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This is an exciting but challenging time for UK retail.
The growth and adoption of digital and mobile
technologies has caused a fundamental shift in the
way consumers shop and interact with retailers of
all sizes and types, in all locations. Transparency
in price, service and quality has never been more
ubiquitous. The customer journey has become
infinitely more complex to measure, predict and
understand, while shoppers’ expectations have
never been more challenging to meet.
An informed and ever-connected consumer is
empowered with multiple options for browsing,
purchasing and product comparisons, while delivery
and collection options are widening. Browsing
on mobile in-store, buying online and picking up
orders from a local collection hub is commonplace.
Experiences, positive or negative, are shared with
friends and online communities instantly. The
power dynamic between buyers and sellers has
altered dramatically with today’s consumers more
empowered than ever before.
This shift in the power balance towards the
consumer will accelerate as more powerful devices
and better connectivity converge. By 2020 it is
estimated that 50 billion to 100 billion devices will
be connected to the internet. The next generation
of connectivity, 5G, will be 100 times faster than
current download speeds making “the internet
of things” a reality difficult to comprehend. The
adoption of new technologies will continue to
accelerate. Radio took almost 50 years to get 50
million users, Facebook three and a half years,
WhatsApp was just one year. Although future
technologies remain uncertain we can be sure
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that the influence of digital on the customer
journey will become more deeply engrained as
technology becomes more integrated into our lives,
smartphone penetration rises, online connections
near instantaneity and the digital-generation comes
of age.
Key structural drivers of change in retail include:
Trend
Insatiable
growth of
online
Digitally
influenced
customer
journeys
International
competition
Rationalising
store portfolios
Use and
regulation of
customer data

Mobile, tablet and sophisticated
omnichannel operations. Growth will be
supported by faster and more widespread
online connectivity and more powerful
devices.
In-store price comparison and research,
geo-targeting, personalised and time
bound marketing, digitally enhanced
loyalty schemes.

By 2020 it is
estimated that
50 billion to
100 billion
devices will be
connected to
the internet

Rise of Alibaba. Growth of online Chinese
exports.
Smaller store portfolios. Focus will
be on creating experiential retailing
through flagship stores at large shopping
destinations.
Sophisticated data science to provide
targeted and timely marketing based
on past behaviour and predicting future
habits. Highly unregulated and custodians
of personal data likely to come under
close scrutiny.
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Retail Business models no
longer fit for purpose
The influence of digital technology will dominate
tactical and strategic decision making across the
industry. Retailers’ traditional business models
will come under increasing pressure as old legacy
systems are no longer fit-for-purpose and the
customer journey becomes increasingly complex
to measure and understand. Business models that
thrived just five or ten years ago will need to be
replaced with leaner and more flexible strategies fit
for today’s digital consumer and the pace of change.
The short-term focus for retailers will be on:
Focus
Customer offer

Stronger brand

Investment in
digital

Final mile
delivery

Back to basics with improving the
customer offer and experience but
shifting towards more proprietary offer.
Particularly relevant for non-food and
competing with Amazon.
Non-food retailers will focus on
differentiating themselves from the large
distributor model player by pushing
product, service and quality proposition.
John Lewis is the success story.
Old legacy disparate systems will need to
be replaced with more flexible and leaner
software platforms. Significant investment
needed in front end and intelligent
back-end systems. Board buy-in will be
essential.
Two solutions are likely to emerge to make
online delivery and returns more efficient.
Growth in partnerships – for example
ASOS and Boots. Vertical integration
– bolt on acquisition of logistic companies
– for example, AO’s 2009 acquisition of
Expert Logistics.
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Fewer stores

Organisational
change
Utilising “Big
Data”

Jones Lang LaSalle estimates that 50% of
retail leases are due to expire in the next
five years. This will offer the opportunity
for retailers to rationalise their store
portfolios and focus on the most
profitable stores in the fewer but prime
locations.
The composition of board rooms will
adapt to reflect the changing nature of the
retail sector. Online and customer data
influence will be felt at the most senior
level.
Replacing legacy systems which do not
join up online profiles with store cards and
loyalty schemes will offer the opportunity
for sophisticated and co-ordinated
marketing plans which cross departments.
Partnerships with third parties (Facebook
and Datalogics) and predictive analytics
will play an important role.

Many retailers lack the strategy, transparency
and executional capability across departments
and channels to optimise their customer base,
promotions and advertising. Traditionally, retailers
focused on optimising their supply chain and
investing in retail space, the demand side of the
equation, in many cases, has not evolved to meet
changing shopper behaviour.

