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We are excited about the prospects for the Aurora portfolio over the coming 

years; the stocks we own are cheap, the underlying businesses are generally 

doing well and we can monitor their progress regularly. 

A Note on UK Productivity 

By Gary Channon, CIO of Phoenix Asset Management Partners 

The UK looks a sorry place to be investing in these days. The dark cloud of what 

Brexit is going to look like overshadows everything. On top of that the common 

narrative to describe the UK laments a productivity gap with the rest of the 

world as a sign the country is losing the economic race and slipping down the 

world order. 

The data on which this narrative relies is correct in that it shows the UK's 

productivity as measured by output per worker has been slipping behind its 

peers (the world's major developed economies). However, we think there is an 

alternative explanation that paints a different picture. 

The UK, more than any other major economy in the world, has seen a big shift 

of retailing from physical stores to the internet. By November 2017, 20% of UK 

retail sales were online. E-commerce has been a boon for consumers, but it is 

having a huge impact on the economics and productivity of retailing. 

When customers visit shops, it doesn't count as employment but when 

someone else delivers goods to your door they have been employed to do so. 

In the past, retailers could efficiently supply goods to stores and leave it to 

customers to deal with the messy part of taking it home. That has now changed 

and as far as productivity is concerned, having loads of people arranging 

individual orders in warehouses and stores and armies of drivers dropping off 

items to individual's homes is incredibly inefficient. 

Despite 20% of retail sales having moved online, employee headcount in retail 

is still around the same level as it was before the rise of e-commerce. If 

headcount reflected the switch in activity from stores to online, then around 1 

million jobs should have gone. And yet the jobs haven't gone, partly because it 

is hard to downsize staff for a gradually reducing footfall but also because 

customer service expectations have gone up, which requires more staff. 

On top of that there has been a strong growth in the number of people 

employed in the distribution business, adding around 300,000 jobs in the past 

10 years. Home fulfilment has not added to output; they are simply sales that 

have switched from shops to online, although it has boosted headcount and 

thus reduced reported productivity (i.e. output per worker per hour). 

A similar effect has been going on in casual dining where UK consumers have 

been treated to an increase in venues beyond the level of demand. There has 

also been the emergence of a plethora of new services offering instant home 

deliver, none of them covering their costs; great for customers but terrible for 

productivity. 

One other major drag on UK productivity has been the Financial Services sector 

which, since the Credit Crunch 10 years ago, has been reined in from the 

excesses of where it had reached. Output is below where it stood then and as 

a proportion of the economy it has shrunk from over 9% to 7%. At the same 

time headcount has not reduced. Jobs in trading may have declined but they 

have been replaced by jobs in regulation and compliance. The overall effect is 

a big drop in productivity but in this case, a welcome and deliberate one. 
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Regulatory Notice: 

The investment strategy of 

the Aurora Investment Trust 

is the same as that of the 

Phoenix UK Fund. 

Aurora shares are eligible to 

be invested in an ISA. 

Neither the Aurora 

Investment Trust nor 

Phoenix Asset Management 

Partners run such a scheme. 

You should consult a 

financial adviser regarding a 

suitable self-select ISA 

provider. 




