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Confidence returns 
to UK retail

Retail Sector Issue 4: March 2015

When asked to list their top concerns for the year ahead, 68% 
responded that weak consumer demand worried them most, 
followed by the continuing pressure of business rates (53%) and 
weakness in the economy (47%). However, when asked what 
changes the Government could bring forward to make the UK 
a better place to do business, a sizable majority of the retailers 
surveyed (74%) opted for fundamental reform of business rates – 
proving once again that this remains a key concern for the UK’s 
largest private-sector employer.

Regions to Be Cheerful?
With little new development in 2014, the big news was focused 
on major purchases. Land Securities completed its purchase of a 
30% stake in the Bluewater shopping centre for £656m from Lend 
Lease for an overall net initial yield after expiry of rent-free periods 
of 4.1%. Land Securities is also developing Buchanan Galleries in 
Glasgow – having bought the remaining 50% holding of TH Real 
Estate in October – and Westgate in Oxford, the latter with The 
Crown Estate. TH Real Estate is developing the St James Centre 
in Edinburgh and Hammerson is on site with Victoria Gate in 
Leeds, while Intu has a series of refurbishments underway and is 
likely to submit plans for Nottingham during 2015.

Yet despite these notable developments around the UK, 
the total pipeline stands at 47m sq ft, with 3.39m sq ft under 
construction, according to advisor CBRE, significantly up on the 
1.7m sq ft of 2013, or the record-breaking low of 2012, which 
saw just 168,000 sq ft of additional space. Yet strip out London 
construction numbers and wider UK development activity 
remains at rock-bottom. Nearly half (46.6%) of the shopping 
centres in the development pipeline are in Greater London and 
total new construction remains well below the long-term annual 
average of 3.7m sq ft achieved between 1965 and 2008.

In the fourth in a series of retail updates, BTG Global Advisory highlights 
growing confidence in retail as the economy recovers, notwithstanding the 
consequences of price wars, which are becoming an enduring feature of the 
UK retail sector. 

With Christmas and the sales season over, and the new 
dynamics of a manic Black Friday still being absorbed, retailers 
are back in the business of trading in what passes for a normal 
environment. The question for 2015 is whether that normal 
is the ‘new normal’ of austerity, deep discounters and online 
sales migration, or something approaching the ‘old normal’, as 
consumers start to feel a little more confidence about the pound 
in their pocket.

In an attempt to answer that, a couple of surveys have been 
published gauging sentiment and retailers – who are traditionally 
somewhat of the ‘half empty’ fraternity – have been surprisingly 
bullish. TLT’s retail growth strategies report found that 
respondents expect to significantly outperform the wider UK 
economy with an average sales growth of 4.7% this year. The 
growth will come despite a continuation of price wars, as more 
than a third of retailers expect to reduce prices, and it will come 
on the back of the continued recovery of the UK economy.

Some 59% of those surveyed expect 2015 to be a year of growth 
and over two-thirds are planning to invest more or the same 
amount in their businesses as they did in 2014. The study, which 
surveyed senior managers at 100 of the top UK retailers, found 
69% identified websites and mobile apps as a key area for 
investment. By the end of 2015 more than two-thirds of retailers 
plan to offer click-and-collect services.

A snapshot survey carried out by the British Retail Consortium 
also showed that UK retailers are optimistic about their fortunes 
in 2015, with many predicting an improvement in sales and 
increases in both investment and employment levels over the 
next 12 months. The survey showed that 76% of respondents 
expected their sales to improve in 2015 compared with 2014, 
while 67% of retailers said that their investment levels were set 
to increase and 78% said they were likely to be employing more 
staff this year.
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Hybrid Stores, the Back-end Squeeze 
and Strategic Alliances
Beyond the improving economy, the other dominant issue for 
retailers remains omni-channel retailing. To fulfil across channels, 
a number are adding storage to hub stores designed to service 
delivery to smaller outlets. After years talking about ‘retailtainment’, 
there does also appear to be a genuine move to make stores 
more of an experience in a bid to attract customers and to ensure 
that stores remain a vital component of the sales journey.

There has been a notable convergence of digital and physical 
retail and there are all sorts of examples of pure play and 
physical retail coming together, often in a bid to ensure that 
product and consumer are united as quickly and reliably as 
possible. One of the UK initiatives for eBay has been its in-
store collection tie-up with omni-channel retailer Argos, and 
John Walden, Chief Executive, Home Retail Group, says of 
the initiative and its own digital store strategy that it is having a 
different look at inventory, especially looking at fulfilling faster.

This dwindling supply of well-located retail property stock in the 
UK will continue to drive South East and London rental growth, 
which will be factored into pricing by investors, according to 
Knight Frank. Well-placed good secondary retail assets with 
solid demographics will sell well and overall schemes with the 
broadest consumer appeal will thrive at the expense of the 
poorer quality ones, the agent predicts.

