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Executive Summary

The global retail industry stands at a critical inflection point, navigating a confluence of forces where persistent
macroeconomic pressures, a fundamental restructuring of supply chains, disruptive technological advancements,
and a fractured consumer psyche are converging. Survival and growth in this new era demand unprecedented
agility, strategic investment in resilience and intelligence, and a fundamental rethinking of the core value
proposition. The sluggish growth outlook - projected in the low single digits for sectors like fashion' and a
modest 2.7% to 3.7% overall in the United States'® - belies the radical internal transformation required to

succeed.

This report provides a comprehensive analysis of the multifaceted challenges confronting the retail sector
globally. It dissects four converging crises that define the landscape of 2025:

e The Economic Squeeze: Retailers are caught between cautious, price-sensitive consumers still reeling
from the "sticker shock" of recent inflation and a high-cost operating environment. This environment is
marked by sticky inflation, rising wages due to labor shortages, and increased borrowing costs that stifle
investment and compress already thin margins.

e Operational Fragility: The era of prioritizing pure cost efficiency in supply chains is definitively over.
Persistent geopolitical tensions, punitive trade tariffs, and the escalating frequency of extreme weather
events are forcing a paradigm shift. The new imperative is to build supply chains that are resilient,
transparent, predictable, and ethically sound, even at a higher nominal cost.

e Technological Disruption: Artificial Intelligence (Al) has transitioned from a futuristic concept to a
core business driver, offering clear paths to hyper-personalization and breakthrough operational
efficiency. However, this same digital dependency creates massive vulnerabilities. Retailers are now on
the front line of a cybersecurity war, where sophisticated threats can irrevocably erode public trust and
cripple operations.

e The Consumer Paradox: The modern consumer is a complex and often contradictory figure. They
simultaneously demand extreme value and low prices while also seeking sustainability, brand purpose,
and seamless, experience-rich shopping journeys that blend the physical and digital worlds. In this
environment, traditional brand loyalty is eroding, replaced by a more transactional, value-driven, and
ethically conscious mindset.

The old playbook, which relied on globalized, low-cost supply chains and mass-market appeal, is now obsolete.
The strategic path forward is clear but challenging. It requires leveraging technology not merely for enhancing
the customer experience but for achieving deep operational intelligence. It necessitates building resilient,
diversified, and ethical supply networks. Most importantly, it demands that retailers adapt their business models
to serve a fragmented and economically stressed consumer base across vastly different global markets. The
following table provides a high-level overview of these interconnected challenges.
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Table 1: Overview of Interconnected Challenges

Challenge

Category
Macroeconomic
Gauntlet

Supply Chain
Imperative

Technological
Revolution

Evolving
Consumer
Psyche

Workforce in
Flux

Core Challenge
Description

Persistent inflation, rising
interest rates, and cautious
consumer spending create a
low-growth, high-cost
environment.
Geopolitical instability,
trade tariffs, climate risks,
and ethical sourcing
demands force a shift from
efficiency to resilience.

Al and automation offer
transformative potential for
personalization and
efficiency, but also create
massive cybersecurity
vulnerabilities.

Consumers are paradoxical:
price-sensitive yet value-
driven, demanding
sustainability but unwilling
to pay a premium.
Pervasive labor shortages
are compounded by a
critical digital skills gap, low
morale, and high attrition
rates.

Primary Impact on
Retailers

Severe margin compression,
reduced discretionary
spending, and an intense
focus on value over brand
loyalty.
Increased operational costs,
inventory volatility, and
reputational risk. Requires
significant investment in
diversification and
technology.
Opportunity for
competitive differentiation
and new tevenue streams
(e.g., retail media), but high
risk of data breaches and
trust erosion.
Eroding brand loyalty, rise
of resale/"dupes," and the
need for seamless
omnichannel and
experiential retail.
Increased labor costs, poor
customer service, and an
inability to capitalize on
technology investments.

Key Supporting Data

"Low single-digit revenue growth
forecast for fashion"'; "84% of
consumers plan to cut back
spending"'2

"92% of retail executives are
pursuing reshoring/nearshoring"®;
"Container costs up 300% on some

routes™*

"Global spend on retail tech to
grow 10% annually (2024-2028)"*;
Shoplifting increased by 14% in
2024*

"56% of consumers value lower
prices over brand loyalty"'? "67%
of shoppers unwilling to pay more
for sustainable products"?

