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AC2.1 Explain how the UK business 
environment affects retail businesses
Retail businesses operate in an ever-changing competitive environment. They have to be 
aware of this environment as it will affect how they operate. Although a retail business may 
be able to control many things, such as where they locate, what they sell and who to employ, 
there are many other factors they have no control over.

Some of these external factors will have a positive impact on the retail business and some 
will have a negative effect on the retail business. A retail business will never be able to control 
these factors, but it is important that it takes them into account in its planning and its business 
strategy.

External factors can be categorised into three main areas:

• economic factors

• environmental factors 

• social factors.

Economic factors

Business activity can be affected by the state of the economy. That state of the economy will 
affect how much consumers spend on goods and services. Consumer incomes will rise and 
fall depending on a number of economic factors. When consumer incomes increase, the 
demand for goods will increase. When incomes fall, the demand for goods will decrease.

So, the more a person earns, the more they will spend. Businesses are concerned about 
disposable income, which is the amount of money that households have available for 
spending and saving after income taxes and other costs have been deducted. For example:

Harry Thomas has an annual salary of £55 000. His monthly pay is £4 583.33 (£55 000 divided 
by 12). 

This is what is called his gross pay. We must deduct a number of items before we get to his 
disposable income (also called net pay). 
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Harry has the following deductions taken out of his salary automatically each month:

So, his disposable income per month will be £4 583.33 - £1 480, which is £3 103.33. 

His annual disposable income would be £37 239.96.

1. Calculate how much Harry pays in Income Tax per year.

2. Calculate how much Harry pays in NIC’s each year.

3. Calculate Harry’s total deductions per year.

Give a clear and complete definition of what is meant by disposable income. 

Disposable income is what businesses hope consumers will spend on their products and 
services. If wages and salaries rise faster than a rise in prices, then disposable income will 
increase, and this leads to a higher level of spending. It is good for an economy if disposable 
income is rising.

The information below was provided by the Office for National statistics on its 
website - www.ons.gov.uk

Median average household disposable income in the UK was £29400 in 2019, up 1.4% 
(£400) compared with 2018.

(Median average – all incomes are placed in value order and the middle income is the 
median). 

This continues a period of slow growth over recent years; median income grew by an 
average of 0.7% per year between 2017 and 2019, compared with 2.8% between 2013 
and 2017.

Income Tax £610
National Insurance Contributions (NIC) £420
Pension £450  
Total deductions £1 480

http://www.ons.gov.uk
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Median income of people living in retired households increased by 1.1% (£300), while 
the median income of people living in non-retired households grew by 1.3% (£400).

1. Summarise what has happened to disposable income in the UK between 2018 
and 2019. 

2. Explain why a rise in disposable income is good for an economy.

Not all retailers will be affected in the same way when there is a change in disposable income. 
Although it is true to say that overall if disposable income increases, the retail industry will 
benefit, as if there is more money available for people, they tend to spend it in shops and 
online.

However, whether a retailer experiences any increase in sales will depend on what it sells 
and who its customers are. In some unusual cases, it is possible for a retailer to experience 
a decrease in sales when disposable income increases. Likewise, when disposable income 
decreases, some retailers may experience no drop in sales, whilst for others sales drop 
drastically. Some retailers actually experience an increase in sales when disposable income 
decreases.

Have a class discussion to see if you can think of retail businesses that will have an 
increase in sales when disposable income falls. 

Consider the typical impact the following situations will have on retail businesses:

• a general increase in disposable incomes of all consumers

• an increase in disposable incomes of low-income households

• a decrease in disposable incomes of households earning above the national 
average 

• a decrease in disposable incomes of retired people.

People earn different amounts of money so they will have different levels of disposable 
income. Those who have higher salaries will tend to buy more expensive products, and 
those on lower incomes will tend to buy cheaper products. Retail businesses know this so 
they will offer a range of products at different prices. Larger businesses will have a wide 
range of products to meet the needs of people with different incomes. However, smaller 
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businesses need to consider the quality of their products and their pricing and match this to 
their customers’ incomes.

The following tomato soups are some of the products available in Tesco. Explain why 
it sells a range of the same product.

             25p                           45p                               95p                               £2.50

Source: https://www.tesco.com/groceries

Amira is 18 years old and has just left school. Whilst at school, Amira had a part-time 
job which paid her £200 per month. She also had an allowance from her parents of 
£60 per month. Amira has just got a full-time job paying her £850 per month.

1. Explain how the change in Amira’s disposable income will affect her spending 
habits.

2. Identify 6 retailers who will possibly benefit from the change in her disposable 
income.

https://www.tesco.com/groceries
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Consider the impact on the shown retailers/products of:

• an increase in disposable income

• a decrease in disposable income

There are a number of factors that will influence the level of consumer disposable income, 
including:

• tax rates

• employment

• interest rates

• inflation.
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Tax rates

Tax is paid by individuals and businesses to the government. The revenue raised through 
tax is then spent by the government on providing public services such as the National Health 
Service, education, housing, defence etc.

The payment of tax is compulsory, and the amount paid is calculated by a percentage of 
earnings.

Taxes can be broadly split into two types – direct taxation (taxation on income) and indirect 
taxation (taxation on spending). Income Tax, National Insurance and Corporation Tax are 
examples of direct taxation. VAT and Business Rates are examples of indirect taxation.

Direct taxes have to be paid by the individual direct to the government. There is direct link 
to the amount a person earns and how much tax they pay. Direct taxes are progressive (the 
more you earn the more you pay).

Indirect tax is a tax on expenditure and not on income. The good or service bought is taxed, 
so regardless of how much a person earns they will all pay the same rate of tax on the good 
or service. Businesses that have to pay indirect taxes often pass this cost onto consumers by 
increasing their prices. Indirect taxes are called regressive as they are not based on the ability 
to pay.

There are several different types of tax payable in the UK; however, you only need to know 
about the following types:

• Income Tax

• National Insurance

• Value Added Tax (VAT)

• Corporation Tax

• Business Rates. 



9 R e t a i l  B u s i n e s s  U n i t  2

LO2 Understand the business environment in which retail businesses operate

Income Tax

Income Tax is a tax on a person’s income. This form of tax is a statutory (this must be paid) 
deduction from an employee’s wage. Each person has an Income Tax personal allowance, 
and income up to this amount in each tax year is free of tax (it was £12500 in 2019/20).

People earning different amounts of income will pay a different amount of Income Tax; the 
more a person earns the higher the percentage of their income is paid in Income Tax. Currently 
there are 3 different bands of tax that show how much tax must be paid (for 2019/20):

Tax rate Income Percentage of tax to be 
paid

Personal allowance Up to £12 500 0%
Basic £12 501 - £50 000 20%
Higher £50 001 - £150 000 40%
Additional Over £150 000 45%

If an individual earned £30 000 then they would pay the following Income Tax to the 
government:

£0 - £12 500 = 0

£12 500 to £ 30 000 = 20%

So, £17 500 (£30 000 - £12 500) is taxable at 20%. £3 500 is the amount of tax to be paid. This 
person will therefore have an income after Income Tax of £26 500.

Identify the correct rate of tax and calculate the amount paid and the income after 
tax for the following people:

1. Mike Roberts is a manager of a large computer retailer; he earns £ 36 000 per 
annum.

2. Amy Vaughn is a senior manager working for the NHS; she earns £120 000 per 
annum.

3. Dale Phillips works as trainee plumber and earns £14 000 per annum.

4.  Hannah Ainsley works part-time in a local restaurant and earns £12 000 per 
annum.
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National Insurance

Individuals have to pay National Insurance Contributions in order to pay for state benefits 
including the state pension and maternity allowance.

National Insurance is now used to pay for:

• the NHS

• unemployment benefit

• sickness and disability allowances

• the state pension.

An individual will have to pay National Insurance if they are 16 or over, an employee earning 
above £166 a week or a self-employed person making a profit of £6,365 or more a year. An 
individual pays 12% of their earnings above these thresholds up to a maximum of £962 a 
week. The rate then drops to 2% on earnings above £962 a week.  If a person does not make 
any National Insurance Contributions (for example, because they are unemployed) then they 
may not receive benefits, or the full rates of benefits, such as the state pension.

An individual is given a National Insurance number which is used to identify the amount 
paid in National Insurance Contributions. The amount paid is directly linked to the amount 
earned, though it has a much more complicated rate and band structure than Income Tax.

In addition to individuals paying National Insurance, employers must also make contributions 
for the people they employ; this is based on a percentage of the employees’ earnings. So, this 
is a cost to an employer.

Both Income Tax and National Insurance are paid to the government through the pay as you 
earn (PAYE) system, which is directly taken out the person’s wage/salary. The amount paid is 
noted on pay slips.
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Value Added Tax (VAT)

VAT is a tax on the purchase of goods and services. VAT is charged on most goods and services 
that consumers purchase (such as trainers, phones and cinema tickets) and on goods and 
services that businesses purchase (such as accounting services and printer ink). The standard 
rate of VAT increased to 20% on 4 January 2011 (from 17.5%).

VAT rates for goods and services

Standard rate 20% Most goods and services

Reduced rate 5% Some goods and services, e.g. children’s car seats and home 
energy

Zero rate 0% Zero-rated goods and services, e.g. most food, postage stamps 
and children’s clothes

Food and drink for human consumption is usually zero-rated but some items are standard-
rated, including alcoholic drinks, confectionery, crisps, hot food, sports drinks, hot takeaways, 
ice cream, soft drinks and mineral water.

Physical education and sports activities, betting and bingo, lottery tickets, admission charges 
to museums, art exhibitions, zoos and performances, charitable fundraising events, care or 
medical treatment provided by a hospital, hospice or nursing home, education, vocational 
training and other services provided by a school, college or university are all exempt or have 
a zero rate of VAT.

Most retailers will include the VAT within the price they charge their customers, so consumers 
often do not realise if they are paying VAT, or how much they are paying. Retail businesses will 
usually pass all the VAT onto their customers, as they must pay VAT themselves on products 
and services they buy.

Explain how the following actions by the government would affect retailers and 
consumers:

• increase the standard rate of VAT to 22.5%

• decrease the standard rate of VAT to 17.5%

• abolish the zero rate of VAT and include all previously zero-rated goods and 
services in the reduced rate band.
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Corporation Tax

Corporation Tax is paid by some businesses on their profits. Unlimited businesses, such as 
sole traders and partnerships are taxed differently to limited companies:

• All sole traders and partners are taxed via a self-assessment system each year and 
pay Income Tax and National Insurance Contributions on their business profits after 
deductions for expenses (so they do not pay Corporation Tax).

• A limited company is taxed as a separate legal entity from its owners and directors. 
Limited companies have to pay Corporation Tax to the government on their annual 
profits.

The Corporation Tax rate for a company’s profits is currently 19%. This reduces to 18% in 
2020.

For limited companies of any size, Corporation Tax is charged at 19%.

For a sole trader or partnership, the tax-free allowance is currently £11 850, with a basic rate 
of 20% for income £11 850 to £34 500 and a rate of 40% on income in excess of £34 501 and 
45% over £150 000.

Using the data above, explain the advantages of operating as a limited company and 
not as a sole trader or partnership.

Corporation Tax is a tax on company profits; it is paid before shareholders are paid their 
dividend. It is sometimes called Corporate Tax or Business Tax and is another example of 
a direct tax. The tax is calculated from the net profits earned by a company. If a limited 
business makes no profit then it will pay no Corporation Tax.

If a UK based company sells abroad then it has to pay Corporation Tax on all its profits from 
the UK and abroad. If a company isn’t based in the UK but has an office or branch in the UK 
(such as Amazon or Apple), it only pays Corporation Tax on profits from its UK activities.
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ASOS shares slump as it warns on profits

Shares in ASOS have sunk after the online fashion 
giant said that this year's profits are likely to be 
much lower than expectations. The retailer said 
sales growth in the US and Europe had been held 
back by problems at its warehouses.

These problems meant that the range of clothes 
available to shoppers in these markets had been 
limited. As a result, it now expects to report profits 
of £30m-£35m this year, well below the £55m forecast by analysts.

ASOS chief executive Nick Beighton said overhauling its US and European warehouses 
had taken longer than anticipated, affecting its "stock availability, sales and cost base 
in these regions".

He added that the company was clear on what was causing the problems and was 
making progress on resolving them.  However, ASOS said that while the warehouse 
problems were "short-term in nature", it added it might take "some time" to regain 
customers who had been affected.

Total sales across the group rose by 12% in the four months to 30 June, ASOS said, 
and in the UK - where trading "remained robust" - sales grew by 16%. However, 
the "operational challenges" at its warehouses in Berlin (Germany) and Atlanta 
(US) had caused problems in the US and Europe, where sales were up 12% and 5% 
respectively.

ASOS has enjoyed rapid growth in recent years as it has benefited from the shift 
towards shopping online. However, last December it surprised investors with a shock 
profit warning, and the company's share price has now more than halved over the 
past year.

Shares in ASOS opened down 20% on Thursday following the latest warning, before 
recovering some ground to stand 12% lower.

Russ Mould, an investment director, said: "Fashion fans have plenty of places from 
which to buy clothes and so ASOS is at risk of losing out to the competition if it cannot 
fix its problems fast. "We live in an impatient world where so many people want 
something in an instant. If ASOS doesn't have the stock ready to ship then consumers 
will simply go elsewhere."
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However, Sofie Willmott, another analyst, was more upbeat, arguing that the 
"changes being made to US and EU distribution centres are vital to facilitate long-term 
growth in these key markets". She added that the future "remains bright for ASOS".

"The retailer's agility and willingness to change to remain relevant to its customer 
base will help it to continue gaining market share, both at home and abroad.''

Adapted source: https://bbc.in/2TIe4BQ

1. Comment on the profits made by ASOS.

2. Explain why these profits were not as good as expected.

3. Explain why share prices dropped by 20%.

Business rates

Business rates are a tax paid on business properties. They are charged on most non-domestic 
properties. The tax is set by the government and collected by local authorities and contributes 
towards the cost of local services. Retailers who have stores and/or warehouses will have to 
pay business rates. 

Business rates are paid to local councils or authorities and are based on the rateable value of 
the property. In 2016 business rates raised over £27 billion for councils in the UK. Business 
Rates are an example of indirect tax.

Asda and Boots urge reform of 'broken' rates system

Bosses of more than 50 retailers including Asda and Boots have written to the 
Government urging them to change tax rules to boost the UK high street. The group 
said it wanted him to fix the "broken business rates system", which it called outdated. 

https://bbc.in/2TIe4BQ
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It said the tax had jumped by 50% since the 1990s and had contributed to some 
retailers going out of business. 

The Government said it had announced a £3.6bn fund last month "to support our 
high streets and town centres".

In the letter to the Government, the group pointed out that the retail sector 
accounted for 5% of the economy but paid 25% of all business rates, a property-
based tax. 

It said, "this inequality" was damaging high streets and "harming the communities 
they support". As a result, the group said there was a growing number of empty 
shops, with vacancy rates at a four-and-a-half year high. 

Business rates are a tax on properties used for business. They are charged by the 
local council but set by central government. The tenants or owners of offices, shops, 
pubs, and warehouses all pay business rates.

James Lowman, the chief executive of the Association of Convenience Stores, told the 
BBC's Today programme: "It's a really outdated system, it's designed for a time when 
there only was physical retail, and people doing business from physical premises. 
That has been changing for a long time.”

Adapted source: https://bbc.in/2TPz2ij

1. Define what is meant by business rates.

2. Explain how the business rates system disadvantages physical store retailers.

https://bbc.in/2TPz2ij
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Effects of changes in tax

The government can change its policy on taxation each year; it can raise taxes to increase the 
amount of money it receives (to spend on the NHS, schools etc.), or it can decide to reduce 
taxes to encourage more spending in the economy.

Increasing or decreasing taxes will influence the level of consumer spending and will have an 
impact on most retail businesses.

For example, if the government choose to lower the level of Income Tax, this will boost 
consumer spending as consumers’ disposable income will rise. On the other hand, a rise in 
VAT will have the opposite effect and reduce demand for goods and services as they become 
more expensive.

Retail businesses will try to pass increases in tax onto their customers if they can, but this will 
depend upon the degree of competition they face. If they do this there is always a risk that 
consumers will stop buying from them and shop elsewhere. 

Increased rates of Corporation Tax or business rates will increase the costs of businesses. 
National Insurance (paid by employers and employees) is sometimes described as a tax on 
jobs as increases in this tax increase the costs of employing workers, so a retailer may decide 
to reduce its number of employees.

1. The government increases VAT from 20% to 25%. The cost of the following 
products before adding VAT is:

• T shirt £7.50

• laptop  £500

• car  £15 000

 Calculate the cost to the consumer at 20% VAT and at 25%, assuming the 
business passes on the total VAT tax to the consumer.

2. The government increases the personal allowance on Income Tax from £12 500 
to £13 500. How will this impact on consumers’ disposable income?

3. The government decides to increase business rates. How will this affect retail 
businesses? How might they respond?

4. Corporation Tax is reduced to 15%. How will this affect retail businesses?
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Employment

People are unemployed when they don’t have a job. People are looking for work but for some 
reason they are unable to get a job. The unemployment rate for a country is the amount 
of people who are unable to find a job. When the economy is doing well unemployment 
rates tends to be low, but in times of recession or when the economy is not doing so well 
unemployment tends to rise.

The unemployment rate is calculated as a percentage by dividing the number of unemployed 
individuals by all individuals currently in the labour force (people who are currently employed 
or looking for work).

July 2019

The UK employment rate was estimated at 76.1%; this is the joint-highest since 
records began in 1971, and higher than a year earlier (75.5%).

The UK unemployment rate was estimated at 3.8%; this is lower than a year earlier 
(4.0%). 

The UK economic inactivity rate (out of work and not looking for a job) was estimated 
at 20.8%; this is lower than a year earlier (21.2%).

The graph below shows the UK unemployment rate 2010-2019.