The influence
of digital
technology
will dominate
tactical and
strategic
decision making
across the
industry

The result has meant many retailers are operating
with traditional business models that are no longer
fit for purpose. As more spending moves online
and fewer consumers visit high streets, both the
origination of sales and the cost base will change.
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The changing nature of the
retailer cost base
Traditional
retailer cost
base
Cost of goods
sold

Business
Services
(advertising,
marketing, law)
Rents and
leases
Labour

Delivery
Business Rates

Energy Bills
IT and Systems

Modern retailer cost base
(as a % of total costs)
As the global economy
rebalances, the era of
cheap imports from China
(estimated to supply 70% of
UK clothing) will slow, pushing
up costs.
Higher frequency of online
and more personalised and
targeted advertising will
continue to replace more
traditional and expensive
advertising.
Fewer stores will lower rents
and leases as a proportion of
total costs.
Online will boost productivity
as fewer staff are needed per
sale. However, the types of
roles will be higher skilled
with higher salaries.
Retailers will need to prepare
for a model where 50% of
sales could be online.
As the number of stores
decline, business rates is likely
to fall as a proportion of total
costs.
Lower energy bills are likely as
the number of outlets fall.
The operation and investment
in IT systems will become
a significant cost for retail
businesses.
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Retail business models are moving away from a
high proportion of fixed costs to a model where
operational costs are significantly more variable.
We expect that over the next few years the cost
of property, energy bills and business rates will
fall as a proportion of total costs as retailers close
stores and concentrate on flagship outlets. The
shift between sales generated in physical locations
to those generated online will mean that costs are
much more variable – postage, packing and delivery
are all dependent on sales volumes. Understanding
the impact this has on labour productivity,
sales densities, organisational structure, capital
expenditure and investment will become critical
in determining success, and will differ significantly
across retailers operating in different sectors and of
varying size.

many retailers
are operating
with traditional
business models
that are no
longer fit for
purpose

Future Focus: The retail digital
transformation
Bridging the digital and physical
A new retail business model will emerge that
will embrace the digital era. Fewer but more
experiential stores that blur the boundaries
between digital and physical will become the
norm as retailers provide consistent touch points
online and in-store. Retailers will need to leverage
technologies like Near Field Communication (NFC),
iBeacon, surface computing and mobile. Current
applications like mobile payments and geo-targeted
content is just the tip of the iceberg.
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Big data, analytics and customer
centricity
Targeted, personalised, relevant and real time
content will be essential to generate traffic,
regardless of channel. Understanding customer
segmentation, assessing value and delivering a
seamless customer experience will be essential to
success and this will require data. Sophisticated
data mining and analytics will put customers at the
heart of retail operations.

Investing in the last mile
The relentless growth of online and omnichannel
has made order management and fulfilment
more important than ever. Systems will need to
be flexible enough to be able to adapt to evolving
consumer habits. Inventory utilisation is of huge
significance to reduce the cost of delivery and
fulfilment. Retailers with a comprehensive property
portfolio could hold a competitive advantage over
pure online retailers if the infrastructure and model
is executed effectively.

International expansion
British retailers with established brands have
a unique opportunity to drive growth through
international sales. We estimate that online sales
that are generated overseas could increase by
500% in the next five years. Localising websites
and understanding cultural differences will require
investment, specialised teams and, in many cases,
finding the right partner.
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Seismic shifts could change the
retail paradigm
No one can be sure of what the future holds for
UK retail. Technologies that exist today were
unimaginable just 10 years ago. The uptake of
mobile and digital technologies has happened at a
frightening pace. It has left many retailers wrongfooted and there have been many casualties along
the way for those that have been paralysed by
innovation.
Here are some emerging themes we believe could
disrupt the market:
• Widespread adoption of Near Field
Communication (NFC)
• Mobile Payments (phone, chips)
• Geo-location
• Digitalisation of products
• 3D printing

The shift
between sales
generated
in physical
locations to
those generated
online will
mean that costs
are much more
variable

The challenge facing UK retail is formidable but
there are many reasons to be confident about
the future. Consumer habits are evolving at
an unprecedented pace which can offer huge
opportunities for businesses that embrace the
challenge. But the UK retail sector is a world-leader
of innovation. Business models will have to adapt in
order to survive with organisational change at the
most senior level driving a new retail economics.
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About Retail Economics
Retail Economics is an independent economics
research consultancy that provides retail insight,
data and visualisation tools to help you better
understand the underlying drivers of demand and
consumer trends within the UK retail sector – on a
monthly (and sometimes weekly) basis.
Retail Economics addresses two core issues.
1. We provide insights to companies that do not
have the resource or in-house expertise to
conduct rigorous economic analysis to help them
understand the underlying impact of economic
trends or forecast future trends.
2. Secondly, market data for the retail sector is
fragmented by numerous data providers. We pull
together the need-to-know retail data into one
place and provide insights on consumer trends.
Retail Economics can become your “insight team”,
help identify and strengthen investment cases and
save you time and money.
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