A CRITICAL ANALYSIS OF EXTERNAL FACTORS IMPACTING HIGH STREET RETAILERS IN THE UK
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[bookmark: _Hlk193907119]Introduction
This report will outline how the retail scene on the United Kingdom’s high streets is rapidly transforming, especially due to the development of e-commerce, changes in buyer behaviour, and economic disruptions. High street retailers, once the foundation of British retail, are now facing significant challenges that affect their growth and viability (Heritage, 2017). The luxury retail sector, represented by Harrods, continues to be a significant presence on London’s renowned high street.
Harrods, famous for its legacy and international praise, demonstrates a high street retailer perfectly navigating these challenging times. Despite its success, Harrods remains vulnerable to external factors that influence the wider retail environment (Hurley, 2024). This report will examine the external factors impacting high street retailers in the United Kingdom, using Harrods as a case study to analyse challenges and strategies relevant to similar retailers. 
This report will also assess the significance of external factors influencing the current retail market in the UK using frameworks such as PESTLE, Porter’s Five Forces, and the Innovation Matrix and will offer recommendations for retailers, especially luxury retailers like Harrods, on how to address these challenges.
PESTLE Analysis
[bookmark: _Hlk193993261]The PESTLE framework is a strategic tool used to analyse the macroenvironmental factors influencing an industry (Gheibi, 2022). For high street retailers such as Harrods, understanding these causes is fundamental for adapting to market conditions. This report examines the political, economic, social, technological, legal, and environmental factors affecting the United Kingdom’s high street retailers.
Political Factors: Political factors significantly influence the retail environment, particularly due to the complications developing from Brexit. The UK's exit from the European Union has resulted in changes to trade regulations, tariff barriers, and supply chain disruptions (Nguyen Hoang Tien et al., 2019). Luxury retailers such as Harrods, dependent on imported goods from Europe and beyond, have experienced increased costs, reduced stock availability, and supply chain uncertainty due to Brexit. Political developments also impact Harrods' Royal Warrants, which are highly valued endorsements from the British monarchy (Hudson, 2020). The monarchy's endorsements serve as symbols of national pride and recognition, and changes in political leadership may influence the perception of these royal connections.
Economic Factors: The economic factors, especially following the COVID-19 pandemic and the cost-of-living crisis, have significantly affected high street retailers (Yeoman, Wheatley and McMahon-Beattie, 2016). Although Harrods' wealthy clientele is relatively protected from economic recessions, major economic instability has caused changes in consumer expenditure and reduced foot traffic. The economic recession, alongside inflationary pressures, has reduced the disposable income of numerous buyers, influencing their purchasing habits (Reyneke, Sorokáčová and Pitt, 2011). Luxury stores like Harrods must balance the need to stay exclusive with the need to serve both domestic and international customers. Many of these markets are affected by economic problems, such as changes in currency, especially the falling value of the British pound.
Social Factors: Social trends have experienced significant transformations recently. The rise of e-commerce and the growing demand for convenience have transformed buyer shopping behaviours. Although Harrods provides a premier in-store experience, the increasing dominance of online shopping creates a challenge (Pantano et al., 2018). Millennial and Gen Z consumers, skilled with technology, favour the convenience of online shopping, a trend that is especially pronounced in luxury retail, where digital interaction is essential for appealing to a worldwide clientele (Monteros, 2022). Furthermore, there is a significant societal motivation for sustainability and ethical consumption. As wealthy consumers become more environmentally conscious, retailers such as Harrods must modify their product varieties and business practices to reflect these principles (Hill, 2022). The change incorporates providing sustainable products, minimising waste, and implementing more environmentally friendly packaging.
Technological Factors: Technological improvements have deeply influenced the retail sector, especially in areas such as digital marketing, e-commerce, and customer experience. Harrods adopting technology is crucial for maintaining competitiveness in a rapidly evolving digital landscape. The transition to online shopping, particularly following the pandemic, has intensified the demand for an omnichannel strategy (Bottomley, 2024). Harrods has advanced in digital innovation, providing a complete online platform and services such as virtual shopping consultations and personal styling. However, the challenge persists in combining the digital experience with the esteemed in-store luxury experience for which Harrods is famous (Hill, 2022).
Legal Factors: Legal factors significantly influence the operations of retailers, such as Harrods, especially regarding consumer protection, data privacy, and labour regulations. The implementation of strict regulations such as the General Data Protection Regulation (GDPR) demands that retailers manage customer data securely (Martin and Palmatier, 2020). As a luxury retailer supplying to high-net-worth individuals, Harrods is likely to accumulate substantial personal data and must ensure complete adherence to these regulations to safeguard consumer privacy. Furthermore, labour legislation, incorporating the increased national minimum wage and modifications in employment regulations, has increased operational expenses for retailers. Harrods, recognised for its exemplary customer service, must ensure compliance with labour regulations while maintaining the elevated service standards anticipated by its clientele (Rusk, 2024).
Environmental Factors: Environmental sustainability is an increasing concern for both consumers and retailers. As awareness of climate change escalates, consumers anticipate that businesses will address environmental concerns. Harrods must prioritise sustainability in its product offerings, sourcing, and operations (Campos Franco, Hussain, & McColl, 2019). The luxury retailer has initiated measures by providing sustainable luxury products and implementing energy-efficient practices in its store (Schill and Godefroit-Winkel, 2021). Given the increasing significance of environmental considerations, Harrods must persist in investing in eco-friendly technologies and sustainable business practices to uphold its status as a responsible luxury brand.



