
Highly competitive landscape
2015 has been a difficult year for many retailers. Ferocious
competition amongst supermarkets, and the steady march
of discounters Aldi and Lidl, continue to eat away at the
main players' market shares and profit margins.

Meanwhile, Amazon is expected to accelerate its UK
grocery plans in 2016: it plans to add thousands of new
products to its Pantry service in the next few months.
This should pile even more pressure on supermarkets.

Digital transformation
The one bright spot is online sales, which were forecast to 
grow by 16.2% in the UK in 2015. Store-based retailers 
such as John Lewis and Argos are catching up in terms of  
multi-channel  strategies, with the success of  'click and 
collect' for example. 

Christmas trading updates from all major retailers painted 
a similar picture: shoppers are going online rather than 
hitting the high street. In December 2015, online sales of 
non-food products in the UK grew by 15.1% that month 
versus 7.0% the year before.

National Living Wage
Many retail workers are paid at the minimum wage, and
2016 will see the introduction of the National Living
Wage (NLW) in April. This is welcome news for
employees, but perhaps less so for employers who have to
bear the extra wages costs, including national insurance.
In a competitive environment where increased costs
cannot be passed on to customers in the form of higher
prices, the extra cash to pay for wage increases will often
have to be found from other sources.

Investing for future growth
Retailers will continue to pursue a multi-channel strategy
in 2016. The growth in e-commerce entails significant
investments in dedicated warehousing, automation and IT
capabilities. Waitrose for example opened a 90,000 sq ft
bespoke e-fulfilment centre in 2015, increasing its capacity
to handle London online orders by a third.

As evidenced by Sainsbury's bid for Home Retail
Group (HRG), industry players may bypass organic
growth altogether by making strategic acquisitions instead.
The bid is widely understood to be motivated by Argos’s
delivery network and IT systems, which Sainbury's sees as
key to counter Amazon's rise .

Implications for pension schemes
Pension scheme trustees, more than ever, have to walk a
tightrope between securing benefits for members while
bearing in mind the employer's need to invest for future
growth. Recent falls in already low gilt yields coupled
with lower equity returns are likely to have increased any
shortfall in the scheme, and may drive trustees to request
additional funding from the employer.

It is essential that employers and scheme trustees are
engaged in frank and continuous discussion. Trustees
concerned about the risk of a weakening covenant as a
result of changes in its industry could set up a monitoring
framework to test relevant key performance indicators.

Where there is a case for capital investment or potential
acquisitions, trustees may have to decide whether to agree
to lower DRCs in the short term to secure future growth,
in order to strengthen the covenant in the long term.

Retailers are facing a heady mix of  challenges in the first half  of  2016. Many 
employers are facing fundamental shifts in their business model and are having to 
invest in new capabilities to ensure future growth. Pension schemes are becoming 
increasingly concerned that their employer covenant  is potentially weakening, and 
that sustaining their current level of  deficit repair contributions (DRCs) is becoming 
unrealistic.
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The Grant Thornton view 
"Competitive pressures, stagnant pricing and lower margins have impacted retail industry 
players. Competing demands for cash, including the need to finance future corporate 
growth, is a growing concern for scheme trustees." 

Darren Mason, Head of Pensions Advisory
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For more information:
If you would like to discuss the issues raised in this paper and its impacts on your business or your pension scheme, 
please contact your usual Grant Thornton adviser or any of our specialists below. 


