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After three consecutive
quarters of no change in
the state of retail health, the
year began with all three drivers
– demand, margins and cost
-taking a turn for the worse,
pushing the Retail Heath
Index down by one point.

KPMG/Ipsos Retail Think Tank

Review of 2017

After a better than expected Christmas, the noticeable
sigh of relief among retailers was quickly replaced by
a large intake of uncertainty facing the year ahead.
Unanswered questions over the triggering of Article
50 and Brexit negotiations, the future impact of a
weak Sterling and unravelling hedging arrangements,
the consequences of sustained negative consumer
confidence and the cost implications of building a truly
omnichannel business model all conspired to suggest
that a bumpy ride was in store for the industry in 2017.
And so it transpired. After three consecutive quarters of no change
in the state of retail health, the year began with all three drivers –
demand, margins and cost-taking a turn for the worse, pushing
the Retail Heath Index down by one point. Spending power was
compromised early on in Quarter 1 as real earnings turned negative
for the first time in 10 quarters. November’s Black Friday deals had
served to take interest away from the January sales. It was a topic
that was debated more fully in the RTT’s white paper, “How can
retailers exploit seasonal events more fully and plan for them better?”
published in May.

Heavy discounting continued to pervade the non-food sector, but
climbing input costs led to price inflation returned to the food sector
after an absence of 3 quarters.
Quarter 2 saw the downward trajectory of retail health continue,
though overall spending was not as suppressed as anticipated,
thanks in part to some households dipping into savings and others
buying on credit. Nevertheless, discretionary non-food retail spending
suffered as consumers made economies in household budgets,
while the grocers had a better time of things. Rising costs was the
central story of Quarter 2 given the mandatory take up of the National
Living Wage, the genesis of the Apprentice Levy, business rate rises
and fuel and utility costs on the up.
The quarter was best remembered though by two other
announcements. Firstly, in April, Teresa May’s decision to call a
snap general election in June, designed to give her a stronger
Brexit mandate and reduce the toxic mix of political uncertainty and
economic instability. Secondly, in June, Amazon’s intent to acquire
Whole Foods Market.
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It may yet prove to be a seminal moment in retail history, reflecting
the apparent channel agnosticism of shoppers and the dawning
realisation that the future for retailing is about the merging of online
with the in-store experience.
The RTT’s white paper – “The platform era and its impact on the retail
industry” concluded that the challenging environment of squeezed
profits and rising costs called for solutions built around lateral thinking
and that these might include the creation of new service ecosystems
which include retail partnerships.
The British shopper is nothing but resilient, and as consumer
confidence bounced back in Quarter 3, so too did spending. The
three largest sectors of food, fashion and health and beauty had
a particularly good quarter, aided by food inflation, less dining
out, autumnal weather arriving on cue and the nation’s growing
enthusiasm for wellness. Stronger demand outweighed the ongoing
challenges retailers faced on other fronts, so much so that the state
of retail health flatlined in Quarter 3 for what proved to be the only
time in the year.
Cost management continued to be top centre for retailers in Quarter
3. News of rationalisation across all sectors hit the headlines in the
autumn, from large scale redundancy announcements, supplier
re-negotiation deals and store closure programmes to more
welcome initiatives involving store-in-store space re-engineering
and lean inventory programmes. It wasn’t all about stripping out
cost. Investment in creating omni-channel capabilities wasn’t
something just being given lip-service any longer, it was genuinely
happening. Mindful of Christopher Columbus’ observation that “you
can never cross the ocean until you have the courage to lose sight
of the shore,” the RTT acknowledged the commitment being made
towards joining bricks with clicks.

Then came the event that most retailers wished had never made it
across the Atlantic – Black Friday. Desperate to win their share of
dwindling demand many multiples began their campaigns early and
ran them for longer. More special stock was bought in to safeguard
margins. Though an online hit among consumers, it was more of a
damage limitation exercise for retailers in a year when margin and
cost control had come at a premium. Predictably it brought forward
sales that would normally be made in December, leaving the build-up
to Christmas late and soft, led by discounting and on-line activity.
As always though, the festive season drew winners and losers with
grocers and discounters celebrated the most.
It began as a tough year and it ended as one. Retail health resumed
its downward track in Quarter 4, with the Retail Health Index falling
another point, after the brief respite in Quarter 3. It was the first time
in 5 years that the retail industry had suffered a decline in its health
in the final quarter. Any increase in demand had been outweighed
by ongoing cost commitments and strained margins, the result of
extended promotions and heavy discounting. Though much had
been achieved in terms of cost management during the year, the RTT
warned of more work to be done in 2018. GDPR compliance and
Brexit contingency planning were two topics highlighted as heading
quickly towards the centre of the radar.
There were many positives to be taken away from 2017. The industry
got reward for managing to control the controllable, which is all that’s
possible when floating political and economic uncertainties had
failed to be brought to ground. Realism set the winning tone for the
year, planning where to invest and where to divest. And last, but not
least, the aspiration to put customer engagement and the shopping
experience at the heart of British retailing gained significant traction.

Going into the ‘golden quarter, those that had made tough decisions
and acted on them were in a far better place than before and than
those that had remained laggards. If it needed reminding, October
showed the industry just how difficult the year had been and how
testing conditions remained. It was the worst performing month in
the non-food sector since the BRC-KPMG Sales Monitor began
recording them in 2011.
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RHI movement over 10 year period

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
All rights reserved.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Retail Think Tank annual report

Retail
RetailThink
think Tank
tank annual report

6

7

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Retail Think Tank annual report

Retail Think Tank annual report

8

9

About the Retail Think Tank
Creation of the Retail Think Tank...

We assess the ‘Health’ of the UK retail sector

The Retail Think Tank (RTT) was conceived and created in 2006 by
Helen Dickinson (former Head of Retail at KPMG) 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?

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
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-byquarter basis covering the past six years

Nick Bubb, Bubb Retail Consultancy

contents
Prospects for 2018 - Individual views of the KPMG/Ipsos Retail Think Tank members		 11
James Knightley, Chief International Economist, ING		

11

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

12

Paul Martin, UK Head of Retail, KPMG		

13

Martin Hayward, Founder, Hayward Strategy and Futures		

14

Maureen Hinton, Group Research Director, GlobalData 		

15

Dr Tim Denison, Ipsos Retail Performance

We write White Papers

Martin Newman, CEO, Practicology		

16

Jonathan De Mello, Harper Dennis Hobbs

•

Mike Watkins, Head of Retailer and Business Insight, Nielsen UK		

17

Jonathan De Mello, Head of Retail Consultancy, Harper Dennis Hobbs		

18

Nick Bubb, Retail Consultant, Bubb Retail Consultancy		

19

James Sawley, Head of Retail & Leisure, HSBC		

20

Martin Hayward, Hayward Strategy and Futures
Maureen Hinton, GlobalData
James Knightley, ING
Paul Martin, KPMG
Martin Newman, Practicology
James Sawley, HSBC
Mike Watkins, Nielsen UK

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.

•
•
•

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
The 2017 White Papers are included in this review and we have
previously covered topics including:
–– Millennials vs Grey Pound - Who holds the key to future
retail success?
–– The short and medium term impact of Brexit on the retail
sector
–– Consumer confidence - can it be accurately measured and
does it drive consumer spending?

Where to obtain further information?
www.retailthinktank.co.uk
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Prospects for 2018

Individual views of the KPMG/Ipsos Retail Think Tank members
Outlook for 2018
Globally, the news just kept getting better as
we progressed through 2017, with growth
being revised higher right across developed
and emerging markets, asset prices hitting
new highs, volatility declining and perceived
political risks fading away. 2018 looks as
though we will see an even better global
growth picture with business surveys
suggesting the US could expand 3% in real
terms while the European economy may
possibly grow by more than 2%.

James Knightley
Chief International Economist – ING

Unfortunately, it is a very different story for
the UK. The consensus amongst economists
is that the UK will grow just 1.4% in 2018 –
the weakest outturn since the depths of the
financial crisis in 2009, when the economy
contracted 4.2%. Only Japan (1.3%) and Italy
(1.2%) are expected to post weaker numbers
in the developed markets.
Consumer spending is expected to be
a key area of weakness as the ongoing
squeeze to spending power from low wage
growth and elevated inflation continues.
Economic and political uncertainty is also
likely to persist, making households wary of
over exerting themselves.

Brexit will remain the
main threat – both to the
upside and the downside
for growth risks
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Furthermore, the Bank of England is keen
to see a slowdown in the pace of consumer
credit growth, having cited potential financial
stability risks. They have made banks hold
more capital against unsecured borrowing
and have raised interest rates. The result is
that households will need to run down more
of their savings if we are going to see any
meaningful increase in spending.

Nonetheless, people have jobs and asset
prices are high, which should provide a
decent base and mean that spending
probably won’t contract.
Brexit will remain the main threat – both to
the upside and the downside for growth
risks. If progress can be made on future
trading arrangements and a transitional
period is agreed to smooth the Brexit
process then this could lift business
sentiment. This could lead to a reversal in
the slowdown in UK job creation and may
also make businesses more amenable to
offering pay rises. It would also likely lead
sterling to rally, which will dampen imported
inflation. Consequently we could see
favourable developments on real incomes in
this positive scenario.
However, there is clearly the risk that
Brexit politics turns even more toxic and
could in the extreme lead Theresa May’s
government to fall. This opens up a new
array of potential scenarios, but in the
near term would create huge levels of
uncertainty over prospects for the UK and
would see asset prices and sterling come
under downside pressure. The combination
of spiking inflation, worried households
and businesses and a political vacuum as
Britain heads for the EU exit doors, would
be deeply damaging for the UK retail sector.
In the end we hope that sense will prevail
and an outcome that minimises the
negative economic implications for all
participants can be agreed. Unfortunately,
the experience so far suggests this is
unlikely to be a smooth process.
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Outlook for 2018
In many respects 2017 won’t go down in
the UK’s retail annals as a memorable year,
simply because the challenging narrative
barely made a detour throughout the
year: strong employment, weak pound,
rising inflation, falling disposable incomes,
Brexit uncertainty, resilient shoppers and
squeezed margins.

Dr Tim Denison
Director of Retail Intelligence
Ipsos Retail Performance

Expect to see
more such M&As
and partnerships
announced this year

Yet it was a seminal year in at least one
regard evidenced by the acquisition of
Whole Foods by Amazon, albeit a full two
years after Alibaba’s strategic alliance with
Suning, China’s leading electronics retailer.
While consumers don’t discriminate between
channels – “shopping is shopping, whenever
and wherever it’s done” – the practicalities
are very different and joining technology
companies and retailers at the hip, combining
expertise, may define the future of retailing.
So expect to see more such M&As and
partnerships announced this year, as online
marches towards 25% of non-food sales
in the UK and retailers grapple with finding
and investing in the “right” technologies –
ones that genuinely improve the customer
experience rather than solve problems that
shoppers don’t have.
The quest to offer a personalised shopping
experience remains elusive. The signs
are that that may change in 2018, if
retailers jump on the back of the everrising popularity of messaging platforms.
Successful trials involving Facebook
Messenger, with retailer apps from the likes
of Sephora and American Eagle, together
with the announced launch of Apple
Business Chat and testing of WhatsApp
business exchange features, could provide
the necessary momentum to see retail chat
tools break through this year. This assumes
that consumers won’t mind retailers
operating in spaces previously reserved for
conversations with friends and family.

Outlook for 2018

Chat isn’t the only new communication tool
likely to make its mark in retailing in 2018.
So-called “conversational commerce” is in
its nascent state, but the fact that EchoDot
(which houses Alexa) was Amazon Prime
Day’s top seller this year indicates that
shoppers are open to linking up with retailers
using this new, convenient medium.
Inevitably there are downsides to the
continued investment in technology. Job
losses ensue. 20,000 went in 2017 and more
than this can be expected this year. The rise
in the minimum wage rate alone will add an
extra 1.7% onto the sector’s operating costs,
if left unaltered. Cost control will inevitably
remain front-of-mind in the board room, on
the shop floor and in the warehouse.

Paul Martin
Head of Retail
KPMG

1.	Geo-political and macro-economic
challenges
2.	Regulatory and compliance related
themes

2018 may not be shaping up to be a stellar
year either from a retail sales perspective,
but it may edge up to realise 1.5% growth.
Growing certainty of the outcome of Brexit
negotiations and falling inflation will help the
cause. Footfall, too, should see the annual
decline narrow from 4% in 2017 (expected)
to 2.7% in 2018. However, although the
market may continue to be subdued, retailers
will be working manically behind the scenes
re-inventing the ways in which they deliver
that all-important customer experience.
From a technology perspective 2018 won’t
disappoint, just as the best of the Christmas
TV adverts never do.

© 2018 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

2017 has been a difficult year for many
retailers and in times of change and market
disruption there have naturally been winners
and losers. This is unlikely to change
significantly in 2018. The trend of limited to
no retail growth is set to continue in 2018,
and winning market-share will remain a
core focus for those businesses poised
for growth. For those at the other end of
the spectrum, it could even mean survival.
Three key themes will remain top of mind of
for the sector in the coming year:

3.	On-going structural changes to the sector

The trend of limited to
no retail growth is set
to continue in 2018

Even though it seems the UK has moved on
from the first phase of Brexit negotiations
and can now start discussing what a
transitional period and subsequent future
trade deals could look like, retailers are
recommended to stay cautious and
continue their contingency planning as
uncertainty prevails. Sterling continues to
be worth significantly less than before the
referendum, and with a large proportion of
both food and non-food products being
imported, prices for many items have
increased – in some cases over 20%. With
inflation continuing to rise (albeit a fall in
H2 of 2018 back to 2% is likely) and wage
growth stagnant, the consumer is feeling the
pinch. This will result in reduced consumer
spending over the course of 2018.
Over the last couple of years we have
already experienced a flurry of regulatory
and compliance related topics playing an
important role for the retail sector. The
national living wage and apprenticeship levy
being two prime examples. 2018 will see
additional themes move to the forefront of
the agenda. The General Data Protection
Regulation (GDPR) to name one of the most
important, is due to be implemented in May.

Failing to comply is non-negotiable and
fines of up to 4% of global revenue can be
imposed. We are observing reputational
risk becoming increasingly important for
the C-suite, as highlighted in KPMG’s 2017
CEO Outlook Survey, with operational
and reputational rsik coming top of CEO’s
worry list. Although these regulatory and
compliance related topics are – in most
cases – of pivotal importance to safeguard
organisations and broader society, they
are adding additional complexity and cost
pressures to retailers.
Finally, the UK retail sector continues to
undergo a fundamental structural change.
With online now reaching close to 20%
penetration (in non-food 28%) of all retail
transactions, the store-based business
model is threatened. Although stores will
remain the most important channel for many
years to come, their role will unquestionably
continue to change. The UK has a sizeable
over-supply of physical retail property, which
depending on the category may be between
5% and 25%. In a stagnant market this
issue will need to be addressed by many
businesses, otherwise this could lead to
increased business failures throughout the
year. Another trend that will continue to gain
momentum in 2018 will be the platform
business model. We are observing an
increased number of retailers interested in
either building, buying or collaborating with
platforms. The platform business model, as
highlighted in KPMG’s recent omni-business
research paper, is the natural evolution from
the pure-play and market-place business
model and is likely to supersede the omnichannel business model many retailers are
currently striding towards.
In summary, Food and Health & Beauty are
the two categories that will likely continue
to top the leaderboard in 2018, although
inflation will continue to represent a large
part of their growth. Non-food, especially
mid-market clothing and some of the
larger discretionary purchase categories,
will find it much more difficult to be on the
winning team.
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Outlook for 2018
For the last few years the spectre of rapidly
growing online retailers has haunted
the established, store based industry.
Conferences are now managing to fill whole
agendas with analyses of how brilliant
Amazon is, and at this time of year, predictions
of continuing carnage amongst retailers
are fashionable.

