RETAIL

The biggest change
in retail will come
from a new mindset
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INTRO
Retail is undergoing major disruption
fuelled by a set of powerful technological,
social, demographic, and economic forces.
At the same time we are
seeing many economies
addressing the challenges
of urbanisation, polarisation
and ageing populations. The
combination of these trends
and expectations is having
a huge impact on the retail
sector in terms of consumer
behaviour, new business
models, retailer strategies and
space allocation. Consequently,
the mindset among retailers,
consumers, developers and
investors has changed and
will continue to evolve.
The rise of the Internet
means that the store’s role
in the consumer’s ‘path to
purchase’ has changed. As
a result, the store – and high
streets, shopping centres
and retail parks – have had to
evolve to accommodate the
change in consumer shopping
habits, facilitated by the
growth in new technology.
The pace of technological
change continues to accelerate.
These improvements will bring
further changes in society and
consumer behaviour, notably
in attitudes and expectations.

Indeed, the growth of the
Internet and new technologies
have brought the ability to
shop anytime, anywhere
and in a variety of different
ways. This has resulted in a
profound change, shifting
the power from retailers
to consumers. Consumers
now expect a seamless
omni-channel experience as
standard, which represents a
major challenge for retailers.
The most obvious sign of this
has been the growth in online
sales as a share of the total,
which now account for 20%
of retail sales in the UK. Most
analysts believe that online
share of the total will continue
to grow, with some believing
that the majority of retail sales
could eventually be online. We
believe that a figure of 35% is
more likely at which point it will
remain. There will be further
store closures and portfolio
restructuring. Across Europe,
online penetration tends to be
lower than in the UK – ranging
from 3-18% – although online
continues to take an increasing
share of the total in all markets.

Retailers will need to adapt
and learn how to succeed in
a world of continuous change
and ever-rising expectations.
This will require an even
deeper understanding of
consumers’ behaviour and
what drives their decisionmaking to provide them with
the products, services and
experiences they want to buy.
However, it is worth pointing
out that the current retail
revolution is not the first
significant change that the
sector has experienced. If
we look back, the advent
of self-service, the rise of
supermarkets and department
stores which led in turn to the
growth of shopping centres
and the entire retail distribution
model in many societies. These
developments fundamentally
changed the way in which we
shop for goods and services.
This latest structural change
is merely an increase in the
efficiency of retailing, not to
mention the greater choice for
consumers in terms of when,
how and where they shop.

INTERNET SALES AS % OF TOTAL RETAIL SALES, 2019
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MINDSET
As we move into 2020, we expect
the following themes to be uppermost in the
minds of retailers, developers and investors.

RETHINKING THE
RETAIL EXPERIENCE

UNDERSTANDING
CONSUMER DATA

The change in consumer behaviour
is forcing retailers to rethink the
retail experience. For many, the best
experience would be one where
they are able to get in and out of
the store with the items they want
in the most efficient manner. For
grocery and daily shopping a quick,
frictionless experience is key. Many
consumers also enjoy shopping
as an activity in itself, regardless
of their need to buy. They see
shopping as a day out and an
adventure; a time for socialising and
an opportunity to reconnect with
the physical world.

Having a deeper understanding
of consumers drives everything.
As consumers 'give' more of
their data, online or in store
(where we are increasingly
offered the chance to have
a receipt emailed to us and
asked for our zip code details)
they expect more in return.

Many companies are embracing
completely new approaches
to attracting customers. These
include online retailers trialling
physical convenience stores that
are checkout free, Lego’s Ideas
community, where fans can design
and vote on new set ideas, while
retailers from John Lewis to Top
Shop are working with startups to develop new innovative
products. Other examples include
Spanish retailer Mango’s digital
fitting rooms where customers
have a choice of music, while the
Czech Republic has seen several
retailers experiment with selling
package free products. In Ireland
the Neff Appliances Showroom
in Dublin doesn’t sell anything
in store, it’s all about generating
ideas and engaging with products.
Whilst retailers need to make the
transactional element of shopping
as smooth as possible they also
need to focus on connecting
with consumers. So shopping
in the physical environment will
increasingly be about creating
memorable experiences in a way
that the online world cannot.