9%

8%

7%

6%

5%

4%

3%
2010 2012 2014 2016 2018

9%

8%

7%

6%

5%

4%

3%



18 R e t a i l  B u s i n e s s  U n i t  2

LO2 Understand the business environment in which retail businesses operate

1. Define the term unemployment.

2. Give an example of a person who is economically inactive.

3. Describe what has happened to the unemployment rate over the last 10 years. 

The major impact of unemployment is the reduction in demand for goods and services. 
The economic crisis of 2008 saw unemployment reach 3 million people and this had a 
very significant impact on the sales of UK businesses. Retail businesses were hit hard, and 
the major objective of many retailers was just survival as consumer demand dropped so 
significantly.

Unemployment causes problems for consumers, businesses and the government:

Consumers – reduction in income if they become unemployed, resulting in a fall in disposable 
income and living standards, the stress of finding a new job if businesses are not recruiting 
and the social and emotional effects of being unemployed.

Businesses – the fall in consumer incomes results in a fall in demand for their goods and 
services which results in financial problems. This affects large and small retail businesses.

Government – a fall in revenue from Income Tax, VAT and Corporation Tax and an increase 
in welfare payments (less income and more outgoings).

A high/increasing unemployment is therefore bad for all concerned.
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Employment levels and economic activity

Employment levels tend to rise and fall as the economy grows and declines; this has both 
benefits and drawbacks for retail businesses:

Economic growth – higher levels of employment

• Consumer demand for goods and services is high.

•  Businesses need employees to meet consumer demand.

•  Most people who want a job are already employed.

•  In order to attract new employees, businesses have to offer higher wages.

• Businesses will find it increasingly difficult to recruit someone with the right skills and 
qualities for the job.

Recession/slump – lower levels of employment

• Consumer demand for goods and services is low, as people have less disposable 
income to spend.

• A large number of people are unemployed and looking for work.

• If businesses decide to take on new workers, they will be able to choose from a wide 
pool of applicants.

• Wages will remain low if unemployment remains high.

1. Explain how a retail business is affected by

• a period of economic growth

• a period of economic recession.

2. Explain why disposable income for consumers may change over time.
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Interest rates

The interest rate is the price of borrowing money or saving money from a bank, building 
society or other lender. Bank overdrafts, credit cards, loans or mortgages will cost the 
borrower money in the form of an interest rate. The interest rate is how the lender will make 
money on the transaction.

For example, Paula Kelly borrows £10 000 from a bank to pay for a new car. She has agreed 
with the bank to pay this back over 5 years with an interest rate of 9.9%. Her monthly 
repayments are £209.91 for 60 months (5 years). The total amount repayable is £12 594.46, 
so the cost of the loan to her is £2 594.46.

If she shopped round, she could have got a better interest rate with another bank; for 
example, a different lender had an interest rate of 7.5%. If she had the loan with this bank 
she would have had to pay back £199.21 per month over the five years resulting in a total 
amount repayable of £11 952.73 and total cost of credit of £1 952.73 (saving her £641.73).

The example above shows how higher interest rates increase the cost of borrowing for a 
consumer. The opposite is true for consumers who are saving money in saving accounts – 
they want a high interest rate as this will give them a higher return on their savings.

What does a change in interest rates mean for borrowers?

Interest rate increase

If interest rates rise, more money than expected is needed to pay back any loans, borrowing 
becomes more expensive. Consumers who have borrowed money are therefore likely to 
spend less money in the shops.

Interest rate decrease

If interest rates fall, less money than expected is needed to pay back loans, borrowing 
becomes less expensive. Consumers who have borrowed money are therefore more likely to 
spend more money in the shops.

What does a change in interest rates mean for savers?

Interest rate increase

If interest rates go up, more money than expected is received on any savings in banks and 
building societies. As interest rates increase, saving becomes a more attractive option for 
consumers. Consumers who have savings are therefore likely to spend more money in the 
shops.
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Interest rate decrease

If interest rates fall, less money than expected is received on any savings in banks and building 
societies. As interest rates fall, saving becomes a less attractive option. Consumers who have 
savings are therefore likely to spend less money in the shops.

Credit cards tend to have higher levels of interest charged, as do payday lenders. Mortgages 
(a long-term loan usually taken out to buy property and secured against the property) tend 
to have the lowest rates of interest as they are taken out over a long time and are less risky. 
If a borrower fails to make the monthly payments the lender can get the money back by 
repossessing the property.

Interest rates in the UK are based on the Base Rate of Interest which is set by the Bank of 
England. Between 2009 and 2016, the Base Rate of Interest was very low at 0.5%. In September 
2016, the Base Rate reached a record low of 0.25%. The impact of such low interest rates on 
consumers and businesses has been generally beneficial. However, the very high rates of 
interest in the 1980s – when they reached a peak of 15% – were very damaging to many 
consumers and businesses.

The Bank of England Base Rate of interest is currently 0.75%. if the Bank of England changes 
the Base Rate, then all other lenders will also change the rate of interest that they charge 
lenders and pay to savers.

1. Explain how a retail business will be affected by the following changes in the 
Base Rate of Interest:

• an increase to 1.5%

• a decrease to 0.25%

2. Helen Stephens is a retired solicitor. In addition to her pension, her main 
income is the interest she receives on her life savings which are deposited in 
her bank. She has savings of £200 000, and for the last few years she has used 
her interest on this to pay for her weekly grocery shopping. The Bank has just 
increased its interest rate for savings accounts from 1.5% to 2%. 
 
Explain, with the use of numerical calculations, the impact on Helen of the 
increase in the bank’s interest rate.
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3. Sam Williams is a construction worker; he is married with 2 children aged 3 and 
5. Jenny Williams, his wife, works part time in a local supermarket. Between 
them they earn £35 000 a year and have a mortgage with monthly payments of 
£600. They have no savings. 
 
Explain the impact on the Williams family if the interest rate on their mortgage 
increased by 1%.

4. Discuss how the two case studies above will affect retailers. In your answer 
use different types of retailers that Helen Stephens and the Williams family are 
likely to use.

Inflation

Inflation is the rate at which the general level of prices is rising.

The government measures inflation through the use of regular pricing of a ‘basket of goods’. 
This basket of goods is meant to reflect the spending habits of the average person within the 
UK and includes over 600 goods and services. The basket contains such things as petrol, cars, 
travel, holidays, consumer electrics, food, medicines, housing, and even lottery tickets and 
online dating.

By judging and measuring the difference in the cost of purchasing this basket of goods 
monthly, we are able to obtain an inflation figure. The target rate of inflation is known as The 
Consumer Price Index (CPI).

Inflation is usually shown as a percentage, for example 2%. If inflation is currently 2% it means 
that prices are 2% higher than they were this time last year – a basket of goods bought last 
year for £100 would today cost £102 even though the goods bought are identical.

The UK has experienced relatively low levels of inflation for the last 18 years. Inflation varies 
between 0% and 5%.

What does inflation mean for retail businesses?

Businesses need to purchase a variety of materials, as well as energy, water and premises, 
in order to run their business. If the inflation rate is above 0%, it means that costs are rising.

For example, a clothes retailer will have to pay more for the clothes it purchases and the 
energy it needs to power its shops. A pay increase for company employees may also be 
required.
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If costs are rising, most businesses would want to increase their prices, so they can keep 
a certain level of profit. Under normal circumstances, if a business raised its prices then 
consumers would simply shop elsewhere. However, inflation affects all businesses and so 
they are all raising their prices – consumers do not have the option of shopping for cheaper 
goods elsewhere. So, inflation can mean that disposable income is reduced for all consumers. 

As a result, businesses may face demands from workers for higher wages as they need more 
money to pay for the rising costs of goods and services.

Consumers, businesses and governments do not want inflation to increase too much. The 
government has a target of 2%; at this rate inflation will not have a negative impact on the 
economy. The current rate of inflation is 1.7%.

Retail businesses are affected by factors over which they have no control. Explain how 
each of the following might affect retail businesses in the UK.

• an increase in interest rates

• a decrease in unemployment

• a sharp increase in inflation

• an increase in consumer disposable income.
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Environmental factors

The production, distribution and selling of goods and services have negative effects on the 
natural environment. These environmental costs include:

• noise pollution

• air pollution

• water pollution

• light pollution

• litter

• congestion

• waste

• climate change

• use of finite resources – the natural resources available to us are limited; we only have 
them available to us on our planet and once these have run out it will not be possible 
to create more.

As human beings, we are never satisfied with what we have – as soon as we have a new pair 
of shoes, we think about the next pair we are going to purchase. Our wants are described 
as being unlimited; we constantly demand new clothes, high-tech cars, the latest gadgets 
etc. We consume more and more products while being unconcerned by the environmental 
impact of our lifestyle.

Protecting the environment is now a mainstream business issue. In the past, businesses 
ignored their impact on the environment. The awareness of climate change has risen rapidly 
and is a major concern; however, this is only one of many environmental issues of which 
businesses have to consider. Other issues include water and noise pollution, congestion, 
destruction of the environment and waste disposal.

Watch the following clips of Greta Thunberg on climate change.

https://www.youtube.com/watch?v=u9KxE4Kv9A8

https://www.youtube.com/watch?v=EAmmUIEsN9A

After you have watched them, have a discussion in your class about climate change.

https://www.youtube.com/watch?v=u9KxE4Kv9A8
https://www.youtube.com/watch?v=EAmmUIEsN9A
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The negative environmental impact of business activity used to be largely ignored. Today 
things are very different. The government and pressure groups (whether local or global) 
have a strong influence on business activity and, to some extent, they are able to limit the 
environmental impact of business activity. 

As well as these external influences, many businesses now undertake the control of their 
environmental impact without the need for external pressure. Some produce and publish 
their own environmental aims and objectives, to measure their impact on the environment 
and set out plans for improvement.

Consider the negative impact the following retail businesses can have on the 
environment:

• online clothes retailer

• supermarket

• electrical household goods retailer 

• car dealership.

In your answer you should consider where the products were sourced and 
manufactured, how products are distributed, the packaging used and how the 
packaging is disposed of.

All businesses are under increasing pressure from consumers and governments to act in 
a responsible manner and to ensure that our environment and resources are available for 
future generations to enjoy. This is often referred to as sustainability.

A business that acts in a sustainable way will strive to have a minimal negative impact on 
the global or local environment, community, society or economy. A business that aims to be 
sustainable will attempt to minimise its overall impact on the environment.

There are many ways that businesses can act in a sustainable manner:

• reduce the amount of packaging on products

• increase recyclability of packaging and the introduction of biodegradable packaging

• promote recycling schemes

• encourage the re-use of carrier bags

• introduce energy saving schemes
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• use alternative sources of energy

• use more energy-efficient equipment

• reduce water consumption

• reduce their carbon footprint

• encourage smarter use of transport

• eliminate unnecessary business activities

• switch to more sustainable suppliers.

The following information is taken from the Wonky Food 
Company’s website:

The Wonky Food Company was started by a team of passionate foodies and farmers, 
committed to tackling food waste by creating great-tasting products that make use of 
imperfect and surplus fruit & veg.

Mission

We're on a mission at The Wonky Food Company to do our bit to help reduce food 
waste. 

We are working with farmers, suppliers and retailers to collect their imperfect and 
surplus fruit & veg and turn it into fabulous tasting products.

Food Waste Facts

Globally, one third of all food produced is wasted. That's about 1.3 billion tonnes 
every year. 

In the UK alone, we let 40% of everything we grow rot, simply because it isn't pretty 
enough for the shop shelf.

Wonky products can be bought by shoppers in selected stores that buy from the 
Wonky Food Company or directly through its website. It have no physical stores of 
their own.

Source: https://www.wonkyfoodco.com/

https://www.wonkyfoodco.com/
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1. Explain how the Wonky Food Company is a good example of a business acting 
in a sustainable way.

2. Identify the distribution channels that the Wonky Food Company use.

3. Visit the Wonky Food Company’s website news at  
www.wonkyfoodco.com/news to discover its journey.

Plastic waste: Shop launches refillable milk scheme

A shop on Anglesey has taken steps to tackle the problem of plastic waste by 
installing a milk machine for customers to fill bottles themselves. Paul Ellis, who runs 
Siop Ellis Spar in Llangefni with his partner Leonie Gaulton, said the idea has proved 
"incredibly popular".

Shoppers can buy glass bottles or bring their own containers and fill up from the 14 
litre (24 pint) tank in store. Anglesey council said it was a "great example" of a way to 
reduce waste.

Mr Ellis said that just a week after launching, the container of locally-sourced, semi-
skimmed milk is being emptied between two and three times per day. 

"Like all great ideas it was my missus's," he said. 

"It's been really, really busy. We've had people getting in touch from Canada, Ireland 
and Sweden [to find out more]. It's not a revolutionary idea but it's a start."

Customers can also take items such as crisp packets, sweet wrappers and 
toothbrushes to the shop to get them recycled. "It makes a big difference I think," Mr 
Ellis said of his environmental activities. 

"We don't need everybody to make a massive change, it just needs a lot of people to 
make a small change."

Kirsty Luff, of environmental charity Friends of the Earth Cymru, said: "It's wonderful 
to see this milk refill scheme in Anglesey proving so popular with shoppers. The 
scourge of single-use plastics is all around us, so having more refill stations in shops 
of all sorts is exactly the direction we need to be heading. 

"Now supermarkets must follow the lead of the growing number of zero-waste and 

http://www.wonkyfoodco.com/news
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independent shops by providing opportunities for shoppers to refill their containers 
during their grocery shop."

"The milk machine scheme is a great example of what can be done to tackle 
disposable plastic and help make a difference."

Adapted source: https://bbc.in/38yioYm

1. Explain how using refillable bottles helps the environment.

2. Identify other ways the shop is acting in a sustainable way.

3. Using the internet, find examples of how other retailers are acting in a 
sustainable way. Select one retailer and produce a poster to show its 
environmental policy and sustainable actions.

Many retail businesses now source their products from local suppliers. This money is then 
put back into the local economy and reduces emissions (carbon footprint) and congestion 
that result from the long-distance transportation of goods.

Waste is also a major issue for retail businesses. Waste impacts on many different areas 
of the environment, from the excessive use of materials and resources (e.g. unnecessary 
packaging), the production of pollutants as a by-product of the manufacture of goods and 
the safe disposal of waste generated. Pressure on landfill sites is at an all-time high, and the 
identification of suitable alternative means of disposal presents some difficult problems for 
businesses. Businesses are increasingly recognising opportunities to reuse and recycle. This 
can even help to reduce costs and even improve profitability.

https://bbc.in/38yioYm
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Complete the table below by giving examples how real retailers act in a sustainable 
manner.

Implementing environmentally friendly policies can bring a number of advantages:

• reduced business costs

• avoiding legal penalties

• improved business and brand reputation – environmental friendliness can be a highly 
effective marketing tool

•  recruitment and motivation of employees who commit themselves to ethical 
objectives

•  greater customer loyalty from growing number of ethical consumers

• reduced wastage.

The majority of consumers care about the environment. Sales in Fairtrade coffee, tea, 
chocolate, etc. are increasing and adverts showing how businesses recycle and replenish are 
common, such as toilet paper businesses replanting trees.

Supermarkets also offer recycling of waste products to customers, such as battery bins, and 
loyalty points for reusing carrier bags. Some businesses work with environmental groups and 
actively try to educate consumers on the need to look after the environment.

However, for many retail businesses, the introduction of environmentally friendly policies 
can result in higher costs to the business as they change equipment, seek new suppliers or 
implement new processes. In turn, these higher costs can result in increased prices for their 
customers who may then decide to go elsewhere.

Reduce the amount of packaging on 
products

Increase recyclability of 
packaging and the introduction of 
biodegradable packaging

Promote recycling schemes

Encourage the re-use of carrier bags

Use alternative sources of energy

Reduce their carbon footprint

Encourage smarter use of transport
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Social factors

Retailers must be aware of the ever-changing social factors. These include fashion, tastes and 
population trends.

Social factors also affect lifestyle and include religion, age, changing family structures and 
wealth. These factors can change over a period of time and so retailers need to be aware of 
these changes to sell products and services that consumers want.

Demographic change

Demographics measure the changing structure of the population. The first important factor 
is the overall size of the population. This is of interest to retail businesses since, in general 
terms, if the population increases, the size of their market will increase and they will be able 
to sell more goods. 

In the UK, we have an ageing population which is driving changes for many retailers. The baby 
boomers, people who were born in the late 1940s, 1950s and 1960s, are now entering or 
moving towards retirement. These people are generally a well-off section of the population, 
the majority with their own homes and many with higher than average disposable income 
which can be used for expensive and luxury products such as holidays, conservatories, new 
cars, etc. 

Demographic factors are concerned with the size, location and distribution of the population. 
The structure of the UK population is constantly changing and there are number of 
demographics that can affect a retail business:

• population size – growing or declining

• immigration/emigration

• age distribution

• birth rate

• older population

•  households – smaller families/single parent/working families

• ethnic minority groups

• income – increasing or decreasing.

Demographic change in the UK is not just about an ageing population. Migration (people 
moving to the UK from other countries and UK people moving to other countries) is also a 
major part of the change in UK population structure.
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1. Explain what is meant by demographics.

2. Describe how the demographics of the UK has changed in the last 20 years.

3. Using the internet, find a chart or graph that illustrates the change in the UK 
population.  

4. Explain why it is important for retailers to be aware of the changing 
demographics.

Demographics can be used by retailers to see the trends in what products are popular with 
consumers, to make sure they are selling the right products to the right people.

Social factors also include lifestyle changes of the population. Over time people change the 
way in which they think and live their lives, and this can have an impact on retail businesses. 
These lifestyle changes include:

• Society is becoming more health conscious. Fitness is another sustained lifestyle 
change. This does not just impact on the demand for gyms but also related goods 
such as low-fat, low-sugar, vegan and organic foods.

• Family structure has changed with both parents working full-time. Supermarkets and 
other retailers focus on convenience, time-saving meals, home delivery and ‘click and 
collect’.

• Many consumers use digital media to look for products and to purchase goods. 
Teenagers and people in their 20s mostly use smartphones and tablets to watch 
entertainment and to buy online. Marketing and selling to these shoppers must 
be focussed on this media, not just traditional methods such as TV adverts and 
newspapers.

• Social change also includes fashion changes. Consumers are now happy to pay £3.00 
for a coffee – as long as it has the right brand on the takeaway cup. A retailer has to 
make sure it keeps up with changes in fashion.