That extreme has been played out in the West End where Savills 
has predicted a £1,000 per sq ft Zone A rent will hit Oxford Street 
West in 2015. The international real estate advisor suggests 
Selfridges is a key driver in this, with further plans to extend the 
department store having a significant influence on the quality of 
tenants looking to open stores on the western section of Oxford 
Street. The gap between Oxford Street West and Oxford Street 
East rents currently stands at approximately £250 per sq ft.

Savills has recorded key milestones in rental changes over the 
past five years, starting in 2009 with a letting to Sunglasses Hut 
at £615 per sq ft, which set a Zone A record rent, followed by 
£739 per sq ft to Aldo in 2011, £800 per sq ft to Footlocker in 
2012 and £928 per sq ft to Dubai Toystore in 2014.

So where might retailers look for value and opportunities beyond 
London? Guildford has the best prospects for economic growth 
of any major UK destination outside London, according to 
Lambert Smith Hampton’s latest UK Vitality Index. The report 
reveals that the Surrey town has replaced Cambridge as the 
destination best placed to support economic expansion over the 
next 12 months. The UK Vitality Index assesses the UK’s largest 
towns and cities outside London to provide a health check of 
their local economies and identify which are most robust, are 
best positioned to support growth and will provide the greatest 
opportunities for businesses to expand. 

The results are based on the analysis of 20 datasets, with each 
location ranked within six separate categories: most productive, 
fastest growing, most entrepreneurial, best educated, greenest, 
and most affluent. Overall, the top ten towns and cities in the 
2015 UK Vitality Index are:

• Guildford

• Cambridge

• Brighton

• Reading

• Warwick

• St Albans

• Milton Keynes

• Oxford

• Edinburgh

• York

Oxford and York are both new entries into the top ten this year, 
on the back of greater corporate investment and an increase in 
the number of recent business start-ups respectively. The report 
also identifies Manchester, Northampton and Derby as the most 
significant improvers over the past 12 months.

Retailer Store Plans 2015

Retailer Investment Plans (Non-store) in 2015

Reduce space in stores
Refurbish stores
Close stores
Open stores
Share use of stores
Extend stores
Relocate stores

Website and mobile sites
IT systems
Logistics
Efficiency drives
Marketing/advertising
Product development
Staff training
Staff facilities
International expansion
Loyalty

33
31
27
17
12
8
7

69
61
57
54
51
48
22
22
21
14

90.9
72.7
36.4
NA

68.2
50.0
NA
22.7
50.0
NA

Source: TLT, based on plans of 100 UK retailers

Source: TLT, based on plans of 100 UK retailers
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Indeed, Hitachi Consulting’s recent research found that while 
77% of retailers are now offering a click and collect service, 23% 
have five or more delivery options designed to meet the needs of 
different consumers and 85% can deliver within 24 hours at an 
additional cost. Yet few retailers are capable of fulfilling orders 
on the same day. Currently, only one in ten of the top online 
retailers offer same-day delivery and just 17% can fulfil click-
and-collect transactions on the same day.

To extrapolate forwards it’s worth looking at the US and Amazon 
– the benchmark for pretty much anything online these days – 
which has its subscription Prime service, promising next-day 
delivery, while it recently expanded its same-day delivery service 
to ten US cities from four. Amazon’s same-day service costs $5.99 
for Prime members and $9.98 for others. Also in the US, Google 
has signed up 19 retail partners for Google Shopping Express, a 
service that allows customers to order items from local retailers 
that are picked up and delivered by a courier in a Google-branded 
vehicle. It is currently only available in San Francisco and its 
suburbs, San Jose, Manhattan and West Los Angeles.

Google charges $4.99 per store for the courier visits – although 
for New York it has made the service free for six months – and 
a circa $100 per annum flat fee is being mooted. Tom Fallows, 
head of Google Shopping Express, said of the initiative: “You 
can very much expect that we are putting a lot of money into this 
and we’re excited and willing to sustain that investment over time 
as this gets going.”

Real estate strategies differ markedly. Amazon has become 
synonymous with mega-sheds but also has its retail and 
convenience-located Amazon Lockers, eBay has teamed up with 
Argos to use its stores, while Google has eschewed anything 
other than parcel hubs. Distribution centres, parcel hubs and 
stores all have their role.

Yet the demands placed upon retailers to fulfil the growing need 
for delivery to home and store have exposed the issue that 
many supply chains may not yet be able to cope with – the huge 
elasticity in demand by season. Despite the fact John Lewis 
broadly benefited from the discounting bonanza and was able to 
fulfil all its orders, Managing Director Andy Street has questioned 
the overall effect of Black Friday on the industry and the intense 
back-ending of overall retail sales to the final few weeks of the 
calendar year. Scores of retailers’ systems buckled under the 
sheer volume of orders placed on Black Friday.

