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The future of the supermarket
The retail sector - and grocery in particular - faces a number of
challenges. What does the future hold?
Watching data, listening to central bankers, trying to figure out what on earth is going to happen
next with President Donald Trump or Brexit obviously keeps me pretty busy. But I also think it is
really important to have a good understanding of what is going on at an industry level. In that
regard, I am fortunate enough to be a member of the Retail Think Tank, working with a really
interesting mix of independent experts on the retail sector.
We meet once a quarter to discuss what is happening in terms of demand, costs and margins,
producing an index measuring the overall health of the UK retail sector. We also publish a white
paper which is essentially an in-depth examination of a key issue affecting retail. This quarter's
report is entitled: “In light of consolidation and diversification, what does the future hold for the UK
grocery sector?”.
As the title suggests, the focus of the piece centres on the UK retail sector, but the themes
discussed have implications and applications for retailers right across the globe.

Rise of the discounters
The issues we address in this paper include the rise of the discounters (think Lidl, Aldi etc). The big
incumbent supermarkets clearly underestimated the popularity of discounters who have seen
their market share more than double in the past ten years to 14%. Given the discounters average
a market share of more than 20% in Europe there is still a chance for big domestic retailers to fight
back. Indeed, there is a clear sense of "if you can't beat them, join them", with Tesco's much
anticipated foray into the world of discounting in the form of “Jack’s” – look out for the launch next
Wednesday at a revamped store in Chatteris, Cambridgeshire - named after founder Jack Cohen
who started the company 99 years ago.

Shifting habits and trends
We are also seeing shifting consumer habits, such as households moving from a big weekly
grocery shop to smaller, higher frequency purchases. The growing use of online shopping, which
accounts for 20% of total UK retail sales, is likely to mean the need for more flexible ways of
selling, but what to do with all of the big out of town warehouse stores?
Indeed, technology - the ever-growing share of internet sales and the challenge from platforms
like Amazon - is arguably the biggest threat to the major grocers. However, technology also
provides opportunities that could improve customer satisfaction, such as the till-less supermarket.
Then there is the fact that grocery is going through a period of considerable consolidation &
diversification (think ASDA/Sainsbury’s merger as a case in point). With margins coming under ever
greater pressure and competition intensifying there is an argument that developing scale and
rationalising supply chains/cutting costs could be the best way to create value for both
shareholders and customers.
The white paper goes into all of these topics in much greater detail and provides what I think are
some fascinating insights into the grocery sector and retail more broadly. It also stares into the
crystal ball to see what the future might hold while providing a nice break from Trump and Brexit...
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I hope you enjoy it.

James Knightley
Chief International Economist
+44 20 7767 6614
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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