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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 of 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 infl uencing 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.

Where to obtain further information?

www.retailthinktank.co.uk

Who are we?

Nick Bubb (Retail Analyst)

Professor John Dawson (University of Edinburgh and Stirling)

Dr Tim Denison (Ipsos)

Helen Dickinson (KPMG LLP)

Richard Lowe (Barclays)

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

•  Traditionally its proved incredibly diffi cult 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

•  Since inception, the RTT’s activity includes:

- a retrospective look at the past quarter

- 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

  We write White Papers

•  Thought leadership on the key areas infl uencing the future of 

retailing in the UK

•  Issued quarterly throughout the year

•  Highlighting issues and investigating areas of topical 

relevance to retailers

•  The 2011 White Papers are included in this review and we 

have previously covered topics including:

- the impact of shop vacancies

- trading in the downturn

- whether discounting is detrimental to retail health

- how the internet is changing UK retail
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Introduction

The Retail Health Index (RHI) provides 

a visual snapshot of how UK retail health 

has changed on a quarter-by-quarter 

basis covering the past six years 

(see opposite).

When the Retail Think Tank convened 

for the fi rst time in 2006 and set the 

base of 100 for the index, the world was 

a very different place for both retailers 

and consumers. The economy was still 

riding the crest of a wave with consumers 

happy to spend, spend, spend given 

what seemed like an unending supply of 

credit, rising house prices and unfaltering 

economy. Like-for-like year in year out 

sales growth was the norm and online 

shopping was a small part of people’s 

shopping habits.

Things couldn’t have seemed any rosier in 

the retailer’s garden – the UK retail sector 

was just getting healthier as the RHI 

shows, but the warnings of worse times 

to come were already starting to surface. 

RTT members predicted that slowing 

growth and rising costs meant that 

any big economic shock, such as 

a fall in consumer confi dence or house 

prices, could throw the retail sector 

into a tailspin. What wasn’t anticipated 

was how big that shock would be and 

the lasting effect it would have on the 

whole sector.

The state of retail health
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* Glossary of terms

Demand

• Demand for retail goods 

and services

• 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

Costs

• All other operational costs 

including freight and logistics, 

marketing, property and people

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 

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

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 

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 benefi ts. 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 offi cial data.

Retail Health Index

Q4 2008 
●  RHI sees largest recorded fall of 6 points
●  Demand weakens considerably following
 financial crisis and fall in consumer confidence 
●  Margins are hit by sterling weakness
 and excess stocks

Q1

Source: KPMG/Ipsos Retail Think Tank
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Was the bursting bubble 

to blame?

The recession, which started with the 

bailout of Northern Rock, the collapse 

of the US sub-prime mortgage bubble 

and the subsequent failure of Lehman 

Brothers, can be blamed for many of the 

problems industries and individuals are 

still suffering from today. The retail sector 

has certainly felt its harsh bite, but the 

global meltdown has simply accelerated 

retail structural issues that had been 

lurking beneath the surface for some time.

The RTT highlighted the deterioration 

of the retail sector’s health before the 

seismic events that triggered the global 

downturn. As early as the second quarter 

in 2007, retail health started to slip, with 

rising interest rates, store rentals and 

energy prices combining with subdued 

consumer confi dence to slow demand. 

But things were soon to get a lot worse. 

By the end of 2007, the RHI had returned 

to its base of 100, from a high of 104 at 

the start of the year. 

The fi nancial crisis – piled on top of the 

issues of unsustainable levels of personal 

debt, falling house prices and the 

rising cost of living that the RTT had 

already observed – hit retailers hard. 

Government attempts to stimulate the 

sector, including a cut in the VAT rate, 

had little effect. A string of retail 

insolvencies, typifi ed by the collapse of 

Woolworths, followed. More widespread 

discounting had now become the 

norm, even during the critical run-in to 

Christmas. The mindset of the consumer 

had changed, possibly permanently.

By the end of 2008 the RHI had dropped 

a further 14 points as demand nosedived, 

costs soared and margins shrank.

A slow, temporary recovery

The decline in retail health fi nally 

bottomed out during 2009 as interest 

rates at a record low of 0.5 percent 

meant that some consumers now had 

considerably more disposable income. 

Retailers were also benefi tting from cost 

cutting measures implemented during the 

recession, stabilising energy prices and 

reduced pressure on rents. During the 

second half of that year, and up until the 

end of 2010, retail health slowly gained 

some of the massive ground it had lost 

during the recession.

However, the feeling was always that 

retail was not out of the woods and the 

good times were as far away for some 

as they had ever been. The food sector 

performed better while trading conditions 

for the non-food remained diffi cult. Only 

those who had adapted their business 

strategy and taken advantage of the 

maturing online market were able to take 

advantage of the slow return to growth.

© 2012 KPMG/Ipsos Retail Think Tank
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2011: Retail back in recession

The fragile resurgence in 2010 proved 

to be a false dawn for the sector. A tough 

2010 Christmas period, compounded 

by extreme weather, coupled with a rise 

in the VAT rate in January started 2011 

off badly. Where previously shoppers 

may have ignored bad economic news 

and carried on spending, this time 

they retrenched.

Rising infl ation and soaring fuel prices 

hit consumers’ disposable income and 

softened demand, while those very 

same factors piled pressure on margins. 

Retailers, already cut to the bone through 

cost reduction measures introduced 

during the recession, had very little 

wriggle room left to cope with further falls 

in demand. Promotional activity started 

earlier and lasted longer than in 

previous years. Even food sales weren’t 

exempt, with a record 40 percent of 

all food on promotion in the year. 

Although December provided a welcome 

improvement in demand, this was 

achieved at the expense of margins.

Summer offered little respite. There was 

no World Cup, European Championship 

or Olympics to help drive sales and the 

weather remained unseasonably cool 

until the UK was hit with a late heat wave 

– just as fashion houses had brought in 

their Autumn/Winter collections. 

In the 18 months prior to 2011, the RHI 

crept back up to 87 from a low point of 82. 

That improvement was wiped out during 

2011, which ended on a new record low 

of 80. The health of UK retail is now in 

a worse state than it was in the depths of 

the fi nancial crisis – although one could 

argue we are in another, or possibly the 

same, fi nancial crisis today.

Not all retailers are struggling however. 

The differentials in disposable income 

between consumers, due to the 

continued low interest rate, meant 

that some premium stores and brands 

still managed to put in impressive 

performances while the mass market 

limped along. Prime retail space 

remained in short supply as vacancies in 

the secondary areas started to pile up.

But the worst could still be to come. 

With many of the government’s austerity 

measures beginning to bite in 2012 and 

the continuing crisis over the eurozone 

threatening to plunge the whole of 

Europe back into recession, the signs 

don’t look promising. 

Consumer expectations are now focused 

on value for money from retailers and 

there is little to suggest that many will 

be willing to open the purse strings any 

further in the next twelve months. Another 

tough Christmas saw several high profi le 

retailers hit the rails as quarterly rent bills 

became due. The golden days of retail 

are gone and to survive, retailers must 

wake up to a new, and harsher, reality.

As the weaker players fail, the theory is 

that retail health will slowly improve, but 

the RTT does not expect this to start 

occurring before the end of 2012, given 

the economic and consumer backdrop 

the sector currently faces. With so much 

uncertainty still surrounding the situation 

in the eurozone, it is possible that the 

prospects for retailers could worsen 

even further.

© 2012 KPMG/Ipsos Retail Think Tank
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 Nick Bubb,
Retail Analyst

Nick Bubb has been a leading retailing analyst in the City for over 30 years, spanning 

a number of different stockbrokers and investment banks (including Arden, Morgan 

Stanley and Société Générale). He is a well-known commentator on UK retailing in the 

press and is also very knowledgeable about shopping centres.

Nick was rated No 1 in the ‘Institutional 

Investor’ magazine 1988 poll of Stores 

Sector analysts. Nick is ranked in 

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

infl uential people in retailing.

Nick graduated from Christ Church, 

Oxford (MA in Philosophy, Politics and 

Economics). He is married, with two 

children and lives in Richmond in Surrey, 

where he spends much of his spare time 

gardening, reading and watching cricket.

The promotional environment on the High Street is intense and full-price retailing appears to 

be dead 

Forecasting the outlook for the UK economy is fraught with peril at present, with so much depending on the outcome 

of the daily twists and turns in the Eurozone debt crisis. At this stage, it is extremely easy to be gloomy about the 

outlook for the retail sector in 2012, but that doesn’t mean to say it’s wrong. After all, the cautious forecasts for 2011 

made a year ago turned out to be not cautious enough and if you thought George Osborne’s Autumn Statement on 

November 29th was depressing, just wait for the Budget on March 21st...

