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The retail sector relies on many other industries, such as agriculture and manufacturing. As such, in order to understand the retail sector, it is important to understand the whole supply chain.

For example, research on local food networks in East Suffolk illustrates complex trading  links between a high number of local and regional businesses.  A survey revealed a dense  network of interdependent producers, wholesalers and retailers, with 81 food shops, sourcing from around 295 local and regional producers. 

The loss of a few small shops results in the increasing vulnerability of the supply chain and wider business network.  This demonstrates that local shops and retail business networks form an important part of many local economies.

A Friends of the Earth study of local food schemes found that on average, just over 50% of business turnover was returned and invested back into the local economy.  The study included farm shops, farmers’ markets, box schemes and community supported agriculture. 

The size of the retail contribution to a local economy does not necessarily follow the same principles of scale economies found within the economy as a whole.  In other words, small retail businesses can contribute more to the local economy than large ones if they are purchasing from local suppliers, employing more staff per sale and if the  shareholders or owners of the business are spending any profits in the local area.

Planning authorities also have a large role to play in allowing the development of new retail sites, the impact of which varies on those retail locations that already exist. 

The importance of small shops is also recognised by various public sector agencies concerned with health and nutrition. The maxim to eat five portions of fruit and vegetables a day are inconsistent with a culture that apparently supports the spread of the large supermarkets, and the subsequent, inevitable closure of local shops. The practice of shopping once a week at a large supermarket is not supportive of the 5-A-Day ideal, as carrying and storing large amounts of fresh produce will be difficult.

Also, given the importance of food to a nation, the grocery sector has received intense scrutiny over the past few years. For example, the investigation by the Competition Commission, (“Supermarkets: A report on the  supply of groceries from multiple stores in the United Kingdom, 2000”), revealed intense competition in the market, with two complex monopolies having formed ( TacMat note: similar to Australia).  The report included evidence of practices that are not in the consumers’ long-term interest. Examples cited include: predatory pricing (where aggressive pricing is aimed at putting smaller competitors out of business), below cost selling (where goods are sold below the cost of production); price flexing (where prices will differ from other regions) and adverse buying power.  (TacMat note: refer recent ACCC decisions and substantial fines against chains in Australia).

There are concerns regarding the activities of multiple grocers (TacMat note: Chains in Australian terms), as their growth and their drive towards non-food sectors are believed to have had an adverse effect on both small and large businesses in other sub-sectors. 

The brand power of the larger players, compounded with consumer perceptions of the relative pricing levels, are likely to have led to the loss of custom to small shops in their catchment areas.  Evidence from contributors illustrates that large retailers will compete using ‘conventional’ means such as competitive pricing strategies on key footfall generators.

If, however, the performance of the larger operator is considered poor when compared to the smaller retailers competing in the same catchment, then, on occasion, anti-competitive practices are undertaken.

Evidence presented to this Inquiry suggests that the long-term implications on local markets of large-format retail entry are usually negative.  

From studies investigating a variety of markets in America and Europe, there is evidence to suggest that the positive effects of increased convenience, choice and lower prices for the ‘average’ consumer, growth in certain commercial sectors, and advantages for some local suppliers and some short-term job creation, the overall and long term effects are however, detrimental. 

The local as well as nearby communities suffer general retail and associated business decline, unemployment, changes in job quality, loss of revenue and thus lower resources for communities.

Despite 5% annual growth in the convenience market, 175 non-affiliated independent convenience stores see a reduction in sales of about 5% annually. Since the year 2000,  there has been a decline of 5,000, or 11%, in the number of independent retail operators. 

Around 2,000 independent convenience stores disappeared last year. If current trends persist, the grocery sector will have dramatically altered. Small shops in the grocery sector cannot compete with larger competitors, in terms of buying power, promotional activity, etc. The limitations offered to them by the supply chain in terms of differentiating their stock means there is likely to be an acceleration of shops going out of business, as reduced  market share continues to impact on the price advantages enjoyed by the larger retailers.

Regardless, any short term benefits for consumers are unsustainable, with the dramatic  change expected in the supply chain limiting the availability of a range of products.

LOCAL ECONOMY

Without the widespread existence of local businesses, money will be drained from local  economies. This will have a long term adverse affect on local and regional areas in the UK as there will be a discontinuation of local cash flows. Some studies show that 50% of turnover from local retailers is returned to the local economy. However large retailers may return as little 5% percent. 