• Changes in consumers’ attitudes towards the environment have changed the way 
many consumers shop. Electrical goods need to be energy efficient. When consumers 
are purchasing cars, the focus can be as much on emissions and fuel efficiency as on 
performance. Packaging is important; consumers do not like retail businesses who sell 
products that use plastic or unnecessary packaging. Consumers are also concerned 
about ethics, and a retailer has to make sure it acts in an ethical way, otherwise it can 
obtain bad publicity and shoppers will stop buying from them.
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You may have seen the image below on many products. 

Find out what it means, give examples of products it is used on and explain the effect 
it has had on what products consumers now buy.
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Social responsibility 

A retail business may wish to be considered as a retailer that shows concern for the 
environment and/or for the local community (ethics). Increasingly consumers want businesses 
to act ethically; this means that they want businesses to be: 

• honest

• trustworthy

• fair

• caring

• respectful

• lawful

• accountable.

Acting ethically is regarded as good business practice in the modern business environment.

UK consumers are increasingly more interested in sustainable clothing. Research has 
shown that 43% of UK shoppers say they would be willing to pay a higher price for clothes 
manufactured in a sustainable way. Nearly 90% are willing to buy products clearly labelled 
as “upcycled” (transforming waste materials or unwanted products into new products) or 
“100% recyclable”. 62% of consumers say they would stop buying a brand if it was found to 
be harmful to the environment. More consumers are now willing to buy second-hand goods, 
not because they are cheaper, but because it is more ethical. 

Businesses today have a much wider set of social responsibilities than in the past, and 
ethical awareness has influenced retail businesses in many ways. For example, some retail 
businesses only seek to purchase products from Fairtrade producers in order to ensure 
suppliers receive a fair price for their goods. Other businesses have sought to raise wages to 
improve living standards for their workers in poorer countries.
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Fairtrade

This is a movement that supports the fair 
treatment of farmers in getting a fair price for their 
products. Farmers who engage in Fairtrade also 
aim to pay their workers a fair price and engage in 
environmentally friendly practices. Fairtrade aims 
to improve living standards for poor farmers in 
developing countries.

Fairtrade offers consumers a direct way to reduce 
poverty through their everyday shopping. When 
a product carries the Fairtrade mark it means 
the producers and traders have met Fairtrade 
Standards. Fairtrade products are becoming 
more widespread and include tea, coffee, sugar, 
chocolate and cotton.

Visit the Fairtrade foundation website  
www.fairtrade.org.uk/en/what-is-fairtrade

Select one of the headings below and produce a poster that highlights the main 
points:

• what Fairtrade does

• where Fairtrade works

• what is the Fairtrade Foundation

• the impact of Fairtrade.

http://www.fairtrade.org.uk/en/what-is-fairtrade
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The products below have all experienced a change in their popularity with consumers:

• smartphones

• plastic straws

• vegan food

• tumble dryers

• CDs

• Fairtrade products

• newspapers

• ‘free from’ products, such as sugar free and glutenfree

• DVDs

• hybrid cars

• meals for one

• house alarm systems.

1. For each one, identify if you think they are now more popular or less popular

2. Discuss in class the reasons for your answer.

3. How have retailers reacted to the above changes?

The Co-operative Group, Lush and Traidcraft are popular ethical retailers in the UK. 
Select one and visit their website to find out more about their ethical behaviour.



Past Paper Questions

2015

Scenario 1

DD Organic Shop is located on a large housing estate within the town of Ashtown.

The shop offers a wide range of food and drink and is owned by Mr Daniel porter and his 
wife Diane.

A new supermarket is soon to open on the outskirts of the housing estate, and the cost 
of parking in a nearby car park is to increase, both of which are of concern to the owners.

DD Organic Shop is likely to be affected by environmental and social factors such as 
those given in the box below.

1  (d)   Explain how the factors given in the box might affect the types of products sold   
   at DD Organic Shop.  [6]

Scenario 2

Zhang PLC (public limited company) is a large electrical retailer which operates in the UK. 
It specialises in selling home electronics and household appliances. The business has 
more than 120 stores throughout the UK, many of which are located in out-of-town retail 
parks.

Zhang PLC's main objective is to be the largest electrical retailer in the UK by 2020.

Zhang PLC is concerned that the UK economy is heading into a negative economic 
situation, such as a recession, which might prevent the business from meeting its main 
objective of becoming the largest UK electrical retailer by 2020.

2 (c)    Explain possible negative economic factors which might affect Zhang PLC’s   
    success in achieving its main objective by 2020. [6]

Demographics Sustainability
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Scenario 1

Woody Toys is located in a small rural town. It is owned and operated by Teddy Pinetree 
who dsigns and makes a range of high quality wooden toys such as aeroplanes, boats, 
animals and puzzles. However, the shop has become run-down, and the toys are poorly 
displayed.

Woody Toys has loyal and regular customers, but sales have declined by 20% during the 
last three years. Teddy has therefore decided to close the shop, and sell his products 
through a new Woody Toys website. He hopes this will increase sales and profits.

Teddy Pinetree is encouraged by newspaper and television reports which are predicting 
that the UK’s economic factors are likely to be positive over the next three years.

1 (d)    Explain how positive economic factors might affect the performance and   
   operation of the Woody Toys business over the next three years. [6]

Scenario 2

Red devil is a business which manufactures and sells a range of mobile phones and 
accessories.

The business has produced an exciting new model called RD6. As part of its marketing 
strategy Red Devil has decided to sell its new mobile phone through a number of in-store 
concessions across a wide range of different retailers.

Red Devil aims to increase sales and market share in the UK mobile phone market.

The UK government is encouraging retail businesses to use more sustainable practices 
in order to reduce their impact on the environment.

2 (d)   Explain how the use of sustainable practices might affect retail businesses such   
   as Red Devil.  [6]
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Scenario 3

Two fashion designer friends, Izzie James and Ollie Smith, have designed a range of 
fashionable waterproof clothing called Rainwear Chic. The products include raincoats, 
trousers, hats, gloves and scarves, all of which are available in a range of colours.

Izzie and Ollie plan to sell the waterproof clothing in their own shop which is located in a 
busy shopping centre. The shopping centre attracts around 1 million shoppers each week 
and has nearly 200 shops and stores.

They also intend to sell their clothing through their own website. Rainwear Chic products 
will be available from Autumn 2016.

As an ethical retailer, Rainwear Chic buys most of its material from suppliers in Asia and 
Africa, and is a member of the Fairtrade Foundation. One of the Fairtrade Foundation’s 
aims is to ensure farmers receive a fair price for the cotton they produce.

3 (d)   Analyse the benefits to Rainwear Chic of being a member of the Fairtrade   
   Foundation.  [4]
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Scenario 2

Ponsonby PLC is a public limited company. It is a UK based retailer offering a wide range 
of quality jewellery, watches and gifts. The business is a multi-channel retailer which owns 
100 jewellery shops situated on high streets throughout the UK.

The results of a recent customer survey showed that the majority of Ponsonby PLC's 
customers were female and aged over 40. The results also showed the levels of income, 
occupations and postcodes of the customers.

Ponsonby PLC has also been encouraged to expand due to current positive economic 
factors.

2 (c)  (ii)   Explain how the following economic factors might affect Ponsonby PLC’s   
      expansion plans. 

      Disposable income. [2]

      Tax rates.  [2]

      Employment levels. [2]
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Scenario 2

i 2 i Ltd is a high street optician which offers eye tests and sells glasses and contact lenses. 
i 2 i Ltd is a national retail chain and franchise brand which has 200 stores throughout 
the UK.

i 2 i Ltd have set several financial objectives which they plan to achieve by introducing new 
retail channels and improving their shops.

The UK has an ageing population.

2 (b)  Explain how this might affect i 2 i Ltd. [2]

i 2 i Ltd is concerned about the economic forecasts for the UK over the next two years.

2 (c)  Explain how i 2 i Ltd might be affected by economic factors. [6]

Scenario 3

JJ's Foodstores PLC is the largest independent food retailer in Wales and currently operates 
80 stores. Most of their stores are located in out-of-town retail parks.

The business has been operating for over 30 years in Wales but now has plans to expand 
the business into England. All new stores will be hybrid.

JJ’s Foodstores PLC is to review its environmental policy.

3 (d)  Explain how JJ’s Foodstores PLC environmental policy might influence the   
   products sold and the day-to-day operating of its foodstores. [6]
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2019

Scenario 1

Lavish Ltd is a cosmetics business that manufactures and retails handmade cosmetics for 
women. Their range includes bath and shower products such as bath bombs and shower 
gels. They also sell face and body products such as face masks and body lotions. Their 
shops are all located on high streets.

In recent years many high street shops have been forced to close due to a number of 
external factors such as:

1 (c)  Explain how social and economic factors have had a negative impact on high   
   street shops.  [6]

Scenario 2

Michael Stone is a well-known British designer who owns a number of shops selling men's 
clothes and accessories. he has a number of items left from his summer range and he 
wishes to clear the stock before he launches his winter range. he has decided to use eBay 
to set up an online temporary (pop-up) shop to sell these items at discounted prices.

In recent months Michael Stone has been accused of unethical business practices 
because he produces some of his garments abroad and uses low paid workers in 
dangerous working conditions.

2 (c)  (i)  Describe, with the use of an example, what is meant by ethical trading. [3]

2 (c)  (ii)  Explain how the use of unethical business practices might affect Michael   
     Stone’s business. [6]

Social factors Economic factors
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AC2.2  Explain the effect of location 
characteristics on retail businesses in 
different locations
This section of the Unit 2 content focuses on physical stores and shops rather than online 
retailing. 

The location of a physical retail shop/store/outlet/market stall/pop-up shop/unmanned 
concession etc. is one of the most important decisions its owners will have to decide. Selecting 
the right location can boost sales, selecting the wrong location can make the business fail.

When retail businesses are set up it is very important that they are located in a place which 
is best for them, i.e. where they can keep costs at their lowest, have high footfall, take in the 
most money and therefore make the greatest profit. There is not one ideal location for every 
retail business; the best location will depend on what the retail business sells.

Consider the retail businesses listed below. For each business describe the best type 
of location needed to achieve as many sales as possible:

• Ikea superstore

• Lucozade Sport vending machine

• Local convenience store

• Pandora jewellery store

• Yankee Candle unmanned concession.

For small-scale and independent retail businesses, the owners will normally locate themselves 
in the area in which they live. However, within that area, the owners will want to select the 
ideal site for their retail business. 

Large-scale national and global retail businesses can locate numerous outlets all over the 
world and will consider a number of key factors, along with their business aims and objectives, 
to decide where they locate their shops and stores.
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1. Jacob lives in Nottingham. He wants to open a new cycle shop selling bikes to 
adults and children. Where is he likely to locate his new shop?

2. Aldi has over 10 000 stores in over 20 countries and nearly 800 stores in the 
UK. Aldi is planning to open another 25 stores in the UK. What factors will Aldi 
consider before deciding on selecting 25 new sites?

3. Explain why selecting the right location is so important for a retail business.

When a retailer is looking at different locations for possible new sites it will consider:

• The market – being close to potential customers can be vital. 

• The cost of the land – this can be to buy or rent.

• The size of the site – is it suitable for the retailer to display and sell its products?

• Footfall – is the site busy or quiet; is it a high street or a side street?

• Infrastructure – retailers need a number of supporting facilities, such as good 
transportation links for deliveries and good waste disposal. 

• Accessibility for customers – is it easy to get to, good car parking facilities or public 
transport?

• Competitors – being near to other retailers who sell the same products can sometimes 
be a good idea (increase footfall), but also many retailers will not want to locate too 
close to competitors. 
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Locations

There are a number of different types of locations that can be grouped into the categories 
shown below:

Urban

Retailers that are located in town and city areas where there is a high concentration of people 
are located in urban areas. Within these urban areas there will be a clearly defined shopping 
area that will have a large concentration of physical stores.

Also, within urban areas there are less dense areas (areas with fewer people and less footfall), 
such as smaller shopping hubs and high streets. Retailers will also locate in residential areas 
where they may be the only physical store in that area. Many large-scale, well known retailers 
will locate in these urban areas.

Urban areas tend to have a high footfall and will attract people from other geographical 
areas.

1. Identify the main urban shopping areas near to you.

2. Make a list of the shops in this area and identify their scale and ownership type.

3. Explain why many retailers choose to locate in urban areas.
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The following information is taken from the https://thegreatbritishhighstreet.co.uk 
website.

ABOUT GREAT BRITISH HIGH STREET

The high street is the life and soul of communities across England, Scotland, Wales 
and Northern Ireland, and is crucial in creating jobs, nurturing small businesses and 
driving local and regional economies.

Consumers are looking for a range of experiences on the high street, from shopping 
to leisure to health services; the most successful high streets offer a unique 
experience that people cannot get anywhere else.

The nation’s high streets face challenges; however, the government, Visa and other 
partners are committed to helping businesses and communities find ways to adapt 
and innovate, thus ensuring that our high streets continue to thrive both now and 
into the future. Click on the link above, to learn how the Great British High Street is 
supporting small businesses.

The GBHS Awards share leading examples of the ways high streets are succeeding 
in overcoming the challenges of a rapidly changing environment and will actively 
encourage the adoption of best practices across the nation.

Meet the winners of the Great British High Street Awards 2018. The results are in 
and we have crowned the UK’s Best High Street. In the Champion and Rising Star 
categories we have named winners in each of the UK nations.

1. Explain the importance of a thriving high street to local communities.

2. Using Google Maps, Google Earth or other satellite imaging programs, select 
one of the winners and view the high street. Describe what you see and explain 
why you think it won an award.

https://thegreatbritishhighstreet.co.uk
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High Street: How many UK shops have closed?

Hardly a month goes by without news of another wave of shops shutting or of stores 
losing money.

Retailers are holding on to more space than they can pay for, and costs are shooting 
up, reports suggest. So, what is behind the high street crisis?

1.  Shops are empty, and too big

Fashion chains Karen Millen and Coast recently announced closures. They had more 
than 100 outlets and concessions between them. The fast-growing online fashion 
chain Boohoo snapped up the brands following their collapse. But Boohoo isn't 
interested in owning and running physical stores and so relaunched them as online-
only retailers. 

The number of empty shops already stands at a record high. 

In July 2019 the proportion of all shops that are empty reached 10.3%, its highest level 
since January 2015.
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Last year, big chains such as Toys R Us, Maplin and Poundworld went bust and 
vanished altogether. 

New research also indicates the top 150 UK retailers have 20% more store space than 
they need and can afford. Some shops such as Homebase, Mothercare, Carpetright 
and New Look have done restructuring deals with their landlords, closing hundreds of 
shops between them. 

2.  Shopping habits are changing

In many ways, retail is a pretty simple business. You have to sell things for more than 
you paid for them, but in the past few years, things have become a lot harder for 
traditional retailers.

Companies have had to deal with rising costs. Researchers at A&M and Retail 
Economics suggest during the past five years, companies have had to spend 10.8% 
more on things such as business rates, increasing wages and rents. 

At the same time, retailers are trying to adapt to rapidly changing shopping habits. 
Consumers now spend one in every five pounds online - and if businesses are seeing 
20% fewer sales on the shop floor as well as their fixed costs rising, then profit 
margins will be squeezed.

This huge shift in spending is making businesses think again about how they make 
money. Too many retailers either fail or are unable to adapt.

Rise of online spending
Online sales as a percentage of total sales
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Those with underlying problems have suffered. Take Debenhams, it’s been struggling 
for years. Its previous owners had saddled it with a huge amount of debt and it was 
tied into long leases. 

Another department store, House of Fraser, was rescued last year by Mike Ashley's 
Sports Direct. He outlined a plan to create the "Harrods of the High Street" and said 
about 80% of the stores would remain open. But he's now admitted the business was 
losing more than £1m a week.

Consumers are spending increasing amounts of their disposable income on 
experiences and lifestyle. Being mediocre isn't good enough anymore.

3.  Footfall is declining

Shoppers are making fewer visits to High Streets. 

The retail analytics company Springboard tracks footfall in main towns and cities. 
It's seen a decline in numbers for the past few years. Bad weather and a reduced 
appetite for spending by consumers have played a role along the way. 

Consumers are still shopping, of course. But even with the rise of online, shops need 
people to walk through the door.

From March 2016 to 2019, UK retail lost 106000 jobs according to the British Retail 
Consortium (BRC). Those figures are based on data from the Office for National 
Statistics.
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Poundworld saw the biggest job losses, with more than 5 000 redundancies. Toys R 
Us and Maplin also lost 5 500 jobs between them.

This year, the fallout from various restructurings includes 1 000 job losses and 
plunging profits at Sir Philip Green's Arcadia group and 100 redundancies at the 
fashion retailer LK Bennett.

More job losses will come. More than two years ago, the BRC warned there would be 
up to 900 000 fewer jobs in retail over the next decade.

4.  Tastes are changing

Although the first half of this year saw a net decline of 1 234 chain stores on British 
high streets, there were some bright spots. Takeaways, gyms and specialist vaping 
shops were some categories that saw the largest increases in store openings

Analysts have said this demonstrates the high street's move away from traditional 
retailing. 

Supermarkets Aldi and Lidl are two of the big names also continuing to open lots of 
stores.

New store openings
In the UK, 2019
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But the overall picture is the UK has too many shops, they're too big and in the wrong 
locations. The winners will be the companies that know what their consumers want 
and give it to them, with great service and products they want to buy

Source: https://bbc.in/2RKOhGt

1. Explain the reasons why the high street is in crisis.

2. Summarise the data shown in the four diagrams.

Rural

These are areas located outside cities and towns and are less populated. These can include 
small villages and areas in the countryside.

Retailers will locate here but will tend to be focused on the local population and will have a 
much lower footfall than urban areas. There is often much less choice for shoppers in rural 
areas. Many shops in rural areas sell products that consumers need, such as grocery stores, 
convenience stores, clothes, pharmacy, butchers and bakeries. It is likely that the owners of 
the shop will also live locally and will have a connection to their customers and the community 
they all live in.