"More than 50% of retail activities
can be automated"'?; "45% of
employers aren't priotitizing

training to address skills gaps"2®

The New Economic Reality: Navigating a Low-Growth, High-Cost Environment

The global economic landscape for retailers in 2025 is defined by a challenging duality: consumers who are

financially constrained and psychologically cautious, and an operating environment where costs continue to

climb. This section analyzes the key economic pressures that are squeezing profitability and forcing a strategic re-

evaluation of pricing, value, and growth.

The Inflation Hangover and Consumer 'Sticker Shock'

While headline inflation rates have begun to moderate in many advanced economies, with the US Consumer

Price Index (CPI) showing a 2.9% year-over-year increase in August 2025, this statistical improvement has not

translated into a rebound in consumer confidence.!® The recent, intense period of high inflation has induced a

lasting psychological effect known as "sticker shock," leaving consumers acutely price-sensitive and cautious

about their finances, even as the pace of price increases slows. This consumer sentiment lag is a critical factor for

2025, with most retail categories expected to expetience subdued growth as a direct result.

This environment traps retailers in what has been described as a "delicate dance". On one hand, they face their

own rising input costs and are tempted to pass these on to consumers. On the other, doing so risks alienating a

financially stretched customer base that is actively seeking value and punishing perceived price gouging. The

inevitable outcome of this tension is an increase in competitive intensity. A significant 80% of retail executives

cite escalating price wars as a major hurdle for the coming year, indicating a market where maintaining market

share may come at the direct expense of profitability.> The economic data on inflation is moving faster than
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consumer perception, creating a dangerous disconnect. Retailers cannot base their 2025 pricing strategies solely
on current inflation metrics; they must account for this psychological lag through dynamic pricing, hyper-

targeted promotions, and a clear, consistent communication of value that justifies every dollar on the price tag.
Squeezed Margins: The Compounding Effect of Multiple Cost Pressures

The pressure on retail margins is not a cyclical downturn but a systemic threat, driven by the simultaneous
inflation of costs across multiple operational domains. This is not a temporary dip from which profitability will

automatically recover; it represents a new, permanently higher cost floor for the industry.

o Cost of Capital: Rising interest rates, implemented by central banks to combat inflation, have increased
the cost of borrowing. This makes it more expensive for retailers to finance inventory, invest in new

technology, or fund expansion, thereby slowing growth and adding another layer of expense.

o Cost of Labor: Persistent labor shortages in many regions have intensified competition for a smaller
talent pool, driving up wages and benefits costs. In the United States, for example, average houtly
earnings for retail trade employees reached $25.38 by August 2025.1® This trend is global, with an
analysis from the International Labour Organization showing that real wage growth (wages adjusted for
inflation) has dipped into negative figures in many countries, putting upward pressure on nominal wage

demands.!”

o Cost of Goods and Logistics: The price of raw materials continues to be a source of pressure, directly
impacting manufacturing expenses. This is compounded by volatile supply chain costs. Geopolitical
disruptions, such as those in the Red Sea, have led to container costs on some critical shipping routes

increasing by as much as 300%, a cost that must either be absorbed or passed on to the consumer.*
g by > p

o Cost of Climate: A striking 81% of retail executives now identify increasing business costs due to
climate change as a major hurdle.? This reflects the tangible financial impact of adapting to new
sustainability regulations, investing in greener operations, and managing the risks of supply chain

disruptions caused by extreme weather events.

The convergence of these distinct cost pressures means that the only viable path to protecting profitability is
through radical operational efficiency. This reality elevates the strategic importance of technology, particularly Al
and automation, from a tool for improving customer experience to a non-negotiable requirement for financial

survival.
The Bifurcated Consumer: Reshaping Spending Habits

The economic strain is not distributed evenly across the consumer landscape, leading to a bifurcation in spending
patterns. While high-net-worth individuals, particularly in resilient markets like the United States, continue to
spend on luxury and premium goods, the broader consumer base is engaging in significant cutbacks. A 2025
survey reveals that 84% of consumers plan to reduce their overall spending in the coming months.’? These cuts
are heavily concentrated in discretionary categories, with 52% planning to spend less on dining out, 36% on
clothing, and 32% on big-ticket items.'? Younger generations are leading this trend; Gen Z consumers cut their
spending by 13% between January and April 2025 in key retail categories like apparel, accessories, and

electronics.!®

This financial pressure is driving a widespread "trading down" behavior. Consumers are increasingly favoring
lower-cost alternatives, private-label brands, and discounters over established mid-tier and premium brands. The

core driver of purchasing decisions is shifting away from traditional brand loyalty and towards a pragmatic search
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for value. This is starkly illustrated by the finding that while 73% of shoppers expect brands to understand their
unique needs, a majority (56%) will ultimately choose a lower price over their preferred brand.'