Martin Hayward
Founder, Hayward
Strategy and Futures

Online share of shopping continues to grow,
but for a number of reasons we are now
entering a new phase of the evolution and
need to begin a much calmer, more considered
analysis of what needs to happen next.
• The rate of online sales growth is slowing
– the rate of online growth has been
spectacular for some time and whilst still
significant, there are clear signs that this
growth is now beginning to slow
• Well integrated multi-channel businesses are
increasingly popular with consumers – the
relatively recent development of much more
efficient click and collect models, together
with instore returns, are helping retailers to
protect share
• Online pure plays are beginning to open
physical stores as they understand that a lot
of purchase satisfaction requires a sensory,
tactile experience
• Retailers and landlords are getting better at
creating experiences that attract and keep
shoppers
Against this backdrop of a maturing multichannel marketplace, where the benefits and
symbiotic roles of different channels are better
understood by both retailers and consumers,
there are now some more fundamental truths
that need to be addressed by the industry as
a whole.
• Understanding the real costs of
homedelivery

it is time for a much more
educated discussion
about the pros and cons
of online retail

oF
 inancial – there is widespread belief that a
lot of home delivery is uneconomic, yet the
battle for share dictates that it is better to
lose money than lose share. Consumers
are arguably becoming conditioned to
expect free delivery at the expense of
the health of the retail market and the
real costs must be better understood to
ensure future decisions are based on fact.

oT
 raffic, pollution and congestion – the
marauding white vans of home delivery
are creating large amounts of traffic
unnecessarily – it is not environmentally
economic to deliver small items by van.

Outlook for 2018

oT
 ired neighbours – anyone living near to
an online enthusiast is probably tiring of
taking in their parcels
 o fun – it is likely that the thrill of
oN
being able to get something rapidly is
beginning to pale. As stores get better at
replenishment and same day pick up, it is
likely that shoppers will venture out with
confidence again.
 reating a level taxation playing field
•C
•B
 etter understand attribution – there is still
much work to do to understand the relative
role of instore experience, advertising and
other influences on online sales and vice
versa. It is crucial that we better understand
these interactions to help justify expenditure
and better manage profitability.

Maureen Hinton
Global Research Director
GlobalData

•T
 reatment of employees – again the industry
needs to be more vocal about the poor
jobs that many internet retailers create.
Warehouse roles that involve endless
picking with limited breaks and delivery jobs
subcontracted to the ‘gig economy’ denying
employees protection or benefits
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Against this latest backdrop expect to see
more casualties, just as we did a decade
ago. While disruptors like Amazon, using
new technology, have designed a business
that is entirely customer focused, there
are legacy retailers that have ignored
changing consumer demand and left it far
too late to adapt. They are encumbered
with expensive, unprofitable, property, and
shrinking demand.
Indeed, all retailers are faced with shrinking
demand, not just from consumers having
less money to spend but their preference
to prioritise leisure spending over buying
more products. And with consumer
confidence weak because of future
economic uncertainty, there is a reluctance
to spend on big ticket items. So, as we
all have to eat, it is non-food retailers that
are feeling the greatest burden, and will
produce the majority of casualties.

As we enter 2018, it is time for a much more
educated discussion about the pros and
cons of online retail. The consumer needs
to be helped to understand the real costs of
their choices.
In tandem, as our existing retailers continue to
respond and evolve their multi-channel offers,
the consumer will increasingly enjoy their urge
to forage and socialise in nice environments
with confidence that they will always find
and get what they want. Nobody in the UK
needs to spend more time inside, staring at a
screen, waiting for a van to arrive – the thrill will
wear off.

UK retailers have become used to facing
yet another difficult trading year. Over
the past decade, ever since the financial
crisis of 2008, times have been tough for
retailers. Austerity, rising costs, shifting
consumer demand, have all been making
life hard, and then, just as retailers were
acclimatising to a new world order, along
comes Brexit. The devaluation of the pound
pushing up prices and the uncertainty
surrounding future trade arrangements
are new and very unwelcome factors for
retailers to manage.

All retailers are faced with
shrinking demand, not just
from consumers having less
money to spend but their
preference to prioritise leisure
spending over buying more
products.

Meanwhile expect to see more
consolidation as retailers look at ways to
cut their costs, reach a wider audience,
and become more efficient businesses.
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Outlook for 2018
With all the economic indications at play
currently it’s clear that it’s going to be a
challenging year for the retail sector in
2018.

Martin Newman
CEO
Practicology

Post budget, we’ve had a downgrade for
the growth of productivity, we’ve also had
the Institute for Fiscal Studies forecast that
average UK earnings could be lower in
2022 than when the GFC hit in 2008. If this
is true, this is going to manifest itself with
consumers having both less disposable
income as well as moving from a ‘spend it’
to a ‘save it’ mindset.
The continued uncertainty around Brexit
and its implications are undoubtedly
affecting consumer confidence, which
is clearly on the wane. In October GFK
research forecast consumer confidence
to have slipped from -9 to -10. Trading
economics are forecasting -12 for the last 2
months and into 2018. This will drive more
caution when it comes to discretionary
spend.
Add to this the rise in interest rates, inflation
and the increasing trend of millennials
opting for experiences over buying things,
and retailers could well be in for a perfect
storm in 2018.

Value retail will take
on even greater
significance over the
next year, while at the
other extreme, luxury
brands will quite likely
weather the storm.

Outlook for 2018

Those with the biggest challenge in the
year ahead will be the retailers stuck in
the middle. Those with a homogenous
product and price proposition or a lack of
clarity over their value proposition, purpose
and relevance. Many of whom also find
themselves with too many under-performing
stores in their portfolio.
It’s fair to say that we’re seeing a changing
of the guard in retail. In the US, the market
capitalisation of Amazon is pretty much
double that of the next eight largest retailers
combined, including Walmart, Macy’s JC
Penney, Sears, Best buy, Target et al. In
the UK, Asos’ share price has recently
overtaken that of M&S.

Mike Watkins
Head of Retailer and
Business Insight, Nielsen UK

Retailers are also struggling with the cost
to serve customers, whose expectations
for service levels have been re-set by
Amazon, Asos and the like. This makes
the requirement to get closer to existing
customers all the more important.
Retailers need to drive customer lifetime
value and to do so, focus more on forward
facing KPIs such as customer satisfaction
and less on pure commercial KPI’s. If
they get the inputs right around customer
experience and service, the outputs will
take care of themselves.

Despite the headwinds, there will be
winners. Value retail will take on even
greater significance over the next year,
while at the other extreme, luxury brands
will quite likely weather the storm. In part
buoyed by the continual influx of tourist
shoppers from the Far East.
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The UK continues to be one of the most
confident markets in Europe but uncertainty
about the final terms of Brexit and falling
real incomes is unsettling shoppers, who
are now feeling nervous about spending.
This change of sentiment started to impact
consumer spend towards the end of 2017,
with Nielsen research showing that only 47%
of shoppers now believe it’s a good time to
buy things they may want or need, which
is a 2 year low (Nielsen Global Consumer
Confidence Survey).
Whilst this is not good news for `big ticket`
and some clothing retailers, food retailing
remains the most buoyant sector and this is
expected to continue in 2018. With inflation
peaking and volumes slowly improving,
Nielsen are expecting another year of around
+3.5% growth for the grocery industry,
with discounters again the fastest growing
channel and increasing market share to
14% (Nielsen Total Till). This growth will
be helped by an accelerated new store
opening programme but will also come from
remodelled stores selling more fresh foods,
which accounts for 45% of the shopping
basket purchasing of all shoppers in the UK.
The change from monthly shopping at
large stores to weekly shopping at smaller
stores and supplemented with online (big
and infrequent) and convenience shopping
(little and often) will continue. This is how
most shoppers buy food and drink for
consumption at home and the trend will help
multi format and omnichannel supermarkets.

We can also expect a third wave of
disruption - the first two were value retailing
and e commerce. The consolidation
underway in wholesale will continue and
could reach food service and the fragmented
out of home channel. With supermarkets
battling for a bigger share of a shrinking pie,
and shoppers keen to blend their leisure
time with food purchasing, we have probably
reached a tipping point. Consumers are in
control.
With households changing spending habits
in order to save on household expenses, in
terms of food-related cost-cutting activity,
switching to cheaper grocery brands is still
the most popular activity followed by cutting
down on takeaway meals. This suggests
that a `dining in at home with a lower
priced takeaway` could be one of the more
profitable growth opportunities, particularly
for any supermarket with scale, credentials in
food preparation, provenance and customer
service.
For all retailers however, it will be the better
use of technology - mobile, in-store, digital
platforms, subscription services, and
advertising - that will help reduce costs in
the supply chain and increase loyalty to
store and online. Business models are under
threat and its now the case of investing for
the longer term in order to remain relevant.

Food retailing remains
the most buoyant
sector and this is
expected to continue
in 2018
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Outlook for 2018

Jonathan De Mello
Head of Retail Consultancy
Harper Dennis Hobbs

Not enough has
been done by the
government to
level the playing
field between
physical and
online retailers.

It is impossible to predict retailer
performance for 2018, without first looking
at Black Friday 2017. Black Friday – as
with 2016 – was very much an online
phenomenon; the main difference being
that, in 2017, despite the majority of
the high street engaging in Black Friday
discounting, footfall actually dropped over
the Black Friday weekend across the UK
when compared with the previous year.
The effect of this could be profound on
some physical retailers who, forced to
discount at a time when they should be
selling at full price, still have overheads
to cover such as payroll, property costs
and business rates, when compared to
online pure plays that benefit doubly from
increased demand and much lower costs.
The real test for physical retailers will be
quarterly rent day on the 25th of December
– will they have made enough cash to
cover this cost, or will it be the rather large
and unwelcome straw that breaks them?
Multiyork and Feather and Black could not
last to December, and there are rumours
about other retailers that may soon face
a similar fate. Toys R Us closing a tranche
of UK stores (albeit down to more global
issues than UK), and M&S deciding to
halt the construction of a number of new
stores that were in the pipeline, highlights
the issues retailers are facing, with many
seeking to operate leaner business models
– and frankly fewer physical stores – prior to
the onset of Brexit proper.
Both the increased discounting culture
we are seeing in the UK, as well as fears
over Brexit (which has severely damaged
consumer confidence) could be playing
a part in the channel shift from bricks
and mortar to online, where products are
generally cheaper. With an increase to
the Living Wage recently and not enough
done about business rates in the recent
budget (bar the move from RPI to CPI),
physical retail faces very challenging times.

Outlook for 2018

Simply put, not enough has been done by
the government to level the playing field
between physical and online retailers.
2017 has very much been a year of
consolidation, and 2018 is likely to continue
this trend. In 2017 we saw consolidation
between Amazon and Whole Foods, Tesco
and Booker, and the Co-Op and Nisa –
this on the back of Sainsburys’ seminal
acquisition of Argos in 2016. I would expect
Amazon to continue acquiring and investing
in physical retail globally, and it is a matter
of time before they either materially expand
Whole Foods in the UK, or more likely buy
a major UK/European grocer. Consolidation
has not been restricted to retailers
however, with a major merger between
property giants Unibail-Rodamco and
Westfield, following on from Hammerson
and Intu’s merger last week. In the case
of Hammerson and Intu, their merger will
create by far the biggest shopping centre
owner in the UK. With combined assets
including Trafford Centre, Bull Ring and
Lakeside to name a few, the new business
will control some of the UK’s best shopping
centres. This creates opportunity for new
retailers in the sense that they can get
access to a number of schemes quickly
as they look to expand, but for those more
established retailers with large property
portfolios, this merger could affect their
bargaining position on rent review given
they would be dealing with a much larger,
stronger entity. Simon Property Group – the
largest owner of shopping centres in the
USA – have recently taken on the mighty
Starbucks for lost rent given the closure
of Teavana stores (owned by Starbucks).
Could this merger between Hammerson
and Intu – or Unibail and Westfield for that
matter - embolden them to do something
similar, should a retailer decide to close
stores due to poor trading in their centres?
My view is that this is unlikely as it is still
very much a retailer rather than landlord’s
market in the UK, but it is still food
for thought!
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The return of Food price inflation in 2017
was not as helpful to the big supermarkets
in stockmarket terms as might have been
expected, and the Food Retailing sector
overall performed disappointingly. Despite
a late rally, the share prices of the “Big 3”
(Tesco, Sainsbury and Morrisons) ended the
year trading at slightly lower levels than a
year before, with the best performances in
2017 coming from the second-tier players
like Booker, Ocado and Greggs.

Nick Bubb
Retail Consultant
Bubb Retail Consultancy

The single best performing sector
player in 2017, however, was the drinks
wholesaling group Conviviality (which is
listed on AIM). And the neglected industry
of wholesaling was something everybody
had to learn more about in 2017, after the
surprise Tesco bid for Booker at the end
of January and Morrisons’ move to exploit
its fresh food manufacturing operation by
developing a wholesaling offshoot under the
Safeway brand.
The Tesco Booker deal is still grinding
through the regulatory mill, but the CMA
was remarkably unconcerned about the
competition issues and gave the Tesco
Booker merger its blessing, despite the
repercussions already being felt in the
convenience store industry, after the shock
collapse of the wholesaler Palmer & Harvey.

Perhaps 2018 will see
a renewed focus by the
supermarket chains on
the eating out/takeaway
food market

If diversification has been the response of the
big supermarkets to the disruptive rise of the
discounters Aldi and Lidl, with wholesaling
moves the big focus in 2017, perhaps 2018
will see a renewed focus by the supermarket
chains on the eating out/takeaway food
market, given the competitive threat that
this represents.

Performance was very polarised, however,
in General Retailing with the stockmarket
winners in 2017 including WH Smith, B&M
and Sports Direct and the losers including
Dixons Carphone, Pets at Home and
Debenhams: a pretty disparate bunch. JD
Sports and Boohoo.com were early stars in
the first half of the year, but faded through
the second half.
With the major shopping centres huddling
together defensively, in the form of the
planned Hammerson and Intu Properties
merger, 2018 could see more defensive
M&A activity in Non-Food retailing and
corporate activity in general seems likely to
be the key focus within the sector.
The Department Store sector looks to be
heading for a shake-out in 2018, given
the reported financial problems of House
of Fraser, and the young fashion sector
may not be far behind, given the reported
financial problems of New Look. New Look
is also involved, indirectly, in the spectacular
collapse of the scandal-ridden South African
linked Steinhoff International, which is almost
certain to lead to the break-up of its UK retail
empire in 2018.
And with the London housing market
showing distinct signs of cooling and
interest rates on an upward trend, it will be
interesting to see if the recent warning from
the well-known fund manager Neil Woodford
about a stockmarket bubble, with multiple
lights flashing red, is borne out.

2017 was an increasingly tough year
for Non-Food retailers, but the General
Retail sector only underperformed the UK
stockmarket slightly overall, despite the
growing pressures on Marks & Spencer
and Next and the challenges posed by the
relentless growth of Online shopping.
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James Sawley
Head of Retail & Leisure
HSBC

Outlook for 2018

important margin (the key threat for 2018).

From a banker’s perspective, we will
naturally be watchful and vigilant regarding
the outlook for the retail industry in 2018.
As the headwinds facing the sector
continue, there will no doubt be
winners and losers leading to further
administrations and consolidation. I see
the environment for consumer spending
not getting worse, but then not getting
better either. Inflation will naturally unwind
as the GBP devaluation impact falls out
the CPI numbers, and will likely stabilise
around the 2% mark, while wage growth,
currently also c2%, should be buoyed by
full employment. Technically therefore the
consumer is no better or worse off.