1. Explain why there is less choice for local residents who shop in their rural 
location.

2. Explain why large retailers may choose not to locate in rural areas.

3. Explain the benefits and drawbacks to local shoppers of having smaller locally 
owned retailers.

https://bbc.in/2RKOhGt
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Rural retailers will focus on the local people; however, some rural areas are popular in the 
summer time (seasonal) with tourists and day visitors. As a result, some rural areas will have 
shops that appeal to these people and they will depend on their custom to survive. The 
footfall in these areas will increase significantly in the summer months. Gift shops, antique 
shops, handcraft shops and farm shops will gain sales during the busy months and then rely 
on the local people to help them in the quiet months.

Explain how the shops shown in the locations below are rural and seasonal.

Local

Many retailers are sole traders or small businesses 
and will have only one physical store in one location. 
Their customers are local people and they will 
concentrate their business on providing a service to 
these. Local retailers can be located in urban or rural 
locations.

In recent times these local retailers have come 
under increasing competition from larger retailers 
and many have been forced to close down as larger 
retailers have chosen to open smaller convenience 
stores in local areas.
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1. Who are the main customers of local shops?

2. What will be the level of footfall for local shops?

3. Explain why large retailers have opened up smaller shops in local areas.

Transport hubs

A transport hub is a place where passengers and 
cargo are exchanged between vehicles or between 
transport modes. These include bus stations, 
train stations, airports and ferry ports. The major 
transport hubs in the UK are very busy, with 
thousands of people travelling through them every 
day. These transport hubs will have high footfall and 
are an ideal place to locate a retail outlet. There are 
other, less busy transport hubs that will have footfall 
that’s constant, but not as high. 

Retail outlets that locate in a transport hub must sell suitable products that travellers are 
willing to buy when they travel through the transport hub, normally in a hurry with little 
spare time. Transport hubs may have a range of retail businesses, selling different products 
depending on their size. 

1. Describe the shopping characteristics of a person using transport hubs.

2. Identify the types of products that a person using a transport hub would want 
to buy.

3. Identify examples of retailers who would be able to sell their products at 
transport hubs.

4. Explain how retailers who locate at major transport hubs will have high footfall.

It is important to know that a bus stop and a taxi rank are not examples of a transport 
hub.



53 R e t a i l  B u s i n e s s  U n i t  2

LO2 Understand the business environment in which retail businesses operate

Major transport hubs in the UK 

There are over 40 airports in the UK; the main ones are:

London Heathrow London Gatwick
London Stanstead London Luton
Manchester Birmingham
Glasgow Bristol
East Midlands Cardiff
Newcastle Edinburgh

There are over 2 000 train stations in the UK; the busiest ones are:

London Waterloo London Victoria
London Liverpool 
Street

London Bridge 

Birmingham New 
Street 

London Euston 

London Paddington London Stratford 
London St Pancras International

Most towns and all cities in the UK have one 
main station and many smaller local stations.

There are hundreds of bus stations throughout the UK and they can be found in all major 
cities. In addition, there are smaller bus stations in smaller cities and town. The busiest ones 
are:

London Victoria Coach Station
Manchester Chorlton Coach Station
Birmingham Coach Station
Edinburgh Bus Station
Heathrow Airport Central Bus Station 
Belfast Bus Station
Leeds Coach Station
Bristol Coach Station 
Milton Keynes Coach Station
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There are many ferry ports in the UK; the main ones include:

Dover Liverpool
Folkestone Harwich
Hull Portsmouth
Poole Plymouth
Fishguard Holyhead
Pembroke Belfast
Newhaven

Using the Internet, carry out a transport hub research project:

1. Select one example from the lists above for each different type of transport 
hub.

2. Find out how many travellers/commuters use the hub (this can be daily, weekly 
or annually).

3. Find out what retailers are located in your chosen transport hubs.

4. Obtain images of examples of these retail outlets.

5. Explain why these retailers have chosen to open an outlet in the transport hub.

6. Explain how the retail outlet in the transport hub may differ from a retail outlet 
on the high street. Refer to product range, price, size of store, display opening 
hours.

HINT: The larger transport hubs will have their own websites and you will be able to 
get a lot of information from these.

Shopping centres

Many towns and cities in the UK have shopping centres. They are usually located in urban 
areas where a range of different retailers are housed under one roof. These shopping centres 
will usually have other hospitality and leisure facilities to satisfy a wide range of customer 
needs and will have a high footfall. Many of these shopping centres will be located in the 
centre of town and city centres near to the main high street, but some are located away from 
the centre in out-of-town locations. 
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Shopping centres will differ in size, depending on where they are located. Some will have as 
little as a dozen or so shops while others may have over a hundred shops.

Larger shopping centres are also more likely to have hospitality and leisure facilities and 
regular events to help boost footfall.

The top twelve shopping centres in the UK by size are:

Area (m2) Annual visitors 
(million)

1 Westfield Shepherd’s Bush London 235 900 27.5 

2 Intu Metrocentre Gateshead 192 900 21 

3 Intu Trafford Centre Manchester 188 000 30

4 Westfield Stratford City London 184 000 49.5

5 Bluewater Stone Kent 169 200 28

6 Bullring Birmingham 163 000 36.9

7 Manchester Arndale 155 200 42

8 Intu Merry Hill Dudley 155 200 18

9 Intu Lakeside Thurrock 149 800 20

10 Liverpool One 154 000 26

11 Meadowhall Sheffield 139 355 25

12 St David’s Cardiff 129 200 38.5
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1. Explain the advantages and disadvantages for retailers locating in a shopping 
centre.

2. Explain why shoppers would prefer to shop in a shopping centre rather than on 
the high street. 

3. Select one of the shopping centres on the previous page, its their website and 
produce a promotional leaflet to persuade people to visit. Include in your leaflet 
reference to the hospitality and leisure facilities it has. 

4. Explain how shopping centres can illustrate hybrid retailing.

Out-of-town retail parks

These are usually located away from city centres 
with easy access and good parking facilities. 
Many out-of-town retail parks can also be 
shopping centres, for example Bluewater, which 
is number 5 on the list on the previous page, 
and Intu Lakeside, which is number 9, are both 
located in out-of-town retail parks. However, 
most out-of-town retail parks are open air and 
will not have the different stores all under one 
roof; each retailer will have their own entry from 
the outside. 

Many retailers who locate in out-of-town retail parks will have larger stores that are not 
possible in urban areas and high streets and often open for longer hours. The majority of 
stores will be larger national scale retailers like the ones shown in the image above. Out-of-
town retail parks have grown in popularity over the last 20 years.

Retailers that sell large items such as furniture, carpets, kitchens, cars and DIY 
products are well suited to locating in out-of-town retail parks.

1. Explain why these retailers would benefit from an out-of-town location rather 
than a high street location. In your answer make sure you give the retailers’ and 
the customers’ points of view.
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1. Find out the out-of-town retail parks located near to your school or home.

2. Select one of these and find out the different retailers located in the park.

3. Draw a bird’s eye view of the plan of the retail park, clearly labelling the 
different retailers and the other facilities. Try to draw this map to scale.

4. Explain why you think these retailers have located in the out-of-town-park and 
not on the high street.

Oak furnitureland is a national retailer. It has 99 stores throughout the UK.

1. Visit Oak furnitureland’s website and summarise the range of products it sells. 

2. Use the store locator function map to find the nearest store to where you live. 
Describe its location.

3. Use the store locator function map to look at another 6 random locations. 
Where are these located.

4. What other retailers are located close to Oak furnitureland?

5. Explain the advantages to Oak furnitureland of locating in these locations.

6. Explain how Oak furnitureland is an example of a multi-channel retailer.
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Cribbs Causeway, near Bristol is a large out-of-town shopping centre and retail park. 
The enclosed shopping centre, known as The Mall, has 130 stores. Next to The Mall is 
a large retail park.

Source: https://www.google.com/maps/search/Cribbs+Causeway

1. Use Google Maps to explore the area around Cribbs Causeway shopping centre 
and out-of-town retail park. Explain how they differ. 

2. Visit the Cribbs Causeway website (www.mallcribbs.com) to discover what 
stores are located there and what other facilities and services its offers.

https://www.google.com/maps/search/Cribbs+Causeway
http://www.mallcribbs.com
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Location characteristics

The different types of locations discussed above will have a number of location characteristics. 
The characteristics can differ for each type of location.

These characteristics are:

• costs - rent/rates 

• footfall

• access/parking 

• infrastructure

• competition

• local demographics.

Before deciding on where to locate, a retailer will consider the above characteristics.

Costs – rent/rates

A major factor when deciding where to locate a retail store is the cost of the premises. These 
costs can include:

• cost of buying the premises

• cost of renting the premises 

• cost of business rates.

Retailers will either buy a property or rent it. Buying a property is expensive and for many, 
requires a long-term loan. A monthly repayment amount is then paid back to the borrower. 
These loans are often secured against the property and are called mortgages. A mortgage 
loan typically is for a period of between 10 – 25 years. A deposit (a lump sum of money paid 
at the time of buying the property) is also required. For this reason, mortgages can be difficult 
to obtain and commits the retailer to a long-term investment. 

Many retailers prefer to rent the property they use as their shop. This is not a long-term 
commitment (though some rental agreements can be for 10 years), and a large deposit is not 
needed. By renting, the landlord and not the retailer is responsible for maintenance of the 
property. Many small-scale retailers will rent their shop, but also many large-scale retailers, 
such as Tesco and Debenhams, will also rent their stores as they do not want to tie up their 
money in buying expensive properties.
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Some large-scale retailers will buy or rent the land and then build a new store. An example 
of this is Aldi, who are opening new stores around the UK; they will buy or rent land in areas 
they believe will be successful and then build a new store, to their own specific requirements. 

Retail property costs tend to be higher in the south east of England than elsewhere. Around 
the country retail premises will cost more in city centres or major shopping centres, or in 
areas of high population and potential footfall. Costs will be lower in outlying shopping areas 
around a town or city.

Even within a defined location, such as London, there will be a range of premises or land 
available for businesses that will have different costs. A store in the city centre will be more 
expensive than a store in a less busy part of town. The quality of the building or the facilities 
on offer will also affect the price.

The size of the store/land will affect the cost, with larger properties or pieces of land being 
more expensive. It is important that a retail business selects a site that is not too small and 
not too big. This will depend on what the retailer sells and the possible future plans, such as 
expansion plans.

 In addition to using a premises that is the right size, it must also be suitable to the business. For 
example, a clothes retailer will want a large front window to show the products and someone 
wanting to open a café in their shop will want a kitchen and toilets for the customers. If these 
are not present, then it will cost money to make the premises suitable.

For a new business, it is likely that there will be a small budget for locating a store. In this 
case, the business may not be located in the best area or be the first choice of the owner; the 
premises chosen will be one they can afford. Many new businesses do not buy the premises; 
they rent in order to keep their costs low.

All retailers will have to pay business rates. Business rates are a tax paid on property and are 
based on the rateable value of the property. This means larger stores, located in busy areas 
such as high streets and shopping centres, will have a higher rateable value than smaller 
stores located in quieter areas.
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1. Rank the following retail locations from the most expensive to rent to the 
cheapest to rent:

• Main road in a small village in the countryside

• Oxford Street, London

• Corner shop in residential area

• The Bullring, Birmingham

• Out-of-town retail park 2 miles off the M6.

2. Give reasons for your choice. 

3. Comment on what you think are the rateable value of these retail locations.

4. Explain why a retailer would rent a property rather than buy it.

Imagine you are an entrepreneur and looking to buy a property for your new retail 
business in your local area. Decide on what retail business you wish to start. Using 
the internet, look at estate agents and other sites that are advertising property for 
sale.

Read the details on the property and make a list of 4 possible properties.

1. Is there much difference in price?

2. What factors determine the price of the properties you looked at?

3. Choose one property and explain the reasons for your choice.
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Footfall

Retailers need a good number of customers in order to make the business successful. Stores 
located on busy high streets or in shopping centres or transport hubs tend to get high levels 
of footfall, whereas those located on side streets or rural areas tend to get lower levels of 
footfall.

This is one reason why retail premises located in busy areas are more expensive. By having a 
high level of passing trade, a business is more likely to attract new customers and customers 
making an impulsive purchase.

Footfall on our high streets has been falling in recent years, and this might affect the cost of 
premises, although business rates have remained at the same level when footfall was higher. 
Some retailers require very high footfall to make sales, such as convenience stores who have 
to sell a high number of fairly low-cost products. Other retailers, who may sell high value 
products, such as cars and antique furniture, may not be as concerned about footfall as they 
will not be reliant on passing trade.

Access/parking

Access is very important for retail stores. All retailers need good access for their customers 
and some need good access for their deliveries. (Think of how many lorries need to deliver 
goods to the big supermarkets on a daily basis.)

Access is all about getting in and out of the stores as easily as possible. Customers must be 
able to get there by car or public transport, park their car, walk to the store, get into the store, 
or find it, if they are new customers. 

The growth of out-of-town retail parks has depended on good accessibility with large car parks 
that are often free, bus stops nearby and large entrances to allow for many customers to visit 
the park in peak hours and avoid overcrowding. Also, they tend to have excellent delivery 
facilities well away from the customer areas (not always true with town centre locations).

Parking is a major consideration when people go shopping, and the increase in the number 
of cars on the road has caused access problems into town centres and city centres. Many 
areas have car parks, but these often come at a cost with fairly high parking fees, especially 
in popular areas. At peak times, such as Christmas, parking can be a major deterrent for 
potential shoppers and many now just stay at home and shop online. Therefore, choosing a 
location that has plenty of parking and/or free parking carparks may help to increase footfall.
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For each of the different retailers below, consider the importance of access and 
parking to the customer:

• pharmacy

• large supermarket

• local newsagent

• large electrical store selling goods such as TVs, washing machines and 
computers.

Infrastructure

Retail businesses need good sources of energy and water, efficient drainage and waste 
disposal and good transportation. Generally, in a developed country such as the UK energy, 
water and waste services are very good and can be supplied to most parts of the country.

Good transport facilities are important to retail business for numerous reasons; it is important 
that goods can be delivered to customers over long distances, and also vital to allow easy 
access to the store both for customers and employees. This is often an issue in older town 
centres that were not designed with modern transport needs in mind. The pedestrianisation 
of town centres has improved areas for customers but has made making deliveries more 
difficult.

Out-of-town shopping facilities have been developed close to roads to the benefit of both 
suppliers and customers with their own transport, or within easy access of public transport. 
Some retailers have moved away from town centres and cities to less urban locations, near 
to motorways, to avoid traffic congestion. 

Good communications and postal services can also be important, and in the digital age where 
many retail businesses communicate via the internet and through handheld devices, internet 
coverage (Wi-fi) can be essential.

1. What is meant by infrastructure?

2. Why is infrastructure important for retailers?
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Competition

The closeness of the shop to competitors is a major decision when deciding where to locate. 
At first glance, it might seem best to locate away from competitors as this will remove 
competition; however, it could also reduce footfall. 

For some businesses, it makes sense to be close to competitors as this can increase footfall. 
A city centre location will inevitably lead to competitors being close to each other, but each 
retailer will be confident that they can compete by having better products, lower prices or 
more effective promotions. A good example of this is mobile phone shops. Many are next 
door to each other or a close distance away, so when a consumer is looking for a new phone 
they can visit all at the same time. If one mobile phone shop decided to locate in another area 
of the town it is highly likely that the consumer will not bother to visit its store as it is too far 
away and they already have 3 or 4 stores to choose from. There are many historical examples 
of retailers selling the same products locating near to their competitors.

Using the internet find out the types of retailers who located on the following London 
streets:

• Carnaby Street

• Bond Street

• The Kings Road

• Brick Lane.

The growth of shopping centres and out-of-town retail parks has also resulted in a 
concentration of the same type of retailer in a single location. However, there are some 
retailers, who may wish to be located away from competitors as the competition may be too 
great and they will not be able to compete on price or have a better range of products. For 
these businesses, when they look at locating, they will be looking for locations where there is 
low or no competition.
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A small-scale independent retailer wants to open a convenience store in your 
local area. The store is aimed at selling everyday household products to the local 
community. The store will need loyal customers to make repeat purchases if it is 
going to make a profit. The owner is aware that the products on sale will be similar 
to those on sale in the major supermarket’s smaller shops, such as Tesco Metro and 
Sainsbury’s Local.

1. Have a class discussion on where you think this small-scale independent 
retailer should locate in your local area.

2. Give reasons for your suggested location.

Local demographics

The demographics of the area where the retail store is to be located is very important. 
Demographics is concerned with the population size, the age distribution, types of 
households, ethnic minority groups and income of customers. Put simply, are the right type 
of customers in the area and is there enough footfall to make enough sales? For example, 
locating a Chelsea Football Club shop in Liverpool would not be the best idea!

A retailer will consider all these demographic factors when locating a store. The large 
supermarkets will always look at demographic data before they decide to open a new store 
in a new area. The range of products offered in the store will often be different for large 
retailers, depending on the characteristics of the local population. 

The retail business must select a location that matches what they sell to the needs of their 
potential customers.

Consider the following factors: 
•  income 
•  age 
•  population size 
•  type of household.

for the following retailers when deciding where to open a new store: 
•  TK Maxx 
•  Jimmy Choo shoes 
•  Go Outdoors 
•  John Lewis.
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Greyfield retail park is on the outskirts of a town. It is situated at the edge of an 
industrial estate which has offices and workshops. Close by is a leisure centre and 
within half a mile is a traditional local shopping area.

Below is map of the Greyfield retail park.

Ceri’s Sofa Store was recently set up by Ceri Thomas who had been made redundant 
by a town centre department store.

1. Outline two of the benefits Ceri might gain from locating her business in 
Greyfield retail park.

2. Explain one possible disadvantage Ceri’s Sofa Store may face locating at this 
site.

3. Suggest and explain an alternative site for Ceri’s business.
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1. Jaz Roberts is planning to set up a delicatessen in a small market town. He 
would like to concentrate on selling premier expensive food to attract better-off 
customers with high paid jobs.

 Jaz is considering a number of different sites to set up his shop.

 Outline the main factors Jaz should take into account when deciding on the best 
site to locate his business within the town.