Regional Economic Outlook: A Patchwork of Recovery

The global economic recovery is proceeding at different speeds, creating a complex and uneven landscape for
international retailers. A monolithic global strategy is no longer viable; success requires a nuanced, region-specific
approach.

e North America: The United States has demonstrated a relatively robust post-pandemic recovery
compared to other advanced economies, with real GDP projected to grow by 2.4% in 2025.'° This
resilience is supported by a healthy labor market and easing inflation, which should boost consumer

purchasing power.

e Europe: The outlook for Europe is cautiously optimistic, with the region expected to benefit from the
dual tailwinds of falling inflation and a rebound in international tourism, which is a key driver for luxury
and discretionary retail sectors.

e Asia-Pacific: The picture in Asia is more complex. China, long the engine of global retail growth, is
facing significant macroeconomic headwinds that are creating uncertainty around consumer spending.?”
In response, global brands are strategically pivoting their focus to other high-potential Asian markets.
Japan, South Korea, and particularly India are emerging as powerful new growth engines, demanding

localized go-to-market strategies and product assortments.
The Resilient Supply Chain: From Global Vulnerability to Intelligent Networks

The crises of the early 2020s served as a stark lesson in the fragility of global supply chains. The long-held
paradigm of "just-in-time" manufacturing, optimized solely for the lowest possible cost, has been shattered by
pandemics, geopolitical conflicts, and climate-related disruptions. In 2025, the strategic priority has decisively
shifted from efficiency to resilience, forcing a fundamental and costly reconfiguration of how goods are sourced,
manufactured, and moved around the world.

De-risking Global Operations: The Rise of Nearshoring and Diversification

The exposure of extreme vulnerabilities in globally extended supply chains has triggered a massive strategic pivot
toward risk mitigation. Retailers are actively moving to reduce their dependence on single sourcing locations, a
strategy that was once the cornerstone of cost optimization. An overwhelming 92% of retail executives report
that their companies are actively pursuing reshoring (bringing production back to the home country) or
nearshoring (moving it to a nearby country) initiatives.® This represents a significant reshuffling of global trade
maps. As companies de-risk their exposure to China, a new set of manufacturing hubs is gaining prominence.
Mexico (for proximity to the North American market), Vietnam, and India are emerging as the primary

alternative sourcing destinations for consumer goods.®

This strategy is not just about changing locations; it involves a fundamental change in supplier relationships. Best
practices now call for diversifying the supplier base and cultivating strong, collaborative relationships with
multiple vendors, with a particular emphasis on strengthening ties with domestic and regional partners to create
buffers against global shocks. This shift carries a profound implication: the decades-old formula of chasing the
lowest production cost is now obsolete. The "true cost" of soutcing is being recalculated to include a host of
new variables. When geopolitical risk premiums, potential tariff liabilities, the cost of expediting delayed goods,
and the reputational cost of unethical sourcing are factored in, the financial case for geographically distant,
single-source manufacturing often collapses. A slightly more expensive supplier in a stable, nearby region may

[ S |
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now offer a significantly lower "true cost" and higher long-term profitability. Strategic sourcing has evolved from

a procurement function into a C-suite-level risk management discipline.
The Geopolitical Price Tag: Tariffs and Disruptions

Geopolitical instability is no longer an abstract risk but a direct and quantifiable operational cost impacting retail
profitability. The weaponization of trade through tariffs and the disruption of key shipping lanes have become
persistent features of the global landscape. Recent US tariffs, for instance, now exceed 25% on a wide range of
key consumer goods imported from China, including apparel, footwear, electronics, and toys.® These tariffs
directly compress retailer margins, creating an acute dilemma: either absorb the additional cost and accept lower
profitability, or pass the cost on to the consumer and risk becoming uncompetitive on price. The impact on
consumer behavior is direct and measurable. Surveys indicate that consumers who are concerned about tariffs
plan to spend 10% less on gifts, demonstrating a clear link between international trade policy and household

spending decisions.'?

