drop in revenues by refusing

standard of customer service at a few

to join in aggressive price discounting

retailers left a little to be desired in the

in order to protect the brand – and

first place. And many customers tend to

therefore preserve the retailer’s longer-run

vote with their feet by shopping elsewhere

prospects.

rather than answer “exit surveys”.
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started to disappear and good sales staff

out of the equation altogether by the use

Martin Hayward, Founder of
Hayward Strategy and Futures

of self-checkout tills...At one level, this

When was the last time you bought

to the other employment opportunities

can be a blessing to customers who don’t

something from someone who knew more

provided by the booming economy.

want to queue up behind other people

about what you were buying than you did?

and want to minimise human interaction,

Add to this an education system that was

It was probably some time ago.

for example in food stores, but this is

failing to provide many of the obvious

There has been a steady deterioration in

harder in fashion retailing and many

employees for the sector with a sound

retail service that in many ways pre-dates

customers find the technology unreliable

basic education (“The government’s

both the recession and the advent of

and confusing.

education record is woeful with too many

internet retailing, and was probably born

teenagers leaving school without enough

It may be no coincidence, however, that

in the ‘boom that wasn’t’ years that we’re

basic education to cope on a shop floor.

one retailer having a very good recession

now paying the price for.

Standards are still woefully low in too many

is the John Lewis Partnership, which has

The rapid increases in consumer

schools. Employers like us ... are often left

always taken a benevolent attitude to

expenditure that were witnessed

to pick up the pieces”: Sir Stuart Rose),

staff welfare and whose mutual ownership

throughout the 1990’s and early 2000’s

unprecedented levels of immigration

model gives employees the perfect

contributed to the coming of age of the

providing a seemingly endless supply of

motivation to help customers by giving

retail sector as a seriously important

cheap if not native labour and the seeds of

good advice. By contrast, it is harder to

constituent of the world economy, and

a growing gulf between what customers

find staff to offer assistance in the average

significant consolidation took place in the

would like and what was being offered

DIY store.

sector to exploit the new found capital

began to grow. It is rare to be served by the

But these days shopping is almost

to generate economies of scale. Retailer

same employee twice in many retail outlets

as much about “clicks” as it is about

CEO’s became stars, and shareholders

today.

“bricks” and the quality of service in

enjoyed relatively steady gains on their

Technology also began to become a

online shopping, as opposed to High

investments. This transformation from

crutch for bad service – being told to

Street stores, is becoming an increasingly

‘not a real industry’, to a finance page

‘look on the website’ when already in

important aspect of the multi-channel

favourite started to shift the focus of

store is a bizarre way to build customer

process. And here retailers have a much

the industry’s leaders towards the City

relationships.

better story to tell, because service

and away from the customer. Efficiency

has improved significantly, via next

improvements became crucial to keep

day delivery, order by 9pm at night and

the share price momentum, and the

guaranteed delivery slots. This still places

customers didn’t seem to notice and just

an onus on retailers to employ polite and

kept on spending because they seemed

diligent home delivery staff, and efficient

to have ever more money to spend – albeit

staff to organise “click and collect” orders,

increasingly due to mounting debt.

but at least these staff are not expected

The feedback loop that should have

by consumers to have a mass of product

than in the past. Those that have spotted

started to indicate that the reducing

knowledge!

the issues have done well e.g. John Lewis,

quality of service was impacting on

and those that got too carried away with

Of course, one solution is to take staff

became harder to find or hang on to due

We now find ourselves in a time where the
retail sector has lost a lot of the intimacy
between customers and staff that for
a long time was the basis of customer
loyalty and satisfaction. Staff turnover is
high, salaries are low, and the sector is
probably less appealing to job-seekers

consumer spend was partially obscured

the quest for efficiency find themselves

by the tidal wave of consumer debt.

with some big issues e.g. Tesco.

During this period the banks started
to brick up their service positions in
branches, self-scan tills arrived in
supermarkets, visible store managers
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