2. Using ICT, design a grid like the one shown below. You will have to expand 
the grid as you type in your answers. Complete the grid by summarising the 
location characteristics for each of the different location types.

Urban Rural Local Transport 
hubs

Shopping 
centres

Out-of-
town 
retail 
parks

Costs

Access/parking

Footfall

Infrastructure

Competition

Demographics



Past Paper Questions

2015

Scenario 1

DD Organic Shop is located on a large housing estate within the town of Ashtown.

The shop offers a wide range of food and drink and is owned by Mr Daniel porter and his 
wife Diane.

A new supermarket is soon to open on the outskirts of the housing estate, and the cost of 
parking in a nearby car park is to increase, both of which are of concern to the owners. 

1  (b)   (i)   Identify which of the following location types is described in Scenario 1.  [1]

Tick () one box only

1  (b)   (ii)  Explain how the following location characteristics might affect the DD Organic  
     Shop business.  [4]

     Parking

     Competition

a. Shopping centre

b. Rural

c. Transport hub

d. Urban
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2015

Scenario 2

Zhang PLC (public limited company) is a large electrical retailer which operates in the UK. 
It specialises in selling home electronics and household appliances. The business has 
more than 120 stores throughout the UK, many of which are located in out-of-town retail 
parks.

Zhang PLC's main objective is to be the largest electrical retailer in the UK by 2020.

The majority of Zhang PLC stores are located in out-of-town retail parks; however, the 
company is considering the opening of new stores in city centres in order to meet its 
2020 objective.

2  (d)   (i)   Complete the following table by explaining:  [8]

One advantage of a city centre location: One disadvantage of a city centre 
location:

One advantage of an out-of-town retail 
park location:

One disadvantage of an out-of-town 
retail park location:
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2016

Scenario 3

Two fashion designer friends, Izzie James and Ollie Smith, have designed a range of 
fashionable waterproof clothing called Rainwear Chic. The products include raincoats, 
trousers, hats, gloves and scarves, all of which are available in a range of colours.

Izzie and Ollie plan to sell the waterproof clothing in their own shop which is located in a 
busy shopping centre. The shopping centre attracts around 1 million shoppers each week 
and has nearly 200 shops and stores.

They also intend to sell their clothing through their own website. Rainwear Chic products 
will be available from Autumn 2016.

The Rainwear Chic business is likely to be affected by a range of location characteristics 
in the shopping centre, such as those given in the box below.

3  (c)   Explain how the location characteristics given in the box above might affect the   
   Rainwear Chic business.  [6]

Access Competition
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2016

Scenario 1

An outdoor market has been held in the busy town of Proudham for more than 400 years. 
Every saturday 50 stalls are set up in the old town square which is in the centre of the 
town and surrounded by shops. The stalls offer a wide variety of products such as locally 
made crafts, fresh fruit, fresh vegetables and clothes. The stallholders operate as either 
sole traders or partnerships.

The stallholders are required to pay £20 to hire a stall each Saturday.

Proudham town centre benefits from good access roads, a bus station and two public car 
parks.

Proudham’s market stallholders are likely to be affected by a range of location 
characteristics such as:

1  (b)  (i)  Explain the importance of the above two location characteristics to the   
     market stallholders.  [4]

1  (b)   (ii)  Explain two disadvantages to the stallholders of the market’s location. [4]

Good access roads Car parks
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2017

Scenario 3

Poppy Anderson is the owner of a small flower shop called Poppies which is located in 
a large town. The town has a population of nearly 50,000 and includes a university, a 
hospital, a college, six schools and a large engineering factory.

The unemployment rate in the town is only 1.2%

Poppies is a well established business that has been making a small profit over the last 
three years. Poppy has set a financial objective to increase profits by 5% in 2018.

Poppies flower shop is located on the busy high street.

3  (c)   Explain two advantages of Poppies’ location as described in Scenario 3.  [4]
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2018

Scenario 1

Antoinette is a sole trader who owns a business which operates from a kiosk located in 
a small shopping centre. She sells a wide range of well-known perfumes. The business is 
well established and has been operating for seven years.

Antoinette has been informed that a shop selling perfume is to open soon in a nearby 
street and that the rent for her kiosk is to increase by 10%. However, Antoinette is 
determined to maintain the profits of the business.

1  (c)   Explain the likely effect on Antoinette’s business of:  [4]

    (i) the opening of a new shop by a competitor

    (ii) the 10% increase in rent

Scenario 3

JJ's Foodstores PLC is the largest independent food retailer in Wales and currently operates 
80 stores. Most of their stores are located in out-of-town retail parks.

The business has been operating for over 30 years in Wales but now has plans to expand 
the business into England. All new stores will be hybrid.

3  (c)  (i)  Explain two advantages to JJ’s Foodstores PLC of being located in out-of-town  
     retail parks. [4]

3  (c)  (ii)  Explain two dis advantages to JJ’s Foodstores PLC of being located in out-of-  
     town retail parks. [2]
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2019

Scenario 3

Bristol Airport is one of the UK's fastest growing regional airports. The number of 
passengers who pass through this transport hub has continued to grow in recent years:

As well as the duty free store there are a number of well-known retail businesses located 
in the airport including Accessorize, Superdrug, WH Smith, M&S Simply Food, Claire's and 
JD Sports. Passengers are required to check into the airport at least 2 hours before their 
flight.

3  (b)   What is meant by a transport hub?  [2]

3  (c)   Explain ways in which a retail shop in a transport hub may differ from a retail   
   shop on a high street. [4]

3  (d)   Evaluate the decision by retail businesses, such as Superdrug and WH Smith, to   
   locate a retail shop in a transport hub in addition to their high street shops.  [6]

Year Number of passengers

2016 7 610 780

2015 6 786 790

2014 6 339 805
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AC2.3  Suggest methods used by retail 
businesses to achieve objectives
Retail businesses can use a wide variety of methods to achieve their objectives. The methods 
they use will depend on a number of factors including, the type of products they sell, the 
scale of their retail business and what objectives they have.

The methods that can be used include:

• marketing initiatives

• diversification

• staff training 

• using stakeholder support

• new retail channels

• improvements to stores/shops.

Marketing initiatives

Marketing is a very important function for any retail business. Marketing is the process of 
identifying customer needs and satisfying those needs at a profit in such a way that the 
customer will buy the product or service again and again. In other words, it is the art of 
making it as easy as possible to get potential customers to buy products and services.

In a very competitive business environment, marketing is important for retail businesses, as 
without it businesses will be unable to sell enough of their products and services to make a 
profit.

Marketing involves the following activities:

Finding out who your customers are and what they want

Without customers, a retail business will fail. Any successful retail business must be able to 
identify potential customers and then be able to understand the reasons why customers are 
willing to pay for the products it is selling. Retail businesses that look after customer needs 
will be rewarded with customers that are loyal and continue to spend their money on their 
products and services.

Every product a retail business sells must be aimed at potential customers. A retail business 
must consider what the needs of the customers are before it decides to invest money into 
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opening a store or selling online. Many new retail businesses have failed as they assumed 
that customers would buy their product or service – they failed to identify customers and 
consider what the customers needed. Established and successful retail businesses have also 
introduced new products or services that were not popular with customers and turned out 
to be failures.

Most retail businesses sell their products to a wide range of people – its market – and may 
divide these into smaller groups called segments. Market segmentation splits up a market 
into different types (segments) to enable a business to better target the relevant customers 
with its products. This allows the business to make different products to meet the different 
needs of each group. 

The market segment at which a retail business aims its products is called its target market. 
The market is divided into groups of people with similar characteristics, each group making up 
one segment. The different segments will have products or services with common features or 
made up of customers that make buying decisions which are based on common factors. The 
most common ways that the market for a product is segmented is by age, gender, income 
and lifestyle.

1. For each of the products below, think of how the market is divided up into 
different segments:  
•  bicycles 
•  ice cream 
•  cars 
•  laptops.

2. Argos sells a range of beds to attract customers with different incomes, 
preferences and lifestyles. They have over 300 children’s beds, over 250 divan 
beds and nearly 400 bed frames. 
 
The cheapest children’s bed is on sale for £59.99 and its most expensive is 
£749.99. Their divan bed range includes 4 divan beds on sale for between £50 
and £200, 159 beds on sale for between £250 and £500 and 10 beds on sale for 
between £1,000 and £2,000. 
 
Purchasing and storing so many beds will be very expensive for Argos. Explain 
why it stocks such a wide range of beds.
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3. Visit the retail websites listed below, and through looking at the way in which 
the website is designed and functions and the range of products that its sells, 
identify who you think are the main target markets for the retailer: 
 
•Hollister 
•Innocent Drinks 
•Audi 
•PlayStation Store.

By targeting customers and providing them with products and services that satisfy their 
needs, a retail business will benefit by:

• dividing up the mass market – to offer products that match the specific needs of the 
customer. By only offering mass market products, customers will not get a product 
that satisfies their particular need and they are likely to look elsewhere. Offering a 
range of products within a mass market will more likely match the product to the 
specific needs of the customer.

• targeting the right products at the right people – all consumers are different, and 
market segmentation allows a retail business to sell products that attract different 
types of customers. Customers will have different needs, different amounts of money 
to spend, use different advertising media that will grab their attention and buy in 
different places. Consumers are usually willing to pay a higher price for a product 
that fulfils their needs. Segmentation allows the retail business to focus its products 
and other marketing activities, such as advertising, on the right people so that it is 
targeting likely customers. Marketing activities can be tailored to attract the right type 
of customer.

• satisfying customer needs – in a competitive market it is essential that a retail 
business sells products that will satisfy customers and make them want to come back 
and become loyal customers. By selling products for different ages and life stages, a 
retail business can retain customers as their needs change. Retail businesses will try 
to make a customer believe that the products they provide are an essential need and 
only they can satisfy this need.

• increasing sales and profits – by giving customers what they want, retail businesses 
will attract more customers and may allow them to charge higher prices. Retail 
businesses will try to develop a unique selling point (USP) for their products, which 
allow them to make their shop stand out from competitors and result in higher sales 
and profit. A business that can clearly identify the right type of customers will be able 
to target them and ignore customers who are unlikely to buy from its shops. This can 
save time and money (reducing costs) in trying to attract customers who are unlikely 
to be able to afford the products or who will have no interest in buying it. Different 
customers will have different amounts of disposable income that they are willing to 
spend. By offering products and services at different prices a business will be able to 
capture as many customers as possible.
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Market research is concerned with finding out information about the market in which a 
retail business operates. It involves collecting data that can be analysed to find out about 
customers, competitors and market trends. Market research will attempt to discover what 
potential customers need and what they want to buy to enable the retail business to make 
decisions which are more likely to lead to success.

Many retail businesses today think that they are more likely to do well if they listen to 
consumers and give them what they want. Market research can be carried out in a number of 
different ways and normally involves asking questions that are relevant to the retail business. 
The information that can be found out through market research can include: 

• what type of customer will buy from the shop

•  how often consumers will buy products

•  where it is best to locate a new store

• what the customers think about the customer service in the shop

• what improvement can be made to the shop

• how easy it is to use the online shop

•  the price consumers expect to pay

•  what customers don’t like about the shop

• what promotional activities will make customers buy more products.
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Producing a product that meets customers’ needs at a price they are 
willing to pay 

Retail businesses need to sell products that satisfies customers’ needs at the right price, 
which customers are willing to pay, and which makes a profit for the business. This sounds 
easy, but in a competitive environment it can be difficult to achieve. The products that a retail 
business sells are often considered the most important aspect of marketing – get the product 
right and people will buy it. However, business is not as easy as this. Most retailers will sell 
a range of products in their shops. Consider supermarkets, they sell thousands of different 
products and even a selection of different choices and brands for one product. This is called 
the product range.

Select one of the main supermarkets and visit their website or one of their stores. For 
the products listed below find out how many different versions of the product they 
sell:

• toothpaste

• razors

• frozen chips

• crisps.

1. Record the number of different versions for each product.

2. Explain, using one of the examples above, what is meant by a branded product.

3. Note the different prices charged for the different versions of the same 
product. Why do supermarkets sell a range of the same products for different 
prices?

Identify the product range sold by the following retailers:

• Carphone Warehouse

• ASOS

• Independent florist

• B&Q.
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When deciding what products to buy and who to buy them from, a consumer will often 
consider the following product features:

•  reliability – is it fit for the purpose for which it was designed, and does it do the job 
well?

•  quality – is the product top of the range or budget?

• design – how does the product look, its size, colour, weight and shape?

•  flavour – how does the product taste?

•  image – the product needs to create its own identity.

• features – what can the product do?

• packaging – shape, size and design.

Retail businesses can also offer some extra features to make buying the products from them 
more appealing, such as:

•  pre-sales service – such as credit facilities

•  after-sales service – such as free service/repairs of products

•  manuals – instruction booklets

•  guarantees – such as extended warranties.

1. Investigate a local small-scale independent retail business and state: 
 
•  its business name 
•  its type of ownership 
•  its range of products and services 
•  its competitors.

2. Explain why you think this retail business provides a range of different 
products.

3. Identify any extra product features this retail business offers its customers.

4. Identify the different market segments this retail business is targeting with its 
products and services.

Many retail businesses will try to make their products different from those offered by 
competitors. By altering the design, the features, or some other aspect of its product, the 
business can target certain groups, attract more customers and charge higher prices. This 
can be done in a number of ways:
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Product design and innovation – the way in which a product is designed will help it stand 
out from competing products. Many customers will be enticed by attractive designs that make 
the product appear superior to alternative products. The different functions of products 
can also offer customers different experiences; some products have unique designs and 
functions that make them different from other similar products on the market. For example, 
the iPhone is updated every year or so with small but innovative features that improve it from 
the previous model. Superior design can also give the product higher quality and reliability 
which can lead to customer loyalty.

Businesses selling electrical products such as televisions, audio equipment, laptops, 
smart phones etc. often make their products different by offering different designs 
and functions for customers.

Sony adapts the design of its televisions to appeal to different target markets.

Each year Sony will introduce new designs with improved visual and audio functions 
with cosmetic features. For example, the model below promises to give customers 
the best viewing experience:

AG9 | MASTER Series | OLED | 4K Ultra HD | High Dynamic Range (HDR) | Smart TV 
(Android TV) 

Be in the moment with true-to-life pictures and acoustics to match. Beautifully 
detailed images combine with our Sound-from-Picture Reality™ for a captivating 
audio-visual performance. With unmatched processing power, the Picture Processor 
X1™ Ultimate detects hundreds of different objects on screen and intelligently 
enhances brightness, detail and colour so everything you watch is clear, bright and 
incredibly realistic.

Source: www.sony.co.uk

1. Visit the Sony website to find out the range of televisions it sells. Note the 
prices.

2. How do design and features make the product different from competitors’ 
products?

3. Explain why products that have innovative design and features can increase 
prices.

http://www.sony.co.uk
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Unique selling point (USP) - successful retail businesses will aim to have at least one unique 
selling point. This is something which sets its product or service apart from its competitors’ 
in the eyes and minds of potential customers. A USP may encourage and give potential 
customers a reason to purchase the products of one retail business rather than those of 
another business. Having a USP will help to maintain customers and create customer loyalty. 
If a business does not have a USP, then:

•  the business will be just like all the others

•  customers will tend to compare its product with others purely on price

• the business will have no clear competitive edge, and there will be no outstanding 
reason for customers to consider buying from it.

1. Identify three different products with a unique design, in your opinion, that 
makes you wish to buy them. Describe why you like the product and what 
makes it stand out from similar products.

2. Are you willing to pay more for a product that has a design you like? Explain 
your answer.

1. Consider the USP of the following retail businesses:

• The Co-op

• Esso petrol stations

• Lush cosmetics

• Kia cars

• Apple stores.

2. Identify two other retail businesses that you think have a USP.

Explain why having a USP is important in a competitive retail market.
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Branding – a brand is a named product which:

• customers see as being different from other products and services

•  is easily recognised and identifiable

• builds its image with a recognisable design, name, logo, promotion and packaging

• allows a business to charge a higher price for the product or service

• is viewed by consumers as superior to other products offered by competitors

• may develop a loyal following of customers who are willing to make repeat purchases

• represents certain values, benefits and personality to consumers.

Product design and innovation, the name of the product, how the product is promoted, the 
USP and the packaging all contribute towards the branding of a product. All retail businesses 
will want to create a strong brand for the products they sell as it will lead to increased sales 
and profits. Strong branding means that a retail business may be able to charge a premium 
price for the product. This is a price that is higher than those of competitors.

Many retail businesses will sell the Olay brand. Explain 
why the Olay product shown is a good example of a strong 
brand.

There are two main reasons why customers are willing to pay premium prices for branded 
products:

• The quality of the product is usually higher. The brand will place emphasis on the 
quality and consumers will think that the quality is higher than competitor products.

• Brands are advertised heavily. Advertising and other forms of promotion mean that 
customers are more aware than they would otherwise be.

However, creating a strong brand is very expensive due to the high cost of constant advertising 
as the product has to be kept in the consumer’s eye. Consider how often you see adverts for 
the main supermarkets, mobile phones cars and perfume.

Name the top ten brands in the world (according to research).
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Brands v. own brands

A product which is sold under the brand name of a supermarket chain or other retailer, 
rather than under the name of the business which manufactures the product, is known as 
an own brand.

Own brands are usually cheaper than the branded products. Often own brand products are 
of a similar quality to that of branded products but can be sold for lower prices due to savings 
made in promotion and packaging costs. A concern for businesses like Nestlé, Hovis and 
Heinz is that customers might consider own brands just as high-quality as more expensive 
brands.

1. Explain the advantages and disadvantages of buying an own brand product 
instead of a branded product. 
 
 
                              V                                                                V 

2. Are you willing to pay more for a product that has a design you like? Explain 
your answer.

Marketing also involves getting the price right, so that the product is affordable to customers, 
but at a price which allows the retail business to make a profit.

Retail businesses want to sell at high prices, but consumers want to buy at low prices. If 
the price is too low then there will be a shortage, as no business wants to sell products that 
will lead to it making a loss. If the price is too high, there will be a surplus of products as 
consumers are not willing to pay the price and will not buy the product. So, businesses and 
consumers have to agree on the market price.