Porter’s Five Forces
Porter’s Five Forces is a framework for evaluating the changing competitive aspects that influence an industry (Karagiannopoulos, Georgopoulos, and Nikolopoulos, 2018). We apply this analysis to Harrods, scrutinising the competitive pressures that impact its position in the luxury retail market.
Risk of New Competitors
The risk of new competitors in the luxury retail industry is minimal, mainly because of significant entry barriers. Creating a prestigious brand such as Harrods takes substantial financial investment, alongside the capacity to develop trust, exclusivity, and strong customer relationships over time (Kenan Arifoğlu and Tang, 2023). New luxury retailers may attempt to access the market, yet they will find it challenging to compete with Harrods' established reputation, prestigious location, and associations with Royal Warrants (Ajagunna, 2019). The emergence of digital-first luxury platforms establishes direct competition by providing convenience and exclusivity without requiring a physical store.
Supplier Bargaining Power
Harrods obtains its merchandise from various luxury brands, allowing suppliers a moderate degree of bargaining power. Luxury suppliers can impose conditions owing to the exclusivity and high-end nature of their products. Harrods can ease such constraints by utilising its brand authority and established connections with premier suppliers (Sweeney and Swait, 2008).
Buyer Bargaining Power
The negotiating influence of consumers in the luxury retail sector is moderate. Although Harrods' wealthy clientele may demonstrate low price sensitivity, the appearance of alternative luxury shopping platforms, both digital and physical, has granted consumers increased options (Ajagunna, 2019). Wealthy consumers possess access to a multitude of retailers providing comparable premium products, in consequence enhancing their negotiating power. Harrods distinguishes itself by the quality of its esteemed brand, outstanding customer service, and exclusive offerings, thereby diminishing the bargaining power of individual consumers (Hill, 2022).
Risk of Alternatives
The risk of substitutes for Harrods is moderate to high. Online luxury retailers like Net-a-Porter, Farfetch, and MatchesFashion offer consumers an alternative to traditional shopping, delivering convenience, competitive pricing, and an extensive product range. Additionally, the emergence of direct-to-consumer luxury brands, which prevent the necessity for intermediaries, intensifies competition (Ko, Phau and Aiello, 2016). Harrods' focus on its distinctive in-store experience, exclusive merchandise, and tailored services eases the risk posed by substitutes.
Competitive Conflict within the Industry
The competition in the luxury retail sector is increasing, with challenges arising from both physical retail establishments and digital platforms (Kenan Arifoğlu and Tang, 2023). Harrods competes with other luxury department stores, including Selfridges and Harvey Nichols, as well as upscale boutiques and international e-commerce platforms. Despite the competition, Harrods' symbolic status, customer loyalty, and Royal Warrants grant a strong market position. However, it must persist in innovating and distinguishing itself to sustain its competitive advantage.
[bookmark: _Hlk193993536]Innovation Matrix
The Innovation Matrix offers insights on how retailers can adjust to changing market conditions through the innovation of their business models and product offerings (Herbig and McCarty, 1993).  Harrods has adopted digital innovation to maintain competitiveness.  It has invested in digital platforms, augmented reality, and customised shopping experiences to address the evolving consumer preferences. Harrods must persist in innovating by incorporating advanced technology into its customer experience and investigating original business models, such as personalised subscription services or exclusive online-only collections, to maintain a competitive advantage.

Recommendations
The analysis suggests the following recommendations for high street retailers such as Harrods. 

Increase Omnichannel Integration: Harrods should increase its omnichannel retail strategy by integrating online and offline shopping experiences.  This could include tailored digital experiences, virtual consultations, and exclusive online events to address the increasing demand for convenience and personalisation in luxury retail.

 Improve Sustainability Initiatives: To address the increasing demands of consumers, Harrods must highlight sustainability throughout its entire supply chain.  This involves providing additional eco-friendly luxury products, minimising packaging waste, and investing in energy-efficient technologies in the store.  By adopting this approach, Harrods can attract environmentally conscious luxury consumers and distinguish itself from its competitors.

[bookmark: _Hlk193993648]Conclusion
The retail sector on the UK's high streets is experiencing substantial transformation due to various external factors.  Harrods, a luxury retailer, confronts challenges from political changes (such as Brexit), economic volatility, evolving consumer behaviours, technological advancements, and the growing significance of environmental sustainability. However, its famous brand, Royal Warrants, and commitment to innovation supports it to effectively manage these challenges. Using frameworks such as PESTLE, Porter’s Five Forces, and the Innovation Matrix establishes that Harrods must continue in adapting and innovating to sustain its leadership in the luxury retail sector.
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