An unparalleled fall is taking place in the real income of the average UK family and unemployment is rising sharply, 

across both the public and private sectors. Everyone is cutting costs, but cutting costs basically means cutting jobs 

and job insecurity is undermining consumer confi dence. The promotional environment on the High Street is intense 

and full-price retailing appears to be dead.  

Austerity is biting hard and the authorities seem to have run out of ammunition to reverse the slump. At least interest 

rates are not rising, which a year ago they had seemed likely to be doing by now, but they can’t fall much further and 

it is not exactly healthy that savers have so little incentive at present. Mortgage rates are surprisingly attractive, but it 

is hard to be confi dent that house prices will continue to be so resilient. If retail price infl ation has peaked and edges 

down in 2012 then the pressure on real incomes may have peaked, but it is also hard to be confi dent that infl ation will 

come down, given the amount of money pumped into the economy via the Bank of England’s ‘QE’ policy.

At least the Diamond Jubilee and the Olympics give the nation something to look forward to and to celebrate, but the 

law of averages would suggest that the great British weather may not look as kindly upon these events as it did in 

April 2011 for the Royal Wedding...

Given the outlook, the banks will not look kindly upon the prospects for the weaker players in the sector, so more 

casualties are likely in January, which will not help the mood. Non-Food retailers will feel the brunt of the inevitable 

cutbacks in discretionary spending, but 2012 may well be an uncomfortable time for Food Retailers as well, as 

industry capacity continues to expand too quickly.

© 2012 KPMG/Ipsos Retail Think Tank
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 Prof. John Dawson, 
Universities of Edinburgh
and Stirling

John Dawson is Emeritus Professor at The Universities of Edinburgh and Stirling, 

Scotland and a visiting Professor at University of Valencia where he has research projects 

and participates on regular retail management programmes. John is also associated with 

several Universities in Japan where he has a number of research projects funded by the 

Japanese Government. 

His degrees are in Geography, Town 

Planning, and Retailing. Research 

interests are across retailing where he 

has been actively studying retail activity 

since the mid 1960s. Over this extended 

period he has worked on projects with 

many large and small companies and with 

UK and Scottish governments and the 

European Commission in addition to more 

traditional academic research.

John is a frequent contributor to 

management seminars and conferences 

in UK and elsewhere. Current research is 

on retailer internationalisation, marketing 

strategies in retailing, retailer-supplier 

relationships, and the measurement of the 

retail sector. Most of this current research 

is in Europe and East Asia. 

He has also held visiting positions 

elsewhere in Europe, South Africa, USA, 

Australia and Japan.

2012 promises sharper fragmentation and variety of performance

The recent years of recession and near recession have turned retailing into a sector characterised by fragmented 

performance. Different parts of the industry have performed in very different ways, fi nancially, operationally 

and strategically. The promise of 2012 is for more of the same and even sharper fragmentation and variety of 

performance. High end retailing whether fashion or food, on-line sales, pop-up shops, and retailers with an offer 

emphasising convenience are likely to be among those successfully negotiating 2012, but traditional operations, 

whether in food, fashion or durables, targeting middle markets with  high street stores may fi nd 2012 even more 

diffi cult than 2011. 

A single focus on price is now not enough and as more competitive variables are introduced so the opportunity for 

using ever more combinations of these variables increases.

The impact of the Olympic Games is likely to emphasise the fragmentation of the sector with big differences in 

impact in different parts of the country with some consumers outside the South East using the Games as 

a reason to stay at home in front of the TV and not visit the shops. A continuing, and even increasing, pressure on 

household budgets and an even greater rejection of impulse spending for the vast majority of consumers may limit 

the retail multiplier effects of the Games. Some retailers will benefi t from the games, others will be indifferent, and 

others will lose.

As in all previous times of slowdown in consumer spending one consequence is increased market share for the 

large retailers and an increasing share for foreign based retailers who are attracted by the size and compactness 

of much of the UK market. The large retailers have the potential strength for longer survival in harsh environments 

and have the power to pass on the pain, explicitly or by stealth, to suppliers or customers. Market concentration 

of the few at an international as well as national level, also generates fragmentation amongst the mid-sized and 

smaller fi rms, as well as the demise of many micro fi rms.

The prospects for 2012 are a further fragmentation of sector performance, a search by many retailers for a survival 

strategy with the potential for increased consumer dissatisfaction with the retail offer, and not many winners from 

the pelting of this pitiless storm.

© 2012 KPMG/Ipsos Retail Think Tank
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Dr Tim Denison, 
Director of Retail Intelligence,
Ipsos

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 

a marketer, Tim has worked for Ipsos 

Retail Performance (previously known 

as Synovate) for 16 years. Before that 

he managed the Institute for Advanced 

Research in Marketing at Cranfi eld School 

of Management, where he specialised 

in retail and consumer branding issues, 

working on key research and policy 

initiatives on behalf of organisations 

such as the European Commission, BP 

and Ford.

Olympics and Diamond Jubilee will make 2012 more palatable than it would otherwise be

We thought that the worst would be behind us as we step into 2012, but now there is serious doubt. Until Europe’s 

fi nancial implosion is resolved, it is diffi cult to see beyond slow economic growth on these shores and until the UK 

Government acts to revive entrepreneurship, the engine house will remain un-primed, barely ticking over.  

With such a downbeat outlook, consumer confi dence and spending potential will inevitably remain fragile over the 

year ahead. Emergent behavioural patterns that have spawned since the downturn will become mainstream and 

engrained. For shoppers, ‘value for money’ will remain lodged top-of-mind, eager to ensure that their lower level of 

discretionary income is spent wisely. The retailer’s response will continue to focus heavily on promotional activity 

and on helping shoppers establish justifi cation to buy.  

Giving more attention and putting more effort into researching where to buy high ticket goods is a second trend 

that will continue to develop in the year ahead. Shoppers have access to a whole suite of tools in this regard: 

internet search engines to fi nd and research the product in the fi rst instance; social media sites to see product 

evaluations from users and price comparison sites to fi nd the best deals. These mechanisms will become the 

accepted norm, grow in their sophistication and be more powerful in the decision-making process going forward. 

Weak demand and intense competition will continue to push greater price transparency, becoming part of 

‘business as usual’ going forward. Shoppers nowadays feel cheated if they subsequently discover that they could 

have bought their purchase cheaper elsewhere.  Price comparison sites and mobile ‘apps’ play to the shopper’s 

advantage and retailers risk losing patronage if they decide not to participate in demonstrating sharp price 

competitiveness.

Beyond these behavioural responses to the harsher economic times, 2012 will see some events that will empower 

the consumer temporarily to break out of the austerity mindset. The Queen’s Diamond Jubilee and the London 

Olympics will play their part in boosting retail spirits and spend, making the outlook for the next 12 months 

somewhat more palatable than it otherwise would be.

© 2012 KPMG/Ipsos Retail Think Tank
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Helen Dickinson, 
UK Head of Retail, 
KPMG LLP

This year will be about future proofi ng the business to ensure survival in a market that will 

not improve any time soon

Christmas 2011 eventually arrived but it was a nervous build up as consumers desire to ensure they got a good 

deal gave rise to higher and earlier than usual levels of discounting and promotional activity, hitting retailer’s 

margins hard. Any retailer whose product offering was slightly off the mark paid a heavy price as consumers 

continued to reign in their spending on the back of falling disposable income.  

This backdrop is set to continue. 2012 will be about future proofi ng the business to ensure survival in a market that 

will not change any time soon. The squeeze on personal incomes will continue despite the expected decline in the 

rate of headline infl ation. 

We will continue to see falling non-food sales in both value and volume terms. The need to take capacity out 

through shop closures as leases end in non-prime locations will continue to drive the concentration of bricks and 

mortar retail into fewer, larger locations. Here space will be in high demand and market rents will rise, but the 

overriding picture will be of empty, vacant space which the retail and services sectors can no longer use in today’s 

multi-channel world.

Food sales will be fl at and the large multiples will start to wonder whether their space expansion drives will deliver 

anywhere near the return on investment originally anticipated.

CVA’s (Company Voluntary Arrangements) rose by 30 percent over 2011 and administrations by 50 percent over 

the same period. This will rise over 2012. At the heart of most diffi culties is the shortage of cash or refi nancing 

options available to retailers that did not plan for the worst or neglected to develop a strategic business plan 

refl ecting the high level of uncertainty and such a sustained period of market contraction.

