Planning application P/2009/0746

Ecodyfi Annex C: Further analysis of likely impact on Machynlleth retail centre
Introduction

The application from Tesco is accompanied by a Retail Assessment (RA) and a Draft Capacity Assessment (CA). The CA consists of Tables showing the assumptions behind Section 7 in the RA, concerning the need for the proposed store.
This Annex examines the conclusion of the RA that the “Town centre’s viability will not be materially harmed by the predicted level of trade diversion to the proposed Tesco store” (paragraph 9.30). It should be read in conjunction with ecodyfi’s letter of objection dated 4 August 2009 and Annexes A and B.
For this purpose, the “town centre” includes the Spar and all other retail outlets in the town, apart from the Co-op and Harry Tuffins (which are dealt with separately, in paragraphs 9.32 and 9.33).
The application’s impact analysis does not include service businesses, such as legal and financial services, pubs, catering and accommodation businesses and hairdressers.
Retail analysts divide goods into two categories, thus:

· “Convenience goods” are those purchased for regular consumption, including food, groceries, drink, confectionery, tobacco and newsprint.
· “Comparison goods” are 'non perishable' goods purchased for long term use that are likely to be subject to comparison between suppliers before purchase, such as books, clothing and footwear, furniture, floor coverings and household textiles, radio, electrical and other durable goods, hardware and DIY supplies, chemist’s goods and jewellery.
Summary

The RA estimates that around 9% of town centre retail business will be displaced to the Tesco store (Para 9.30). By challenging the estimate of turnover of the proposed store, we estimate that the displacement will be up to 14.25%.
While the 9% displacement anticipated in paragraph 9.30 of the RA would be very serious for a number of shops, 14% would be disastrous for many, and would lead to a progressive deterioration in the vitality and viability of the town centre.

This will not be felt equally by the existing businesses; impact will depend on the degree of overlap between the ranges of goods at Tesco and the shop concerned. It follows that some existing shops will be hit much harder than average. Those will be the ones most at risk of being forced to close.
The effect would be amplified by a secondary impact on the local suppliers of those businesses that failed, including the ten legal and financial services businesses in the town.

If we are right, the town centre’s viability will be materially harmed by the predicted level of trade diversion to the proposed Tesco store. The application does not comply with Policy RP6 of the emerging Powys UDP and should be refused.

If we are wrong about the proposed store’s turnover, it will trade at much less than the Tesco company average. Therefore the building must be larger than is required for the anticipated sales levels, and by definition the applicant has not proved the need for a store of this size. In this case, the application contravenes policies SP7 and RP6 in the emerging Powys UDP, and sections 10.2.10 and 10.3.1 in MIPPS Planning for Retailing & Town Centres 2005, so should be refused.

A. Predicting the turnover of the Tesco store in 2014
The application’s methodology involves working out the “benchmark” turnover of the proposed Tesco store (that means, what it would be if it were to trade at company averages) - but then it ignores this figure and uses a much lower figure (supplied by “Tesco’s experts”) instead. Thus:
1. Turnover is found by multiplying sales area (in square metres) by sales density (in £ per sq m).
2. Table 5 says that Tesco supplied a figure of 1,711 sq m for the “Total Sales Area”. [As an aside, it is confusing for Paragraph 3.5 of the RA to say the “Net Sales Area” will be only 1,528 sq m. The note to it is badly worded, but perhaps explains that the difference is due to the space required for checkouts.]

3. Table 5 uses the company average split between convenience and comparison goods (and the company average sales densities for these two categories) to calculate a “Total Turnover” of £18.17M.

4. [As another aside, in working this out, Table 5 in the CA uses a benchmark (Tesco company average) turnover of £11,552 per square metre of sales space for convenience goods. This can be compared with the figure supplied by Tesco in their application to build a store in Holmfirth. This is £12,538 per sq m (8.5% higher). However, this is quoted as 2004 prices, so is not directly comparable to the £11,552 at 2005 prices. For this reason, we continue to use £11,552 in our calculations for now.]

