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INTRODUCTION

The retail sector is vital for
economies across the globe. In the
UK, it has accounted for a steadily
increasing proportion of total
economic output over the last 20
years. Now with around 300,000
businesses within it, the UK’s retail
sector accounted for over £94
billion of output and 5.7% of the
economy in 2015. It employs close
to three million people.' As a sector,
it is the largest employer of private
sector employees in the UK.

Retail is also a fast moving sector.
With technological innovation,
huge growth in internet sales

and rapidly evolving consumer
expectations and behaviour, the
sector is undergoing significant
changes. As a result, the face of
high streets, stores and outlets are
shifting constantly and with more
changes set to come, there are real
challenges for the future.

But there are also opportunities.
With the growth of the global
consumer, new markets to serve
and rising middle classes in many
East Asian countries, there is a
huge opportunity for a thriving
retail sector to be the lynchpin of a
vibrant and growing economy.

That means that, as the UK

takes its first steps into a post EU
referendum world, plans for the
future of the economy, trade and
industrial strategy, it is a sector that
cannot be ignored.

The question is how does business
keep pace in a fast changing world
and how can local and national
governments support them to
make the most of the opportunities
to become world beaters on a
global stage?




RETAIL AS A GROWTH SECTOR

The past five years have underlined
the importance of the retail sector
to economies across the world.
Post financial crisis, strong retail
sales growth in the UK and USA
has been a key driver of economic
recovery. In the UK, relatively strong
consumer confidence has led to
GVA in the retail sector outstripping
whole economy GVA growth by
over five percentage points over the
last five years.

The sector is also vital for
employment. Between 2010 and
2014, the retail sector added close
to 47,000 jobs to the UK economy,
putting it in the top half of job-
creating sectors. This ranking also
understates the importance it has in
some UK regions.

While growth across the Northern
Powerhouse and Midlands Engine
has been mixed, in the North

East and East Midlands, it was
respectively the second and fourth
most important sector in terms of
employment growth. Employment
in the sector in the North East grew
by over 15% between 2010 and
2014. As well as being important in
their own right, research has shown
that job creation in the retail sector
has important knock-on effects on
other parts of the economy, with
every 100 retail jobs created leading
to an additional 50 indirect and
induced jobs elsewhere.’

Looking to the future, with
estimates of future employment
growth in the retail sector of over
65,000 in the next five years, the
sector could be responsible for an
additional 100,000 jobs in the UK
economy over the same period.

If the distribution of retail jobs
growth across the UK continues
as it has in recent years, this would
suggest growth in the retail sector
leading to the creation of close to
25,000 new jobs in the Northern
Powerhouse and 32,000 new jobs
in the Midlands by 2020."

This makes the sector vital to the
Northern Powerhouse agenda
and, more generally, the new
Government’s industrial strategy
and plans for growth up to and
following the UK’s exit from the
European Union.
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RETAIL, REGENERATION AND SKILLS

Beneath the national and regional
level, there is also strong evidence
that retail can be a powerful tool for
the regeneration of deprived areas.
Retail-led regeneration has a long
history in the UK, and experience
shows that through construction,
increased job opportunities and
greater choice and quality of retail
outlets, the approach can play an
important role in:

e Bringing consumers improved
access to quality, low cost
products;

e Boosting employment
opportunities in the short
term as development and
construction takes place and in
the long term once stores are
built;

e Providing business to a range
of local firms who can take
advantage of supply chain
opportunities; and

e Attracting footfall to other
established local businesses,
for instance by attracting
consumers from outside of the
immediate vicinity to travel to
new retail hubs."

Examples of success are easy to
see in cities across the UK. A key
example is in Birmingham. Here
plans to renovate the Bullring
shopping centre kick-started a
complete transformation of the city
centre that has since continued
with the overhaul of New Street
train station and the creation of
the Grand Central retail centre and
ongoing development as part of the
Big City Plan.”

The impact on Birmingham is
Clear. Estimates suggest that

over 10,000 jobs were created
during the design, planning and
construction work associated with
redevelopment of New Street train
station, Grand Central retail centre
and the Bullring."i Together, the
retail outlets created now support in
excess of 6,000 jobs.** As a result,
the City has moved from twelfth to
third in the national retail rankings
and has seen an 11% increase

in its visitor economy. It now
boasts close to 40 million visitors,
contributing over £5 billion to the
economy, each year.”