Most retail businesses operate in a competitive market, so the price they charge customers 
has to compete with the prices charged by competitors. By offering a superior or well-known 
product, a retail business can create a higher demand for the products it sells, and this can 
affect the price it charges, compared to other competitors. Having a USP or a strong brand 
can help a business charge higher prices.

The price a retail business decides for its products will also depend on its overall objectives. 
For example, if the objective is for growth and increasing market share, the business may 
decide to set lower prices and accept lower profit margins in the short term to allow it to 
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become the market leader. In the long term it may then raise prices when it has established 
a strong position in the market.

Most retail businesses will use what is called market-led pricing, which is choosing a price 
based on the market and competitors. For example, as a consumer you will expect to pay a 
certain amount for a can of fizzy pop or a pair of socks. If a retailer started to sell cans of fizzy 
pop or socks at a much higher price than you expect then, unless they have some USP, you 
will not be prepared to pay the increased price. Also, if Tesco sold a tin of Heinz baked beans 
for 85p and Asda sold it for £1.25, consumers are likely to go to Tesco and not Asda.

1. Consider the pricing that could be charged for a retailer selling the following 
products:

• a unique product – all the alternative products are considered inferior

• a product that is very similar to many other products that are available to 
buy.

2. Identify two examples for each of the types of products in the bullet points 
above.

Many retailers will charge similar prices for similar products. This is called competitive 
pricing. This is where retail businesses will charge similar prices to other businesses – their 
competitors. The businesses will compete by using non-price competition, such as the quality 
of the product, advertising and branding.

This takes place in markets where there is a lot of choice, where there is no one superior 
brand and where there is not much difference between products. 

Petrol retailers find it impossible to compete on brand – no motorist cares what brand of 
petrol goes into the tank. Consumers will not pay more for Shell petrol because they like the 
petrol! So, the petrol companies will all charge similar prices and will compete on a non-price 
basis – providing good customer service, being open for 24 hours, selling a good range of 
products, cashpoint machines, promotional offers, loyalty cards.

In addition to competitive pricing, retailers will often use some clever pricing methods to help 
them sell more of their products. These include:

Penetration pricing - This is when a business charges a very low price when the product is 
introduced in order to get lots of people interested in it. This will help gain market share very 
quickly. The product will be advertised as a special introductory offer. This is often used by 
supermarkets and other retailers selling everyday household goods. This is a useful method 
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of pricing if the market is very competitive and difficult to get into because it is dominated by 
a few big businesses. When the product has become established the business will increase 
the price.

This pricing method can help establish brand loyalty – when the price of the product does 
rise from the initially low level, customers will continue to purchase it. A problem is that when 
the price is increased, consumers may refuse to continue to buy the product. The business 
will hope that it has built up brand loyalty by the time it raises the price. However, if the price 
is set too low, customers may take the view that the product is low quality and therefore will 
not purchase it in the first place. 

Visit your local supermarket and identify examples of penetration pricing. Are there 
many other similar products to the one with the low initial price?

Skimming - This is the opposite of penetration pricing. It is setting a high price when the 
product is introduced to the market. It will then be lowered later. There should be a potential 
high demand for the new product for this method to be effective. Skimming will result in high 
profits but not high sales.

It is often used for new technological products such as game consoles, smart televisions, 
computers, mobile phones etc. It is also used if the product has a USP and gives something 
new to consumers. This strategy helps to make the product desirable.

The idea is to introduce it as a luxury good, charging a high price for it so that only the wealthy 
or enthusiasts (called early adopters) buy it. Often businesses need the initial top price in 
order to recoup the development costs. Eventually the price drops after they have ‘skimmed’ 
the market – taking off the top layer of consumers who have more money to spend. When the 
price drops, the products become available in the mass market and everybody buys them.

When the iPhone 5 was launched in 2012, the price was £699 for the 64GB model. 
Every year since then it has reduced in price, and in 2017 it was on sale for £189.99, 
with the price even cheaper in some outlets. In 2018 it was declared obsolete by 
Apple. In 2019 Apple launched the iPhone 11, at a price of £1 049.

1. Explain how this is an example of skimming.

2. Consider why Apple can use skimming when introducing new products.
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Your local supermarket sells the following products. Decide if they would use 
penetration pricing or skimming when they are launched onto the market.

• toothpaste

• Amazon echo

• chocolate bar

• pet food

• DVD box set

• Dyson vacuum cleaner

• vegan ready meal.

Psychological pricing is a very common method used by most retailers. The retail business 
wants the consumer to respond to its prices on an emotional, rather than on a rational basis. 
The policy of pricing goods just a little below a round figure, such as £19.99, is an example of 
psychological pricing. Most businesses use this aspect of psychological pricing, whether it is 
for a 99p product or a car priced at £29 995.

Businesses using this tactic hope to convince potential purchasers to buy their goods in the 
belief that they are getting value for money. Using words such as ‘only’ and ‘best deal’ will also 
help to convince customers that they are getting a good deal.

Loss-leaders are used by large scale retailers, often supermarkets. This is when a retail 
business sells a product at cost price or at less than cost price, to gain a share of the market. 
Once the business has established a customer base it will raise the price. This is similar to 
penetration pricing, but loss-leaders are selling their product for a loss or no profit, whereas 
for penetration pricing a small profit might be made.

Loss-leaders are also used by businesses who know that the product they sell will lead to the 
consumer having to make further, more expensive and profitable purchases. The expectation 
is that the retail business will generate further sales of some form, elsewhere in the business. 
The additional sales that occur will hopefully recoup the initial loss and subsequently make 
a profit for the business. The classic example of this has been supermarkets selling goods 
like bread, milk and vegetables at a loss in order to attract customers into their stores. An 
increasingly common example, which is much more controversial, is supermarkets selling 
heavily discounted beer and wines.

Other examples of loss-leader pricing include free mobile phones, where profits will be made 
on line rentals. Most mobile phones are now sold on a loss-leader basis.
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Promoting the product or service to persuade customers to buy it

Promotion is telling the public about a product and persuading them to buy it. It is the 
communication between the retail business and the customer. It involves:

• making the customer aware there is a product for sale

• explaining to them what the product is

• making the customers aware of how the product will satisfy their needs

• persuading them to buy it.

Explain why the following products and retail businesses have to be marketed:

• mobile phones

• a sofa retailer carrying out a sale

• a supermarket selling seasonal products for Christmas

• vegan chocolate

• new energy drink.

However, promotion can be expensive, so retail businesses have to think carefully about how 
to spend their money on promotion and marketing initiatives. 

There are a number of marketing initiatives a retail business can use to promote its products 
and services, including:

• advertising

• sales promotion

• direct marketing.
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Advertising

Advertising includes any paid messages sent to customers about a retail business or its 
products. Advertising tries to persuade customers to buy from a retail business. Persuasive 
adverts try to convince consumers that they cannot survive without the product and they 
must have it. There are many ways in which adverts can persuade people to buy a product.

Give examples of different ways an advert can be persuasive. Think of the adverts you 
watch on television and the internet to help you.

Look at the informative advert for Fab Foodstores. By changing the lettering, using 
more adjectives (like smashing, wonderful, special, amazing, awesome etc.) and 
adding images and colour, produce a persuasive advert.

FAB Foodstore

Would like its customers to know that 
this week we have reduced the prices of 
the following products:

Bread

Eggs

Cheese

Butter

Beans

Potatoes
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Advertising is carried out through the media. There are many types of media that can be 
used; the most popular are:

• television advertising

• radio advertising

• newspapers advertising

• magazines

• posters and billboards

• transport

• cinemas

• leaflets and flyers

• direct or junk mail

• online advertising.

The type of media used will depend on:

• the target audience – it is important to use the media that customers and potential 
customers use.

• the size of the market – local and small businesses will use different media to large 
and global businesses.

• the size of the advertising budget – advertising is expensive, and a business must use 
media that it can afford.

Advertising media project

Select one large-scale retail business and one small-scale retail business from below:

1. Carry out research to find out what advertising media the two selected retail 
businesses use.

Large-scale Small-scale
Boots Garden centre
Marks and Spencer Carpet and wooden floor retailer
DFS Local convenience store
Very Seaside gift shop
Wren Kitchens Market stall selling greeting cards
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2. Collect examples and produce a file with a range of examples.

3. Explain why you think these retail businesses use their chosen advertising 
media.

4. Consider the target markets the adverts are trying to appeal to.

5. Explain how the content appeals to the targeted consumers.

6. Compare and contrast the advertising media used by the large-scale and small-
scale retail businesses. Consider the cost, the target audience and the size of 
the market in your answer.

Online advertising on the internet has rapidly grown to become a major medium of choice for 
retail businesses. Businesses now spend more of their advertising budget online than on any 
other medium. There are many different types of online advertising including:

• websites

•  adverts on search engine results pages

• pop-up advertising

• adverts on social networking sites

•  advertising directly to e-mail, often called spam.

In addition, in recent years there has been a huge growth in the use of:

Digital advertising – the use of technology in online advertisements, e-mail, social media 
websites and mobile devices in a dynamic and interactive way.

Social media – businesses can use social media sites to advertise products and services 
and they are suitable for targeting adverts at specific customers. Social media is used by 
most consumers throughout the world; advertising on the most popular social media sites 
will potentially attract many consumers. Many marketing experts believe social media to be 
the most effective medium to advertise new products in order to build brand awareness. 
Businesses hope that users of social media will share their views of products and services with 
their social network to help businesses increase brand awareness and broaden customer 
reach. The interactive parts of social media give customers the opportunity to ask questions 
or voice complaints and feel they are being heard. An increasing number of social media sites 
allow purchasing of products and services directly from their site. Many customers also use 
social media to ask questions directly to the business and they are seen as a key customer 
service tool.



92 R e t a i l  B u s i n e s s  U n i t  2

LO2 Understand the business environment in which retail businesses operate

The most popular social media websites used in the UK in June 2019 were, in order of users:

1. Facebook 40 million 
2. YouTube 37.1 million 
3. LinkedIn 27 million 
4. Instagram 24 million
5. Snapchat 16.9 million
6. Twitter 13.6 million 
7. Pinterest 10.3 million 
8. Tumblr 9 million
9. Reddit 6.6 million
10. Google+ shut down

These websites are popular with different types of people; for example, LinkedIn is popular 
with professional adults, and Tumblr is popular with teens and young adults. Retail businesses 
can use the social media platforms that best match their target market and have to realise 
that the popularity of sites changes constantly with new social media sites starting all the 
time.

Find out the population of UK and discuss how important social media is to retail 
businesses.

Blogs – these are a discussion or an informational website, a type of journal or diary, set up 
by individuals and businesses. The blog is frequently updated with the views of the blogger 
and a place where thoughts and interests can be shared. Businesses that set up their own 
blog can use it to advertise their products and services and direct readers to their website. 
Blogging relies on the blogger to constantly update the blog, which gives new content that 
keeps the business fresh in the eyes of the reader. 

Blogging also helps to develop relationships with potential and existing customers by asking 
questions and allowing feedback. Retail businesses can reward bloggers who mention their 
products in a positive way with discounts and free products. Blogs are used by businesses 
of all sizes, giving small businesses the opportunity to spread awareness through a cheap 
and popular medium, and large businesses can come across as more personable and less 
corporate and give the impression that the views of readers are important to them. 

One of the most common ways individual bloggers can make money is by having adverts on 
their site. When bloggers get enough traffic on their site, advertisers will approach them to 
advertise their products. Bloggers can also make money by reviewing products.
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Read the following information and answer the questions that 
follow:

What can a blog do for your small business?

The blogging movement is picking up speed as businesses begin to realise the 
benefits of blogging. Discover what a business blog can do for you.

According to Pyra Labs Blogger, ‘A blog is a web page made up of usually short, 
frequently updated posts that are arranged chronologically – like a what’s new page 
or a journal’. The term is actually weblogs, coined by Jorn Barger in 1997.

The boom of weblogs happened in 1999 when several companies and developers 
made easy-to-use blogging software and tools. Since 1999, the number of blogs on 
the Internet has exploded from a few thousand to over 100 million.

Blogs can fall into two general categories:

• Personal blogs: a mixture of a personal diary, opinion posts and research 
links. 

• Business blogs: a corporate tool for communicating with customers or 
employees to share knowledge and expertise. 

Business blogs are sweeping the business community. Blogs are an excellent method 
of sharing a company’s expertise, building additional web traffic, and connecting with 
potential customers.

What does blogging provide to small businesses?

• Blog software is easy to use. Simply write your thoughts, link to resources 
and publish to your blog – all at the push of a few buttons. Blog software 
companies such as Movable Type, Blogger.com and Typepad all offer easy 
blogging tools to get started.

• Blogging is a low-cost alternative to having a web presence. For small 
business owners without the time to learn web html or the money to hire 
a designer/developer, blogging offers an inexpensive method to get your 
company’s name out on the internet.

• Updating the weblog is a much quicker process than contacting a web 
designer with changes or doing the coding and uploading yourself.

• Business blogs provide your small business with a chance to share your 
expertise and knowledge with a larger audience – a powerful benefit for 
consultants and knowledge workers.



94 R e t a i l  B u s i n e s s  U n i t  2

LO2 Understand the business environment in which retail businesses operate

Blogs do have a downside. Blogging does not provide the functionality of web pages, 
has limits for e-commerce solutions and can be time-consuming with regular posts. 
But with minimal costs, it may be advantageous to start blogging.

Is your small business blog-ready?

Adapted source: https://bit.ly/2RWcSs9

1. Explain how a blog may be used by a retail business to advertise.

2. Why is blogging a good way for a small business to increase awareness of it?

Mobile advertising is a method of advertising that appears on mobile devices such as 
smartphones, tablets or PDAs that have wireless connections. The adverts can be tailored 
to individual consumers through using their browsing history and geographical location. The 
use of digital media has meant that these adverts can be high-quality graphics and videos. 
Versions of web-based adverts and material are adapted to appear on smaller screens. The 
recent increase in m-commerce (buying products through handheld devices) has increased 
the use of mobile advertising.

In addition to image and banner adverts, mobile advertising also includes click-to download 
adverts, where users are directed to the website, and click-to-call adverts where users can 
directly call the seller. Push notifications are also used – these are messages that pop up 
on the device and can include a number of different types of information, including sports 
scores, weather and traffic messages that can also contain adverts.

Internet advertising is relatively cheap and is effective at reaching specific target groups 
searching for a particular site. Businesses of all sizes can use online advertising; the costs are 
significantly lower than more traditional advertising media. However, interactive and digital 
websites and adverts can still be expensive to create and to maintain.

Two common formats for online advertising are floating advertisements, which float above 
the content of the screen, and pop-ups, which are new windows that open in front of the 
current window being used. However, pop-up advertisements are often seen as a nuisance 
by web users and so they may be ignored.

A great advantage of online advertising is that it can reach a global audience. Placing adverts 
online can be a cost-effective way of reaching many people.

Using a cost-per-click model (CPC), advertisers only pay when users click on their advertisement. 
With a cost-per-view model (CPV), advertisers pay when a targeted user visits the advertiser’s 
website.

https://bit.ly/2RWcSs9
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Retail businesses can also target specific consumers through the increasing use of data being 
stored online. Browsing history can be used to target products and services at web users who 
show a particular interest in certain products.

1. Thistle Ltd, based in Edinburgh, manufactures and sells tartan-themed clothing 
on its website. Its products are very popular in Europe, the US and Japan. 
 
Describe ways in which it could use online advertising to attract potential 
customers.

2. Technology has had an enormous impact on the way in which retail businesses 
can advertise and promote their products.

a. Evaluate how technology has impacted on the advertising activities of  
small retail businesses.

b. Discuss how technology has changed the way in which large multinational 
retail businesses have adapted their advertising.

Point-of-sale advertising is a promotion that takes place where the product is sold. 
Manufacturers will provide posters, leaflets and displays to retail businesses to promote the 
product. There may be large displays in prominent places in shops to help sell the product. 
This form of advertising tries to tempt consumers to make impulse buys.

In recent years businesses have used digital point-of-sale advertising in shops that use videos 
and sound to make the advertising more attractive and persuasive. Some point-of-sale 
advertising is also interactive through the use of touch screens.

Restrictions have been made on products that are considered unhealthy. Supermarkets have 
agreed to reduce or take away point-of-sale material for sweets and chocolates at checkouts 
and no point-of-sale material is now allowed for cigarettes.

Retail businesses will not just use one advertising media, they will use a mix to make sure 
they communicate with as many possible customers as possible. This mix will usually have a 
consistent theme across all advertising media.

Explain, with the use of an example, what is meant by an advertising media mix.
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All media have their own advantages and disadvantages. The retail business must 
choose the right media for it and the one that will have the biggest impact on 
customers, whilst also considering what it can actually afford.

Select appropriate advertising media for the following retail businesses by creating a 
suitable advertising media mix:

• O2 launching a new set of monthly deals for a range of different mobile 
phones 

• Nike selling its sports clothing across the world

• Hideki Tanaka, a sole trader who sells pottery from his workshop.

Identify the advertising media illustrated in the images below:
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Sales promotion

Sales promotion is an attempt to give a boost to sales and there are many methods a business 
can use. Businesses will carry out sales promotion in addition to their advertising and will use 
their advertising mix to communicate their sales promotion to their customers.

There are a number of different sales promotion methods a retail business could use, and 
the method it uses will depend on:

• the product or range of products it sells

• the size and scale of the business

• the objective of the business

• the target markets

•  the cost of the sales promotion

•  the expected result of carrying out the sales promotion

•  external factors such as economic climate and technology

•  the type of market the business operates in. 

The most popular methods used by businesses include:

Buy one get one free (BOGOF)

A method of promotion used by many retail businesses for a range of products. Usually used 
for low or medium cost household or food products. This is not used for high value products 
for obvious reasons. Customers are attracted by getting two products for the price of one. 
Variations of this include buy two get one free and buy two and get one half price.

Boots uses mix and match 
promotion

1. Outline why this is an example/
variation of buy one and get one 
free.

2. Explain the reason why Boots uses this sales promotion method.
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Discounts

A good way to get people to notice a product is to give a money-off deal. 
Money-off coupons can be used when a retail business wants to encourage 
consumers to buy a particular product. Discount vouchers can also be used 
to give money off future purchases. Many supermarkets give money-off 
coupons with till receipts to encourage customers to come back and use 
them at a later time.