According to Street, 2014 was the first year that the Black Friday 
week was the peak week for the retailer but he said: “My honest 
view is that overall it is not in the industry’s interest to focus 
so much trade onto one day. You want more steady trade and 
obviously you want more of it at full price.”

Ongoing Internationalisation
International expansion remains dominated by fast fashion 
giants, including Inditex, H&M, Mango, Desigual, TopShop, 
Primark and the like. Non-European retailers – especially US 
operators – typically use the UK, and London specifically, as 
their launch pad for wider European growth. Last year Williams-
Sonoma became the latest to try its hand, but recent launches by 
its compatriots have not enjoyed unqualified success. US fashion 
giant Forever 21 has targeted super-centres Bluewater, Trafford 
Centre and Lakeside after opening at Birmingham’s Bullring 
and at Westfield Stratford and on Oxford Street – but it has also 
admitted that conditions in the UK mean its expansion plans are 
neither as extensive nor as rapid as its initial strategy. J Crew is 
one of the latest to open in the UK.

That growing competition is also creating casualties. Clothing 
retailer Bank fell into administration at the start of the year 
following its sale to restructuring specialist Hilco at the end of 
November last year. 

The grocery retail market – like fashion – has felt the squeeze in 
the middle, as consumers diverge towards premium or discount. 
As a result, German deep discount powerhouses Lidl and Aldi 
have gradually gained market share, while a host of discount 
specialists from single price retailers such as Poundland 
to broader offers such as B&M Bargains have proliferated, 
normally in secondary locations where they have been able to 
take advantage of low rents for large units. At the other end of 
the spectrum, Waitrose has enjoyed strong growth through its 
supermarket and Little Waitrose convenience store formats, plus 
its pledge to boost online sales.

Some single-price retailers have thrived, while others struggle. 
In February 2015, Poundland, which posted first-half earnings 
of £12.6m in November 2014, agreed to purchase its smaller 
UK rival 99p Stores, which analysts rated as ‘underperforming’, 
for £55m, speeding up its rapid expansion by adding 251 stores 
to its existing 534 UK stores. Poundland also has 39 shops in 
Ireland and a five-store trial in Spain. 

Hardest hit so far has been Tesco, which has had to cope 
with falling sales and an accounting scandal. In January 2015, 
new Chief Executive Dave Lewis announced plans to close 
43 unprofitable stores in the UK. It has been suggested that 
increased competition from discount supermarkets were a 
significant factor as 74% of stores due for closure are within two 
miles of either an Aldi or Lidl. Tesco is also shelving plans for the 
development of a further 49 stores.

Britain’s supermarkets are now building on just 6% of the land 
they control across the UK, underlining the problem they face 
with undeveloped sites as the industry battles tumbling sales. 
Latest figures show that the pipeline of new grocery stores in the 
UK is 46.61m sq ft; however, just 2.8m sq ft of these new stores 
is actually under construction.
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Building work on stores has fallen by 20% compared to a 
year ago at the ‘big four’ supermarket chains – Tesco, Asda, 
Sainsbury’s and Morrisons – with 43.81m sq ft of land across the 
country sitting unused by grocery retailers, according to property 
agent CBRE. This land is either subject to a proposal for a new 
food store, or planning permission has already been granted. 
The statistics also highlight the dilemma that grocery retailers 
face in dealing with their land. If the retailers conclude they no 
longer want to build shops on the sites, they will be forced to book 
billions of pounds in write-downs. 

Sainsbury’s has already warned that it will no longer build 40 
shops in its pipeline. This announcement, alongside write-downs 
on the value of the company’s existing stores, led to the retailer 
booking an impairment charge of £628m in November. Tesco 
could be forced to book an even bigger write-down in its annual 
results in April, with analysts forecasting that the company could 
write off more than £1bn from the value of its property empire.

UK Retail Sales

Year-on-year estimates of the quantity bought in the retail 
industry continued to show growth for the 20th consecutive 
month. In November 2014, the quantity bought increased by 
6.4% compared with November 2013. This was the highest 
year-on-year increase since May 2004 when it grew by 6.9%.

Average store prices fell by 2.0% in November 2014 
compared with November 2013 – this was the largest fall 
since August 2002 when prices also fell by 2.0%. The largest 
contribution to the year-on-year fall once again came from 
petrol stations; however, prices in food stores showed their 
largest fall since June 2002, decreasing by 1.0%.

The value of sales made online increased by 2.9% compared 
with October 2014 and accounted for 11.5% of all retail 
sales in November 2014. Online sales increased by 12.9% 
compared with November 2013.

The underlying pattern in the three-month on three-month 
movement in the quantity bought continued to show growth 
for the 21st consecutive month increasing by 1.1%. This was 
the longest period of sustained growth since November 2007 
when there were 25 periods of consecutive growth.

Source: ONS
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