Retail is not alone, in my day job I also
cover the hospitality sector where a
moderation in consumer spending,
combined with FX and cost headwinds,
is also being felt by operators in their
margins. Key to success (or survival!) in
2018 will be a forensic and relentless focus
on the bottom line, backed by a strong
balance sheet. When so many factors
impacting a retailer’s P&L are outside of
our control (rent, rates, NLW, tax, FX etc),
a focus on product, service and costs will
be imperative. Companies with efficient
and flexible supply chains and operating
models, those who stick to their knitting in
serving their core customer, and those with
scale and international exposure will likely
outperform.

In 2018 I believe confidence will be the
main driving factor. As Brexit negotiations
unfold, headlines will drive sentiment and
hence purchasing decisions. Consumer
confidence is key, but so is business
confidence, companies need greater
clarity on the UK’s place in the world
before expanding and investing, which in
turn drives employment prospects and
willingness to spend. At a category level, I
do foresee a continuation of the trend that
non-discretionary items such as food will
continue grow in value terms (driven largely
by inflation) at the expense of non-food
spending.

As pre and post Brexit
currency hedges completely
phase out, it’s going to be
challenging to pass these
additional costs onto the
already fragile consumer.

On a more positive note for 2018, savings
from the change in how business rates
are indexed will hopefully offset planned
increases in National Living Wage (NLW),
and the year might also present itself as a
good year to strike new and better deals
with landlords, as retailers and casual
dining brands scale down their operations.

On the FX front, the positive impact of
news on progress in Brexit talks on GBP is
evident, and indeed cable has recovered
from 12 month lows. While this lends some
relief the current rate remains materially
off historic budget rates. As pre and post
Brexit currency hedges completely phase
out, it’s going to be challenging to pass
these additional costs onto the already
fragile consumer. I believe in 2018 retailers
will continue to protect themselves against
further volatility and to help manage that all
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How can retailers exploit seasonal
events more fully and plan for them
better?
Introduction
Seasonal events have long been used by retailers as an opportunity to boost sales. Indeed,
Paul Martin, UK Head of Retail at KPMG, pointed to the substantial growth in UK retail over
the past decade – from £286bn in 2006 to £360bn in 2016 – and suggested that eventsbased retail “…surely plays a part in this growth story”.
That said, Paul Martin and the wider KPMG/Ipsos Retail Think Tank (RTT) also
acknowledged the decline in annual retail growth in more recent years – from 1.6% in 2015
to 1.2% in 2016.

May
2017
Reflecting upon this decline, the RTT members (who met on 11 April 2017) questioned

whether retailers were perhaps struggling to exploit seasonal events fully or if they could
plan for them better.

Why might events-based retail
be losing traction and what can
retailers do?
Today’s retail landscape is filled with a
myriad of events, ranging from the more
traditional and religious – like Easter,
Valentine’s Day or Halloween – to more
‘manufactured’ newcomers, like Black
Friday, China Singles Day or Amazon Prime
Day. Of course, some of these mark public
holidays – which increase leisure time and
boost sales – whilst others rely solely on
promotional or themed activity. Either way,
the list of retail events today is seemingly
endless.
Dr Tim Denison, Director of Retail
Intelligence at Ipsos Retail Performance,
suggested that whilst at one time these
events represented a convenient yearly
hook for retailers to run themed promotions,
boost sales and increase footfall, today
their impact has become less marked. He
added: “…store and online promotions are
now two-a-penny, events have become too
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staged and seasonal goods seem to be
sold for longer and longer periods”.
The wider RTT members mirrored these
thoughts, with Paul Martin adding that “…
these events used to be highly anticipated
by retailers and consumers alike, [but] in
today’s always-on world, this magic has
started to fade away”.
According to Mike Watkins, Head of Retailer
and Business Insight at Nielsen UK, today’s
consumer has become accustomed to
promotions. Indeed he pointed to Nielsen’s
research that illustrated that: ”savvy
shopping is now the norm and saving
money on everyday essentials is no longer
just a coping strategy for when prices rise
or incomes fall, but a planned way to pay
for indulgences and incremental spend for
celebrations”.
This heavy and prolonged discounting by
retailers – now a by-product of changes in
consumer behaviour – has also endangered
a retailer’s ability to charge full price.
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Looking at Black Friday, which only arrived
in the UK in 2014, big questions remain
around whether these events cannibalise
everyday trading and full price sales.
As a means to regain traction in eventsbased retail, advance planning and the
duration of events were common themes
among the RTT members. Tim Denison
suggested that: “…limiting the time window
in which calendar events merchandise is
sold is one way to re-inject interest and
bring back the special nature and impact of
promotions”. He pointed to supermarkets
wasting no time in replacing Christmas
confectionary with Easter eggs, as a prime
example of how extended promotion
dampens the special nature of seasonal
items.
Conversely, planning too far in advance
raised its own issues too. Martin Hayward,
Founder of Hayward Strategy and Futures,
said: “The challenge for many retailers is
that their promotional activity is scheduled
months in advance and centrally controlled,
giving little leeway for local spontaneous
activity and therefore creating a rather dull
and very predictable event calendar”.
Indeed, it was innovation, imagination and
an emotional connection with customers
that many RTT members flagged as the
main avenue for reinvigorating growth from
retail events. In order for events-based retail
to be successful, the key is promotional
“saliency” and “resonance” with shoppers
and their lives.
Personalisation and regionalisation are both
means of achieving more engagement
among customers. Stepping away from
the rigid and predictable events calendar,
Martin Hayward suggested that: “…there is
ample opportunity to be more imaginative
around the creation of other smaller events
to create excitement, news and footfall
at an otherwise quiet time of the year”.
Similarly, other RTT members suggested
that retailers should look beyond simply

marking pagan or religious festivals by
crafting celebratory promotions around
more regional events.
Continuing with the personalisation and
regionalisation, Jonathan De Mello, Head
of Retail Consultancy at Harper Dennis
Hobbs, suggested: “…retailers that do not
have a considerable physical presence
should strongly consider pop-ups in order
to capitalise on this increased demand
[created by holiday periods]”.
In a similar vein, James Sawley, Head of
Retail & Leisure at HSBC, said that retailers
who were most successful at capitalising
on seasonal events were those: “…whose
supply chains allowed them to test and
repeat orders to stay on top of changing
trends, and those who use data science to
personalise products and offers”.
The RTT members stressed that online
retail must not be overlooked when
considering how best to gain traction.
Martin Newman, Chairman of Practicology,
suggested that having a single view of
inventory would allow retailers to react more
quickly to sudden changes in customer
demand – whether it be the weather, a
football team’s performance in a major
competition, or a surprise promotion by a
key competitor.
What, if anything, can retailers learn from
this year’s late Easter?
Putting events-based retail further under
the microscope, the RTT members chose
to look at what retailers could learn from
this year’s Easter, starting first and foremost
with the impact of its timing.
Whilst some events occur on the same day
each year, the timing of Easter is dependent
upon the lunar cycle and as such its date
changes each year – occurring anytime
between 22 March and 25 April. In fact, this
year’s Easter was relatively late, occurring
on Sunday 16 April.
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With such a potential shift in Easter’s
date, it clearly has the potential to cause a
headache for retailers planning promotions
or marketing. However, it also has the
ability to distort retail performance, and
this marked a major concern for the RTT
members.
When the RTT members met, they reviewed
the BRC-KPMG Retail Sales Monitor for
the month of March 2017. It revealed that
retail sales in the UK had decreased by 1%
on a like-for-like (LFL) basis. The figures
also revealed that over the three-months
to March 2017, non-food retail sales in the
UK declined by 1.1% LFL and 0.8% – the
slowest 3-month total average growth
since May 2011. Meanwhile, April retail
performance marked a boost of 5.6% LFL –
illustrating the size of the distortion caused
by the movement of Easter.
The RTT members were in agreement that
this illustrated the weaknesses in focusing
on like-for-like analysis. Nick Bubb, Retail
Consultant, added: “it is never helpful when
Easter falls in calendar Q1 one year and
calendar Q2 the next year”. Meanwhile,
Martin Newman suggested that the “…
[retail] industry remains obsessed with
like-for-like sales figures”, adding that some
retailers go as far as planning events at the
same time each year in order to feed this
metric.
Further illustrating the impact of this
distortion Jonathan De Mello said that:
“whilst many like to focus on Easter sales
comparables, these…are nearly always
distorted by the timing of the Easter
weekend, [and] given Easter is solidly in
April this year, some retailers may well
report lower sales [as a result]”. James
Sawley, raised the same issue and urged
retailers to communicate with stakeholders
effectively and perhaps even rethink how
such like-for-like reporting is presented.

As a potential means to overcome this
distortion, Nick Bubb suggested that
retailers may find it more beneficial to
compare their Easter trading figures to a
year in which the event occurred on the
same day – or 2006 in this year’s case.
However, he also flagged that this wouldn’t
account for the significant structural
changes in retail over the past decade.
Meanwhile, James Sawley, suggested that
from a banker’s perspective: “…lenders
tend to overlook short-term spending
patterns and focus more on the underlying
trends”.
The RTT members stressed that the weak
retail performance in the first quarter of
2017 could not solely be attributed to the
later occurrence of Easter. James Knightley,
Senior UK Economist at ING, pointed to the
underlying economic issues, including the
sharp rise in inflation – reflected in higher
food and fuel prices – as well as weakened
wage growth, squeezing consumer
spending further.
Crucially, the members discussed the
importance of exercising caution when
interpreting like-for-like retail performance
and stressed that retailers must not
overlook the broader retail environment,
by focussing too heavily on the timing of
a seasonal event and its impact. Referring
to the UK’s current weaker retail activity,
James Knightley added: “This may well be
partly Easter related, but it is very hard to
disaggregate it from underlying economic
issues”.

is on how the UK post-Brexit economy is
faring, but those reading retail performance
figures need to be mindful of both the level
of significance placed upon them and the
level of distortion they may contain.
Distortion aside, the RTT members also
highlighted the benefits of this year’s
relatively late Easter and what retailers
might be able to learn from it. Maureen
Hinton at GlobalData suggested that: “with
Easter falling in mid-April this year, it is far
more likely to be at least sunny, if not warm,
encouraging [consumers] to spend on the
home and garden”. So for some categories,
it could mark an opportunity.
Jonathan De Mello flagged that: “…careful
forward planning is key in advance of
any popular holiday”, however the RTT
members also pointed to the importance
of remaining responsive to external factors,
including the weather.
Indeed, whether early or late, the members
broadly agreed that the success of Easter
sales would be driven by a retailer’s
agility and ability to remain relevant to its
customers. James Sawley added that: “…
seasonal variances in consumer taste,
fashion trends and of course, the weather,
can often mean a hit or a miss for retailer’s
fortunes and can make or break their year”.

Pulling the broader economic and political
landscape further into focus, Nick Bubb
pointed to the similar discontinuity that
occurred during the financial crisis of
2008/09, when Easter Sunday fell on 23
March in 2008 and 12 April in 2009. He
said: “this made the underlying trading
trends hard to read, although the direction
of travel then was painfully obvious”. He
went on to add that much of the focus now
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Conclusion
Whilst retail growth has lost traction in recent years, the RTT members agreed that
events-based retail would continue to play a vital role in achieving growth. Maureen
Hinton, suggested that: “As time has progressed and the retail sector in the UK
has matured, events and occasion have become ever more essential to encourage
consumers to spend that bit extra retailers need to drive growth”.
Many of the members highlighted that this was particularly poignant when considering
the variety of strong economic headwinds facing the retail sector more broadly.
Successful events-based retail will be driven primarily by: a retailer’s agility and ability
to react to the external environment; the flexibility of its supply chain, and of course it’s
relevance and resonance with customers. Moreover, the latter could be enhanced by
regionalisation and personalisation, as well as a more innovative approach to events
that seeks to create a better emotional connection with today’s consumers.
Summarising the sense of opportunity, Martin Hayward concluded that: “Against a
backdrop of home delivery, self-scanning and on-line interactions there is a huge
opportunity for retailers to make more of this fundamental need to share and engage
amongst consumers, to create some fun and interest.”
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Part II:
In detail – Individual views of the KPMG/Ipsos Retail Think Tank members
The UK has seen weaker retail activity
in the early part of the year, but it is not
alone. The US has experienced some very
disappointing consumer spending numbers
while German annual retail sales growth is
at its lowest in four years. This may well be
partly Easter related, but it is very hard to
disaggregate it from underlying economic
issues.

James Knightley
Senior UK Economist
ING

Inflation has been rising sharply in
developed markets in recent months,
reflecting higher food and fuel prices,
whilst in the UK the trend is given added
impetus by sterling’s Brexit-related plunge
making the cost of imports more expensive.
There is growing evidence that these
cost increases are being passed onto
consumers.

In terms of planning better for the seasonal
events, the main driver of spending remains
confidence and how much cash consumers
have in their pockets. Given the uncertainty
the country faces over the next couple of
years and the likely squeeze on spending
power, these are key issues retailers have to
take account of.
The attitude of consumers may increasingly
shift – would they rather spend their
money on what they regard as more
of a long lasting purchase, rather than
discounted items suitable only for a short
time? Promotions may be less appealing if
consumers regard their spending as being
less frivolous and more considered in a
tougher economic environment.

Dr Tim Denison
Director of Retail Intelligence
Ipsos Retail Performance

Wage growth has also weakened so that
both UK wages and prices are currently
increasing 2.3%YoY. In the months ahead,
prices are likely to rise faster than wages,
and survey evidence suggests households
are already braced for this. Consequently,
this squeeze on spending power may
already be translating into lower retail
activity. Political uncertainty might also be
a factor given the build-up to, and then the
actual triggering of, Article 50.

In the months ahead, prices
are likely to rise faster than
wages, and survey evidence
suggests households are
already braced for this.
Consequently, this squeeze
on spending power may
already be translating into
lower retail activity.

Nonetheless, when Easter falls does impact
spending patterns. A long weekend means
more leisure time, which creates more
opportunity for shopping. The later it falls
the better the chances of more pleasant
weather, which can help kick start sales
on new season products. Consequently,
this year’s late Easter – contrasting with
last year’s early Easter – is a factor that will
affect the annual rate of growth. However,
what the weather does could still influence
how “successful” Easter will be.
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Annual calendar events
marking occasions
such as Valentine’s Day,
Mothering Sunday, Bonfire
Night and Halloween used
to regularly boost store
traffic and sales by 6-8%.

Annual calendar events marking occasions
such as Valentine’s Day, Mothering Sunday,
Bonfire Night and Halloween used to
regularly boost store traffic and sales by
6-8% a decade or so ago. They represented
convenient yearly hooks for retailers for
themed promotions. Their impact has
become less marked more recently. There
are obvious reasons for this. First off, store
and on-line promotions are now two-apenny rather than attached to occasional,
sporadic events. Secondly, events have
become too staged. Thirdly, seasonal
goods seem to be sold for longer and
longer periods. You know Christmas is over
nowadays when the supermarkets replace
the confectionery stockings with Easter
eggs! Hot-cross buns, once the preserve of
Holy Week is now a staple item in the bread
and cake aisles. You can’t blame the retailers
because if we didn’t buy them all year round,
they wouldn’t stock them 52 weeks a year.
Limiting the time window in which calendar
event merchandise is sold is one way to
re-inject interest and bring back the special
nature and impact of such promotions.
Modern day retailing is well equipped to
deliver profitable, short, sharp campaigns
of this type thanks to shortening supply
chains, more diversified sourcing and more
agile systems, so there’s nothing to stop
compressing promotions. Equally, there’s
no reason for marking just national pagan or
religion-based festivals, given their greater
supply flexibility. At a time when both
‘provenance’ and ‘local’ are high up on the
shoppers’ agenda, what’s to stop retailers
in Gloucestershire from crafting impactful
celebratory promotions around Cooper’s
Hill cheese-rolling on Spring Bank holiday
weekend and personalising the event?