PRICE   

Consumers in the UK value and expect reasonably low prices. Multiples (chains), despite not actually offering the very low prices perceived by consumers because of the use of headline prices on known value items (KVIs), have maintained reasonably low prices for consumers. It is believed that the price of products will remain fairly low until consolidation reaches a saturation point and the attention of multiples turns to increasing value to shareholders by growth through margin. Prices are then likely to increase with fewer competitors in the market.

CHOICE  

Retailing has traditionally been a highly competitive business where consumer behaviour and preferences are, of course, crucial. However, consumers cannot exercise the choice not to shop at any stores if only one store format exists. Experience from other sectors illustrates that large organisations can alter consumer behaviour to their own economic advantage and the detriment of society. 

The main UK banks, for example, have closed down large numbers of branches over the last two decades, especially in rural areas and secondary urban locations.  Whilst this led to increased profits, the social benefits of such a move are highly questionable.  Such developments will create immense pressure on producers of all kinds. Consolidation at  the retail level will be mirrored further up the supply chain. As larger retailers use efficient forms of category management, only producers of own label brands and producers of ‘mega  brands’ are likely to have access to consumers. 

The survival of many other producers of diverse products is unlikely. For those producers that can survive, they will continue to operate within very tight margins, as they will be faced with little choice of customers and a great imbalance of power. The strain placed on the producers of groceries will be a cause for concern as cost cutting can often be a severe disadvantage to consumers, especially in  relation to health.

Additionally, the homogenisation of supply will lead to few traditional or niche products being available to consumers. Essentially, the situation highlighted by the New Economics Foundation of ‘Clone Town Britain’ is likely to develop.  The range of suppliers is also likely to be diminished. This will reduce the scope of products offered, with many regional products being lost and the retail offer becoming increasingly standardised across the country.

Social contact will be reduced if small shops are lost. The importance of this cannot be  underestimated for people in less populated regions, such as rural areas, and people who are less mobile, such as the elderly.  For example, it is estimated that around 30% of people over 65 do not see any friends at least once a week.  For many, the small shop forms their only point of regular social contact. Its loss, therefore, has a much wider social impact.
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Figure 2 – Community Collapse   Local businesses, in areas seen as potentially profitable, will be replaced by national or international businesses with a much more limited view of their community roles. These types of businesses do not tend to have a proactive role in activities that are not seen to be profit-making in the long term. In these areas there is unlikely to be any replacement to local  businesses for communities

Taking into account the linkages between a local retail sector and the local business network, it will be hard for many entrepreneurs to survive, thus limiting the type of business they can create.   

OFFICE OF THE DEPUTY PRIME MINISTER: 

The ODPM’s social policies and objectives will be harmed.  Creating sustainable communities, tackling social exclusion and neighbourhood renewal all in part rely on accessible, affordable and diverse local retailing to provide job opportunities,  entrepreneurial opportunities and vital products and services to all residents of a community. A retail sector dominated by large retailers cannot guarantee the ODPM success in this area as they will be aligned economically, not socially, with communities.

The impact of an ever increasing concentration of power in the retail sector is at best  unclear, but at worst negative on aspects such as environmental protection, farming, food & drink and horticulture. 

Much of DEFRA’s work is directly aligned with the grocery sector through agriculture and the environment, yet the increasing power of retailers will not help the implementation of policies.  It will become difficult to progress towards Government objectives, such as Sustainable Farming and Food Strategy and the proposed Food Industry Sustainability Strategy.

If the current trend continues, much greater levels of regulation will need to be enforced in the retail sector than has been previously thought necessary. Once the potential for growth has become saturated, as small shops go out of business leaving the potential for shifts in market share at a minimal level, it is likely that growth will have to be derived through increased margins. With fewer players in the market both suppliers and  consumers could find themselves the subject of exploitation through monopolistic situations.  This will increase the level of burden on the competition authorities as the structure of the market will mean the retail sector is unable to regulate itself.

Damage will not be limited to small shops if current trends persist. The inequalities will lead to adverse effects across the primary, secondary and tertiary sectors. This is inevitable with producers, suppliers and other businesses seeing their customer base eroded. 

The wider business network will thus be affected with a negative impact on the economy.   

The biggest losers however, will be the consumers. Restricted choice of store brands,  restricted choice of available products, restricted choice of shopping locations, higher prices and reduced customer service are all strong possibilities in 2015. Although some consumers today may be benefiting from a competitive market this is entirely unsustainable and cannot continue.

For further information, please contact Tactical Matters on 0415 250 430 or robj@tacmatltd.com