The most common method used for discounts is holding sales at different times of the year. 
Sales are very popular with consumers; everybody likes the thought of getting a bargain. 
Sales are used for every type of product and service at different levels of price.

Consider the last time you bought a product in a sale.

•  What was the product?

•  How much discount was given by the retail business?

•  Would you have bought the product if it was not in the sale?

•  Why do you think the retail business is willing to sell certain products at 
discount prices?

Read the article and answer the questions that follow:

Black Friday sales rush reported by retailers

UK shoppers have rushed to buy Black Friday bargains, as retailers and payment 
firms report strong sales activity for the annual discount event.

Barclaycard said it had seen a record number of transactions on Friday, while Argos, 
John Lewis and Currys PC World reported a surge in orders.

Online retailers said initial figures indicated Black Friday, now into its third year, had 
topped expectations.

In the UK, analysts expect sales on Friday to have topped last year's £1.9bn, with 
people hunting for discounts ahead of an expected rise in prices in 2017.

Barclaycard, which processes nearly half of the credit and debit card transactions in 
the UK, said payment transactions were 6% higher than last year’s Black Friday.
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The Nationwide Building Society said purchases by its customers were up 13% on a 
year ago, while the discount retailing site TopCashback reported a 43% increase in 
spending over last year.

Many retailers are stretching the one-day shopping extravaganza over several days. 
Amazon and some supermarkets started their sales up to ten days ago.

The total for the following four days is forecast to rise to more than £4bn once the 
weekend and Cyber Monday – an online-only event – are included.

The Black Friday promotions at the end of November are the start of a longer, more 
drawn-out peak season, which begins with most of the activity online and then moves 
in-store as we get closer and closer to Christmas day.

Increasingly, Black Friday, which came to the UK in 2014, is becoming an internet 
bonanza. According to the online retailing association IMRG, well over half the spend 
will be done online.

Warnings have been issued to shoppers over the dangers of getting carried along by 
Black Friday marketing.

‘The key is to make sure you only buy items you were looking for anyway, and not 
because you fall for the marketing hype’, said Gary Caffell, from MoneySavingExpert. 
‘There are some great deals out there but make sure you do your own price 
comparisons, as prices can fluctuate wildly from store to store – don’t just take a 
retailer’s word for it that something is a bargain.’

Paul Martin, KPMG’s UK head of retail, said, ‘For retailers, it has always been 
questionable whether Black Friday really benefits them in the long run, and in the 
current environment of rising costs and squeezed margins, perhaps it’s even more 
so.’

Asda opted out of Black Friday in 2015 and again this year following chaotic scenes 
among bargain-crazed customers in 2014. Next, Ikea and fashion chain Jigsaw have 
also declared themselves Black Friday refuseniks.

Jigsaw chief executive Peter Ruis called it ‘a complete and utter deception’. He said, 
‘In fashion, over 50% to 60% of Black Friday purchases are returned. It stays in the 
supply chain for two or three weeks, churns around, everyone’s lost the chance to sell 
it and it just goes straight into the sale at 50% to 60% off.

‘It is a double whammy: loss of profit, loss of margin, and that product just sitting 
around in supply chains,’ he said.
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Mr Mulcahy of IMRG said it can work for companies to stay out of the discounting ‘if 
they play it well’. He said, ‘Not everybody likes Black Friday. Some people absolutely 
hate it.’

Source: https://bbc.in/2O3sn07

1. What is Black Friday?

2. Outline why retailers use events such as Black Friday as a sales promotion 
method.

3. Explain why some retailers do not participate in Black Friday.

Look at the websites for three retail businesses in the following industries:

•  Supermarkets

•  Cars

Describe the sales promotion carried out and compare how the three businesses use 
sales promotion to try and boost sales.

Better value

Better value offers are very popular and include increasing the quantity of the product sold 
for the same price. The packaging and advertising make it very clear that customers are 
getting more for their money. This is very popular with food and household products.

Explain why businesses may prefer to offer a better 
value deal, like the example shown in the link below, 
instead of discounting the price.

https://bbc.in/2O3sn07
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Customer loyalty cards

This form of sales promotion allows customers to collect points electronically every time they 
make a purchase with a retail business and are rewarded with money-off or cash coupons. 
These cards are meant to ensure that customers will keep returning to the same store. This 
is popular with physical stores and online.

They also enable the store to build a database of its customers which will help when planning 
advertising or sales campaigns. Some small businesses can also use a loyalty scheme without 
the use of technology, instead using paper cards.

Supermarkets and other major retailers use loyalty card schemes. 
Explain the benefits to the business of using these loyalty schemes.

1. Describe how retail businesses use technology to help them use the data they 
collect through loyalty schemes.

2. Make a list of 6 retail businesses that have loyalty schemes. Select one of these 
and describe how the scheme works.

Competitions

Retail businesses offer prizes in competitions to encourage the customer to buy the product. 
Businesses have to be careful that the cost of paying for the competition is less than the 
expected increase in sales.

Often when people enter a competition, they are asked to provide information about 
themselves. The business running the campaign can then use this information for further 
marketing activities.

1. Explain why competitions can help a business increase sales.

2. Analyse the advantages and disadvantages to a retail business of using 
competitions as a sales promotion method.
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3. Why might small businesses not use competitions as a sales promotion 
method?

4. Describe how the following businesses have used competitions as a sales 
promotion method: 
 
•  Lidl 
•  Vauxhall cars 
•  Debenhams.

Free gifts

Free gifts may be given when a product is bought. It may make the product more appealing; 
a retail business can offer a range of free gifts to get the customer to buy the product more 
often.

This method is often used with children’s products. Children put pressure on parents to 
buy the product because of the gift and not because they want that particular brand. Retail 
businesses then hope that the customer will then continue to buy the brand when the free 
gift promotion ends.

Product trials

Product trials are often used in supermarkets, frequently for foods and drinks, in an attempt 
to attract new customers who may not have tried the product before. A product trial may 
involve the business setting up a small stall in the store and inviting customers to try its 
products for free.

Another example of a product trial would be taking out a prospective car buyer for a test 
drive.

Collect examples of sale promotions. Look in newspapers, magazines and shops and 
on the internet to collect examples. Create a sales promotion collage.

1. Explain the difference between advertising and sales promotion.

2. Identify and explain the factors that influence the choice of sales promotion for 
a retail business.
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3. Select one retail business from the list below and design a sales promotion to 
help it increase sales. 
 
•  Pandora 
•  John Lewis 
•  BMW 
•  Oxfam shops 
•  PrettyLittleThing 
•  SportsDirect

Direct marketing

Direct marketing is a promotional method that involves direct communication from a 
business to specific customers. It is a targeted form of marketing that presents information 
of potential interest to a consumer that has been identified to be a likely buyer.

Direct marketing will attempt to persuade target customers to buy products and services. It 
is different from mass advertising, as potential customers are identified and then selected for 
the advert or promotional activity.

Popular forms of direct marketing include:

Direct mail – sending promotional material to target customers through the post. This can 
include leaflets, brochures, promotional letters, newsletters, catalogues and coupons. This 
is often referred to as ‘junk mail’ and has a relatively low response rate. Many consumers 
simply ignore junk mail and most of it is thrown away. It can therefore be an expensive 
waste of money. However, a well-thought-out and attractive (in terms of how the document 
is presented, special offers and discounts) direct mail campaign can result in an increase in 
sales and awareness of the retail business. 

E-mail – this aspect of direct marketing has grown enormously in recent years with the 
continued growth and development of the web. Compared to direct mail it is a relatively cheap 
form of direct marketing and can also be introduced and carried out quickly. However, e-mail 
direct marketing also suffers from the same problems as postal direct mail, in that many 
internet users simply don’t read the e-mail or e-mail systems use spam filters to direct the 
e-mail to a junk folder. The vast number of e-mails consumers receive has resulted in many 
direct e-mails being ignored or missed. However, if a business carefully targets recipients 
of the e-mail and sends e-mails to consumers who, through their web browsing history or 
searches, have shown an interest in the product or service, or similar products and services, 
then the chances of increasing sales will improve.
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Telemarketing – this is when a business contacts the potential customer on the telephone. 
Although this is a relatively cheap form of direct marketing (many large businesses outsource 
the phone calls to call centres, often abroad where wages are lower), it also has a low success 
rate. It is often referred to as ‘cold calling’ and many consumers will hang up or ignore the call. 
Telemarketing is often used as a follow-up customer service call, and then tries to promote 
or sell additional products to the customer. This is also used to carry out market research.

Direct marketing can be successful as the communication can be made personal and 
recipients may feel it is an offer especially meant for them. It can also be cost effective as the 
marketing campaign is targeted at specific customers. This reduces the amount of material 
and time needed to run the campaign. Direct marketing is also easy to measure through the 
response rate and sales that have taken place as a direct result of the marketing.

However, to be effective, a business needs accurate customer records that are kept up to date 
and can be filtered to target certain customers. This may be possible for large retail businesses, 
but small-scale retail businesses may not have the technology or time to do this. Direct mail 
does have a negative image and many consumers not only ignore this communication but 
get angry when a business keeps contacting them for a product or service they do not want.

1. Outline what is meant by direct marketing.

2. How has technology changed the way in which direct marketing can be carried 
out?

3. Look in the inbox and junk folder of your e-mail account. Make a list of ten retail 
businesses that have sent you an e-mail. Are these targeted at you? Would they 
tempt you to buy their products or services?

Skoda direct mail example

Skoda direct mail example

Click on the following link to view the Skoda campaign: 
https://bit.ly/2RurmQF

To highlight the driver-assist feature on its Yeti model, Skoda sent out marketing 
postcards with an image of a couple of parked cars on the front with another one 
attached to the back. The recipient was instructed to remove the car on the back and 
place it in a specific place on the front of the card. As Skoda built in magnets, the car 
simply moved into the space available on the image.

https://bit.ly/2RurmQF
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The card, like the driver-assist feature, was innovative. Clever and well executed, 
Skoda’s postcard interacted with the recipient and conveyed a message without 
needing to say a word.

Explain how Skoda carried out an effective direct marketing campaign.

Making the product or service available to buy at the right place

A successful retail business must have its products available both where and when a customer 
wants to buy them. A retail business needs to consider:

• selecting the right outlet to sell

• where to sell geographically

• using e-commerce

• using multi-channels.

Selling products in the right place has been covered in Section AC2.2 - Explain the effect of 
location characteristics on retail businesses in different locations, although this focused on 
physical stores and not online channels. However, for most retailers, making their products 
available online is an important aspect of having products available to buy at the right place. 
Online retailing has been covered in Section AC1.1 – Describe forms of retail business.

A retail business will consider the various places (channels) that are available to sell its 
products in order to achieve its objectives, and choosing the right channel, or mix of channels 
(multi-channel), will depend on many factors, including:

• the type of product 

• the nature of the market

• the type of customer

• the size of the business

• the size of the market

• the resources available to the business

• how competitors distribute products and services.
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You have been appointed as a marketing assistant for a large-scale national retailer. 
Select the retailer that has appointed you.

You have been asked by the marketing manager to carry out some marketing 
activities to help achieve the main objective of increasing sales by 5% within the next 
12 months. You will produce a report to the marketing manager on your work. The 
report must include:

Part 1

• an identification of the targeted customers

• the main characteristics of these targeted customers

• the features of the products the retail business sells, including the extra 
features

• the USP of the retail business

• the brand image of the retail business

• the pricing methods used by the retail business

• a summary of existing advertising, sales promotion and direct marketing 
carried out by the retail business

• an identification of the channels used by the retail business to sell its 
products.

Part 2

• suggested new marketing initiatives to improve sales

• an explanation of how your suggested marketing initiatives will improve 
sales

• produce one example material for the new advertising, sales promotion or 
direct marketing you have suggested.
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Read the following information then answer the questions that follow:

How Marks & Spencer changed its marketing

Marks & Spencer (M&S) is a major British retailer with over 900 stores in the UK. 
It is a major clothing retailer in the UK, as well as being an upmarket food retailer. 
Since Marks & Spencer opened its first store in 1894, it has put its main emphasis on 
quality. It also had a reputation for offering fair value for money.

However, from 1973 to 2000 the company encountered serious difficulties when its 
reputation began to suffer. Rising costs of its British suppliers (unlike most of its 
competitors who imported their goods from abroad and were much cheaper), the 
outdated range of fashion, which people found dull and uninteresting, and its refusal 
to accept any credit cards all contributed to a drop in sales and profits. It was not 
considering its customers’ needs.

The company’s share price fell by more than two thirds, 
and its profits fell from more than a billion pounds in 
1997 and 1998 to £145 million in the year ended 31 
March 2001. The St Michael brand used as the selling 
label for all M&S products was discontinued in favour of 
Marks & Spencer and a new logo.

This was rolled out across store fascias and carrier bags. The St Michael name was 
subsequently adopted as a ‘quality guarantee’ and appeared as the St Michael Quality 
Promise on the back of food products, on the side of delivery vehicles and on in-store 
ordering receipts. This has since been phased out, although the store-ordering 
receipts given to customers still feature this ‘seal of approval’ on the bottom.

In 2004 a new brand under the ‘Your M&S’ banner 
was introduced; this is now its main advertising 
and merchandising logo. It uses clean fonts and 
modern colours to adapt the original green logo.
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The new television adverts for its food range have the 
tagline ‘This is not just food, this is M&S food’. They 
feature slow motion, close-up footage of various food 
products, described in a sultry voiceover to an enticing 
instrumental song – most notably Fleetwood Mac’s 
Albatross.

Both fans and critics have referred to these adverts as being food porn, with many 
other companies copying the idea, such as Aldi and, most recently, Waitrose.

A new store format designed by Urban Salon Architects won much praise and was 
rolled out across all stores. The full new look makeover was a reworking of store 
design, including the gutting of old stores, and installation of a brighter, more 
spacious, modern and contemporary design; replacing carpets and laminate floors 
with white tile throughout (black tile in Foods) thus opening the floor instead of 
having pathways; having new contemporary white mannequins in new designs and 
poses, new displays and kit such as new design clothing rails.

M&S was the first retailer in the UK to introduce self-checkout tills in the food halls of 
a small number of trial stores back in 2002. Self-checkout was implemented in the 
general merchandise sections in three trial stores in 2006 and is now in most stores.

M&S has opened over 600 Simply Food stores 
predominantly selling food but with most also carrying 
a small selection of general merchandise. Some of the 
stores are franchises.

1. Which elements of marketing was causing problems for Marks & Spencer?

2. How has Marks & Spencer changed its marketing methods to increase sales?

3. Why do you think it introduced a new logo?

4. Why has Marks & Spencer opened new outlets just for its food range?
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Diversification 

Diversification is when a business enters a new market in which the business is not currently 
active. It also involves selling the existing product to a new market segment or investing 
(buying) a different business which has nothing to do with the current business activity/
market. In other words, it is when a business sells new products that are different from what 
they currently sell.

A retail business may also diversify by expanding the business by buying one of its supplier 
businesses so that it takes control of its supply. An example would be a fashion retailer buying 
a factory where clothes are made or even a cotton farm.

The reason why a retail business will diversify is to try to attract new customers who will 
help the business increase sales and hopefully its profit. Diversification can also reduce the 
risk of over-reliance, which is concentrating the sales on a small number of markets and 
market segments. However, diversification can be risky as it can be expensive to invest in new 
products and markets, and the business may have no previous experience of the market and 
how to attract new customers.

The following retail businesses have all used diversification to make them grow.

For each business, describe how they have diversified and explain how this has 
helped their business become successful.

• Dyson

• Samsung

• Amazon

Harry and Jilly Francis own a clothing store in the centre of 
Manchester

The target market for the business is 18-35 males with an 
above average income. The store sells a good range of clothes 
and the business is doing well. The store is located in large 
premises that used to be an old factory; many customers enjoy 
the experience of shopping in the store as Harry and Jilly have 
kept some of the original features of the factory. The store is a 
popular venue and has an excellent reputation.
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Both Harry and Jilly want to expand the business through diversification; however, 
they have different ideas:

• Jilly wants to open a café within the store as there is plenty of space. This will 
be an upmarket eatery to serve hot food and drinks whilst the store is open.

• Harry wants to sell women’s clothes in addition to men’s clothes.

1. Explain what is meant by diversification.

2. Consider both Jilly and Harry’s ideas for diversification and recommend which 
one they should use. Give reasons for your answer.

Staff training

Retailing employs thousands of people and the industry is labour intensive. Although this 
can be an expense to a retail business, it is important that the staff are trained to deal with 
customers effectively. For many customers, the only contact they have with the retail business 
is through the assistants on the shop floor. It is therefore essential that these employees are 
able to satisfy the needs of the customers. 

A well-trained workforce will add to the appeal of the retail business as customers expect 
retail staff to be polite, helpful and know the details of what products they are selling. It is 
likely that if the employees of a retail business are well trained then the customer will be 
more likely to become loyal to the retail business and make return visits to the store to make 
purchases. 

Most employees have some weaknesses or gaps in their work skills, so training is organised 
by the retail business in order to strengthen skills that each employee needs to improve their 
performance in the workplace.

Having an effective training programme will have a number of benefits for the employer and 
the employee:

• Employee morale – training can help to motivate employees and make them 
feel valued in the organisation. Training will improve the skills and knowledge of 
employees, so as a result of training, employees will feel more confident in their work 
and may help them achieve promotion.

• Improved quality – training should result in employees being better at what they do. 
Employees should have more confidence and a better level of communication and 
problem-solving skills when dealing with customers. Effective training programmes 
will also create a flexible workforce, where workers are able to adapt to changes more 
easily and respond to unplanned events.
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• Improved customer satisfaction – training should improve employee performance, 
which in turn should improve the way in which customers are dealt with. As a result, 
customers will have a more positive experience when dealing with the business, which 
could result in improved customer loyalty, increased sales and ultimately increased 
profit.