The key to success is promotional saliency
and resonance with shoppers in their lives.
The likes of Black Friday or Single’s Day
are all very well, but we all know that they
have been manufactured by retailers to
stimulate sales rather than celebrate specific
occasions. I doubt they will still be effective
at peddling wares in centuries to come.
Customers want to be stimulated by
exciting, ephemeral, easier experiences
in which goods that are here today will be
gone tomorrow. Pop-up shops and calendar
events are an obvious marriage. Debenhams
should be congratulated for its recent trial
of a drive-through gift service outside its
Trafford Centre store on Valentine ’s Day. It’s
response has helped make it easier to find
that ideal gift.
Nor too should the digital world and
omnichannel be omitted from the quest to
breathe new life into seasonal events. This
month Walmart, for example, has used
SnapChat to promote its Easter specials
such as exclusive Lego goods and YouTube
to provide “how to” guides on building
Easter baskets in the States. No doubt
others will be following suit.
And perhaps the final ingredient to a
successful seasonal promotion is to capture
the shopper’s imagination through fun. I fully
expect to see some English entrepreneurial
retail wit to be exercised in time to come
around 23rd April, with St George butting up
against Brexit, though time will tell whether
St. David and St. Andrew get in on the act.
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The annual retail calendar is becoming
increasingly crowded with special events.
Over and above traditional festivities
including Christmas, Easter and Mother’s
Day, newer special occasions such as
Black Friday or even “Prime Day” have
cemented their place in many UK retailer’s
diaries over the last few years.

Paul Martin
Head of Retail
KPMG

In the past, these events used to be highly
anticipated by retailers and consumers
alike. For example, Boxing Day sales in the
UK were once something special. However,
in today’s ‘always-on’ world this magic
has started to fade away, with retailers
expecting some form of sale most of the
year round.
The UK retail sector has grown considerably
over the last decade, from £286bn in 2006
to approximately £360bn in 2016, and
the increase of events-based retailing has
surely played a part in this growth story.
Take Easter for instance; in 2016 Kantar
estimated that £152m of grocery sales were
added to our weekly shop when compared
to the same week in 2015.

The rise in promotional
events, combined
with the proven
cannibalisation these
have on overall trading,
will likely continue to
place further pressure
on profitability.

Events like Black Friday, which only arrived
in the UK in 2014, divide opinions. It has
grown in scale year-on-year. In 2016, the
event delivered approximately £2bn on the
day and nearly £6bn over the course of
the Black Friday weekend (which extends
to include Cyber Monday). However,
big questions remain; are these events
cannibalising every day trading and more
importantly, and do they cannibalise full
price sales?
We regularly read the headline figures
outlining how much is being added to
a retailer’s top-line sales, meanwhile
the profitability of these events is rarely
reported. Increasingly many retail
businesses are planning in advance and
improving the management of margins for
specific events. However overall profitability
remains a cause for concern. The rise in
promotional events, combined with the
proven cannibalisation these have on overall
trading, will likely continue to place further
pressure on profitability.

However, there is another side to the coin.
Annual retail sales growth had declined
from 1.6% per annum in 2015 to 1.2%
in 2016, and growth in 2017 is forecast
at 0.5%. There is increasing evidence
to suggest that consumers are moving
parts of their discretionary spend towards
experiences instead of the demand for
products, which is placing further pressure
on a sector that is already facing multiple
headwinds in form of increased input costs.
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There is something very reassuring about the
continuing need and desire for consumers
to share events and experiences at a time
when the world of marketing is fixated with
a drive towards personalisation and efficient,
yet anonymous, digital interactions.
Against this backdrop of home delivery,
self-scanning and online interaction, there
is a huge opportunity for retailers to make
more of this fundamental need to share
and engage amongst consumers, to create
some fun and interest.

Martin Hayward
Founder
Hayward Strategy and Futures

The traditional seasonal events are already
well served by most retailers, but there is
ample opportunity to be more imaginative
around the creation of other smaller events
to create excitement, news and footfall at
otherwise quiet times of the year.
This ‘Occasionisation’ opportunity
doesn’t necessarily require special stock
or expensive promotion, but relies more
on local management responding to
opportunities that appeal to their catchment
in creative ways.

The traditional seasonal
events are already well served
by most retailers, but there
is ample opportunity to be
more imaginative around
the creation of other smaller
events to create excitement,
news and footfall at otherwise
quiet times of the year.

The challenge for many retailers is that their
promotional activity is scheduled months
in advance and centrally controlled, giving
little leeway for local spontaneous activity
and therefore creating a rather dull and
very predictable event calendar. It’s unlikely
that every branch of a chain retailer has the
same catchment and customer profile, but
they all tend to run the same promotions
at the same times. A lot of the intelligence
of retailing has been centralised and needs
to be re-distributed to local managers to
respond to their own environment. If it’s
sunny and hot in March in your area, then
respond with relevant offers; if the local town
is having an event, join in.
There is a big opportunity gap between
centrally managed big scale activity and data
driven personalisation that will only be filled
if local managers are given the power to
market locally and tactically.

There are interesting examples in other
categories that can be learnt from. For
instance, the media channels have become
very good at creating viewing events around
genres of film e.g. ‘Horror weekend’, or
seasons e.g. Springwatch. Your local pub
probably runs promotions around sports
events and days of the week e.g. Prosecco
Thursdays, and the bookmakers are very
good at seizing on newsworthy issues to
create a market, such as Paddy Power and
their new Donald Trump betting specials.
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As time has progressed and the retail
sector in the UK has matured, events
and occasions have become ever more
essential to encourage consumers to
spend that bit extra retailers need to drive
growth. Grocers are the major winners
because food plays such a big part in
most traditional events. These provide an
opportunity to socialise with family and
friends, and grocers use their expanding
non-food offers to supply the gifts and
periphery products we want for these
occasions.

Maureen Hinton
Global Research Director
GlobalData

Traditionally Q4, and in particular
December, has created the peak in
retailers’ annual sales because of
Christmas. However, more recently this
has begun to be eclipsed by Black Friday
– a seasonal event created for retailers
by retailers. This is a trend that is growing
– whereby retailers are generating new
events. Amazon created its Prime Day;
Alibaba high jacked the event created by
Chinese university students, and turned
Singles Day on November 11th into a major
global online shopping festival, raking in
$18bn in just one day last year. Meanwhile
UK retailers have been importing American
events such as Halloween and Prom
dances to give consumers a new reason to
spend.

One benefit of these retailer-made events
is that they fall at a fixed time, the same
as Christmas and Valentine’s Day, so
are easier to place in the overall buying,
merchandising and marketing plan,.
However, traditional events based on the
lunar year and religious calendars, such
as Easter and Mother’s day fluctuate
each year. This is a particular problem
with Easter because it is the big annual
event for DIY & gardening retailers and the
weather is crucial. If it is cold and raining
people stay indoors; while a warm, sunny
Easter encourages us to think about using
the garden and starting DIY projects. With
Easter falling in mid-April this year, it is
far more likely to be at least sunny, if not
warm, encouraging us to spend on the
home and garden.

Though it falls on a different day each
year, Easter is a diarised event. Retailers
can match supply to anticipated demand
whether it falls in March or April. So why the
fuss?

Martin Newman
CEO
Practicology

As far as exploiting existing seasonal
events more fully and planning for them
better, retailers need to not only monitor
their own performance each year, but also
take account of both their competitors’
performances and promotions. They also
need to consider the general context for
consumers – not just the weather but also
any likely changes in their spending trends
– and then consider what new events they
can create.

In any case, how do you account for
the impact of refurbished stores? The
cannibalisation of sales from other stores
that were added to the portfolio, or changes
in range architecture and the migration of
some customers to the web?

48.9

14.2

14.2

14.2
11.9

11.6
7.0

None, There are
already too
many occasions

A Grandparents’
Day

Source: GlobalData Retail

Pets’ Day

None. But I
would be open
to a god idea

Big Society Day
(a day devoted to
charity/local
community)

Home Cooking
Day (day
devoted to
eating home
prepared meals)

Work Anniversary
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However, I’d argue that omnichannel retailers
with significant online sales can’t be properly
assessed based on like-for-likes. It’s an
effective performance indicator when you
measure your selling channel in square feet,
but not so much when you have a constantly
evolving multichannel proposition (as many
High Street retailers do).
Driving this metric above others when 2550% of your sales are online may well be a
flawed strategy.

Chart: Would new gifting occasions would you like to see? (All
figures are percentages)

Events and occasions have
become ever more essential
to encourage consumers to
spend that bit extra retailers
need to drive growth. Grocers
are the major winners because
food plays such a big part in
most traditional events.

Unfortunately, the industry remains obsessed
with like-for-like sales figures. This leads
some retailers to build marketing and
promotional calendars where similar activity
occurs in the same week every year, in order
to feed the LFL metric. Underwear is always
on promotion in week 12, and skincare in
week 21, for example. Easter inconveniently
interrupts such neat plans.

Omnichannel retailers
with significant online
sales can’t be properly
assessed based on
like-for-likes.

Total sales, and more importantly profit,
remain the end game; but underlying
measures of current and future performance
could be the number of active registered
online customers, or number of customers
who make purchases through multiple
channels (who tend to have a higher lifetime
value). Moreover, as retailers look to defend
against the threat of Amazon, Alibaba, other
marketplaces and new entrants, customer
satisfaction has to be just about the most
important metric to measure.

When the vast majority of sales are offline,
and stock needs to be pushed out to
stores, it makes sense for such events to
be planned far in advance for operational
efficiency reasons too. But with online stock
held centrally, retailers can react to suddenly
changing customer demand due to factors
outside of their control; such as the weather,
the England football team’s performance in
a major competition or a surprise promotion
by a key competitor.
This tactical activity should be taking place
as part of any effective online trading
strategy, and irrespective of seasonal events.
UK retailers could also learn a lesson from
Amazon, who seem to be doing everything
it can to break free of the constraints of
traditional seasonal events. It was one of
the US retailers who imported the concept
of Black Friday, tearing up the rules of peak
trading; and has quickly morphed this into
a week of deals to stay a step ahead of the
competition.
More recently it devised Prime Day to
gain headlines, drive take-up of Prime
memberships and sell customers discounted
items that they never knew they needed.
Yes, Amazon will no doubt measure the
sales success of its next Prime Day against
last year’s, but I’d wager that the column
inches and Prime sign-ups (that aren’t
cancelled before they convert to paying
subscriptions) are just as important when it
analyses the results.
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Last year there was a modest recovery in
food retail sales. However, the supermarket
recovery was shallow and most of this
growth was driven by the discounters of
Aldi and Lidl, who captured more of the
regular weekly shop. This helped propel
them to another year of double digit growth.
In contrast, supermarkets had lower growth
as they adapted to a shift in sales away
from big stores to online and to small
stores, and from larger baskets to smaller
baskets.

Mike Watkins
Head of Retailer and
Business Insight, Nielsen UK

Nielsen research shows that savvy
shopping is the norm and saving money
on everyday essentials is no longer just
a coping strategy for when prices rise or
incomes fall, but a planned way to pay
for indulgences and incremental spend
for celebrations. This will continue even if
shoppers become more cautious about
spending as it’s a lifestyle trend.

For the major supermarkets this will mean
being less reliant on the big weekly shop
and instead using events to give shoppers
a compelling reason to return and to shop
more often, and highlighting the breadth of
range that is not available at a Discounter.
So shopping behaviour has changed.
Future growth is going to come from
exploiting the `little and often` shopping
trend, from product innovation, by offering
more food to go, by extending into food
service and from maximising sales during
seasonal events.
The way to achieve sustainable and
profitable growth is to fulfil these mission
based shopping trips with different ranges,
better use of space in store and new store
formats.

Whilst many like to focus on Easter sales
comparables, these comparables are nearly
always distorted by the timing of the Easter
weekend. Given Easter is solidly in April this
year, some retailers may well report lower
sales comparables, but it is the longer term
prospects for UK retail – and the recent
spate of administrations and CVA’s we have
seen – that is more concerning.

Jonathan De Mello
Head of Retail Consultancy,
Harper Dennis Hobbs

Shoppers visit food stores 3 or 4 times a
week and 85% of these visits are to buy
less than 20 items. (Nielsen Homescan).
More of these baskets now include
seasonal or event purchases and shoppers
are exploring new channels and different
retailers.

Savvy shopping is the
norm and saving money
on everyday essentials is
no longer just a coping
strategy for when prices
rise or incomes fall, but
a planned way to pay
for indulgences and
incremental spend for
celebrations.

Strategies are evolving and there is now
less reliance on short-term promotions to
drive everyday category spend. Instead we
are seeing events being campaigned and
better coordinated throughout the year.
Seasonal food, drink and gifting ranges are
being extended and there is more in store
theatre.
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Careful forward planning is key in advance
of any popular holiday period, and given a
fairly expansive half term break for many
families over Easter, the retailers that will
perform strongly will be the ones that have
bought and merchandised well in advance,
to better convert the increased footfall. Given
the increasing importance of Easter and
seasonal events in general, retailers that do
not have a considerable physical presence
should strongly consider pop-ups in order to
capitalise on this increased demand – both
in terms of securing revenue but also to build
brand equity. Transport hubs are becoming
more and more important in this sense,
and new retail developments in places like
Kings Cross and London Waterloo – and
Birmingham’s Grand Central last year – have
been designed with this trend in mind.

Given the current retail climate – with both
increased business rates for many and a
weak pound – some retailers will likely be
planning CVA’s or looking to downsize the
number of ‘doors’ they have. It is unlikely we
will see further CVA’s or administrations prior
to Easter given the potential to bring further
cash into the business, but there is a strong
likelihood that at least a couple of retailers
will do so once Easter is over, or at April
month end. Property owners are currently in
talks with quite a number of retailers seeking
rent reductions, extended rent free periods
etc. If amicable agreement is not reached
then some retailers may well choose to go
down the CVA route post-Easter. As morally
dubious as it is, for some retailer it is literally
a question of do, or die.

Given the increasing
importance of Easter and
seasonal events in general,
retailers that do not have
a considerable physical
presence should strongly
consider pop-ups in
order to capitalise on this
increased demand.
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Religious festivals come and go in terms of
importance and Easter, as a religious festival
in the UK is not what it was. However, it
remains an important seasonal event because
it coincides with the school holidays and the
two Bank Holidays either side of the Easter
Weekend (Good Friday and Easter Monday)
create opportunities for spring and summer
merchandise to be promoted by retailers.
When people have spare time, they tend to go
shopping.

Nick Bubb
Retail Consultant
Bubb Retail Consultancy

Unfortunately, the date of Easter shifts with
lunar cycle and Easter Sunday can therefore
be any time between March 22 and April 25.
This year Easter Sunday is relatively late, on
April 16th, although not as late as it can be: in
2000 and 2011, the May Day Bank Holiday
was just one week after Easter Monday,
causing there to be 3 consecutive weeks with
a Bank Holiday.
Valentine’s Day is always on 14 Feb, but
other dates shift with the date of Easter – e.g.
Mother’s Day (or Mothering Sunday) is fixed 3
weeks before Easter Sunday and that has also
become an important gifting event for retailers
to respond to.
As it happens, Mothering Sunday and Easter
Sunday are both about 3 weeks later this year
than last year, which has caused the usual
havoc with reading short-term trading trends.

A later Easter is usually
better for retailers than
an early Easter, although
much depends on the
weather.