Some niche players will continue to thrive but for most it will be about survival. The continual need to drive 

operational improvements will be prevalent – procurement, supply chain, pricing, labour scheduling, IT infrastructure 

– no area of the business will be immune. Strong retailers will continue to improve visibility and control of all aspects 

of the business ensuring they have the right information to take decisions quickly and manage cash fl ow very tightly.  

This way of operating will be the new norm as challenging market conditions will continue into 2013 and beyond.

Helen Dickinson is a Partner & UK Head of Retail at KPMG. She is regularly quoted in the 

trade and national media on retail sales trends and other sector issues and also comments 

on industry topics in her bi-weekly column in Retail Bulletin.

KPMG is an associate member of 

the British Retail Consortium and 

Helen works closely with the BRC in 

a number of areas including the analysis, 

sponsorship and administration of the 

BRC-KPMG Retail Sales Monitor. 

She has focused on retail since 1995 and 

been a Partner since 2002. She works 

with many retailers across all sectors 

including food, clothing, furniture and 

department stores.

As Head of Retail for KPMG since 

December 2004, Helen has overall 

responsibility for leading and developing 

KPMG’s retail practice in the UK including 

development of multidisciplinary value 

propositions and thought leadership 

focused on the sector.
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Richard Lowe, 
Head of Retail & Wholesale, 
Barclays Corporate

Richard Lowe has been a corporate banker for nearly 30 years, and has provided advisory 

and specialist banking services to retailers and wholesalers in the UK & Ireland for the 

past 13 years.

As Head of Retail & Wholesale at Barclays 

Corporate he and his London team of 

sixteen dedicated relationship directors, 

together with a further 90 relationship 

directors across the UK & Ireland are 

responsible for over 4,400 clients ranging 

from boutique fashion houses and high 

street booksellers to department stores, 

all with turnovers in excess of £5m. 

Additionally, retailers and wholesalers 

are offered access to the products and 

expertise of the other businesses in the 

Barclays Group including the investment 

banking solutions of Barclays Capital and 

the private wealth management services 

of Barclays Wealth.

Richard is a regular commentator in the 

national, regional and trade media on 

retail trends and industry issues as well as 

retail sales fi gures. Away from the offi ce 

he is an avid reader, believing you never 

stop learning when you have a good book 

to hand. When time allows he is also 

a motor racing enthusiast. He is married 

with two children and lives in Hertfordshire.

The cost pressures of 2011 have topped out and falling infl ation should relieve the pressure 

on disposable incomes

The challenges of 2011 have pushed retailers and wholesalers to work harder and in a more focused fashion to 

good effect, but this will need to continue into the New Year.

2012 will be another tricky year for the sector and there is no disguising the fact that low wage growth, rising 

unemployment, continued weak consumer confi dence and a desire to reduce household debt will keep consumer 

spending tight and test management teams to the limit. However, despite the clear headwinds, I remain cautiously 

optimistic about the high street’s prospects for a number of reasons. 

Retail remains an important driver for the UK economy. To put this into context, consumers are expected to have 

spent £290 billion by the time the fi nal champagne corks popped on New Year’s Eve. 

In recent years, retailers have also spent a considerable amount of time sorting out their capital structures and 

few remain fi nancially geared, putting the sector in a strong position to manage the toughening economic climate. 

Many of the cost pressures of 2011 have also topped out, January marks the anniversary of the rise in VAT to 20 

percent and the Bank of England has signalled that infl ation will begin to fall back in 2012, although the timing 

of this is not clear. When infl ation does begin to subside this should relieve some of the current pressure on 

household disposable incomes. 

Simultaneously, the sector is adapting to meet changing consumer behaviour. The popularity of smart phones and 

tablets has seen an increasing number of consumers to take to the internet to shop with their digits rather than 

their feet – no doubt the rising price of petrol has helped drive this – and we’re seeing more and more retailers 

actively exploring the potential of their multi-channel offerings and investing in IT infrastructure. This trend will 

continue into 2012 as those retailers which haven’t already done so look to engage consumers using a wider 

variety of online channels including Facebook and Twitter. 

As a major lender to the High Street, retail remains a good sector to lend into where the commercial and risk terms 

makes sense and retailers can expect to receive our continued support through 2012.

© 2012 KPMG/Ipsos Retail Think Tank
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Vicky Redwood,
Chief UK Economist, 
Capital Economics Ltd

Will households feel confi dent enough to spend extra money from real pay growth?

The UK economic recovery is starting the new year looking more fragile than ever. Indeed, it is possible that the 

economy has already started to slip back into a renewed recession. 

Of course, the biggest uncertainty hanging over the UK is what happens in Europe. But so far, it does not look 

like euro-zone leaders are getting to grips with their debt crisis. Accordingly UK exporters are likely to suffer, with 

hopes that net trade would keep the recovery going now looking optimistic. 

With the economy stagnating or contracting, it is of no surprise to see employment falling, and further rises in 

unemployment are likely to hit households’ incomes this year. At least infl ation now appears to have passed its 

peak and sharp falls this year should give a big boost to households’ real pay growth. The key question is whether 

households feel confi dent enough to spend any extra money they get – or, as is perhaps more likely, they save it or 

use it to repay debt. The deleveraging process has a lot further to go. 

So far the housing market has continued to hold up quite well, but if unemployment rises further, renewed falls in 

house prices are likely. Banks are also likely to tighten credit conditions as concerns about exposures to euro-zone 

debt push up their cost of funding. 

At least the MPC should continue to give the economy a decent amount of support, with more quantitative easing 

likely in 2012. But the effectiveness of this policy is questionable. Meanwhile, there are no signs that the Chancellor 

is about to soften his austerity measures. 2012 will see the public sector pay freeze continue and further public 

sector job cuts. 

2012 is therefore likely to be another tough year for consumers. But there is light at the end of the tunnel. 

By the end of the year, pay growth should be back above infl ation and the worst of the austerity measures should 

have passed. 

Vicky Redwood is the chief UK economist at Capital Economics, specialising in the 

consumer and retail sectors. Vicky examines the forces acting on consumer fi nances 

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 

from the Bank of England, where she 

was a UK economist specialising in the 

UK corporate and household sectors. 

She contributed to Bank of England 

publications including the Financial 

Stability Review, as well as writing 

working papers on household 

balance sheets and business failures. 

Before working at the Bank, Vicky studied 

Economics at Oxford and Warwick.

© 2012 KPMG/Ipsos Retail Think Tank
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Neil Saunders, 
Managing Director, 
Conlumino 

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.

Prior to Conlumino, Neil worked at Verdict 

for over ten years where, before the 

companys acquisition, he was a board 

director with responsibility for Consulting, 

Corporate Development and Planning. 

Latterly, he was Consulting Director 

and responsible for all bespoke and 

consulting projects.

Before Verdict, Neil worked for the John 

Lewis Partnership where he was involved, 

among other things, in the planning and 

relocation of new stores, the development 

of the John Lewis website and the creation 

of technical and information systems. 

Neil serves as a non-executive director of 

the train operating company First Great 

Western and is a Visiting Fellow at the 

School of Management, University of Surrey.

The winners will be those that have interesting responses to interesting times

The expression ‘may you live in interesting times’ is seen by the Chinese as a curse; interesting is not seen as 

a positive but is equated with problems and trouble. Such a sentiment will ring true with retailers next year: as 

fascinating as the market will be from an analytical point of view, things will get pretty tough. The year will open 

with a number of factors stacked against the retail sector. Foremost among them will be an absence of real sales 

growth; any growth there is will be driven by infl ation and when this is removed, retail volumes will shrink. In other 

words, we will all be buying less which means the spoils of consumer spending will be spread more thinly.

This refl ects the fact the whole economy will remain in stasis, that consumers will continue to lack confi dence to 

go out and spend, and that poor wage growth will leave many household budgets severely squeezed. In addition 

to the above, more specifi c factors like fuel prices - which are likely to remain elevated – will unhelpfully change 

the way we shop: reducing visit frequency and deterring some from driving to out-of-town centres. Equally, it 

is diffi cult to foresee an uptick in the housing market which will remain depressed, dampening demand for DIY, 

furnishings and fl oor coverings.  

As demand slows, the room retailers have for manoeuvre narrows. Many would like to increase prices to make up 

for hikes in the cost of doing business, but most simply won’t for fear of losing custom in a market that will remain 

increasingly price sensitive.  As a result, many players will continue to report squeezed margins and profi ts.

While this makes for gloomy reading, the truth is that change is needed. The current shape of the sector is one 

that was created to refl ect the needs of the last ten years. Things have now shifted and the more muted demand 

environment means a new shape – less space, fewer shops, more focused business practices – is required. The 

process of change will create casualties but, longer term, it will create winners too. Those that adapt will survive 

and could even come out of the process stronger as a result. Some retailers have already started on this journey 

which is why, among the gloomy trading updates, there are occasionally chinks of light.