• Being competitive – all the bullet points explained above will help to make the retail 
business more competitive and stay ahead of the competition. Any retail business that 
has a motivated and appropriately skilled workforce will be well equipped to satisfy 
current customers, attract new customers to grow the business, increase market 
share, sales and profit.

A business with a reputation for employing highly motivated and skilled workers, with an 
effective training program, will also attract the best calibre of job applicants that will help to 
keep the business competitive and more likely to succeed in a competitive retail environment.

Most staff training deals with:

• customer services

• health and safety

• product knowledge

•  systems knowledge – ICT/equipment.

1. Explain how well-trained staff will help a retail business achieve its objectives. 

2. Explain how poorly trained staff will impact on a retail business.

Consider the importance of product knowledge training for the employees of the 
following retail businesses.

• Currys PC World

• Lloyds Pharmacy

• TUI travel agents

• B&Q
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Class discussion

Using your own experiences, identify retail businesses where you experienced good 
and poor examples of:

• customer service

• product knowledge.

Discuss how this affected your view of the retail business and your choice of retailer 
for future purchases.

Using stakeholder support

Retailers in high streets and town centres are facing serious challenges from out-of-town 
shopping centres and the growth of online and mobile retailing. Many believe that high 
streets need to be social places with a vibrant evening economy and to offer something that 
neither shopping centres nor the internet can match.

Retailers have a number of different stakeholders who could support the business in achieving 
its objectives. These include local residents, other local businesses, councillors, customers, 
pressure groups, business support services, government, town teams, Portas pilots etc.

In 2011 the Portas review was carried out by retail expert Mary Portas. As a result of this 
review, Portas pilot areas were identified in 12 towns in England. These 12 towns were chosen 
to take part in a scheme to help revitalise the shopping area. The UK Government gave over 
a million pounds to finance the scheme.

Shopping choices shrink in Portas Pilot towns

Choices for shoppers in English town centres are 
shrinking, according to research for the BBC. A survey of 
12 government-funded "Portas Pilot" towns found nearly 
1,000 shops had disappeared in five years. The towns were 
awarded a share of a £1.2m fund, government support and 
access to retail guru Mary Portas.

But Ms Portas was critical of the scheme, saying it was a 
"weighted PR campaign" that hadn't kick-started growth. 
The Department for Communities and Local Government 
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said that following the pilot schemes, it was focused on "sharing the learning from 
successful areas".

The government will support people as they try to adapt and make the most of their 
High Streets, the department added.

The "Portas Pilots" were created to showcase innovative ways of getting people back 
into local shops.

The pilot areas are Bedford, Croydon, Dartford, Greater Bedminster, Liskeard, 
Margate, Market Rasen, Nelson, Newbiggin-by-the-Sea, Stockport, Stockton-on-Tees 
and Wolverhampton.

Over five years there's been a net loss of nearly 1,000 shops in the towns, a drop of 
17%. That equates to the loss of one shop every 22 days. The choice of shops also 
decreased. The number of shops selling big ticket items such as clothes and electrical 
goods declined in all but three of the towns.

Matthew Hopkinson, retail expert, said: "This is very common up and down the 
country. Because there are more empty shops in town centres, businesses from the 
fringes of these towns are relocating into the heart of town centres." He added: "This 
leaves more redundant space on the edge of town centres".  Empty spaces both in 
and out of town centres can be re-purposed for other uses such as for housing and 
offices.

Over the five years, vacancy rates in 10 of the 12 Portas town centres have fallen. This 
may be because different types of business move in, or because units are taken out 
of use. Mr Hopkinson said there are not more empty units, but there may be fewer 
shops in general.

Some councils are changing the use of buildings, or even knocking them down, or 
focusing the retail offer on a smaller area in the town centre, he added. Ms Portas 
told the BBC she predicted five years ago that there would be less retail space on 
High Streets.

At that time, she was asked by then Prime Minister David Cameron to review the state 
of UK High Street retail. 

She said there will be a continued contraction of town centre shopping in the years to 
come, adding: "There are areas of the country where people have cottoned onto this. 
"We're spending our money on eating out, socialising and well-being. Therefore we 
should be building the right places and spaces for the future to cater for how people 
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want to live." 

Despite being critical of the scheme, Ms Portas said she is proud of what her pilot 
towns have achieved. "Never underestimate people-power because that is what it 
came down to," she said.

But she told You and Yours that she had hoped her review would serve to highlight 
real issues facing the UK's town centres and that government would have taken more 
action. "That didn't happen. It was a weighted PR campaign which looked like 'Hey, 
we're doing something' and I hoped it might kick start something - but it didn't". 

High streets and town centres are at the heart of our local and regional economies 
- creating jobs, nurturing small businesses and injecting billions of pounds into our 
economy.

Following the Portas Review, the previous government launched the 'Portas Pilots' 
and provided £3.35m to 335 High Streets... with local teams creating projects to meet 
their own needs.

The focus now is sharing the learning from successful areas and making sure we 
support local people in realising the long-term potential of their High Streets and 
town centres."

Adapted source: https://bbc.in/2t2TZv0

1. Identify from the article the support given to retail businesses.

2. Using the Internet, carry out research to create a one-page fact sheet on Mary 
Portas and how she helps retail businesses. 

3. Why do governments invest time and money into helping to revitalise the high 
street?

It is in the interest of all stakeholders that retail businesses, especially small locally owned 
retailers, thrive in the community to employ local people and provide products.

https://bbc.in/2t2TZv0
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Explain how the stakeholders listed below can give support to retail businesses: 
 
•  local residents 
•  local authority councillors 
•  business support services 
•  pressure groups.

You may have to carry out some research to help answer this question.

New retail channels

One major way that retail businesses can achieve their objectives is by looking at selling 
their products in new retail channels. The use of different retail channels and multi-channel 
retailing has been covered in Section 2.2 – Explain the effect of location characteristics on retail 
business in different locations and in Section AC1.1 – Describe forms of retail businesses.

1. Explain how selling products in new additional retail channels will increase 
profits.

2. Explain the disadvantages to a retail business of selling products in new 
channels.

Improvements to store/shops

The retail environment is very competitive, and by carrying out improvements to stores more 
customers are likely to be attracted to visit. 

This could include maintenance to the outside of the store such as signage and repainting. 
In-store could include new fixtures and fittings, lighting, a wider range of services such as 
extra tills, a changing room, café, improved displays, in store signage and a greater emphasis 
on branding.

Small-scale and large-scale retail businesses all carry out improvements to their stores; 
however, these improvements can be expensive and will need a considerable amount of 
money to be invested.
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Extract from the Marks and Spencer article on page 108

A new store format designed by Urban Salon Architects won much praise and was 
rolled out across all stores. The full new look makeover was a reworking of store 
design, including the gutting of old stores, and installation of a brighter, more 
spacious, modern and contemporary design; replacing carpets and laminate floors 
with white tile throughout (black tile in Foods) thus opening the floor instead of 
having pathways, having new contemporary white mannequins in new designs and 
poses, new displays and kit such as new design clothing rails.

M&S was the first retailer in the UK to introduce self-checkout tills in the food halls 
of a small number of trial stores back in 2002. Self-checkout was implemented in the 
general merchandise sections in three trial stores in 2006 and is now in most stores.

1. Consider the cost to Marks and Spencer of these store improvements.

2. Explain why Marks and Spencer spent this money on improving their stores.

The Body Shop launches new concept store with activism zone & 
refill stations

The Body Shop hopes its new store concept will point a way forward in sustainability 
in retail. (Image Rowan Butler/The Body Shop)

The Body Shop has revamped one of its busiest stores to launch a new concept 
featuring an activism zone and refill stations. Returning to the roots of its founder 
Anita Roddick, shoppers are encouraged to get involved in the retailer’s sustainability 
campaigns.

The Body Shop, now owned by Brazilian company Natura, chose to makeover the 
store located across the road from Bond Street tube station in central London due to 
the strong footfall driven by workers and tourists.

The new store concept features a water station which has been installed for shoppers 
to refill bottles as well as a product refill area too, initially for shower gels.

The retailer did previously have refilling stations installed but abandoned the scheme 
20 years ago due to little enthusiasm from customers. However, the concept has 
been revived amid growing demand for reductions in packaging waste and greater 
efforts to help the environment.
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The fit-out of the Bond Street shop has also been accomplished with sustainability 
in mind, featuring materials rescued from landfill. In addition, shoppers who return 
empty bottles and containers will be able to gain vouchers. The store will also have an 
“activism corner” for customers to make their own change-making pledges.

The Body Shop managing director Linda Campbell told The Guardian that the retailer 
hopes to revive the mantra of its founder, who died in 2007, with new environmental 
and community-minded initiatives designed to remind consumers that it’s at the 
forefront of ethical business.

The Body Shop also said it would monitor responses to the new concept store and 
suggested that some of its features could be rolled out in shops across Europe and 
North America.

 Source: https://bit.ly/36wytMQ

1. Explain how The Body Shop has improved one of its busiest stores.

2. How has The Body Shop used its USP to improve the store?

3. Explain what is meant by “some of its features could be rolled out in shops 
across Europe and North America”.

In 2019, Boots announced plans to improve a number of its stores to compete with its 
competitors. In 2018, Boots experienced a 5.9% decrease in its sales from 2017.

As part of Boots’ strategy to try and increase sales, it plans to revamp 24 of its biggest 
stores with new modern spaces, signage, use of colour and live demonstrations 
offering tips and advice. Boots want to engage more with customers in-store and 
improve customer shopping experience.

1. What effect do you think these changes will have on Boots’ sales?

https://bit.ly/36wytMQ
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You are the owner of one of the retail businesses listed below. Select one of these 
businesses and then suggest improvements and design a new store layout that will 
help increase sales. Produce the design on a sheet of A3 paper (birds eye view). 
Consider social factors, cost and target market in your design. Write a brief report 
explaining the reasons for your changes.

Book store – the books are all stored on traditional 
bookshelves around the shop and in the middle of the 
shop (like a library); the till is located by the front of the 
shop. A large shop window is used to store bags and 
surplus books that can’t fit on the shelves.

Bakery – the bakery sells a range of bread, cakes, 
snacks, sandwiches and cold drinks. The bakery has a 
small area where customers can queue. Most of the 
bakery space is taken up behind the counter. All the 
products are behind the counter, and customers have 
to point out or ask the shop assistants to get what they 
want. The counter has one till, prices for the different 
products are written on blank card in front of the 
products. There is no more information available.



Past Paper Questions

2015

Scenario 1

DD Organic Shop is located on a large housing estate within the town of Ashtown.

The shop offers a wide range of food and drink and is owned by Mr Daniel porter and his 
wife Diane.

A new supermarket is soon to open on the outskirts of the housing estate, and the cost of 
parking in a nearby car park is to increase, both of which are of concern to the owners. 

1  (c)   (ii)   Explain two methods which Mr and Mrs Porter might use in order to achieve  
      their financial objective of increasing profits by 12% in 2015. [4]

Scenario 2

Zhang PLC (public limited company) is a large electrical retailer which operates in the UK. 
It specialises in selling home electronics and household appliances. The business has 
more than 120 stores throughout the UK, many of which are located in out-of-town retail 
parks.

Zhang PLC's main objective is to be the largest electrical retailer in the UK by 2020.

In order to meet its 2020 objective of being the largest electrical retailer in the UK, 
Zhang PLC plans to review its staff training.

2  (b)   Explain one way in which staff training might help Zhang PLC meet its 2020   
    objective.  [2]
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Scenario 3

Mapington is a busy town with a population of around 10,000 people. The town's high 
street has a mixture of retail businesses including franchises, charities, food outlets and 
some long-established shops such as grocers, bakers and butchers. During the last few 
years the footfall for the high street has declined and some shops have closed down. 
Temporary (e.g. pop-up) shops have sometimes rented the empty shops.

The town has a very active retailers' association which supports the town's retail 
businesses.

Mapington Retailers’ Association has proposed the following solutions in response to 
the decrease in footfall.

• Mapington Annual Food and Drink Festival

• Free parking for two hours.

3  (c)   Explain how each suggested solution might help Mapington Retailers’   
    Association achieve their objective of increasing footfall by 2016.  [4]
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2016

Scenario 1

Woody Toys is located in a small rural town. It is owned and operated by Teddy Pinetree 
who dsigns and makes a range of high quality wooden toys such as aeroplanes, boats, 
animals and puzzles. However, the shop has become run-down, and the toys are poorly 
displayed.

Woody Toys has loyal and regular customers, but sales have declined by 20% during the 
last three years. Teddy has therefore decided to close the shop, and sell his products 
through a new Woody Toys website. He hopes this will increase sales and profits.

In order to increase sales, Teddy Pinetree has decided to close the shop and sell his 
products through the new website.

1  (c)   Discuss how the new website might help Woody Toys to increase sales.   [4]

Scenario 2

Red Devil is a business which manufactures and sells a range of mobile phones and 
accessories.

The business has produced an exciting new model called RD6. As part of its marketing 
strategy Red Devil has decided to sell its new mobile phone through a number of in-store 
concessions across a wide range of different retailers.

Red Devil aims to increase sales and market share in the UK mobile phone market.

Red Devil is going to use its technological expertise for product diversification.

2  (c)  (i)  Suggest two suitable products into which Red Devil could diversify.   [2]

2 (c)  (ii)  Explain two advantages to Red Devil of diversifying into the products you   
     suggested in (c)(i). [4] 
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Scenario 3

Two fashion designer friends, Izzie James and Ollie Smith, have designed a range of 
fashionable waterproof clothing called Rainwear Chic. The products include raincoats, 
trousers, hats, gloves and scarves, all of which are available in a range of colours.

Izzie and Ollie plan to sell the waterproof clothing in their own shop which is located in a 
busy shopping centre. The shopping centre attracts around 1 million shoppers each week 
and has nearly 200 shops and stores.

They also intend to sell their clothing through their own website. Rainwear Chic products 
will be available from Autumn 2016.

Rainwear Chic will need to set objectives in its first year of business.

3  (b)  (i)  Suggest two realistic objectives for Rainwear Chic’s first year in business. [2]

3 (b)  (ii)  Suggest two marketing initiatives which might help Rainwear Chic achieve the  
     objectives you suggested in (b)(i).  [2]
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2017

Scenario 2

Ponsonby PLC is a public limited company. It is a UK based retailer offering a wide range 
of quality jewellery, watches and gifts. The business is a multi-channel retailer which owns 
100 jewellery shops situated on high streets throughout the UK.

The results of a recent customer survey showed that the majority of Ponsonby PLC's 
customers were female and aged over 40. The results also showed the levels of income, 
occupations and postcodes of the customers.

Ponsonby PLC’s main retail channel is its 100 shops.

2  (a)   Describe two other retail channels which Ponsonby PLC could use to sell its   
   products.   [4]

Scenario 3

Poppy Anderson is the owner of a small flower shop called Poppies which is located in 
a large town. The town has a population of nearly 50,000 and includes a university, a 
hospital, a college, six schools and a large engineering factory.

The unemployment rate in the town is only 1.2%.

Poppies is a well established business that has been making a small profit over the last 
three years. Poppy has set a financial objective to increase profits by 5% in 2018.

3  (b)  (ii)   Explain methods Poppy might use to achieve her financial objective of   
     increasing profits by 5%. [6]
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2018

Scenario 1

Antoinette is a sole trader who owns a business which operates from a kiosk located in 
a small shopping centre. She sells a wide range of well-known perfumes. The business is 
well established and has been operating for seven years.

Antoinette has been informed that a shop selling perfume is to open soon in a nearby 
street and that the rent for her kiosk is to increase by 10%. However, Antoinette is 
determined to maintain the profits of the business.

As a result of the new competing perfume shop opening, Antoinette has decided to 
introduce new marketing initiatives.

1  (d)  (i)   Suggest two possible sales promotions that Antoinette might consider   
     introducing for the business. [2]

As well as using sales promotion, Antoinette is also considering diversification in order 
to develop the business.

1  (d)  (ii)   Explain how sales promotions and diversification might help to develop   
     Antoinette’s business.  [6]

Scenario 2

i 2 i Ltd is a high street optician which offers eye tests and sells glasses and contact lenses. 
i 2 i Ltd is a national retail chain and franchise brand which has 200 stores throughout 
the UK.

i 2 i Ltd have set several financial objectives which they plan to achieve by introducing new 
retail channels and improving their shops.

i 2 i Ltd are considering improvements to their stores as a way to increase revenue.

2  (d)  (ii)   Explain how improvements to their stores might help i 2 i Ltd increase   
     revenue  by 2020.  [4]
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2019

Scenario 1

Antoinette is a sole trader who owns a business which operates from a kiosk located in 
a small shopping centre. She sells a wide range of well-known perfumes. The business is 
well established and has been operating for seven years.

Antoinette has been informed that a shop selling perfume is to open soon in a nearby 
street and that the rent for her kiosk is to increase by 10%. However, Antoinette is 
determined to maintain the profits of the business.

Lavish Ltd is considering diversifying its product range.

1  (b)  (i)   Suggest two suitable products that Lavish Ltd could diversify into which are   
     linked to their current product range. [2]

   (ii)  Explain one advantage and one disadvantage of diversification to Lavish Ltd.  
        [4]

The table below shows the profit made by Lavish Ltd in the last four years.

1  (d)  (iv)    Based on the change in profit from 2017 and 2018, suggest two possible   
      business objectives Lavish Ltd may set for 2019.  [2]

1  (d)  (v)    Apart from diversification, suggest and explain two other methods Lavish Ltd  
     could use to meet the objectives you suggested in the previous question (iv).   
        [4]

Year Profit (£)

2018 11.6 million
2017 12.4 million
2016 8.2 million
2015 7.8 million
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Scenario 2

Michael Stone is a well-known British designer who owns a number of shops selling men's 
clothes and accessories. he has a number of items left from his summer range and he 
wishes to clear the stock before he launches his winter range. he has decided to use eBay 
to set up an online temporary (pop-up) shop to sell these items at discounted prices.

2  (a)  (ii)   Explain three possible reasons why Michael Stone decided to sell his range   
     online rather than in a physical store. [6]

2  (b)    Explain one advantage and one disadvantage to Michael Stone, of selling last  
     season’s range at discount prices.  [4]
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