In the course of events, these calendar
distortions obviously even out, but it is never
helpful when Easter falls in calendar Q1 one
year and calendar Q2 the next year, as has
happened in 2016 and 2017. And it is not at
all helpful when there is so much focus on
how the post-Brexit UK economy and the
UK shopper are bearing up after the fateful
triggering of Article 50 on March 29th.
Interestingly, there was a similar discontinuity
in 2008-2009 during the financial crisis,
with Easter Sunday falling on March 23rd in
2008 and April 12th in 2009, which made
the underlying trading trends hard to read,
although the direction of travel then was
painfully obvious.
The loss of Easter trade in March shows up
in the weak BRC-KPMG Retail sales figures
for that month and those 2 great barometers

From a banker’s perspective, the noise
created when the timing of seasonal
holidays distorts industry data is generally
unwelcome. Lenders tend to overlook
short-term spending patterns and focus
on underlying trends. Irrespective of what
month Easter falls in, consumers will be out
buying gifts and chocolate, therefore when
analysing data we find using 3-month rolling
average numbers as a much more helpful
gauge as to the long term trends within the
industry.

of the High Street, John Lewis and Waitrose
are also reporting weak sales figures in recent
weeks: both were running down about 2%
LFL over the 9 weeks to April 1st and both
will be hoping that by the end of April the
cumulative LFL sales picture for fiscal Q1 will
have improved by a point or so.
Fortunately, a later Easter is usually better for
retailers than an early Easter, although much
depends on the weather. A warm and sunny
Easter should classically drive good sales of
garden furniture, barbecues and lawnmowers,
as shoppers get into the mood of spring and
outdoor living again.
Retailers can have no complaints with the
benign weather in early April, but whether the
fine weather holds through until Easter itself
remains to be seen and retailers will be wary of
seeing too much business pulled forward from
later in the season, as spending seems to be
increasingly “for the moment” and weathersensitive

James Sawley
Head of Retail & Leisure
HSBC

Retailers can use their trading figures from
2006 (which is when Easter Sunday was last
on April 16th) to budget for Easter 2017, but
the whole structure of retailing now is different
from 2006, let alone 2016, so we must
wish the much-maligned Office of National
Statistics luck with its “seasonal adjustments”
for March and April Retail Sales.
Moving on, there will be other seasonal events
and religious festivals this year to shake
consumers out of their post-Brexit despond,
with Eid in September and Halloween at the
end of October some examples that retailers
can exploit better, although (as with Christmas
itself) there are dangers in launching seasonal
promotions too early (leading to shopper
fatigue). In this online shopping world, there
are also dangers in letting consumers down
with deliveries going awry: woe betide the
retailer who messed up the delivery of that
precious present for Mothering Sunday.
If judging sales trends in 2017 has been hard,
there is always 2018…when Easter Sunday
moves forward by a couple of weeks or so, to
April 1. Let’s hope Easter 2018 doesn’t turn
out to be an April “Fool” for UK retailers.
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At a company level, assessing retailers
exposed to seasonal consumer spending
involves a bit more due diligence. Seasonal
variances in consumer taste, fashion
trends and of course….the weather!….
can often mean a hit or a miss for the
retailer’s fortunes and can make or break
their year. Banks like to see conservative
assumptions underpinning business plans
when analysing businesses which are more
exposed to fast moving trends and short
term seasonal shifts.

In 2017 we have a late Mother’s Day and
an Easter falling out of March and into
April. This will have the most material
business impact on those companies with
a FY March 17 Year End, especially where
audited numbers drive ratings at Lenders
and Credit Insurers. Where these distortions
exist, I would urge retailers to communicate
effectively with stakeholders and perhaps
rethink how like-for-likes are presented.
The retailers I come across who are most
successful at capitalising upon seasonal
events are those whose supply chains
allows them to test and repeat orders to
stay on top of changing trends, and those
who use data science to personalise
products and offers. Fundamentally though,
seasonal events are a cause for joy and
celebration with family and friends. If
companies can connect emotionally with
consumers on this level, they’re onto a
winner!

Seasonal variances in
consumer taste, fashion
trends and of course….
the weather!….can often
mean a hit or a miss for the
retailer’s fortunes and can
make or break their year.
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The platform era and its impact on
the retail industry
Introduction
Whilst change is nothing new to the retail industry, the rise of ‘platforms’ marks the latest
chapter in the industry’s story, and this is what the KPMG/Ipsos Retail Think Tank chose to
explore when its member met in July 2017.
Briefly looking back to major developments within retail, Paul Martin, UK Head of Retail
at KPMG, stated that since 1945, the industry has gone through as many as four main
evolutionary phases.
Expanding upon these, Paul Martin pointed to the shift from independent retail stores to
the chain-stores concept; the roll-out of extended chain-store concepts (known a multiformat retailing, including out-of-town stores and convenience stores), the emergence of
e-commerce and digital marketplaces, and finally the more recent harmonisation between
pure-players and physical retailers, in the form of the ‘omni-channel’ business model.
Today however, the focus is very much on retail platforms, as Dr Tim Denison, director
of retail intelligence at Ipsos Retail Performance, stressed when he said that changing
consumer behaviour had moved the conversation on from the “battleground between
bricks and clicks” – the divide between physical and online retail.
He added: “today’s reality is very different; the battle cries have been replaced by courtship
and now marriage [between on and off-line retailers]. Shoppers have turned out to be
channel agnostic, wanting a frictionless customer experience in which quality, price and
service are consistent, whether they shop online, mobile or in-store”. This, he said, has
given way to the “era of the all play platform”.

September 2017
What is a retail platform and what
is driving this new evolutionary
phase?
Definitions of what constitutes a retail
platform were varied among the RTT
members. After all, there is no ‘one size fits
all’ approach to innovation; nor is there one
form of retail platform. There were however,
a number of central themes that shed light
on the direction of travel in this new era.
Starting with perhaps the most obvious,
many of members cited Amazon as an
example of a retail platform.
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Indeed Maureen Hinton at GlobalData
suggested that Amazon’s subscription
service – Prime – was being adopted by
other retailers, like Next, in a bid to ‘lock’
customers into their brand.
Paul Martin expanded upon this point
of customer loyalty, suggesting that: “…
the purpose of the platform is to keep the
consumer within the ecosystem and target
them with multiple propositions to maximise
the customer lifetime value”.
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He added: “…the future of the platform is
likely to involve an increased number of
products and services along the customer
value chains, such as banking and utility
services, as well as travel and educational
offerings. You can imagine an infinite
amount of propositions that could be added
to an end-to-end subscription model”.
The vital question however, as raised
by James Knightley, chief international
economist at ING, was whether retailers
would choose to develop their own
‘ecosystem’ or partner up with other
retailers to create a platform.
Looking to the latter – retailers joining
forces – Jonathan De Mello, lead retail
consultant at Harper Dennis Hobbs, said
that: “the spate of consolidation within the
retail sector knows no end, with Sainsbury’s
mooted purchase of Nisa, following the
game changing purchase of Booker by
Tesco”.
Indeed, many of the RTT members pointed
to similar mergers and acquisitions, both
new and old, as examples of platforms
seeking to increase product and service mix
to protect profitability in this new age.
Nick Bubb, retail analyst, pointed to the
decade-old merger between wholesaling
business Alliance Unichem and Boots the
chemist. He said that: “no doubt there
will be moves in the future to combine the
retailing and wholesaling parts of other
industries”. He also pointed to the merger
of Dixons and Carphone Warehouse in
2014, flagging that it was an example of
two retailers exploring synergies.
Similarly, James Sawley, Head of Retail
& Leisure at HSBC, pointed to other
examples of collaboration. He flagged
that many retailers were teaming up with
experts to improve their food and beverage
offering within stores, which consequently
increases both the quality and dwell time
of customers. He pointed to the M&S’
partnership with Wasabi and the recently
announced linkup between Next and Gino

D’Acampo as examples of this sort of
behaviour.
Martin Newman, chairman of Practicology,
stressed that: “the platform era is not an
entirely new retail sector trend, but the
pace of consolidation and the merging of
traditionally online and offline businesses is
not something that has been seen before”.
Many of the RTT members suggested
that the creation of platforms was an
extension of retailers aiming to be more
multi-platform, with both a physical and
online presence. Indeed, Tim Denison said
that: “it makes absolute sense for physical
retailers to collaborate with e-tailers to build
platforms that combine the strengths of
both sets of business processes, resources
and skills”.
He went on to add that e-tailers bring with
them their cloud-based agility and speed,
order fulfilment, digital infrastructure,
customer knowledge, personalisation and
deep data insights. Meanwhile, physical
retailers have their established product
supply chains, store estates, distribution
and logistics, in-store team experience, and
visual merchandising expertise.
Martin Hayward, founder of Hayward
Strategy and Futures, reinforced the
omni-channel argument further, stating
that: “shops and online is the answer
the consumer is looking for, and we are
seeing the construction of newly integrated
businesses or platforms that can offer the
consumer a host of options for buying
from a single retailer”. He added that the
challenge however, is: “…to integrate the
two sides of the equation – physical and
online – seamlessly to maximise their joint
power”.
The driving force behind this new era,
Maureen Hinton said, is : “…finding a
complementary business [to partner with]…
[which] provides faster access to new
sectors and channels than organic growth”
– a key driver for any business.
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James Knightley added that: “the most
interesting aspect of the platform economy
is the potential it provides to more efficiently
match supply with demand”, and as Martin
Hayward pointed out, much of this new era
is being motivated by consumer demand.

The platform era does leave room for nonplatform retailers, like independents, as
James Knightley suggested when he stated
that such businesses are unlikely to be
completely squeezed out due to their ability
to address niche areas.

How might the age of platform play
reshape the retail industry?

On the other hand, Jonathan De Mello
flagged that: “all the consolidation we have
seen, and will continue to see, points to
an increase in retail vacancy rates across
the UK”. He also added that: “new retailers
will come in and fill these gaps… [and that]
this is a natural correction of the supply/
demand imbalance we have in the UK, with
too many poorly configured, badly located,
retail properties across the country”.

The RTT members were in agreement that,
like all major evolutions, this new platform
era entails both opportunities and threats
for retailers and consumers alike.
Firstly, looking to the upsides, the members
suggested that the customer was not only
a key driving force behind this new era,
but was also a key beneficiary too. Indeed,
many reaffirmed that the balance of power
was now very much with the shopper, and
that the platform era would only enhance
this further.
Tim Denison suggested that if retailers
successfully executed the move to platform
play, we could expect to see the cultivation
of relationships that go beyond the
transactional, and rather create emotional
connections that provide solutions and
experiences that have deeper meaning with
customers.
Mike Watkins, head of retailer and business
insight at Nielsen UK, suggested that as
we move into the platform age: “…we can
expect more partnerships and more sharing
of data across industries and platforms
which [in turn will] enable common sets of
supply chain, sales, media, customer and
financial data to be fused across the retail
ecosystem”.
This, Mike Watkins believes, will lead to
platforms so well connected that algorithms
will own customer relationships from
discovery to persuasion, and finally to
transaction. Furthermore, he stressed that
it would ultimately lead to making retail
operations more agile and efficient – a
clear upside for retailers, particularly in the
current challenging environment.

Against a backdrop of further mergers
and acquisitions, Jonathan De Mello also
highlighted that job losses and further store
closures are inevitable. Using Sainsbury’s
purchase of Argos as an example, he
stated that this: “had already led to store
closures and job losses at both businesses.
[However,] this was necessary given the
overlap in business functions such as
finance and HR etc. [There was also]…
considerable overlap in their respective
store portfolios”. This, he believed, would
most likely be a reoccurring theme as the
industry looks set for further consolidation.
As pointed out by a number of the RTT
members, filling in some of the retail real
estate vacancies will be retailers striving
to form platforms. Whilst physical retailers
look to expand their online offering, online
retailers will look to expand their physical
presence.
Indeed, Martin Newman pointed to the likes
of Farfetch, Missguided and Joe Browns as
examples of previously online-only retailers
now making forays into bricks and mortar
in this new age. He added that: “…this is
ultimately great news for the consumer,
who really will have greater choice about
how they buy”.

Conclusion
So where next for retailers in the
platform era? Maureen Hinton
suggested that in this currently
challenging environment, with
squeezed profits and ever-increasing
costs, “…retailers have been forced
to deploy some lateral thinking and
consider how they can expand their
businesses using complementary
channels, services and sectors, and
deliver then deliver under one brand
umbrella”.
Nick Bubb added that: “…
diversification is likely to be the answer
for mainstream retailers…and that
would take many forms, via move into
wholesaling, manufacturing or parallel
markets”. However, Martin Hayward
suggested the big players could end up
being very similar, irrespective of where
they started.
The platform era should intensify
competition, according to James
Knightley. He suggested that this
new environment is more susceptible
to disruption, with new entrants
being offered easy access due to
the low barriers to entry technology
allows. Conversely, he also stressed
that the disruptive potential of such
technologies may also give rise to the
need for more regulatory oversight,
should platforms dominate to such an
extent as to constrained competition.
As pointed out by the majority of RTT
members, the driving force behind
much of this change is both technology
and consumer behaviour, therefore
it is only fitting to conclude that the
industry needs to closely monitor the
evolution of these two drivers carefully.
As Tim Denison concluded: “these are
genuinely transformative and liberating
times for retailing. Not all will survive,
but the end game for sure will be more
satisfied shoppers”.
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Part II:
In detail – Individual views of the KPMG/Ipsos Retail Think Tank members
Like all major revolutions, the new Platform
era creates threats and opportunities,
but it is important for every company to
have a strategy. Whether they choose to
develop their own system or partner up
with someone else is a key question, as is
whether to fully embrace and try to go for
growth or use it as part of a product mix
in an effort to protect profitability. In any
case, non-platform businesses are unlikely
to be completely squeezed out due to their
ability to address niche areas.

James Knightley
Senior UK Economist
ING

The greater “sharing” potential
technology allows (I only want
the use of a drill for a couple
of hours, not for life) means
that people may borrow or
lease an item rather than
purchase it. This is bad news
for manufacturers and could
see some businesses go out
of business.

From an economist’s perspective, the
most interesting aspect of the Platform
economy is the potential it provides to
more efficiently match supply with demand.
We can define efficiency in this regard
as technology facilitating a better service
at a lower price. Furthermore, this new
environment, which is more susceptible
to disruption with new entrants offered
easy access due to the low barriers to
entry technology offers, should intensify
competition.
This “efficiency” should act as a constraint
on price inflation, which central banks are
already recognizing and factoring into their
decision making when setting monetary
policy. Hence most long-term “terminal”
forecasts for interest rates in major
developed markets are converging on the
2-3% range rather than the 4-6% range
predicted a few years ago.

An example of this fine tuning effect is
the Bank of England’s decision in June to
raise capital buffers to limit the supply of
unsecured credit to households. Another
is capping mortgage availability in terms
of loan to values, as used by some other
central banks.
There are other issues that need to be
addressed. The disruptive potential of
the new technology means the need
for significant oversight and potential
regulation to ensure that major platform
economies don’t dominate to such an
extent that competition is constrained and
the positives it creates start to wane.
Then there are broader economic shifts
that need to be managed. The greater
“sharing” potential technology allows (I only
want the use of a drill for a couple of hours,
not for life) means that people may borrow
or lease an item rather than purchase it.
This is bad news for manufacturers and
could see some businesses go out of
business. It could have a dramatic impact
on the labour market as a result.

With the cost of debt set to stay low,
this has implications for asset prices and
financial stability. We are therefore likely to
see a greater use of “macro-prudential”
policies.
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When the first transactional shopping
website went live 20 years ago, the future of
retail threatened to become a battleground
between bricks and clicks. Today’s reality
is very different; the battle cries have been
replaced by courtship and now marriage,
thanks to consumer behaviour. Shoppers
have turned out to be channel agnostic,
wanting a frictionless customer experience
in which quality, price and service are
consistent, whether they shop on-line,
mobile or in-store. Welcome to the era of the
“all play” platform.

Dr Tim Denison
Director of Retail Intelligence
Ipsos Retail Performance

Shoppers have turned out
to be channel agnostic,
wanting a frictionless
customer experience in
which quality, price and
service are consistent,
whether they shop on-line,
mobile or in-store.