5. So the application says (in paragraph 7.27) that a typical Tesco store of the size proposed for Machynlleth would have annual sales of £18.17 million at 2005 prices. This is referred to in paragraph 7.26 as the “capacity” of the proposed store.
6. But in the subsequent economic assessment, at paragraph 9.11, the RA says “For the purposes of examining impact, it is necessary to consider the forecast turnover of the store [emphasis added] rather than assume it would trade at the company average. In this particular case, we have adopted the expert forecasts produced by Tesco, namely £9.78 million for convenience goods and £2.29 million (including VAT) for comparison goods.” Adding the two categories together gives an estimate of £12.07 million. This is only two thirds of the benchmark turnover they calculated.

7. If the application’s forecast of turnover is accurate, it means that the building is larger than is required for the anticipated sales levels; by definition the applicant has not proved the need for a store of this size. In this case, the application contravenes policies SP7 (point v) and RP6 (i) in the emerging Powys UDP and sections 10.2.10 and 10.3.1 in MIPPS Planning for Retailing & Town Centres 2005, so should be refused.

8. If, however, the forecast is inaccurate, it follows that the impact on existing retail shops will be much greater than is stated in the application.

B. Why is Tesco predicting that its new store will under-perform?
Paragraphs 7.26 and 9.11 of the RA say that the proposed Machynlleth store will turnover at below company average. No explanation for this is given in the text at paragraph 9.11, though Section 7 shows how estimates of what the population spends have been taken into account. But this is a critical figure. It provides the basis for estimating the impact on the existing shops. The planning committee must understand that to say a store will under-trade is irrelevant; it’s like letting a tiger loose in the playground and saying that it’s not very hungry. Why would the store have such a low sales density (be too big)?

1. Is it because it will have a higher than average proportion of comparison goods, (which have a lower benchmark sales density for Tesco than convenience goods)? No; in fact the Tesco average is 36%, whereas paragraph 3.5 shows that the proposal at Machynlleth is to devote only 15% of the space to comparison goods.

2. Following this through, we can calculate how the 1,711 sq m is expected to be split at Machynlleth, as opposed to the benchmark split use in Table 5. 85% of 1,711 is 1,454 sq m of convenience goods. Applying the benchmark sales density of £11,552, we calculate a turnover of £16.8M. Similarly, 257 sq m of comparison goods trading at £8,965 leads to a turnover of 2.3M. The total is £19.1M.

3. The anticipated under-trading of the store has widened to £7.03M p.a. or 36.8%.
4. We can only conclude that this is intended to permit the easy introduction of additional sales lines into the store after opening. These are likely to be comparison goods, which would bring the proportion nearer the company benchmark. The most damaging of these to Machynlleth would be women’s clothes, since there are six such shops in the centre. Despite this, the RA notes the dominance of Aberystwyth over Machynlleth for clothing and footwear at paragraph 5.24, so it would not be surprising if Tesco saw this as a market opportunity. Or they expect the Co-op store to close and intend to accommodate all that trade.

C. Assessing whether the impact on Machynlleth retail centre is significant

1. Table 9 contains an estimate that £760,000 of the £12.08M anticipated turnover of the proposed store will derive from trade previously enjoyed by the smaller shops in Machynlleth. This represents 6.3% of the Tesco turnover.
2. Using the precautionary principle, let us instead use the benchmark calculations for total turnover of the proposed store, of £19.1M (see points 5 and 9, above). 6.3% of this would be £1.2M.
3. £1.2M is 14.25% of the £8.44M turnover that Machynlleth town centre can anticipate in 2014 (if there were no Tesco), according to Table 9. 
4. While the 9% displacement anticipated in paragraph 9.30 would be very serious for a number of shops, 14% would be disastrous for some, and would lead to a progressive deterioration in the vitality and viability of the town centre.