Retail regeneration can also

be successful in supporting
regeneration in towns and cities
with declining industries. Recent
examples include the Sheffield City
Region, Stocksbridge in Yorkshire,
County Durham and a similar
approach is being suggested for
Redcar following the closure of its
steelworks.*

More generally, the example of
Birmingham and cities like Sheffield,
Liverpool and Leeds all show that
retail can play an important role in
the economic strategy of regions
looking to tackle the skills deficit
they have historically faced and
increase their growth.
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The reason here is that retail,
leisure and social opportunities
are key parts of creating an
environment that attracts a highly
skilled workforce to locate in a
particular area. ™" As more skilled
workers are attracted to an area,
agglomeration affects are created,
growth is boosted further and this
attracts even more high skilled
workers. A virtuous circle

is created.

Birmingham has now moved from

in the national
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With a significant skills and
qualifications deficit in the Northern
Powerhouse and Midlands Engine,

and a desire to do more to attract a
skilled workforce and boost growth,
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CHANGES, CHALLENGES AND OPPORTUNITIES

With the clear importance of retalil
to growth and regeneration in the
national economy and regions, plus
the cities and towns within it, it is
an obvious area on which policy
makers should focus to drive future
growth.

However, doing so will require an
understanding of the way in which
connections between consumers
and businesses are changing and
the risks and opportunities that this
brings.

The past decade has seen an
explosion in the proportion of
consumers choosing to shop
online. In the UK the average
weekly value of internet sales

has more than doubled in the

last five years and now stands at
£890million. v Within another five
years, one in every four pounds
spent in the retail sector in the

UK could be spent online. These
trends are not just evident in the
UK. Online retail sales are growing
fast across the globe.*! In China,
two thirds of people shop via their
mobile at least once a month.xi As
technology and offerings improve,
that trend is only likely to continue.

The impact that these dramatic
changes have had, and will
continue to have, on retailers, town
centres and society more generally
should not be underestimated.
However, while the growth of online
is Clear, in-store retail is still king.
Over 85% of sales in the UK take
place offline and recent research
has shown that consumers
worldwide still prefer making
purchases in store. ™

But that is not to say that consumer
behaviour has not changed.
Consumers are more and more
blurring the line between their
online and offline experience. For
instance, more than a third (36%) of
consumers globally have used their
mobile phones whilst in store to
compare prices with competitors.
The same proportion have used the
phones to research products.™

More generally, the growth of
comparison sites, online forums,
apps, wearable technology and
a range of new innovations allow
users to seek support; provide
feedback in real time; and learn
from and act on the experiences
of other consumers. By doing
S0, consumers are becoming
better informed, better prepared
and savvier and, in turn, they are
demanding more.




The retail sector has clearly moved
in response:

e Retail is becoming
personalised: Combined with
the growing popularity of loyalty
/ reward schemes (nine in ten
consumers are a member of at
least one), the rise of big data
and advanced data analytics
means that retailers are able to
understand consumers better
and tailor product offerings,
advertising and offers at
individual customers like never
before.

e Retail convenience is
increasing: Pop-up stores and
the development of retail outlets
at commuter hubs are just two
examples. With average travel
times to food stores and town
centres meaning between a 20
and 40-minute round trip even
before shopping has begun,
the time savings linked to these
innovations could be significant.

e The online/offline distinction
is blurring: retailers
are targeting consumer
convenience and innovating to
offer new modes of shopping
that help consumers join up
their online and store-based
experience. A clear example is
the growth of ‘click and collect'
shopping where consumers
buy online but collect in store
at their convenience. This
boosts ease of shopping and
also presents retailers with the
opportunity to promote other
purchases when the customer
is in store.

Click and collect options are
also becoming more diverse,
with some stores offering
consumers the chance to
purchase online and pick up
at a range of train and tube
stations. Retailers trying such
schemes include John Lewis,
Argos, Asda and Waitrose.

e Retail is no longer just about
buying things: With day-to-
day shopping becoming more
convenient, consumers are
more likely than in the past to

use retail as a social experience.

Polling has shown that half of
UK shoppers visit town centres
(seven in ten of those going to
an out-of-town centre) with at
least one other person .
Retailers are responding by
offering combined leisure, social
and retail experiences.

These innovations all point to
significant changes in the retail
sector that are likely to continue

in the future. They also show that
online and offline retail are not
always direct competitors, instead
they can be mutually beneficial.
Consumers can enjoy the best of
both worlds: boosting convenience
online and still gaining the in-store
experience as they pick up their
goods and browse for others.
This multi-channel experience also
allows retailers and consumers

to interact and engage more fully
both on and off-line. Another clear
example is the internet of things
(IoT), which looks set to reshape
consumer’s retail experience in
years to come.

In China, over
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of people shop via their phones at least
once a month
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Growth in this market is already
significant, with the number of
consumer-facing ‘things’ connected
to the Internet expected to reach
four billion in 2016 (up from three
billion in 2015) and well over 10
billion by 2020,

By automating retail purchases and
bringing more consumers into an
online world, there are clear risks
to traditional bricks and mortar
retailing, but the opportunities are
also huge.