It makes absolute sense for physical
retailers to collaborate with e-tailers to
build platforms that combine the strengths
of both sets of business processes,
resources and skills. Walmart, Tesco,
Sainsbury, Amazon, Alibaba, to name but
a few, have all recognised and acted on
this belief. Debenhams has had the vision
to appoint ex-Amazon, Sergio Bucher,
as CEO. Physical retailers have their
established product supply chains, store
estates, distribution and logistics, in-store
team experience, visual merchandising
expertise. E-tailers bring with them cloudbased agility and speed, order fulfilment,
digital infrastructure, customer knowledge,
personalisation and deep data insights. The
challenge for both becomes one of engaging
with the right partner(s) and transforming
operations by deploying a platform that
enables shoppers to enjoy excellent,
customer-centric experiences.

Future platforms will orientate retailers
towards helping shoppers buy, rather than
trying to sell. Today’s shopper still values
highly the expertise and experience of the
retailer and the brand, but just wants to
insert themselves into the equation. Digital
connectivity through social media and online
communities have become an integral
means to facilitate dialogue and for retailers
to explore, collaborate and gain first-hand
knowledge of customer preferences and
lifestyles. The Internet of Things (IoT) and
machine learning (Artificial Intelligence) will
take it a lot further, whereby technology will
manage repeat ordering and retailers will be
supplied with data relaying the context of
consumption.
These are genuinely transformative and
liberating times for retailing. Marriages that a
few years ago would have been considered
beyond the pale are now every day news.
Not all will survive, but the end game for sure
will be more satisfied shoppers.

What does this mean for the customer,
if retailers conquer platform design and
execution? We can expect to see the
cultivation of relationships between
retailer and customer that go beyond
the transactional, creating emotional
connections and providing solutions and
experiences that have deeper meaning.
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Paul Martin
UK Head of Retail
KPMG

The future of the platform is
likely to involve an increased
number of products and
services along the customer
value chain, such as banking
and utility services, as well
as travel and educational
offerings.

Since 1945, retail has gone through
four evolutionary phases. Today, these
four phases all still exist along-side the
traditional form of retailing, in the shape of
independent stores.

Today’s platform operators are predominantly technology-led businesses
who are different from traditional retail
businesses that have often evolved from
phase-1 to become what they are today.

The first phase was the chain-store, which
has successfully expanded across many
markets around the world over the past
seven decades. The next evolution meant
that many chain-store operators extended
their operations across multiple store
concepts such as ‘big-box’ – out-of-town
destination stores, urban convenience
store concepts, to name just two examples
becoming multi-format retailers.

Currently all four phases co-exist, although
it is easy to imagine the platform business
model taking a dominant position in the
not so distant future. As described, the
evolution initially followed a sequential
development path but after phase-2, split
into two separate branches running parallel
to one another.

With the emergence of the internet, the
development split into two branches.
On the one hand multi-format retailers
(as well as single format players) started
moving towards multi & omni-channel
business models. On the other hand pureplay e-commerce operators and online
market-places entered the stage and
are increasingly expanding into physical
channels.
The latest development has been the
emergence of commerce-platforms.
Indeed, the platform business model takes
a much broader approach to the market
and targets both business-to-business
and business-to-consumer across multiple
physical and digital channels, whilst also
incorporating social channels alongside
product offerings and ancillary service
propositions such as payment mechanisms,
logistics solutions, content production and
delivery services and so on.

The future of the platform is likely to involve
an increased number of products and
services along the customer value chain,
such as banking and utility services, as well
as travel and educational offerings. You can
imagine an infinite amount of propositions
that could be added to an end-to-end
subscription model. The future of multi/
omni-channel players is less sure though.
Could there be another evolutionary
development or will this branch be
absorbed into the platform business model
going forward?

The purpose of the platform is to keep the
consumer within the ecosystem and target
them with multiple propositions to maximise
the customer lifetime value.
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For years the basis of retail valuation was
heavily reliant on the amount of real estate
that a retailer held – more square feet meant
more sales. More recently that view has
come under pressure, as online sales have
accelerated, and valuations have been much
more influenced by the scale of a retailer’s
online presence.

Martin Hayward
Founder
Hayward Strategy and Futures

As happens with every trend that is
supposedly going to change everything, we
are now seeing a correction in perspective
that acknowledges that actually both
capabilities are crucial. Consequently, we are
now entering a new phase where it is the
degree of integration between both shops
and online presence where value is seen.
Amazon, widely credited with the destruction
of bookshops, is now opening – wait for
it – bookshops. This is merely a reflection
of the correction in the marketplace, driven
by consumer demand for the opportunity
to browse and enjoy the purchase process.
Electronic book reader sales are declining
because the reading experience is not as
good as a hard copy, and Waterstones and
others in the UK are reporting an uptick
in book sales off the back of renewed
consumer demand and new store openings.

We are now entering
a new phase where
it is the degree of
integration between
both shops and online
presence where value
is seen.

Amazon has also bought Whole Foods –
not Ocado, as the shareholders may have
hoped – because they understand that food
retailing requires different skills from online
fulfilment of non-food, but also that online
food delivery is unlikely to exceed 10% of
the marketplace in the foreseeable future.
Consumers are shifting to more frequent
smaller shops, uneconomic for delivery and
again sometimes more fun to browse for in
person than online.

One-hour delivery, more local stores, and
a wider range of online merchandise are all
being pursued as Sainsbury buys Argos and
Nisa and Tesco looks to acquire Booker.
Potentially the big players all end up being
very similar irrespective of where they
started. Shops and online is the answer
the consumer is looking for and we are
seeing the construction of newly integrated
businesses or ‘platforms’ that can offer the
consumer a host of options for buying from
a single retailer. This is ultimately great news
for the consumer, who really will have greater
choice about how they buy, and good news
for high streets and shopping centres, as
we better understand the role for physical
alongside online retail.
The real challenge will be to integrate the
two sides of the equation seamlessly to
maximise their joint power. This will require
retailers to get a lot better at gathering and
understanding customer data. (A UK clothing
retailer who recently wanted to move more
customers online found that shutting stores
adversely affected online sales in that area,
so they are now re-opening).
Equally, we should also watch out for
the further evolution of consumer online
behaviour, just as it is with books, and we
may well see the thrill of rapid home delivery
diminishing, the social benefits of going
out to shop being re-assessed and the real
costs of home delivery becoming more
apparent.

So Amazon, the giant of online is embracing
the power of physical retail at the same time
that the physical retailers are doing their best
to embrace online.
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UK retail is one of the most competitive
markets in the world and is at the forefront
of retail development, as both consumers
and retailers embrace change. It is a mature
sector with low overall growth, and has
become even more competitive as power
has switched to the consumer who now
has unlimited choice and access via the
internet.

Maureen Hinton
Global Research Director
GlobalData

Furthermore, behaviour is changing. As
a mature economy, the vast majority of
consumers have an abundance of products
and are shifting their spending to leisure
and entertainment rather than more
shopping. Following the recession, years of
government austerity and the uncertainty
over Brexit, consumers are far more
considered about spending than in the early
years of the 21st century.
Combine these factors with retailers’
profits that have been squeezed so much
they are only just covering rent, rates and
operating costs, and a supply chain that
has become far more expensive because of
the devaluation of the pound, and retailers
have been forced to deploy some lateral
thinking and consider how they can expand
their businesses using complementary
channels, services and sectors, and deliver
them under one brand umbrella.

To meet the shift in
spending retailers have
been increasing their
instore facilities with
bars, cafes, restaurants,
spas and creating
social events.

Being online is essential in the platform
era, despite it only accounting for 16%* of
all retail sales in 2017 (though this varies
across sectors; for instance 25% of clothing
& footwear sales are online and 51% of
electricals). Which means stores are still an
essential part of the retail proposition; while
84% of retail sales are via stores, another
5% of online sales are dependent on stores
(via click & collect and browsing instore).

Finding a complementary business provides
faster access to new sectors and channels
than organic growth, as Sainsbury’s did
with its acquisition of Argos. It boosted its
non-food and online sales and has provided
new outlets for the Argos business – just
as Amazon’s tie up with Wholefoods gives
Amazon a wide spread of physical locations
for non-food collection, as well as a greater
inroad for its fledgling food & grocery
business. Indeed, Amazon is setting the
agenda for physical as well as online
development. Its model of a subscription
service (Prime) is being adopted by retailers
(most recently Next) in a bid to lock in
customers.
While its creation of Amazon original
entertainment has yet to be adopted by a
retailer on the same scale, original videos
created by brands, such as Ted Baker’s
Mission Impeccable, are tapping into the
power of You Tube and how media is
now consumed. And to meet the shift in
spending retailers have been increasing
their instore facilities with bars, cafes,
restaurants, spas and creating social
events.
Retailers that have maximised their share in
their core markets are being forced diversify
to grow and the challenge will be combining
and managing these diverse elements
under one cohesive brand.
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The platform era is not an entirely new retail
sector trend, but the pace of consolidation
and the merging of traditionally online and
offline businesses is not something that has
been seen before.
Amazon buying Whole Foods is one global
example, but there is plenty of activity in the
UK too.

Martin Newman
CEO
Practicology

The Hut Group (THG) it is an ecommerce
platform provider as well as a retailer; and its
acquisition of technology services provider
UK2 in May this year leaves it poised to
create 1,000 technology-related roles in
three years. UK2’s services will be used
to underpin the proprietary ecommerce
platform created by THG, that it sells as a
white label offer to other retailers, as well as
for the sites it trades itself.
THG another interesting acquisition in 2016
– of leisure and health facility Hale Country
Club – is a UK example of an online retailer
buying into bricks and mortar. At the time
of the acquisition THG said the investment
had been made to support its Myprotein and
Lookfantastic online retail brands.

The platform era is not
an entirely new retail
sector trend, but the
pace of consolidation
and the merging of
traditionally online and
offline businesses is not
something that has been
seen before.

Other online retailers making forays
into bricks and mortar include Farfetch,
Missguided and Joe Browns, all who have
opened stores in select locations. This
strategy is unlikely to transform the retail
property market, as the number of stores
involved is relatively small, but it does create
a footfall draw for the flagship locations and
schemes that can attract these brands.

Meanwhile, Wal-Mart’s numerous technology
and ecommerce acquisitions including Jet.
com are reportedly to allow it to compete
with Amazon in the USA. Investors
certainly benefit when acquisitions diversify
a retailer’s revenue base away from the
wafer-thin margins associated with selling
commoditised products through physical
stores.
From the customer’s point of view, things
only really get interesting once consolidation
leads to genuinely joined up propositions
being created. For instance, with the
Sainsbury’s acquisition of Argos, the benefits
of the platform era only come to fruition
once there are developments such as a
single sign-on to the two brands’ websites,
Argos products delivered with a Sainsbury’s
grocery order or a combined loyalty
programme.
In the same way that early multichannel
retailing was very siloed, where customers
would have been mistaken for thinking they
were buying from a different business online
to its stores, there is little immediate benefit
to the customer from the platform era unless
it translates through to the proposition and
relationships that retailers are trying to build.

There are clear back-end and operational
benefits from some of the other market
developments we are witnessing; Tesco
with Booker or Sainsbury’s and Argos
(providing supply chain benefits and
allowing Sainsbury’s to leverage the nonfood expertise of Argos’ head office staff
and better space utilisation in its property
portfolio).
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The 21st Century shopper has different
expectations. The mantra for retail is to
invest in omnichannel with new customer
platforms that make shopping quick and
easy, with secure payment transactions,
and to offer convenient delivery which
includes click and collect.
The also means re-inventing the purpose
of the store to reduce costs and to allow
technology to better serve the customer.

Mike Watkins
Head of Retailer and
Business Insight – Nielsen
UK

Looking ahead we can
expect more partnerships
and more sharing of data
across industries and
platforms, which enable
common sets of supply
chain, sales, media,
customer and financial
data to be fused across
the retail ecosystem.

However, one of the biggest challenges
for retailers faced with disruption from the
technology titans and the fragmentation of
the existing path to purchase, is to open up
their existing data platforms.
In the digital age loyalty is harder to earn
but the rewards can be higher, so we need
different thinking. It`s important that internal
sales and customer data is now linked by
technology to external data, so retailers
are able to act quicker and efficiently.
This requires connected systems built on
collaboration models.

No single platform or data set can deliver
on this promise. In the future, platforms will
become so connected that algorithms will
effectively own the customer relationship
from discovery to persuasion and to then to
transaction.

The spate of consolidation within the retail
sector seemingly knows no end, with
Sainsbury’s mooted purchase of Nisa
following the game changing purchase of
Booker by Tesco. These acquisitions – both
in the grocery sector – make eminent sense,
though the rationale behind Sainsbury’s
purchase of Argos, or Amazon’s acquisition
of Whole Foods, is more tenuous.

The balance of power is now with
shoppers, which is why the platform era
means the need for better connected
systems that quickly identify growth
opportunities.
The upside for the retail industry is that
having blended data held on the retailers`
own or partner platform is an imperative
for the personalisation of the shopping
experience as well as making retail
operations more agile and efficient.

Jonathan De Mello
Head of Retail Consultancy
Harper Dennis Hobbs

Looking ahead we can expect more
partnerships and more sharing of data
across industries and platforms, which
enable common sets of supply chain, sales,
media, customer and financial data to be
fused across the retail ecosystem.
The benefits include leveraging the best
data to measure and improve performance
and to quickly diagnose what’s happening
to customer spend and why. Then using
real time analytics and predictive modelling,
backed up by shopper insight, to think
about `what’s next`.
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The spate of
consolidation
within the retail
sector seemingly
knows no end.

The oldest of these acquisitions –
Sainsbury’s purchase of Argos – has
already led to (mainly Argos) store closures
and job losses at both businesses. This
was necessary given overlap in business
functions such as finance, HR etc.. – and
considerable overlap in their respective
store portfolios, with Argos in the very
long term likely to be mostly found in
concessions within Sainsbury’s rather than
their own physical stores. This is very likely
to happen with the other acquisitions also
to varying degrees, with the exception of
Amazon’s acquisition of Whole Foods – as
I believe Amazon will invest in ramping up
Whole Foods’ expansion considerably;
consequently increasing Amazon’s physical
footprint and delivery-to-store fulfilment
capability. There is a strong possibility
in doing so that Amazon might seek to
broaden the shopper base that Whole
Foods sells to – which is generally focused
on affluent shoppers at present. In the UK,
Amazon may seek to expand Whole Foods’
relatively fledgling estate, or buy another UK
grocer with a more extensive physical store
network.
Tesco’s purchase of Booker (trading as
Premier, Londis, Budgens and Family
Shopper) could lead to the largest spate
of store closures, given a combined 7,900
convenience stores including Tesco’s current
c-store portfolio. The better located Booker
stores are likely to be rebranded to Tesco,
and where overlap exists it is more likely
the Booker store would close given Tesco

c-stores are generally located in more
prominent (albeit more expensive) areas.
Booker stores in residential locations away
from core retail areas with low footfall are
likely to be closed or converted to residential
properties – this would help finance the
merger.
It is hard to see the same thing happening
with Sainsbury’s purchase of Nisa however,
which appears to be a very reactive attempt
to compete with Tesco/Booker, done
without even basic due diligence (which
is apparently in progress now – after the
event). Nisa ironically sees itself as a ‘family
of independent grocers’ and the antithesis
of chain supermarkets. Its members own
and operate circa 2,500 shops and though
many would likely welcome the opportunity
to rebrand as Sainsbury’s (given stronger
brand equity – not to mention buying power)
most would fiercely reject any store closures
Sainsbury’s might want to plan, despite
receiving a pay-out on acquisition, given their
store is essentially their livelihood. This – plus
the fact that Nisa has circa half the amount
of stores Booker does – makes Sainsbury’s
purchase of Nisa a less favourable
acquisition on balance.
All of the consolidation we have seen, and
will continue to see, points to an increase
in retail vacancy rates across the UK. New
retailers will come in and fill these gaps,
but only in the main/stronger retail centres.
This is a natural ‘correction’ of the supply/
demand imbalance we have seen in retail
space in the UK, with too many poorly
configured/badly located retail properties
across the country as a whole. Britain post
Brexit will catalyse this imbalance and will
exacerbate this ‘flight to prime’ – with the
stronger centres getting stronger at the
expense of weaker retail locations.
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The way in which Airbnb and Uber have
disrupted the hotel and taxi industries
should warn against any complacency
amongst traditional retailers that
consumers will still come to their shops
and websites.