5. It would be amplified by a secondary impact on the suppliers of those businesses that failed, including the ten legal and financial services businesses in the town. Small shops tend to use local services such as these, whereas chain stores do not.
Can Machynlleth shops afford to lose 14% of their business? Local knowledge leads us to say no, and this is backed up by evidence in the application.

6. Table 4A calculates the benchmark (theoretical) turnover of convenience goods in Machynlleth centre shops as being £1.52M. This compares to the £2.09M of estimated actual turnover in Table 8A. Thus, these shops are said to “over-trade”, that is, to perform better than they would be expected to. Tesco would argue (as it does in paragraph 9.30 of the RA) that they can afford to lose some business and remain viable. This disguises the fact that these figures include the Spar shop, which is much bigger than the butcher, baker and other convenience shops. These smaller, more distinctive, shops are vulnerable.
7. Similarly, Table 4B calculates the benchmark (theoretical) turnover of comparison goods in Machynlleth centre shops as being £9.26M. This compares to the £5.49M of estimated actual turnover in Table 8B. So these shops are said to be under-trading, and therefore should be considered vulnerable to loss of trade.

In contrast to the assertion in paragraph 9.30, we believe that the town centre’s viability will be materially harmed by the predicted level of trade diversion to the proposed Tesco store. Therefore the application does not comply with Policy RP6 of the emerging Powys UDP and should be refused.
It is worth noting the Inspector’s Decision on the Appeal by Tesco in Sheringham, dated 8 September 2008. Although Sheringham is much larger than Machynlleth, the description of the retail situation has considerable resonance. In paragraphs 18-24, the Inspector concludes that a 15% diversion of trade from the Town Centre would be unacceptable.
D. Impact on the Co-op

Table 9 shows that 16.6% of the proposed store’s turnover is expected to derive from the Machynlleth Co-op and 7.3% from the Tywyn Co-op.

Applying these percentages to the revised benchmark turnover of the proposed Tesco store in point B2 above (£19.1M), it is possible that £3.17M and £1.39M respectively will be lost by Machynlleth and Tywyn Co-op stores. These equate to 51.7% and 33.2% of their anticipated turnovers (in the absence of a new store).

Both stores are vulnerable to closure; Machynlleth because it is such a high proportion; Tywyn because it is already under-trading (as shown by comparing Tables 4 and 9).
If the Machynlleth Co-op were to close because of a new Tesco, a town centre store would have been replaced by an edge-of-centre store. This is an unacceptable planning outcome. It runs counter to the principle of using sequential sites (MIPPS Planning for Retailing & Town Centres 2005).  Experience elsewhere shows that town centre stores are more effective in bringing associated spend to other town centre shops than are edge-of-centre stores. In 1996, a survey by Somerfield of 12,000 people doing their main shop at a Somerfield store at 33 sites found that for every pound spent in one of its town centre stores, an average of 46 pence was spent at other nearby shops. But at edge-of-centre stores this linked spending more than halved to 21 pence for every pound spent at the supermarket. [Quoted by Competition Commission (2000) Supermarkets: A report on the supply of groceries from multiple stores in the United Kingdom, Vol 2 para 13.74]
In fact their outlook may be worse than this. While Table 4B indicates the application’s assumption that 19% of the Coop store space is devoted to comparison goods, no allowance for diversion of comparison goods is made in Table 8B. This inconsistency requires an explanation.
E. Another apparent inconsistency

· In Tables 4A/4B, the Net Sales Area in column 2 has the same areas for the retail chains in both Tables, but different figures for the Tywyn and Machynlleth town centres between the two Tables (Convenience and Comparison areas).

· Column 3 appears to show what proportion of this area is devoted to the relevant category of goods, but this doesn’t appear to work for the town centres, since both Tables have a 30% reduction for Tywyn and Machynlleth.
· A spreadsheet reproducing the figures is attached to explain what the apparent problem is.

This inconsistency requires an explanation.
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