What do these players do to stand out? Quite simply they think, they innovate and they respond. In other words, 

they have interesting responses to our interesting times.

© 2012 KPMG/Ipsos Retail Think Tank
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Mark Teale,
Head of Retail Research,
CBRE

Prime shop rents power ahead, but no light at the end of the tunnel for High Street attrition

The fi rst half of 2011 saw the fi rst glimmerings of an upturn in shopping centre development activity. Developers 

started to dust down schemes parked since the onset of the 2007 credit crisis. Confi dence however quickly 

evaporated once the seriousness of the eurozone crisis became apparent. With pre-letting thresholds stuck at an 

eye-watering 40 percent by value, the chances of any medium term uplift in speculative development activity now 

looks to be pretty well zero.

London is still buzzing though. Prime shop rents are powering ahead: £750 zone A at last count, compared with 

just £500 two years ago. Because of the chronic shortage of available space (and the queue of retailers trying to 

get fl agship units), premiums are back with a vengeance too: £5m-£10m is being paid on Regent Street and it was 

reported that Forever 21 paid £14m for the old HMV unit: all before the shop-fi t costs! Westfi eld meanwhile opened 

95% let, highlighting the dearth of high productivity modern primary shopping space coming to the market in the 

UK since the post 2007 collapse in speculative development activity. Vacancy rates have fi nally begun to fall too 

and there is some incipient upward movement in rents in certain London, South East and major regional shopping 

locations. Grocery development activity remains at record levels.

Contrary to the popular media narrative, and despite a trickle of prominent administrations, chain retail branch 

numbers still continue to grow. Catering and leisure branch numbers continue to grow too. The area that has seen 

a sharp decline in branch numbers is services (banks, building societies, post offi ces, travel agents, video hire etc). 

Branch expansion/contraction trends have in fact been little infl uenced by the current downturn. Non-food chain 

retailers are continuing their long-run retrenchment into larger, higher productivity, markets leaving a trail of vacant 

property in their wake. The internet-let decline in services activities has exacerbated the problem. Some High 

Streets can be bolstered by re-anchoring. Others, without long-run public subsidy in one form or another, are a lost 

cause. The High Street attrition we have seen over the last three-four years has begun to moderate but there is, 

as yet, no light at the end of the tunnel.  

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 

industry’s fi rst shopping centre trading 

audits for rent review purposes. Mark 

also pioneered The National Survey 

of Local Shopping Patterns (NSLSP) 

survey, the largest continuous household 

survey programme of shopping 

destination preferences undertaken in 

the retail industry. The NSLSP survey 

is widely used by leading store groups 

for locational analysis purposes and 

by property/planning organisations for 

impact forecasting.

Mark is now primarily concerned 

with the development of local forecasting 

and benchmarking applications 

and related retail property market 

measurement applications.

© 2012 KPMG/Ipsos Retail Think Tank
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• Retail Health suffers as infl ation bites

•  Infl ation is a wake-up call for retail: 

upward commodity prices herald 

a new retail environment longer term

•  Low/non-existent volume growth 

environment here to stay and quality, 

not quantity, will be a key driver for 

future growth

© 2012 KPMG/Ipsos Retail Think Tank

To what extent is infl ation impacting 
retail health and strategy?

April 2011

Introduction

The KPMG/Ipsos Retail Think Tank’s 

(RTT) April meeting followed publication 

of the latest Consumer Price Index (CPI) 

for March 2011 by the Offi ce of National 

Statistics (ONS).

Although the CPI fi gures showed a 

surprise fall to 4 percent in March 2011, 

compared with 4.4 percent the previous 

month, the RTT considers that infl ation 

remains a defi ning issue for the sector 

as it tries to drive sales in the current low 

growth environment.

Despite infl ation data from different 

sources showing disparities (see overleaf 

for comparison of CPI and BRC-Neilson 

Shop Price Index) the trend has been 

upwards, driven predominantly by factors 

outside retail prices.

“The relatively high rates of infl ation 

pose a number of dilemmas for retailers,” 

explains Vicky Redwood of Capital 

Economics. “High infl ation is having 

a direct and adverse effect on their 

customers’ incomes, which is leading 

to a more diffi cult demand environment. 

Of course, if pay growth were keeping 

up with infl ation, consumers would 

not have so much of a problem, 

but high unemployment is keeping 

a lid on pay growth.”

Disposable income is also being 

squeezed by the latest tax and National 

Insurance changes, as well as the 

increased fuel prices - both of which 

follow hard on the heels of the January 

VAT increase to 20 percent. These factors, 

combined with the threat of interest rate 

rises, are all impacting overall consumer 

confi dence, putting pressure on spending 

to be reined in further.

At the same time, retailers’ cost bases 

are increasing due to higher commodity 

costs, particularly in the food and fashion 

sectors, and oil and energy prices, leaving 

them to consider their pricing strategy 

at a time when demand is weak: should 

they increase prices and take the hit to 

volume or absorb the increased costs and 

sacrifi ce margin?

Against this backdrop, this latest RTT 

white paper examines how retailers are 

being affected by infl ation and how it will 

infl uence their future strategy, both now 

and in the future?
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One of the main problems for the 

retail sector is that it has not been 

through a period of infl ation for over 

a decade. As the chart above shows, 

core goods CPI infl ation (i.e., goods 

infl ation excluding food and energy) 

turned positive in 2009 for the fi rst 

time since 1997. Retailers therefore 

have little recent experience of how 

consumers will respond to price rises. 

Indeed, selling in a time of rising prices 

may turn out to require a very different 

strategy to selling when prices are 

continually falling

© 2012 KPMG/Ipsos Retail Think Tank

How is infl ation affecting the 

retail sector? 

In the past, infl ation has come at a time 

when the health of the sector has been 

improving. Neil Saunders of Conlumino 

said: “The period before the recession 

saw heavy infl ation in terms of rising 

house prices, which was helpful as it 

made many consumers feel better off and 

allowed many to withdraw equity from 

their homes, some of which fl owed into 

retailers’ tills. Infl ation in the mid-1980s 

was equally helpful: driven by a surge in 

consumer demand it allowed retailers 

to ease up prices and enhance margins 

without damaging their sales.”

The situation we face now is very 

different. Both consumers and retailers 

are being negatively affected as currently 

infl ation is supply based, rather than 

demand driven.

Price infl ation is occurring at the same 

time as consumers adjust their spending 

to refl ect their new fi nancial realities. 

Before the downturn, consumers 

subsidised their spending through 

credit or dipping into savings, but this is 

no longer achievable or sustainable. 

As a consequence both margins and 

sales are under pressure.

From the retailers’ point of view, the 

global commodity price boom, the 

weakness of sterling, the rising costs of 

labour in the Far East and rising farm 

gate prices have all seen input prices 

rise on a scale not seen before in recent 

times. For example, the clothing sector 

has been affected by cotton prices 

increasing by more than 140 percent over 

the past six months whilst oil prices have 

risen by about 30 percent in the fi rst quarter 

of 2011.

Overall it has a double impact on 

demand: each pound buys less than it 

once did at a time when consumers are 

spending less anyway, meaning retail 

volumes are now falling regularly into 

negative territory.

Whilst the RTT acknowledges that retailers 

have done a good job of keeping their prices 

down and remaining competitive during the 

downturn, current infl ationary pressures 

now seem to be having an unavoidable 

effect on pricing. Many manufacturers and 

retailers have been absorbing past cost 

increases by offsetting them through cost 

savings elsewhere, supplier support, product 

redesign or by lowering profi t margins, but 

anecdotal evidence suggests that the ability 

and willingness to continue to do so is 

reaching its limits.
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“ The more discretionary the 

nature of the spending, the more 

diffi cult it is to sustain real price 

increases in downturns.”

Mark Teale, CBRE

© 2012 KPMG/Ipsos Retail Think Tank

Not all retailers are feeling the effects of 

infl ation in the same way though – the 

picture varies throughout the sector. 

John Dawson, emeritus professor of the 

Universities of Edinburgh and Stirling 

comments: “Because price infl ation 

affects consumer demand and the cost 

structure of retailers, price infl ation 

rates vary by sector, channel and format 

of operation of a retailer. Retailers’ 

responses to infl ation have to consider 

the source of it – whether generated from 

within the UK or whether introduced from 

outside and the international aspect of 

infl ation has impacts for retailer strategy.”

For example, food retailers and value 

non-food retailers are affected to a much 

greater extent due to raw materials 

comprising a greater proportion of the 

selling price and volume is more critical. 