Nick Bubb
Retail Consultant
Bubb Retail Consultancy

New ways of providing goods and services
will always succeed if they offer genuine
convenience and value, but sometimes the
good old supermarket down the road offers
things just as easily and at a fraction of the
price: the various home delivery Flower
providers in London are perhaps a case in
point.
And at a time when online shopping on
smartphones seems so ubiquitous, it’s
worth remembering that mighty Primark
is doing very well without having any
ecommerce business online, and that it
simply succeeds by providing very cheap
fast fashion in very attractive stores.
But as many markets become ever more
competitive, it is only natural that the big
retail players are responding by going
backwards or forwards into the value/
supply chain.

Diversification is likely to be
the answer for mainstream
retailers in the platform era
and that could take many
forms, via moves into
wholesaling, manufacturing
or parallel markets.

Not that long ago it was all the rage for
clothing and footwear retailers to dump
their manufacturing operations or move
them offshore, but post-Brexit that could
change, as Clarks are showing. And
although grocery retailers like to push their
suppliers around, Morrisons have shown
that vertical integration, in the form of their
fresh food manufacturing operations, has
some merit.
Talking of grocery retailers, it is fashionable
to mock the moves by the previous Tesco
management regime to move into the café
and restaurant business (via Giraffe and
Harris & Hoole etc), to exploit the boom in
eating out, but the idea wasn’t completely
stupid. It is interesting that the former
Waitrose boss Mark Price said recently that
one of his biggest regrets was not buying
the Eat sandwich chain.
So diversification is likely to be the answer
for mainstream retailers in the platform era
and that could take many forms, via moves
into wholesaling, manufacturing or parallel
markets.

The Tesco move on the wholesaler Booker
is the current talk of the town, but it is more
than 10 years since that arch M&A guru
Stefano Pessina engineered the merger of
his pharmaceutical wholesaling business
Alliance Unichem with good old Boots the
Chemist. No doubt there will be moves
in the future to combine the retailing and
wholesaling parts of other industries.
And part of the thinking behind the merger
of Dixons and Carphone Warehouse
in 2014 was to explore the synergies
in combining two parallel retailers of
consumer electronics.
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What does the future hold for our
beloved retail stores?
• Despite the challenges, physical stores remain for the foreesable
future, but their form and function will undoubtedly change
• Stores will become much more about experience and true retail
theatre
• Many retailers have around 25% too much physical space

December 2017
Introduction
Many questions hang over the future
direction of retail in the UK, but perhaps the
one closest to the hearts of many, is what
the future holds for the role of the traditional
retail store. This was the primary question
that the KPMG/Ipsos Retail Think Tank
(RTT) set out to discuss when its members
met in October 2017.
There was widespread agreement among
the RTT members that the physical store,
in some shape or form, was here to
stay. However, as James Knightley, chief
international economist at ING, pointed out:
“…store closures and bankruptcies attract
headlines and make it difficult to argue
against the view that retailing faces many
challenges”.
One of these challenges is of course the
changing way in which retailers are utilising
physical space. So what opportunities or
threats do they face and what might its role
be in the future?
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What is driving this change and
what does it mean for the role of
the store?
To understand the picture more fully, it is
perhaps best to take a look at the drivers of
change in this context. The most commonly
cited factors the RTT members pointed
to were how the rise of online, mobile and
click-and-collect was carving out a new
retail landscape ahead.
Paul Martin, UK head of retail at KPMG,
stated that: “In the UK, approximately 20%
of all transactions are now conducted
online, and when taking the end-toend customer journey into account, the
online channel influences 90% or more of
purchases across many categories”. With
such a staggering influence, he highlighted
the increasing pressure this places on the
physical retail model as it stands.
This pressure, or influence, has meant
“the role of the store has fundamentally
evolved”, according Jonathan De Mello,
Head of Retail Consultancy, Harper Dennis
Hobbs.
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He added that stores are no longer just
about making money, “…they have
become physical manifestations of a
brand”, as the importance of online retail as
a distribution channel grows.
James Sawley, Head of Retail and Leisure
at HSBC, expanded upon this point,
highlighting the rise of multichannel
retail, with shoppers increasingly
taking advantage of multiple channels
simultaneously. As an example, he said:
“…take apparel & footwear, [it’s] the largest
online category [by value], but still 90%
of clothing consumers shop online and
in-store”. This, he believes, reinforces
the fact that utilising multiple channels
“…significantly increases [a retailer’s]
addressable market and enables retailers
to build their brand in a physical (more
engaging) environment, rather than just
digitally”.
Far from marking the demise of the
physical store, many of the RTT members
pointed to the online-only retailers who
were establishing their presence on the
high street – Missguided and Joe Brown’s
to name just a few recent converts. In fact,
the majority of members thought such
moves were testament to the continued
need for physical stores in the future.
Paul Martin stated that stores play a
crucial role “as the bridge between the
physical and the digital world”, with
some stores being used as distribution
hubs, whilst others are being used to
cater for consumers increasing appetite
for experience-led retail. Added to this,
Jonathan De Mello suggested that retail
businesses often view their real estate
– particularly their flagship stores – as a
tangible extension of their brand.
Over and above the impact resulting
from the rise of online, the RTT members
also put customer-centricity, changing
consumer behaviour and the growing
desire for experience at the heart of their
discussions – noting the prominent role
these currently play in determining the
future purpose of stores.

Dr Tim Denison, Director of Retail
Intelligence at Ipsos Retail Performance,
said that: “Good stores have always been
places where customers can receive expert
advice about the products [a retailer] sells.
Nowadays though, most product details are
available on the web and shoppers often
find, having done their research online, that
they know more about the products than
sales assistants”.
He stressed that the future of the store has
to go beyond being a centre of expertise
or a place to simply transact, adding that:
“The future success of the store is not just
about the what, it is also about the who”,
pointing to the crucial need for a store to
recruit passionate staff who drive consumer
engagement and “…bring back that loving
feeling between stores and their shoppers”.
Indeed, Martin Hayward stressed that in a
world where everyone is trying to remove
friction from a sales process, the simple
pleasure of interacting with staff must not
be overlooked.
Elsewhere, RTT members highlighted that
the future of the store could be more akin to
a show room, perhaps even leveraging the
latest technologies, whether that be virtual
reality, augmented reality, smart mirrors or
even digital screens.
Convenience was also a key driver of
change, as Maureen Hinton of GlobalData
pointed out. She referred to the Chinese
retailer, BingoBox, which operates with no
human presence, with payment for goods
simply collected by smart phones. She
highlighted the growing trend of consumers
looking to just “pick up goods and go,
as your phone does the checking in and
paying automatically”. However, Maureen
also stressed whilst some retail categories
place convenience at the heart of their
stores, others would pursue experience and
this would vary greatly across the different
retail categories.
In a similar vein, Mike Watkins, Head of
Retailer and Business Insight at Nielsen,
pointed to how consumers have become
more diverse and are channel agnostic, with
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this being especially disruptive in grocery
retail sector. He pointed to shoppers
making purchases from supermarkets over
four times a week, with daily touchpoints
in food-to-go and food service. Like
Maureen Hinton, he reinforced the impact
convenience is having on the traditional
role of the store. Indeed, Martin Newman
suggested that the increase in online
grocery and local convenience was driving
a “shop more often, buy less” approach,
which detracts from the relevance of the
superstore.
In the course of discussions, these drivers
pointed to one key theme. There was
widespread agreement among the RTT
members that irrespective of which drivers
were prompting a rethink of how retail
stores are being used; retailers currently
hold too much physical retail space. Most
suggested a surplus real estate portfolio
of around 25 per cent, but it was also
suggested that non-food categories – given
their prominence online – may be more
susceptible to having too much physical
space.
Surmising some of the key factors behind
this surplus, James Knightley, suggested
that: “…property valuations, technological
advances and faster, more efficient
methods of delivery to consumer’s homes
[all] mean that less stock needs to be held.
This suggests that the size of the store can
become smaller…and cheaper”.
Moreover, members also suggested that
the recent business rate hikes earlier in the
year will have prompted a revaluation of the
need for so much physical space. Albeit,
the recent Autumn Budget relieved some
concerns with the tax now measured using
retail price index (RPI) instead of consumer
price index (CPI), and revaluations occurring
every three years, instead of five.
When asked what retailers might do
with the excess space, some members
suggested that it would be snapped up

by peers interested in shared space.
Meanwhile, others even suggested that
the space could be used to ease the UK’s
growing demand for residential property.

So finally, what does the future
hold for the real store?
There was no disagreement among the RTT
members that there will always be a place
for the retail store in the future, regardless
of the factors driving change in the industry.
The form and function however, need
to evolve and change to the will of the
customer and other external forces.
Looking to online retail specifically, Maureen
Hinton said: “there has been massive
growth in online retailing over the past two
decades, but we still spend far more in
physical stores than online, and this will
continue”. Added to that, multiple members
referred to arguments and research which
suggest that shoppers want to visit physical
stores.
Suggesting what we can expect to see
more of in the coming years, Martin
Newman, CEO of Practicology, suggested
that: “The role of the store will certainly
change. It will become much more about
experience and true retail theatre. The
store environment will seek to entertain,
educate and engage”. He added that
retailers must leverage digital technology
to remove friction in the customer journey.
Indeed, the members believed that the
customer-centric focus, paired with added
convenience, will continue.
As Martin Hayward, Founder of Hayward
Strategy and Futures stated: “stores will
remain a very important part of life for the
foreseeable future. They will change and
evolve, and poor ones will close as was
ever the case, but there are fundamental
social, emotional and logistical reasons why
the store is an important part of life”.
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Part II:
In detail – Individual views of the KPMG/Ipsos Retail Think Tank members
Store closures and bankruptcies attract
headlines and it is difficult to argue
against the view that retailing faces many
challenges. But there is a future for the
store – internet retailers obtaining a high
street presence clearly attests to this.

James Knightley
Chief International Economist
ING

Property valuations,
technological
advances and
faster, more efficient
methods of delivery
to consumers’
homes mean that
less stock needs
to be held. This
suggests that the
size of the store can
become smaller (and
cheaper) with more
of a show room
concept.

Nonetheless, the role of the store will
change. Property valuations, technological
advances and faster, more efficient
methods of delivery to consumers’ homes
mean that less stock needs to be held.
This suggests that the size of the store can
become smaller (and cheaper) with more of
a show room concept. In turn, this implies
larger retail sites may be divided up and
used for other purposes, including also
residential needs.
This brings us to a key issue that suggests
the future of the “new” store is brighter
in the UK than it perhaps is elsewhere –
demographic factors. The UK has seen a
rapid increase in its population size over
the past twenty years, fuelled by high
immigration and strong birth rates (there are
1.8 live births per woman in the UK versus
1.5 in Germany and an EU average of 1.6).
This has obviously boosted food sales due
to there being more mouths to feed and
supported growth in other sub-sectors of
retailing.

Indeed, countries (including India, New
Zealand and Canada) have suggested they
would want the same sort of freedoms
for their citizens to live and work in the
UK as the EU gets under the final Brexit
deal, in return for the UK winning future
trade deal with those countries. As such,
demographers are unlikely to shift their
predictions that the UK will become the
most populous country in Western Europe
within the next 30 years.
There have been various recent surveys
(such as one conducted by the CBRE)
suggesting people like to “physically”
shop and when you add in the prospect
of the UK‘s population hitting 70 million in
2027 (according to the Office for National
Statistics) and there will be demand. As
such the “new” store has a bright future.

There has been some evidence of a
slowdown in the net migration from the
EU to the UK since the Brexit vote, but it
is important to remember that the number
of EU migrants to the UK has consistently
been less than the number of non-EU
migrants arriving and living in the UK
each year.
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Dr Tim Denison
Director of Retail Intelligence
Ipsos Retail Performance

Good stores have
always been places
where customers can
receive expert advice
about the products
they sell. Nowadays
though, most product
details are available on
the web and shoppers
often find, having done
their research online,
that they know more
about the products
than sales assistants.

Unashamedly, I take my lead in setting out
my vision of the future role of the store from
Ron Johnson, former Senior Vice President
of Apple Retail. To paraphrase him, he said
that the store has got to be much more than
a place to acquire merchandise, it’s got to
help people enrich their lives by creating
new types of value for them. The “value
creator” grabbing all the attention at the
moment sits with designing an environment
that cultivates and consummates in-store
‘personalised’ experiences which build
an emotional relationship with the retailer
far beyond the normal transactional one.
In effect this means turning the role of the
store from being a sales hub into a tool of
customer retention featuring various frontof-house technologies as enablers (VR, AR,
smart mirrors, digital screens, wearables
etc.). Google has taken this concept to the
extreme in its SoHo New York store, where
you can’t actually buy any products. That’s
one step too far to my mind – one of the
great strengths of a store is being able to
offer instant gratification from a product
purchase.

Good stores have always been places where
customers can receive expert advice about
the products they sell. Nowadays though,
most product details are available on the
web and shoppers often find, having done
their research online, that they know more
about the products than sales assistants.
Ipsos’s latest Global Trends Survey found
that 70% of people globally look up online
reviews about a product from fellow
shoppers before deciding whether to buy it.
We generally trust other shoppers’ feedback
more than the words of shop assistants or
manufacturers. The future role of the store in
this regard has to go beyond being a centre
of expertise. Recruiting passionate staff, who
have intimate product knowledge and take
an active interest in their customers can drive
engagement, coach and mentor them and
bring back that loving feeling between stores
and their shoppers. Rewarding engagement
between store assistants and customers is a
second means of value creation in the future
role of the store. The future success of the
store is not just about the “what”, it is also
about the “who”. After all, retailing should
always be a social and sociable activity.
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Paul Martin
UK Head of Retail
KPMG

The store will need to
function as the bridge
between the physical
and the digital world.
It will need to take on
new tasks such as
becoming regional
or local distribution
hubs, and as the
consumer increasingly
seeks exciting in-store
experiences become a
show-room, a do-room
and most importantly
integrate seamlessly into
the channel agnostic customer centric modus
operandi of a retail
business.

Over the last decade online shopping has
grown considerably and now represents
the fastest growing channel across the
globe. In the UK approximately 20% of all
transactions are now conducted online, and
when taking the end-end customer journey
into account, the online channel influences
90% + of purchases across many different
categories. These are staggering numbers
and these facts have definitely resulted in
increasing pressure for the physical retail
model. In this context though we should
not forget that 80% of all sales are still
transacted in store and even if we look
10 years ahead, I believe two thirds of
sales will still be undertaken in stores. To
be clear, even if the store remains to play
a pivotal part in the retail world, its role is
changing and organisations that do not
move to adapt to these changes and do
not upgrade or modernise their real-estate
portfolio’s will face significant challenges.
We will also likely see a reduction of
physical store numbers, as I believe we
have up to 25% to much physical retail
space in some categories.

There is no better proof that highlights that
the store is here to stay than more and
more online players are moving into the
physical space – Alibaba, Amazon and
Warby Parker are just some examples
to name. These organisations are using
the customer insights derived from their
online data to plan and execute their
stores in a better way. There are significant
opportunities in doing this reaching across
multiple examples such as store location
analysis, curating the range, delivering a
better in-store experience such as simplified
navigation or payment process and the
list continues. Take the Amazon bookstore concept that uses its customer data
to provide recommendations from local
readers and does not display any in-store
prices. These can be viewed through the
customer’s smartphone which enables
dynamic pricing.