GREATER USE
OF TECHNOLOGY
Retailers need to look at technology
with a new mindset and consider
how to use it to improve their instore experience. Technology will
need to facilitate the best customer
experience and to derive customer
insight – helping the customer to
enjoy themselves, save time and
find what they are looking for.
The brands that are succeeding are
those that think as modern retailers.
It isn’t as easy as saying that ‘new’
or established brands are leading
the way. It is the ones that think
differently and have recognised
the need to change. New formats,
expedited delivery, marketplaces,
customisation, must have products
all help the biggest names such
as Apple, Nike, Alibaba, Walmart
and IKEA lead the conversation.
They don’t think like traditional
retailers, but instead have an open
mindset and willingness to test
out new ideas in a timely manner.
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THE IMPORTANCE
OF SOCIAL, ETHICAL
AND ENVIRONMENTAL
CONSIDERATIONS

EMERGING NEW
BUSINESS MODELS
The rise of food and beverage
operators has been welcomed by
many high streets and shopping
centres. As an industry it has
developed more quickly than many
and continues to search out new
approaches to address consumer
needs. Recently, the growth of food
delivery apps has received a lot
of attention, while so-called ‘dark’
or ‘cloud’ kitchens (such as Karma
Kitchen), which service these online
food orders, are growing rapidly. An
increasing number of hotels are also
considering leasing kitchen space
to such operators, while centrally
located car parks are being used
to house mobile kitchens. The
explicit aim being to deliver rapidly
to customers, often at lower prices
than traditional restaurants.
This is one area where customer
convenience versus experience is
playing out. This also of course
creates a challenge to the physical
restaurants, are the people that
order via an app those that
wouldn’t have visited the restaurant
on that occasion or are we seeing
people choose one over the other?
Restaurants of course hope they’re
seeing additional sales and not
cannibalising their own business.

The rise of the ‘Ethical Consumer’
has also become a trend in recent
years. A proportion of consumers
want to know that their activity and
the companies they are interacting
with are socially, economically and
environmentally responsible and
will spend their money accordingly.
The majority however do still expect
to buy as cheaply as possible.
Major brands are recognising
the growing importance many
consumers place on environmental
issues in particular. IKEA has
committed to make all its products
from recycled materials by
summer 2020, while Colruyt will
discontinue its use of disposable
plastic bags by October 2019 and
Tesco is imposing a ban on all nonrecyclable plastic by the year-end.
Within the wider grocery market
the past year has seen a recognition
of animal agriculture as a major
contributor to climate change.
Sales of meat substitutes have
grown by 451% between 2013 and
2017.1 Most supermarkets across
Europe now carry a range of vegan/
vegetarian alternatives and the
sight of soya, almond, oat and
coconut milks is commonplace.
Linked to this, consumers in more
mature markets are becoming less
interested in owning material goods.
Some consumers are more open
to the idea of renting products as
opposed to owning them, with the
idea of reducing waste, particularly
appealing to younger consumers.

1 https://www.europeandatajournalism.eu/eng/News/Data-news/Europe-is-going-veg
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WHAT
YOU
NEED TO
KNOW IN
Reliable track records,
massive marketing
budgets and strong
purchase power will
set the survivors of
the online operators
apart from the crowd

Consumers
want and need
to trust the
operators they
are buying from.

• Physical stores retain a clear set of advantages over online. Shops
provide the opportunities to interact with knowledgeable staff, to
try products on, to receive them immediately and, from the retailers
viewpoint, to upsell to the consumer more easily. New technology
supports the store through click & collect and automatic payment,
which make the shopping process easier and quicker. Arguably, the
recent growth in home delivery is nothing new – but rather a throwback
to a time many independent shops would regularly deliver to local
customers. That said, the prevalence of home delivery vehicles on the
road is also creating problems congestion and pollution. We believe
this will result in more cities implementing policies to mitigate them.

•W
 e recognise the fact that European retail is not one homogenous
market –it is made up of a multitude of different markets which
vary in maturity, quality and quantity of provision. Short term, we
see the greatest impact of online on the markets of North Western
Europe, while structural and cultural change in Central, Eastern
and Southern Europe will take more time to filter through.

•Physical stores will remain an integral part
of the retail ecosystem, but to survive and
thrive in the current environment, retailers
will need to be more proactive to consumer
needs and improve and curate the shopping
experience. As such, retailers must dedicate
the time, investment and resources to take
strategic advantage of new technologies.

•A
 reas of interest continue to be convenience stores in urban locations,
grocery stores and prime locations in major city centres; which benefit
from strong footfall, often from a combination of shoppers, workers
and tourists. Other key target segments should include designer
outlet centres, experiential flagships, luxury shops and leisurefocused or activity-based retailers. A well curated food & beverage
sector should continue to be a key driver of activity, increasingly
underpinning the consumer offer in major European destinations.
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EUROPEAN
E-COMMERCE
MARKET, 2019

UK
88.1%
Penetration rate

6.8%
Revenue growth

1173.9
ARPU €

GERMANY
81.3%
Penetration rate

≥93.8%

92.9-93.8%

IRELAND

11.1%

72%

Revenue growth

Penetration rate

968.7

16.7%

ARPU €

Revenue growth

671.6
89.9%-90.8%

88.9-89.8%

91.9%-92.8%

90.9%-91.8%

≤88.8%

Out of range

ARPU €

SPAIN

ITALY

74.1%

65.3%

Penetration rate

Penetration rate

13.1%

14.5%

Revenue growth

Revenue growth

460.5

345.8

ARPU €

ARPU €
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