Tim Denison of Ipsos said: “Non-food 

retailers at the lower end of the market 

arguably have little alternative than to bite 

the bullet and sacrifi ce margin to avoid 

alienating their customers and damaging 

sales volumes.”

What challenges do retailers face 

in responding to infl ation?

Most retailers will never have encountered 

infl ation against this backdrop, being 

much more familiar with a growth model 

based on defl ationary prices and volume 

increases. Retailers therefore have less 

experience of the relationship between 

price and volume and of how consumers 

will respond to price rises. Selling in this 

environment requires a very different 

strategy and skill set.

Mark Teale explains: “The discretionary 

nature of much shopping activity puts 

retailers at a signifi cant disadvantage in 

the price hike stakes when consumers 

retrench. The more discretionary the nature 

of the spending, the more diffi cult it is to 

sustain real price increases in downturns.”

Retailers are implementing different 

strategies to manage infl ation, with 

different results. Recent results 

announcements highlighted that fashion 

chain H&M decided not to pass higher 

costs on to its customers but has seen 

its profi ts fall by 30 percent in quarter 

one of this year, arguing forcefully that 

strengthening its price position and 

protecting its customer base will build its 

market position and increase market 

share in the long run, albeit at the expense 

of short-term shareholder value. 

In contrast, Next plc has elected to pass 

its 8 percent increase in stock prices onto 

its customers, protecting margin, but 

at the expense of 1.5 percent of sales, 

the company estimates. Tim Denison 

comments: “Two strong and respected 

high street retailers with two very different 

strategies, and perhaps both appropriate 

for their target markets.”

The RTT points out that there are other 

methods of handling infl ation, such as 

sharing an element of the burden with 

their suppliers. Nick Bubb said: “There is 

no doubt that food retailers are helping 

consumers ‘claw back’ the impact of price 

infl ation by a bevy of promotions, paid for 

by suppliers.”
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Infl ation Facts & Figures

Two of the main sources of retail price 

infl ation data are the British Retail 

Consortium and the ONS. The charts 

below highlight the differences in headline 

CPI versus the BRC-Neilson Shop Price 

Index and those within the respective 

indices for food and for clothing

© 2012 KPMG/Ipsos Retail Think Tank

To what extent is infl ation impacting retail health and strategy?

In this price sensitive period, constant 

monitoring of the supply chain and 

supply sources is imperative, not only 

to track cost structures of the suppliers 

but also to manage the producer and 

commodity infl ation in the economies 

they are based in. The proliferation of 

international sourcing means that producer 

and commodity price infl ation in overseas 

economies has an increasing impact 

on price infl ation in the UK, and makes 

matters more complex for British retailers.

Identifying profi table customers and 

understanding the constantly-changing 

behaviour/demand of consumers is an 

essential attribute for retailers in the 

currently changing market. “From 

a strategic perspective this makes it more 

important to focus on the fundamentals: 

attracting customers, drawing them in, 

putting something relevant in front of them 

and then persuading them to spend,” said 

Neil Saunders. “It may sound simple, but it 

is all too easy to forget that this equation is 

what retail is really all about.”

How will this affect retail in 

the future?

There are differing views as to how long 

the infl ationary environment will last, but 

the RTT believes that global population 

growth – and in particular, the growth 

in number of middle income groups in 

emerging markets – will increase pressure 

on commodities in the longer term.

Commodity costs in the short term 

might stop growing as quickly – cotton 

prices, for example, are set to fall back 

in 2012 – but it seems unlikely that they 

will return to the relatively benign price 

rises of the pre downturn era. As such, 

the RTT believes this will mean there will 

be a fundamental change in the way the 

market operates.

Helen Dickinson comments: “Over the 

past twenty years, the price of much 

of what we buy has fallen in price in 

relative terms assisted by plentiful 

supply of commodities, cheap labour 

and technological advances. Over the 

next twenty, the increase in global 

consumption will be twice that of the last 

twenty, due to the signifi cant growth rates 

of the emerging economies, increases 

in the world’s population and, most 

signifi cantly, increases in the numbers 

of middle income groups, all wanting to 

consume at the rates to which we have 

become accustomed.”

The RTT believes the inevitable 

consequence of these changes is low 

price infl ation/defl ation in prices will 

not return and that a structural and 

psychological change is imminent. 

The maturing of the UK retail market 

means that growth will not be volume 

driven. Retailers should be considering 

and planning now how best to adapt to 

this change of environment.

Businesses will need to continue to 

seek greater effi ciencies to mitigate the 

effects of infl ation, as well as adopt 

a more sophisticated approach to risk 

assessment of producer and commodity 

price infl ation. If growing middle incomes 

in the East means there is less of an 

appetite for working in factories, there 

will be the need for increased fl exibility 

in sourcing and UK retailers may look to 

increase their domestic/European supply 

chain – which some are already beginning 

to do.

Overall CPI vs BRC SPI - Year on Year % change
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“ Over time there will have to be 

a fundamental shift in the 

operating models of retailers as 

they seek to counter higher costs 

caused by increasing scarcity of 

supply of resources.”

Helen Dickinson, KPMG LLP

© 2012 KPMG/Ipsos Retail Think Tank

Pricing strategy will, in future, be placed 

fi rmly on retail businesses’ board 

agendas. Those which analyse and 

adjust opening price points against sales 

continuously to match the subtle shifts 

in mood and behaviour will ultimately be 

more successful in securing sales and 

creating the difference between winners 

and losers.

The current environment also encourages 

retailers to adopt strategies that 

emphasise innovations to increase 

productivity of all their assets. With 

a greater need for productivity 

improvement, merchandising, packaging, 

promotional, format and IT & logistics 

innovation all help to offset some of the 

negative effects of rising infl ation.

Conclusion

Whilst in the past some degree of infl ation 

has been a good thing for the retail sector, 

the current scenario is very different. 

It has come at the wrong time and against 

the wrong economic backdrop to be 

benefi cial, but even more importantly it 

is supply driven rather than demand led. 

If retailers had been trying to increase 

prices when disposable income wasn’t 

being squeezed so hard, it might have 

been a different story and volumes may 

not have affected to the same extent.

But beyond this short term problem, 

the RTT believes that infl ation represents 

a wake-up call for retailers: it is 

highlighting how they need to become 

better at managing for the longer term 

future and expects over the next 

20 years the sector will have undergone 

a fundamental structural change in the 

way individual businesses operate, 

through their sourcing processes, supply 

chain management and the way they 

price products.
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The current volume growth model of 

UK retail can no longer be relied upon 

to deliver results – growth is more likely 

to come from adding value to consumers 

in the future. Businesses which are 

bold enough to start taking a long 

term view now and make appropriate 

investment for the health of the business 

in the future are much more likely to 

emerge as the winners.

Helen Dickinson concludes: “A retail 

market driven by defl ation, increasing 

volumes and space expansion will 

become a thing of the past. Over time 

there will have to be a fundamental shift 

in the operating models of retailers as 

they seek to counter higher costs caused 

by increasing scarcity of supply of 

resources. Those that innovate their 

way forward, taking into account the 

longer term structural changes as well 

as short term strategies will be the future 

success stories.”

To what extent is infl ation impacting retail health and strategy?
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•  Measurement is at risk of becoming 

obsolete without change

•  The impact of online sales cannot 

be ignored

•  An inclusive and standardised set 

of principles is required to maintain 

like-for-like’s relevance

Are like-for-like sales fi gures still 
a useful and relevant measure of retail 
performance?

August 2011

Introduction 

The phrase ‘like-for-like sales’ entered 

the retail lexicon in the 1980s and quickly 

became one of the most commonly used 

measurements in the sector, rivalling sales 

per square foot as the metric of choice for 

underlying performance. 

Stripping out the sales generated 

from new space gave retailers and 

stakeholders alike a good indication 

of how the underlying business was 

performing against previous periods. 

This was absolutely essential at a time 

of rapid expansion in the high street 

and the emergence of large out-of-town 

shopping centres. 

But despite it being a relatively 

straightforward concept, comparing 

like-for-like (LFL) sales between different 

retailers is fraught with diffi culties. The 

sector has never had a standard defi nition 

of the measurement, meaning companies 

use a diverse range of methods to 

calculate the fi gures they report. They are 

free to pick and choose which elements 

to include or exclude, meaning elements 

can potentially be pulled in or out at will to 

ensure sales fi gures are shown in the best 

possible light. 

“Without an industry standard, retailers 

have understandably been creative in 

how they choose to declare like-for-like 

sales publicly,” says Tim Denison, 

Director of Retail Intelligence at Ipsos 

Retail Performance. 