The global value of the 10T is
expected to reach £5.2tn globally
by 2017 and, on its own, wearable
technology is expected to reach
£49.7bn globally by 2024 v
Taking advantage of this and
putting UK retail at the forefront

of the global market is essential.
There are also wider opportunities.

.-

By both increasing the ease of
every day transactions and bringing
retailers into ever closer contact
with end users, new opportunities
will open up to retailers looking to
increase convenience, improve
consumer experience and offer
new services.
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By 2017, the global value of the
Internet of Things is expected to reach

£9.2tn~




HARNESSING THE POWER OF RETAIL

These changes present significant
risks and opportunities to the retail
sector in the UK. Navigating them
successful will allow the sector to
play the role it should in driving
forward growth both in the UK
economy and in living standards. In
the context of unsteady business
confidence and investment
uncertainty following the UK’s

EU Referendum result, retail can
also play a steadying role across
the economy. The Government
should have a role in ensuring this
happens. There are two key ways in
which it could do this.

First, policy makers should
consider how existing and
upcoming changes can impact

on the sector and ensure that

they are transitioned in carefully.
For example, the National Living
Wage, Apprenticeship Levy and
rising costs of premises are all
major concerns for the UK’s retail
sector. One report has suggested
that, together, these factors might
reduce employment in the retail
sector by 900,000 by 2025 .
More broadly, many retail firms cite
taxation, red tape and regulations
and the availability and cost of
premises as barriers to success. ™"
Taking action both to ease planning
and regulatory burdens and to
carefully manage the transition to
a higher pay, higher productivity
economy will be essential.

Secondly, as the Government
begins to set out its plans for an
industrial strategy for the UK, policy
makers need to be clear of the
contribution that retail can play to
that strategy.

In particular, they need to set out
how they can support the sector
build on the role it already has

in delivering jobs and growth,
attracting foreign investment and
spending and regenerating regions
and local areas.

Recognising the role of retail

This is the first time in many years
that a UK government has explicitly
committed to delivering an industrial
plan for the UK. Given the important
role retail plays in delivering jobs
and growth, attracting high skilled
workers and boosting the UK as a
location for retail investment and
tourists, the sector must be at the
heart of this plan.

The sector will also be important
as the UK considers its
relationships with the rest of the
world post-Brexit. While much of
the discussion on trade focuses
on manufacturing and financial
services, the UK retail sector is
the third biggest online exporter
worldwide. i Some 12 million
French and German shoppers
bought from the UK in 2015
meaning that the Department for
Exiting the European Union needs
to be clear of the importance of
the retail sector as it takes forward
plans to leave the EU. Sights must
also be set globally, with over 30
million shoppers from the USA
and China alone and new markets
emerging in countries like Nigeria
and India, the opportunities for the
retail sector of strengthened trade
deals in the rest of the world are
apparent.
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Retail for regeneration

Beneath the UK picture, national
and local policy makers need

to work together to ensure that

the regenerative power of retail

is effectively harnessed. In the
Northern Powerhouse, Midlands
Engine and in the South West, retail
can and should play an important
role in driving stronger growth.

There are clear examples of how
this could work. In particular,
lessons could be learned from

the development of Birmingham
city centre and New Street

Station and London St Pancras
and Kings Cross. Each shows

the power that retail can have in
improving convenience, creating
iconic developments and bringing
together social, retail and travel
experiences. By doing so they have
driven consumer wellbeing and job
growth and attracted investment
and a highly skilled workforce.

The approach could easily be
mirrored elsewhere. For instance,
infrastructure development
through HS2, the wider strategy of
Transport for the North and once
a decision is made on the location
of increased airport capacity in the
South East of England, could all
go hand in hand with iconic retail
regeneration and development.
The redevelopment of Manchester
Piccadilly train station and the
Leeds Hub are prime examples.
Doing this and securing the
regenerative impacts of retail will
require decisions and direction
from central government, but to be
successful, local decision makers
and particularly Elected Mayors
should be given wider planning
powers and be brought closely
into the process to ensure that this
forms part of a wider City Region-
wide growth plan.




CONCLUSION

The retail sector is vital for the UK
economy. With the potential for
growth in the sector to lead to tens
of thousands of jobs being created
in regional economies outside of
London, the new Government’s
approach to industrial strategy

and agendas like the Northern
Powerhouse must emphasise the
strong role that retail can play.

Doing so requires a recognition of
the evolving nature of the sector,
where online and offline experiences
are blurring, consumer expectations
increasing and retailer’s offerings
changing beyond recognition.
Ensuring that regulation, planning
and wider government policy is

in tune with future retail will allow
the sector to be a driver of jobs,

skills, growth and living standards
both nationally and across all of the
regions of the UK.
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