Retail Think Tank confirms that UK retail health in Quarter 3
continued its downward trend, though Quarter 4 may bring some respite
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• Retail demand continued to be subdued in quarter three with a soft July and August. Demand is
expected to improve slightly in quarter four.
• Margins in quarter three also suffered. Heavy discounting continued during the summer months in
fashion, and food prices too were under pressure. Quarter four looks little different.
• Costs remained largely neutral to health in quarter three. Legislation to extend Sunday opening hours
over the course of the Olympic and Paralympic Games added some extra pressure. Rising fuel and commodity
prices are expected to exert a more negative influence on retail health in quarter four.
The health of retailing in the UK continued to decline in quarter three, although there are some signs of
improvement in quarter four, according to the KPMG/Ipsos Retail Think Tank (RTT
(http://www.retailthinktank.co.uk)). Following its quarterly meeting in October, the RTT reports that
quarter three of 2012 was largely as expected, with a flat-demand summer followed by a slight uplift in
the health of retail in the final two weeks of September. The RTT’s Retail Health Index dropped one
point to 77 over the quarter. This is the 7th consecutive quarterly drop of the Retail Health Index. As
expected, the London Olympic Games had little or no impact on the state of retail health across the
country as a whole.
The upturn in demand towards the end of September was largely attributable to the onset of autumnal
weather, boosting demand for seasonal goods. Though consumer confidence is still negative, the RTT noted
that it is at least moving in the right direction now. Consumers are beginning to feel more comfortable
in this new normal retail world. Employment too is incredibly strong which will help sustain levels of
demand. The hope is that this trend will continue, bringing some relief to retailers in the final months
of the year as long as retailers present product ranges that are fresh and not too similar to one
another.
Although demand is expected to increase in the final quarter of 2012, especially in November and December
ahead of Christmas, the RTT forecasts that pressure on margins and increased costs will continue to have
a negative impact on the state of retail health in the UK in quarter four. Once again, retailers will be
forced to enter price wars to compete for custom whilst at the same time contending with rising costs
including energy prices.
The Christmas trading period in particular promises to be an interesting one for retailers, as consumers,
with less disposable income, become more choosey with their purchase decisions. The RTT highlights that
consumers are becoming more aware of retailers’ marketing and promotional activities, and may be
inclined to goods buy earlier or later, depending on the strategies they expect retailers to employ.
Overall the RTT expects that the Retail Health Index will remain unchanged at 77 for quarter four.
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Commenting on quarter three, David McCorquodale, Head of Retail, KPMG UK, said: “Consumer demand has
continued to be very weak and overall the state of retail health continues on a slight downward
trajectory. There was some cause for optimism in late September, but we must be careful not to pay too
much attention to that slight upturn. Last year, because of the warmer weather, consumers were not out
buying autumnal clothing. With the weather this year more in tune with seasonal averages, clothing has
been in demand.”
Nick Bubb, independent analyst, added some flesh to the bones: “Despite the good September, the BRC
Retail Sales Monitor still only averaged +0.5% LFL in quarter three, as a result of weak July/August
trading, and that was lower than the Easter-adjusted Q2 outcome. Volumes are still negative in Food
Retail, given high food price inflation. Quarter four has started well, but we should not get ahead of
ourselves. This remains a tough retail climate.”
Neil Saunders, Managing Director of Retail Analysts, Conlumino, argued that one of the problems for the
retail sector is over capacity: “July and August were not good months for the retail sector, and
unfortunately the Olympic Games did not provide as much of a boost as hoped. There is simply too much
supply in the system. All of the grocers saw deterioration in their margins and over-capacity remains a
problem for many retailers. We will continue to see a lot of discounting and that isn’t good for the
overall health of the sector.”
Speaking about the types of goods that consumers will be buying over the Christmas period, Martin
Hayward, HAYWARD Strategy and Futures, said: “I suspect we’re going to see more of a gadget Christmas
this year, with people more inclined to spend their money on the latest enthusiasm products and
technologies, such as smart TVs and the newest iPad. It will also be interesting to see how consumers
are learning the lessons of Christmas buying. If we are heading for a gadget Christmas, then consumers
might be inclined to buy earlier in the quarter to ensure they don’t miss out on products.”
Commenting on the economic situation facing retailers and consumers, Vicky Redwood, Chief UK Economist at
Capital Economics, said: “Like for like growth over the quarter was just 0.5+ and it’s the same
impasse that we had last time. Oil prices have gone back up and energy prices are again on the increase,
and this will have a direct impact on consumers and retailers. At one point the near-term outlook for
inflation and real incomes was looking relatively positive, but not any more. If there is one glimmer of
hope, it’s that there has been an improvement in the employment situation; incomes are not falling as
significantly as they were before, and people do have some more discretionary income from jobs that have
been created.”
Commenting on the property market, Mark Teale of CB Richard Ellis, said: “Until recently, the net
growth in multiple branch units averaged 2%-3% annually. As Retail Locations’ newly released multiple
expansion figures show, new branch openings in the UK are now only just exceeding closures. Because the
few multiples that are still expanding aggressively are tending to take much larger than average unit
sizes, net floor space growth continues despite the overall sector decline in branch expansion activity.