The increasing importance of online sales 

and emerging retail operating models 

have also brought into question the 

future relevance of like-for-like sales as 

a primary performance metric – making 

comparisons has become even more 

fraught with diffi culty. 

The KPMG/Ipsos Retail Think Tank met 

in July to consider whether the calculation 

of like-for-like sales requires a set of 

guiding principles, to ensure they remain 

relevant to external stakeholders, or 

whether the measurement is simply 

past its sell-by date and needs to be 

consigned to the scrapheap. 
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Are like-for-like sales fi gures still a useful and relevant measure of retail performance?

© 2012 KPMG/Ipsos Retail Think Tank

“ It’s probably fair to say that one 

of the most misunderstood and 

opaque metrics used in modern 

day retailing is that of like-for-like 

sales.”

Neil Saunders, Conlumino

The most opaque metric used 

in retail? 

While like-for-like sales fi gures are 

popular with City analysts and the media 

alike, there are huge issues around how 

the fi gures are collated, interpreted and 

presented. Key to this is the lack of 

a standard defi nition. 

No industry or regulatory body has ever 

set out rules or principles for retailers 

to use when compiling like-for-likes, 

making it impossible to accurately 

compare performance between retailers. 

An individual retailer’s defi nition of what 

constitutes like-for-like sales can also 

change over time, potentially rendering its 

own fi gures diffi cult to interpret. 

“It’s probably fair to say that one of the 

most misunderstood and opaque metrics 

used in modern day retailing is that of 

like-for-like sales,” says Neil Saunders, 

consulting director at Conlumino. “It 

really shouldn’t be this way, of course; 

the general concept is straightforward 

enough and, as a measurement, the 

principle of LFL is a useful one. The 

problems stem from both the wide 

variability in what actually constitutes 

LFL and also from a lack of care in the 

interpretation of LFL fi gures which often 

leads to misuse of the metric, especially 

in media reporting.” 

As it stands, decisions on whether to 

include items such as VAT, infl ation, 

refurbished or extended stores, the 

cannibalisation of sales from other stores, 

change of product mix, promotional sales, 

vouchers and staff discounts are all down 

to individual retailers and very seldom 

explicitly stated. This can leave external 

stakeholders baffl ed over what truly 

constitutes like-for-like, making invalid 

comparisons in performance between 

individual businesses. 

“What’s appropriate for one business’s 

internal decision making will not 

necessarily be appropriate for another,” 

says Helen Dickinson, KPMG’s UK 

Head of Retail. “Hence we are left with a 

challenge around what is an appropriate 

external measure of relative performance. 

Banishing LFL as a measure to 

benchmark relative performance is not 

necessarily the answer, but greater 

consistency and transparency on how 

retailers calculate this much loved 

measure is long overdue.” 

Timing can also contribute to wildly 

differing measures of like-for-like sales. 

During the crucial Christmas period, for 

instance, there are no rules over which 

weeks should be counted to provide 

consistency across the sector. 

“It is easy to pick the ‘best’ period to 

report upon, particularly at the key 

Christmas period,” says Nick Bubb, Retail 

Analyst. “This was clear last Christmas, 

when some retailers missed out the poor 

snow-disrupted week in early December 

2010 from their fi gures and included the 

less-disrupted week in early January 

instead, delivering rather better LFL sales 

growth than their peers. In future, retailers 

should be obliged to give fi gures for the 

same fi ve week reporting period to early 

January as the ONS and BRC measures 

of retail sales.” 



26

“ From a macro-economic point of 

view, the like-for-like measure of 

sales is not actually much use.”

Vicky Redwood, Capital Economics

© 2012 KPMG/Ipsos Retail Think Tank

A misunderstood measure 

Even with its inherent vagaries, 

like-for-like is still a popular measurement 

used extensively by analysts and 

journalists. The Retail Think Tank argues 

that it is often overused and, more 

importantly misused. Taking it as an 

overall guide to the general health of the 

retail market or as a measure of consumer 

demand is highly misleading. 

“While LFLs are useful in the context of 

individual retailers, they are much less 

helpful when exploring the wider retail 

picture,” says Conlumino’s Neil Saunders. 

“Indeed, LFLs should categorically not 

be used to assess the overall health 

of the retail economy. Unfortunately this 

often happens within media circles 

and often leads to some irksomely 

inaccurate headlines.” 

“From a macro-economic point of view, 

the like-for-like measure of sales is not 

actually much use. Economists care 

about how much consumers are spending 

in total. It is largely irrelevant how those 

sales are split between stores that were 

already open and new stores,” says Vicky 

Redwood, Chief UK economist at Capital 

Economics. “The best macroeconomic 

measure of sales is one that includes as 

much as possible – including online and 

other multi-channel methods of sales.” 

The lack of standardisation creates 

diffi culties in making direct comparisons 

between different retailers and even for 

a single business, like-for-like sales 

are just one indicator of its overall 

performance. Assessment of the health 

and value creation of a retailer requires 

a balanced view across a much broad 

set of metrics covering cash generation, 

profi tability, and productivity. 

“Like-for-likes provide a general guide 

to short term performance, but it takes a 

lot more to nail down the actual health of 

individual players,” says Mark Teale, Head 

of Retail Research at CBRE. 

However, those companies considering 

dropping like-for-like metrics altogether 

because of these issues would have to 

tread very carefully, warns Nick Bubb. 

“Retailers who are growing their store 

estate particularly quickly may well claim 

that LFL sales are not a fair measure of 

all that their business is doing, but the 

City is rightly suspicious of retailers who 

refuse to give LFL sales fi gures,” he says. 

“After all, human nature would suggest 

that such retailers probably don’t give 

LFL sales fi gures only because the fi gures 

don’t look very good...because otherwise 

they would be shouting about them.” 
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The online effect 

The retail world has undergone a major 

transformation since like-for-like became 

a widely-used metric. The growth in 

online shopping means that store 

sales, on which like-for-like fi gures are 

historically based, are no longer the be-all 

and end-all for retailers. 

John Dawson of the University of 

Edinburgh says “The way that channel 

structure evolves also affects like-for-like 

sales interpretation with shifts away from 

store based selling, which is the basis of 

LFL calculation, having the potential to 

reduce the total of store based sales even 

within an overall growing market.” 

As consumers increasingly choose to 

make their purchasing decisions from the 

comfort of their sofas by laptop, or on the 

move by smartphone, the contribution of 

outlets to overall sales is changing. As we 

look ahead, many companies are more 

likely to have to take into account store 

closures in like-for-like measurements 

than new openings. 

“Today, there is limited new shop space 

coming into play in the UK and the 

real opportunities lie on the virtual high 

street,” says Richard Lowe, Head of 

Retail & Wholesale at Barclays Corporate. 

“The lack of accounting standards 

around like-for-likes mean there is no 

clarity as to how internet sales should 

be accounted for. A retailer may well be 

enjoying remarkable online growth with 

sales driven through a combination of 

click-and-collect and purchases made 

via the internet (often preceded by 

a store visit) but, these are not visible if 

you were to look at business like-for-likes 

in isolation.” 

The relationship between online and 

physical sales is far from clear-cut and 

very diffi cult to defi ne. Stores can still play 

a vital part in situations where customers 

make a purchasing decision after a store 

visit but carry out the transaction online. 

However, their contribution is virtually 

impossible to measure. 

“It is getting hard to know where the 

boundaries lie,” says Nick Bubb. “In this 

age of ‘bricks and clicks’ it is reasonable 

to include online sales in LFL sales, 

but it would be helpful if online growth 

is separately disclosed, so that the 

performance of the stores themselves 

can be monitored.” 

The infl uence of online activity also raises 

the issue of whether negative like-for-like 

store sales should still be viewed in a bad 

light. If like-for-like is to continue to be 

a useful measurement of performance for 

external stakeholders, the contribution of 

online must be recognised. 

“ The lack of accounting standards 

around like-for-likes mean there is 

no clarity as to how internet sales 

should be accounted for.”

Richard Lowe, Barclays Corporate
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The following areas should be 

considered in a standard approach for 

calculating like-for-like sales: 

• New stores and store closures 

• VAT

• Infl ation

• Store refurbishments

• Store extensions, mezzanines, etc.

• Cannibalisation

• Product mix changes

• Discounts, promotions and vouchers

• Websites

• Time periods and trading updates

© 2012 KPMG/Ipsos Retail Think Tank

Guiding principles 

Having considered the various issues 

associated with the like-for-like sales 

fi gure, the Retail Think Tank concluded 

that it still has a vital role to play in 

helping to understand a company’s 

underlying performance. But if it is to 

continue to be relevant to stakeholders, 

it needs to adapt to the new realities of 

retail today and be consistent across the 

retail sector. 