There is a tendency for most of us to overestimate the impact of trends in the short
term, and to underestimate them in the longer
term. At times of change, far from being clear
strategic thinkers, most of us end up being
swept up in both the euphoria and the fear of
the new.

Martin Hayward
Founder
Hayward Strategy and Futures

As exciting and wondrous as many of the new
capabilities are, it’s time to pause and take a
reality check.
There was an interesting phase in the late
1980s when corner shops were closing
at a rapid rate and the grocery world was
convinced that superstores on new edge of
town developments were the future. At the
time, the best action would have been to snap
up a portfolio of corner shop locations, which
are now being fought over, as consumers
have reverted to shopping more often for
fewer items.

Organisations that understand how to
integrate their online and offline experiences
into a seamlessly connected ecosystem will
be the winners. Those that do not transform
to do this will struggle to survive.

The store will need to function as the bridge
between the physical and the digital world.
It will need to take on new tasks such as
becoming regional or local distribution
hubs, and as the consumer increasingly
seeks exciting in-store experiences become
a show-room, a do-room and most
importantly integrate seamlessly into the
channel agnostic – customer centric modus
operandi of a retail business.

We are at one of those points now in the
retail world as we debate the future role of the
store. As technological innovation re-shapes
consumer buying behaviour through online shopping and an ever increasing array
of new ways to interact with brands and
companies, there is genuine fear amongst the
retail community that this is the beginning of
the end for the store. Many are simply blindly
extrapolating current trends to that point.

When video arrived, it was sure to be the end
of the cinema. Ready meals were going to kill
eating out and video-conferencing was going
to destroy business travel.

The store of the future
will undoubtedly have
more tech embedded
in its service. It will have
to be part of a seamless
system with on-line and
mobile offers.

The reality is that stores will remain a very
important part of life for the foreseeable future.
They will change and evolve, and poor ones
will close as was ever the case, but there are
fundamental social, emotional and logistical
reasons why the store is an important part
of life.
It is such early days in the evolution of online
shopping it is very dangerous to extrapolate
from the current trends. It’s all new and
quite exciting to talk of drones, robots, AI,
self-ordering fridges, and virtual changing
rooms but there are many reasons why the
consumer will still visit the store.

Economics:
•T
 he real cost of home delivery is yet to be
truly factored in to costs and as it becomes
clearer we will see increases in charges
and continuing migration to click and
collect models.

Politics:
• It’s important to create a level taxation
playing field.
• Whilst it is already feasible to sit in an
armchair and order endless pizzas and
ill-fitting clothing, most people don’t want to
never go out.
• People like to see, touch, smell, taste and
interact with things they’re about to buy.
• You can’t see if your bum looks big in
something online.
• Most neighbours of online shoppers are fed
up with having to take in their deliveries.
• The thrill of eating lukewarm food delivered
by a sweaty cyclist will quickly diminish.
• Pop-ups are popping up everywhere to
create theatre.
• The young and the old particularly enjoy the
buzz of the marketplace to meet and talk
with people.
• Virtual books are being replaced by real
ones. Bookstores are reopening.
• Amazon, Apple, Boo and Misguided are
opening real stores.
There are many more signals being
suppressed by the current fascination with
tech innovation, but they shouldn’t be ignored.
The store of the future will undoubtedly have
more tech embedded in its service. It will have
to be part of a seamless system with on-line
and mobile offers. But if it’s a nice environment
with pleasant, knowledgeable staff, and is an
enjoyable experience they will still come.

A selection of the issues currently
being hidden by the ‘white heat’ of
technology includes:
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First of all there will still be stores in the
future. There has been massive growth in
online retailing over the past two decades,
but we still spend far more in physical
stores than online and this will continue.
Currently 22% of non-food sales are online
and only 8% of food and grocery sales
(source GlobalData). And stores contribute
to online sales through click and collect
services and the ability to browse products
in stores before buying online.

Maureen Hinton
Global Research Director
GlobalData

There will still
be stores in the
future. There has
been massive
growth in online
retailing over
the past two
decades, but
we still spend far
more in physical
stores than online
and this will
continue.

So stores will retain their importance as
shopping destinations, but the purpose
of the store will largely split into two,
experiential and convenience, with
different product sectors having different
approaches. For instance retailers selling
apparel and/or electricals need to take
account of their much higher penetration
rates online (34% and 52% respectively in
2022) and adapt their stores accordingly.
Apparel stores need to be brand builders,
establishing the essence of the brand in a
large flagship. This is already happening
with the like of Zara opening flagships in
new markets and using online to reach
a far wider audience. Even smaller cult
brands can attain global recognition with
a handful of small, but uniquely branded,
stores and online sales. In the US,
Reformation clothing’s tech stores use a
mix of technology and personal service to
great effect; minimal stock on display, lots
of interactive screens, with your selection
delivered to your web-enabled dressing
room, and a physical assistant to provide
personal service. (It is probably not long
before the personal assistant becomes
artificial intelligence, not human).

Meanwhile in the electricals sector the role
of the store is about service and support
now rather than selling product. Apple’s
declaration its stores are becoming ‘Town
Squares’ and ‘forums for collaboration’ is
fanciful, they are still just stores, but the
range of services they offer goes beyond
product into experiences. They now offer
an educational experience, coding for kids,
how to use technology, and make pleasant
meeting places for both technophiles and
technophobes.
But on the other hand we also need
convenience – easy access to products
and fast processing. Stores already exist
in China with no human presence on site.
BingoBox is a small convenience box style
store that you access, and pay for goods,
via your mobile phone. Amazon Go is also
about convenience – not having to check
out, just pick up goods and go, as your
phone does the checking in and paying
automatically.
Moreover we need physical pick up and
return points for online shopping – again
something Amazon recognised and one of
the benefits of its Wholefoods acquisition,
(and Sainsbury and Argos’ tie up),
nationwide physical delivery and collection
points. And there is no reason why Tesco
or other hypermarket owners should not fill
large stores’ dead air space with muchneeded apartments which will not only
be convenient (plentiful parking and easy
access to amenities) but also create new
style Town Squares.
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While many have predicted the demise
or slow decline of the store, I’d argue it’s
taken on more importance. Customers
in increasing numbers choose click-andcollect; and they continue to research
online, but purchase offline, too. Digital also
provides the potential for retailers to operate
smaller stores, reduce operating costs and
still deliver a good customer experience.

Martin Newman
CEO
Practicology

Sephora has opened a smaller footprint
format combining an edited in-store range
with virtual shopping baskets; allowing
ordering from a broader online catalogue for
collection or delivery. In the UK, House of
Fraser has done something similar, trialling
small footprint order points.

I’ve just attended Shoptalk Europe, where
the world’s biggest online brands – Amazon
and Alibaba – both gave keynote speeches
that mentioned the importance of stores and
physical retail to provide convenience and
services that the web alone can’t offer.
Amazon’s Prime Now service that offers
same-day delivery has been designed so
that it’s possible to pick items for delivery
from local stores; and Alibaba has invested
in a Chinese consumer electronics retailer so
that it can better understand and cater for
the offline aspect of customer behaviour.
Stores are here to stay. We just need to rethink the experience that they deliver.

Whatever a retailer’s plans for stores and
leveraging digital are, my advice is to always
start with the customer and work back to
determine what experience is relevant in the
context of your brand and product category.
The role of the store will certainly change. It
will become much more about experience
and true retail theatre. The store environment
will seek to entertain, educate and engage. I
can’t resist a good three-letter acronym, so
you might call it the ‘3Es of instore’.
Retailers must leverage digital technology
to remove friction in the customer journey.
Product and brand immersion are key
components for customer engagement, and
this requires new store footprints.

Customers in
increasing numbers
choose click-andcollect; and they
continue to research
online, but purchase
offline, too.

Adding value with experience
It’s clear that there is demand from
consumers for experiences and services that
can’t be delivered purely online. According to
UK consumer research from BookingBug:
•7
 1% of consumers sometimes or often
webroom (look at products online before
purchasing in store);
•4
 5% sometimes or often click and collect
products
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Technology is changing the path to
purchase in retail and consumers are
shopping and spending differently. Stores
in the non-food channel are already closing
because of shifts in how people spend their
money and the rise of e-commerce. These
trends have the potential to be just as
revolutionary in food retailing.

Mike Watkins
Head of Retailer and
Business Insight – Nielsen
UK

The needs of consumers are now more
diverse and most shoppers are channel
agnostic and the channel shift is particularly
disruptive for Supermarkets as the
purchase frequency is over 4 times a week,
with daily touchpoints in food to go and
food service.
In the future, shoppers will expect to
shop anytime, anywhere for anything food
related and the instant gratification of the
mobile experience will be a differentiation
in the same way that store location (and in
particular large stores) had been in the last
decade.
Nielsen expects the only online share of
food retail – a £150b+ per annum market
– to increase from 6.5% to 10% within 3
years. This means that the supermarket of
the future will be very different from today. It
will be “retail wrapped in a food experience
“where shopper marketing (assortment,
price, promotions) blends with technology
and individual shops take on a distinct
theme or mission.

A store where shoppers can browse, buy,
consume and have products delivered
and where the ranges have been carefully
curated. With predictive analytics and digital
reward schemes, we can expect retailers to
identify what individual shoppers will want
to buy and to respond in real-time. The
store will be fresh food led with traditional
grocery and non-food having less relevance
and taking less space, and food retailers
will offer an immersive experience using
learnings from the best in class in other
channels and also from technology titans.
The starting point is to make food
stores more efficient, the purchase more
engaging and the experience memorable.
The future is to innovate the in store
experience and to celebrate the tastes,
choice and convenience of food and drink
with an evolved food service proposition.
Successful, retailers will also prioritise in
store technology from menu preparation to
cashless checkouts.
Without these new strategies many
thousands of existing stores will quickly
become less relevant to the next generation
of consumer.

It’s clear that
there is demand
from consumers
for experiences
and services that
can’t be delivered
purely online.
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Jonathan De Mello
Head of Retail Consultancy
Harper Dennis Hobbs

Online pure-play
retailers have started
to wake up to the
idea that – in an
increasingly crowded
and competitive
internet – having high
profile physical stores
can help to both
build the brand and
also provide a sense
of reassurance to
consumers that the
brand is there to stay.

The role of the store has fundamentally
evolved – catalysed principally by online
retailing. Stores no longer are just about
making money; they have become physical
manifestations of a brand. This is due to the
ever-growing importance of online retail as
a distribution channel. In an environment
where – at least for the majority of traditional
brick and mortar retailers – store like for like
sales growth is flat or negative (whilst online
channels are seeing double digit growth),
investment in stores in high footfall locations
is key – in order to maximise the ‘halo’ effect
created by the physical store on online
sales. This, coupled with the fact that well
located stores in high traffic centres tend to
be the best performing for the vast majority
of retailers anyway, has led to a number of
retailers seeking to ‘optimise’ their property
portfolios; closing more peripheral/poor
performing stores on lease expiry.
Traditional brick and mortar retailers aren’t
the only ones seeking to locate in the best
and most high profile centres however.
Brands that traditionally only sold their
products via wholesale and concessions
in department stores are also increasingly
keen to benefit from both the money that
can be made from physical stores, but more
importantly the brand building benefits such
stores can bring. A good example of this is
the beauty sector – a sector that is booming
at the moment, with not only more and more
beauty brands and concepts entering the
market, but also lifestyle brands such as
Topshop, Ted Baker and others developing
their own beauty lines. Creating an identity
for the brand is also important – given the
fact that the level of promotional activity
by some department store chains such as
Debenhams and House of Fraser can be
detrimental to brand equity. A physical store
in the right location can help mitigate the
impact of this. To highlight the level of growth
of brands taking stores, the table below
(originally put together by HDH for a beauty
retailer client) highlights the pace of growth
of physical stores by beauty brands – with a
huge 87% growth in the number of branded
stores in the past 5 years.

Health & Beauty
Brand

2017 (Total
Floorspace)

2012 (Total
Floorspace)

% Growth (2012
- 2017)

Aveda

16,500

15,900

4%

Bobbi Brown

11,200

-

-

Jo Malone

36,700

20,100

83%

Kiko

49,100

-

-

MAC Cosmetics

39,600

11,900

233%

Rituals

16,000

10,500

52%

Benefit Cosmetics

8,360

6,700

25%

L’Occitane

81,751

53,600

53%

Molton Brown

59,304

51,200

16%

Total

318,516

169,900

87%

Table: Harper Dennis Hobbs

Finally, online pure-play retailers have
started to wake up to the idea that – in
an increasingly crowded and competitive
internet – having high profile physical
stores can help to both build the brand
and also provide a sense of reassurance to
consumers that the brand is there to stay. In
addition, a physical store for online retailers
can provide shoppers with click and collect
services, which – in an environment where
the cost of online returns is prohibitively high
– could actually help to improve margins,
longer term.
The role of the store has changed and
will continue to change. In the main high
streets in key global cities such as New
York, London and Paris, it is likely that 25%
of retailers in these streets will be brands
that formerly did not have a physical store
concept. Microsoft taking a very high profile
store on Oxford Circus is a good example
of this – and it is hard even for a major
global brand such as Benetton (the previous
occupiers of the Oxford Circus unit) to
compete with the sheer spending power
such brands have at their disposal, if they
want to trade in a specific location.
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Call me old school, but I love shopping.
I take my family to Westfield all the time.
Whilst I enjoy simply getting out the
house, most of all I delight in the sense of
discovery, interacting with actual real life
people, and being inspired by the latest
designs, products and trends. On top of all
that there’s the amazing food – something
for everyone.

James Sawley
Head of Retail & Leisure
HSBC

From a banker’s
perspective, the
role of the store is a
very important one.
I strongly believe the
multichannel retail
model will succeed as
the primary driver of
retail sales in the future
and when reviewing
business plans and
financing proposals,
having a coherent
multichannel strategy
is imperative.

From a banker’s perspective, the role of
the store is a very important one. I strongly
believe the multichannel retail model will
succeed as the primary driver of retail
sales in the future and when reviewing
business plans and financing proposals,
having a coherent multichannel strategy
is imperative. Take Apparel & Footwear,
the largest online category, but still 90% of
clothing consumers shop online AND instore. Having multiple channels significantly
increases your addressable market, and
enables retailers to build their brand in a
physical (more engaging) environment,
rather than just digitally. This explains why
online retailers such as Missguided and
Farfetch are moving into stores.
The UK is the most advanced western
nation when it comes to ecommerce with
roughly one in every five pounds spent
online (non-food). Online growth has been
gradually declining in recent years and since
the start of 2017 we are consistently seeing
only single digit YOY change. Long-term
generational shifts aside, slowing growth
suggests maturity will be reached at some
point in the next few years. In fact, for
mature product categories such as books,
electronics and furniture, one could argue
maturity has been reached or is very close.
The split of books sold online and in-store
hasn’t changed materially in the last few
years, and in fact the physical book is now
beginning to make a comeback, winning
market share from the e-book.

The physical book retailing market
(arguably the first to be disrupted) has
come through a tough period of demand/
supply correction, and now multichannel
retailers such as Waterstones and
Foyles are performing well, offering book
consumer so much more than just ‘a
place to buy a book’. As other categories
progress towards maturity, uneconomical
shops will be replaced with restaurants
and entertainment. Landlords will need to
continue to work closely with operators
to make the shopping environment
compelling, and shops economically viable.
As a banker I’m fascinated in the
economics of the store. Historically, the
decision to invest in opening new stores
has been driven by modelling capex, cost,
footfall, LFL and sales per square foot
assumptions, and the resultant ROIC. If
ROIC is suitably greater than cost of capital,
green light to open the store. The customer,
who is channel agnostic, is not part of this
equation. E-receipts and other technologies
are now allowing retailers to link web sales
to stores, this more holistic view of the
customer is going to be a key enabler for
retailers who will survive the test of time, i.e.
those whose business models are designed
around the customer and offer a seamless
journey between the physical and the digital
worlds.
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