It should be noted in this respect that a single major grocery superstore, for example, can be equivalent
in size to 50 or more traditional High Street unit shops, ie large numbers of unit shops can close
without having much impact on aggregate floor space totals. As it is the large unit players that are
leading expansion activity currently - grocers and discount players in particular - the rate of floor
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space growth will continue to exceed the rate of growth in branch numbers. The underlying problem that
dogs the sector, as always, is a chronic shortage of larger floor-plate modern shopping stock. At the
same time there is a huge over-supply of small-scale tertiary unit-shops that nobody wants. The
traditional demand-supply mismatch in UK shop property markets remains as pronounced as ever.”
Richard Lowe, Head of Retail & Wholesale at Barclays, said: “It has been a long haul, but we are a
little more optimistic as we hurtle towards Christmas. News that we have moved out of recession should
help boost consumer confidence, but there is still some way to go before growth becomes the new normal
once again.”
Summarising the RTT’s October discussion, Tim Denison of Ipsos Retail Performance, said: “The future
is still very uncertain. On balance we believe that retail health will level out in quarter four, but the
million dollar question is whether this is just a temporary respite brought about by consumers treating
themselves at Christmas, at the end of a tough year, or whether there is a genuine improvement in market
conditions and sentiment. We’re more inclined to believe it’s the former.”
-EndsNote to Editors:
The RTT panellists rely on their depth of personal experience, sector knowledge and review an exhaustive
bank of industry and government datasets including the following:
Members are:
Nick Bubb, Independent Retail Analyst
Dr. Tim Denison, Ipsos Retail Performance
Helen Dickinson, KPMG (resigned 30 October)
David McCorquodale, KPMG (appointed 30 October)
Martin Hayward, HAYWARD Strategy and Futures
Neil Saunders, Conlumino
Richard Lowe, Barclays Retail & Wholesale Sectors
Vicky Redwood, Capital Economics
Mark Teale, CB Richard Ellis
The intellectual property within the RTT is jointly owned by KPMG (www.kpmg.co.uk) and Ipsos Retail
Performance. First mentions of the Retail Think Tank should be as follows: the KPMG/Ipsos Retail Think
Tank. The abbreviations Retail Think Tank and RTT are acceptable thereafter.
The RTT was founded by KPMG and Ipsos Retail Performance (formerly Synovate) in February 2006. It now
meets quarterly to provide authoritative ‘thought leadership’ on matters affecting the retail
industry. All outputs are consensual and arrived at by simple majority vote and moderated discussion.
Quotes are individually credited. The Retail Think Tank has been created because it is widely accepted
that there are so many mixed messages from different data sources that it is difficult to establish with
any certainty the true health and status of the sector. The aim of the RTT is to provide the
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authoritative, credible and most 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. Its executive members
have been rigorously selected from non-aligned disciplines to highlight issues, propose solutions, learn
from the past, signpost the road ahead and put retail into its rightful context within the British
social/economic matrix.
Definitions: The RTT assesses the state of health of the UK retail sector by considering the factors
that influence its three key drivers.
1. Demand - Demand for retail goods and services. From a retro-perspective, retail sales, volumes and
prices are the primary indicators. When considering future prospects, economic factors such as interest
rates, employment levels and house prices as well as others such as consumer confidence, footfall and
preferences are used
2. Margin (Gross) - Sales less cost of sales; the buying margin less markdowns and shrinkage. Cost of
sales include product purchase costs, associated costs of indirect taxes and duty and discounts
3. Costs - All other costs associated with the retail operations, including freight and logistics,
marketing, property and people
The Retail Health Index – how is it assessed?
Every quarter each member of the RTT makes quantitative assessments of the impact on retail health of
demand, margins and costs for the quarter just completed and a forecast of the quarter ahead. These
scores are submitted individually, collated and aggregated in time for the RTT’s quarterly meeting.
The individual judgements on what to score are ultimately a combination of objective and subjective ones,
drawing upon a wide range of hard datasets and softer qualitative material available to each member. The
framework follows the example of The Bank of England Agents’ scoring system on economic intelligence
provided to the Monetary Policy Committee.
The aggregate scores are combined to form the Retail Health Index (‘RHI’) which is reviewed at that
meeting and occasionally revised after debate if members feel it appropriate. The RHI tracks quarter on
quarter changes in the health of the UK retail sector and as such provides a useful and unique measured
indicator of retail health. The index ‘base’ of 100 was set on 1 April 2006. Each quarter, it
assesses whether the state of health has improved or deteriorated since the previous quarter. An
improvement will lead to a higher RHI score than that recorded in the previous quarter, and with a
deterioration leading to a lower score. The larger the index movement, the more marked the shift in the
state of health.
The RHI has two main benefits. Firstly, it aims to quantify the knowledge of the RTT members in a
systematic way. Secondly, it assesses the overall state of health of the UK retail sector for which
there is no official data.
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