In order to provide this consistency, 

the Retail Think Tank suggests a set of 

guiding principles that retailers should 

follow when drawing up like-for-like 

fi gures, taking the view that areas 

excluded from total sales, to derive 

like-for-like sales should be kept to 

a minimum. 

The following principles should form 

the basis of standard approach for 

calculating like-for-like sales: 

New stores and store closures 

Like-for-like measurements were 

introduced to reveal the underlying 

performance against previous periods. 

Including new or closed stores would 

render the metric meaningless and 

so must continue to be excluded. 

New stores should be introduced on 

their 12 month anniversary for year on 

year calculations. 

VAT 

VAT can be easily broken out of sales 

fi gures. Retailers should provide 

like-for-like sales fi gures both including 

and excluding VAT, in order to aid the 

comparisons between retailers who have 

varying mixes of products attracting VAT 

at different rates. 

Infl ation 

Pricing is an integral part of the overall 

sales proposition and hence no adjustment 

should be made for pricing changes. 

Store refurbishments 

The impact of store refurbishments should 

be considered a regular part of doing 

business and as such should not be 

excluded from like-for-like sales and no 

adjustment made for the period of closure. 

Only in circumstances where a store has 

to close for a substantial period of time 

due to a fundamental transformation and 

it contributes a signifi cant portion of the 

chains income should an adjustment be 

made. In such circumstances it should be 

treated as a new store. 

Store extensions, mezzanines, etc. 

The Retail Think Tank concluded that the 

impact arising from any change to a store 

that results in an increase to the square 

footage of that store should be excluded 

from like-for-like sales as the extension 

does not represent comparable capacity. 
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Cannibalisation 

The loss of sales from a store to a recently 

opened store in the nearby area is diffi cult 

to measure in isolation. One member 

argued that this simply meant the new 

store was opened up too close to the 

existing outlet. The Retail Think Tank’s 

view is that these situations should not 

be adjusted in like-for-like fi gures. 

Product mix changes 

The updating and change of product 

ranges at stores is a part of life for all 

retailers and so should not be excluded 

from like-for-like sales. 

Discounts, promotions and vouchers 

The Retail Think Tank takes the view 

that the discount element of any 

promotional sales should not be 

included in like-for-like sales. Therefore, 

any discounts should be refl ected in 

like-for-like sales at the value that the 

customer paid. In the same vein, future 

money-off vouchers should only be taken 

into account at the point of redemption. 

Websites 

It is vital that online sales are incorporated 

into like-for-like sales if they are to provide 

external stakeholders with an accurate 

view of a fi rm’s underlying performance. 

Sales generated through the application 

of new technologies (whether online 

or mobile) or new distribution channels 

(such as catalogues) should be included in 

the LFL calculation as they are generated 

and supported by existing retail physical 

store capacity.

In much the same way as for physical 

outlets, the impact of any upgrades to 

a website or change in product mix should 

be included in like-for-like sales, while 

new website launches should be excluded 

until after the 12-month anniversary. 

Only if sales from alternative channels 

are demonstrated to be completely 

independent of the existing portfolio, 

should they be excluded. The Retail Think 

Tank expects this to be rare for retailers 

operating in both physical and virtual 

space as the brand and marketing impact 

would be diffi cult to separate even if it 

were possible to attribute individual sales 

directly to one channel or another. 

Time periods and trading updates 

Where possible, sales updates from retailers 

should cover the same trading periods as 

their competitors and be comparable to 

previous periods. This is particularly true 

over the vital Christmas period, where 

retailers in the past have chosen different 

trading periods to report on. 
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 Conclusion 

Like-for-like is a widely used, but often 

misunderstood measure. Its usefulness 

to external stakeholders is limited, due to 

a lack of comparability between retailers 

fi gures. The increasing importance of 

online sales and the lack of growth in 

new outlets could see the metric quickly 

become obsolete without substantial 

change and standardisation. 

The Retail Think Tank recommends that 

a set of guiding principles be created 

for retailers to adopt, allowing external 

users of the fi gures to easily assess and 

compare the underlying performance 

of companies. 

Any set of principles should seek to 

minimise highly judgemental exclusions 

from the like-for-like calculation, with 

only the impact of new, extended or 

closed stores justifi ably excluded. 

Any measure must take into account 

online and multi-channel sales, with 

exclusions only for new websites. The 

fundamental principles are transparency 

and clarity. A user of the published 

sales data should be able to breakdown 

total sales of a retail business into its 

constituent parts in order to get a clear 

picture of the drivers of performance. 

The RTT calls upon the industry and 

leading retailers to work together on 

drawing up these guiding principles to 

ensure like-for-like sales remains 

a relevant metric for the 21st century. 

Such guidance should recognise that 

any measure of like-for-like sales is just 

one of a broader set measures required 

to achieve a full understanding of the 

performance of a retail business. 
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•  Retailers cry wolf too often when hit 

by weather extremities

•  Optimism faces a ‘Big Freeze’ as the 

outlook deteriorates

© 2012 KPMG/Ipsos Retail Think Tank

Is the weather an excuse for 
retailers’ poor business models and 
risk management?

November 2011

Introduction 

It is often said that retailers are a bit like 

farmers – always complaining about the 

weather. But while it’s not so surprising 

that the weather is so important to farmers’ 

lives, given the need for the right amounts 

of rain and sunshine to grow crops, the 

case for retailers is less clear cut. 

It is undeniable that periods of extreme 

weather can have a signifi cant impact on 

an individual retailer’s performance. 

From the market’s point of view, a company 

is only ever as good as its recent sales 

fi gures, so any shift in the timing of 

consumers’ spending patterns precipitated 

by the weather will be a cause for concern. 

Retailer’s preoccupation with the weather 

is an inevitable consequence of 

a preoccupation with short-term trading.  

“Extreme conditions certainly can have 

a profound impact on shopping activity 

in situations when it prevents people 

from reaching the shops, but retailers 

are often too quick to call on the weather 

to explain away periods of abnormal 

store trading,” says Tim Denison, 

Director of Retail Intelligence at Ipsos 

Retail Performance. 

The KPMG/Ipsos Retail Think Tank met in 

October to consider whether the weather 

is a justifi able explanation for poor retail 

performance or an excuse for poor 

business models and risk management.  

‘Indian Summer’ blamed for 

early discounting 

In the run up to the all-important 

Christmas trading period cash fl ow and 

stock rotation schedules are particularly 

tight, with retailers eager to make the 

most of limited shop fl oor space. At these 

critical times, retailers often dread the 

weather forecasts as any departure from 

the normal seasonal cycle often results 

in consumers postponing purchases, 

bringing planned purchases forward, or in 

the worst case not making the purchase 

at all. 

Helen Dickinson, Head of Retail at KPMG, 

said: “There is no doubt that the weather 

does impact retail performance. We see 

this most starkly in periods of extreme or 

unexpected conditions such as the country 

grinding to a halt in December 2010 due to 

adversely snowy conditions or the Indian 

summer in late September 2011.”   
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“ To avoid ridicule when talking to 

the City about trading trends, 

retailers are usually best advised 

not to mention the weather.”

Nick Bubb, Retail Analyst

“As a result sales will be gained or lost 

and once forgone, a signifi cant proportion 

of it will not be regained given the 

discretionary, ‘of the moment’ nature of 

so much of our shopping activity.” 

Therefore September’s unusually warm 

weather will have tested retailers’ careful 

Autumn planning as the already reluctant 

consumer was tempted away from the 

high street by the sun. Retailers tried 

to contend with this by introducing 

snap promotions and deep discounting 

over the following weeks to encourage 

shoppers to part with their cash, but 

this reduced margins already under 

considerable pressure from rising costs.  

Weather variations in the UK

What is fair to say is that abnormal 

extremes of weather are unhelpful to 

retailers. If it is too hot when the weather 

is meant to be cold, or vice versa, it can 

make life diffi cult, particularly for apparel, 

DIY and gardening retailers. 

Nick Bubb says: “That is why companies 

that sell weather-sensitive or weather-

protective goods, but who always seem 

to fi nd the weather too dry/too wet/too 

cold or too sunny, are always held up as 

examples of whining retailers. To avoid 

ridicule when talking to the City about 

trading trends, retailers are usually best 

advised not to mention the weather.”

Food retailers, on the other hand, have 

more scope to fl ex their range and are 

less susceptible to weather patterns due 

to the shorter term level of stockholding 

and more responsive supply chains.

This is one reason why the weather 

should balance out in terms of its 

overall impact on overall retail sales, as 

business lost by non-food retailers can be 

gained by food retailers – which is what 

happened during the ‘Indian Summer’ at 

the end of September.   

For seasonal products, both the start and 

peak of unit sales can vary by six weeks 

from one year to the next, curtailing or 

protracting the sales window. This can 

culminate in either signifi cant missed 

sales opportunities caused by failing to 

have suffi cient products in the stores at 

the right times, or serious over-stocking 

if the buying season turns out far shorter 

than the selling season. The phasing 

of stock, clearance strategies, the 

resonance of media plans, and ultimately 

the sales and margins made on seasonal 

goods can all be compromised by 

sustained spells of unseasonal weather. 

Matters however become more 

contentious when weather conditions are 

linked to consumer’s sentiment to shop, 

for example, blaming a ‘wet’ Saturday 

for poor trading.  As the weather is 

signifi cantly different from one year to the 



34

© 2012 KPMG/Ipsos Retail Think Tank

next on 75 percent of the days of the 

year (source: Planalytics), there is 

a strong case to be made to treat the 

effect of everyday weather variations on 

retail over a trading year as a constant. 

Over the longer term our climate is 

reasonably predictable and the weather 

does not fundamentally affect consumers’ 

ability to spend.

There are, therefore, some good reasons 

why the weather can contribute to short 

term variations in individual retailers 

trading performances, though retailers 

seem all too ready to blame sales dips 

on the weather and rarely attribute sales 

spikes to it. Its impact is overplayed too 

heavily and too often, and rarely over the 

course of a year should it be considered 

anything other than a ‘business as 

usual’ factor. It does not have any major 

impact on overall aggregate retail sales 

across the market over the course of any 

particular year.  

Weather just an excuse 

or a mask for underlying 

business issues?

So is weather just another excuse for 

poor performance? For retailers weather 

is a major variable and undoubtedly 

affects the way consumers spend money 

with a particular type of retailer over 

a short period of time. It is a perfectly 

legitimate explanation for both good 

and poor performance as what might 

be unfavourable weather for one retailer 

might be good for another. 

What British retailers will be hoping for 

now is that forecasts of an early ‘big 

freeze’ later this month are correct, 

ensuring careful plans are not disrupted 

and that shoppers are encouraged to 

get into the festive spirit early and start 

spending on winter clothing, seasonal 

food and presents.

In the UK, variations in weather are 

a constant aspect of the trading environment. 

But while UK retailers are well aware of this, 

new entrant foreign retailers are sometimes 

surprised by the impacts of weather 

changes on demand and costs. The 

longer supply chains often associated with 

foreign retailers mean that replenishment 

responsiveness may be slower; 

exacerbating the problem of weather-

related fl uctuations in stock movement and 

causing further cost increases. 

John Dawson of University of Edinburgh, 

said: “As inventory systems have changed 

from forecast driven supply chains to 

consumer driven demand chains, so the 

impact of weather becomes more evident. 

But logistic responses are not always able 

to respond timeously and so demand is 

not met or, even worse, product arrives 

too late to catch the weather-related 

demand. Costs and demand are affected 

by variations in weather.”

A greater focus on supply chain 

management and forecasting is only one 

aspect that needs to be addressed for 

retailers looking to outwit the weather. 

A better merchandising and buying 

strategy will most certainly beat these 

short-lived weather blips. Retailers with 

robust forward planning and risk analysis 

will even be able to take advantage of 

these weather extremities.  

Allowing a greater deal of fl exibility as well as 

autonomy at store level, especially among 

the regions that experience these weather 

variations, can also help in managing the 

fl uctuations caused by weather.  

Retailers who don’t have sophisticated 

systems in place to cope with weather 

extremities don’t need to panic however. 

They should utilise the tools they already 

have in place. For example, the online 

offering should be exploited instantly when 

hit by adverse weather. Marketing and 

communications through online should be 

increased to shift seasonal stock.  
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In addition, retailers can take advantage of 

changing weather by luring customers into 

stores and increasing footfall during these 

periods. Sometimes the simplest steps can 

be the most effective. If you’ve ever dashed 

into a warm store during a downpour or 

been tempted by a water dispenser during 

a ‘hot spell’, you will know that this is an 

opportune time to target customers with 

your stock offerings whatever the weather 

– so long as the merchandising refl ects the 

weather outside.  

Another key trick to beating these rather 

abrupt weather variations is by retailers 

working to shorter and more fl exible cycles. 

Fast fashion retailers have got it right and 

don’t stick to rigid plans throughout the 

year. It’s imperative to forward plan but 

those strategies need to be fl exible enough 

to incorporate and adapt to a sudden 

change in consumer behaviour. 

The business models currently being 

practised by many retailers are far too 

stiff to take advantage of consumer 

patterns. If retailers can start to work 

towards a more fl exible model, then 

underlying issues faced by retailers 

during short-lived weather blips can be 

successfully overcome.  

Weather changes, particularly the extreme 

events that are the most disruptive from 

a retail perspective, can be widespread 

or local, forecast or unexpected, and 

long or short-term in duration. The varied 

forms of weather events have different 

impacts on demand and costs. A forecast 

widespread long period of extreme cold 

has one set of impacts. An unexpected 

local heavy rainstorm and fl ash fl ood 

have quite different impacts on demand 

and costs for the retailer. Very few of 

these weather events should be viewed 

as having an unanticipated impact on 

demand and costs.
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Conclusion 

Retailers who have a plan and anticipate 

the risks of extreme weather changes will 

ensure that their stock is shifted during 

these periods. What is more, they will be 

able to ensure that their staff can get to 

and from work and that opening hours are 

adjusted to accommodate the customer.  

Many food retailers, for instance, get 

this spot-on and have good forecasting 

systems in place, especially on seasonal 

goods. For them, having the right stock 

at the right time is always key, given the 

short life cycle of many product lines. 

They have better forecasting models than 

many in the non-food sector and they 

have greater fl exibility to pull forward 

stock at short notice.

For non-food retailers, it can be 

a double-edged sword. They don’t have 

enough ‘general’ stock to work from and 

can’t sell the stock they have at high 

margins. Transitional stock is also hard to 

get in on short notice.  

To counter this, non-food retailers 

need to be more creative and have 

more autonomy at store level, especially 

at a regional level. Continuing to 

build more fl exibility into the business 

and forecasting model is the focus 

for improvement.  

The extent to which weather can be used 

legitimately to explain unanticipated 

changes in sales reduces every year. 

Forecasting the weather has improved. 

More and more retailing is undertaken 

in atmosphere controlled shopping 

centres and online, rather than on High 

Streets. Non-weather related volatility 

has increased so management systems 

should be better prepared to cope with 

such volatility. But it is still surprising how 

many times weather is used as a way 

of ‘explaining’ why sales are lower than 

forecasts had suggested.

Without doubt the weather can have an 

impact on consumer demand in general 

and for specifi c items. Weather also 

affects a retailer’s costs but given that 

the weather, and its variability, is always 

present, effective retail management 

should be able to be responsive to the 

changes in weather, even turning them 

into a competitive advantage. After all, as 

far as the British weather is concerned, 

the motto ‘expect the unexpected’ is as 

fi tting as it gets.

© 2012 KPMG/Ipsos Retail Think Tank



Is the weather an excuse for retailers’ poor business models and risk management?

37

Critical success factors

We have defi ned below a high level summary of considerations for retailers to ensure 

you thrive, as opposed to just surviving, in the current challenging retail environment.

Thriving v 
Surviving

• Understanding of changing customer needs
• Clear and differentiated brand proposition
• Aligned multi-channel and customer 

management strategy
• Innovation culture
• Exploiting customer data
• Harnessing online communications/

communities
• Clarity over international opportunities • Strategic cash forecasting

• Active working 
capital management

• Cash culture 
throughout business

• Appropriate debt 
and covenants

• Headroom fl exibility

• Strong store format and the 
right footprint and number 
of stores

• Active productivity 
monitoring

• Embedded cost 
reduction programme

• Integration across channels
• Optimised pricing 

and ranging
• Streamlined back offi ce

• The right KPIs
• Lead and lag indicators
• Non fi nancial as well as fi nancial indicators
• Robust capex appraisal
• Stress tested forecasts
• Layered scenario planning

• Active engagement
• Covering all from banks to 

landlords to credit insurers 
to suppliers

• Employees aligned 
and motivated

• Communication plans linked 
to scenario planning

• Clear sustainability and 
corporate responsibility 
positioning

• Clarity over business viability  
- turnaround required?

If appropriate, have considered:

• Restructure store estate
• Balance sheet restructuring
• Insolvency options 

considered: CVA, 
administration

• Disposal of non-core assets

Cash and
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