Simultaneously, physical disruptions to global trade routes are adding both time and cost to supply chains.
Ongoing tensions in the Red Sea, a critical artery for Asia-Europe trade, have forced shipping diversions that add
an average of 7-10 days to transit times.* This delay has a cascading effect on inventory planning and product
availability, while the associated risk premiums and longer routes have caused container costs to skyrocket by up
to 300% on some routes.* For retailers, especially those in fast-fashion or seasonal goods, such delays and cost

hikes can be devastating.
The Transparency Mandate: Ethical Sourcing and Consumer Trust

The risks embedded in modern supply chains are not merely logistical or financial; they are deeply reputational.
There is mounting pressure from consumers, investors, and regulators for retailers to ensure their global supply
chains are transparent and free from human rights abuses, particularly forced labor and child labor. The modern

consumer is asking not just "how much does it cost?" but increasingly, "how was this made?".

This shift in consciousness necessitates that retailers implement robust and verifiable due diligence processes
throughout their supply chains. This includes deploying standardized self-assessment questionnaires (SAQs) for
suppliers and conducting trusted, independent audits to ensure compliance with ethical labor practices, health
and safety standards, and environmental management. A failure to maintain an ethical supply chain can lead to
severe and lasting reputational damage, instantly eroding the trust of customers, vendors, and the public, and

negatively impacting a company's ability to attract and retain talent.

While regulations and ethical concerns are the primary drivers of this push for transparency, savvy retailers are
transforming this compliance burden into a competitive advantage. The supply chain is no longer a hidden, back-
office function but a customer-facing component of the brand's story. By effectively communicating their ethical
and sustainable sourcing practices - using tools like QR codes on packaging, in-store displays, or detailed website
sections - retailers can build a deeper level of trust and command greater loyalty. This can partially offset the

price sensitivity prevalent in the market, turning a cost center (compliance) into a powerful value driver (brand
equity).

Predictive Logistics: Leveraging Al for Proactive Management

To navigate this new and complex reality of risk and volatility, retailers are making substantial investments in
supply chain technology. A recent survey found that 93% of retail supply chain executives plan to increase their
investments in technology specifically to enhance resilience in 2025.° The strategic focus is on moving from a

reactive to a proactive posture. This involves leveraging a suite of advanced tools, including automated
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technologies for warehouse management, predictive analytics for demand forecasting, and real-time monitoring
platforms to track inventory and shipments across the network. The most transformative of these is the
application of Artificial Intelligence and machine learning. These technologies are being used not just to track
what is happening in the supply chain, but to predict potential disruptions - such as port congestion, extreme
weather events, or supplier delays - and allow planners to adapt before a crisis fully materializes. This proactive
capability is essential for building supply chains that are designed to "bend rather than break," ensuring business
continuity in an inherently unpredictable world.

Technology as a Double-Edged Sword: Innovation, Investment, and Insecurity

Technology is the central, animating force in the retail transformation of 2025. It is simultaneously the greatest
source of opportunity for growth and differentiation and the most significant source of new and complex risks.
Retailers are engaged in a high-stakes balancing act: investing heavily to harness the power of Al and
omnichannel platforms while simultaneously defending their digital infrastructure against ever-more

sophisticated threats that could undermine the very customer trust they are trying to build.
The AI Imperative: Driving Hyper-Personalization and Breakthrough Efficiency

Investment in retail technology is undergoing a dramatic acceleration. Global spending in the sector is forecast to
grow by 10% annually between 2024 and 2028, a significant increase from the 4% annual growth seen in the
preceding four-year period.>® At the heart of this investment surge is Artificial Intelligence, which is being
deployed across the value chain to address retail's two most pressing challenges: winning the customer and
protecting the bottom line.

On the customer-facing front, Al is enabling a new frontier of hyper-personalization. A full 70% of retail
executives plan to use Al to personalize customer experiences in 2025.” This extends far beyond the basic
product recommendations of the past. Generative Al is being used to create shopping experiences described as
"almost telepathic,” such as Walmart's Al-powered tool that suggests a customized Super Bowl party food
spread based on a customer's previous game-day purchases.2® Al agents and intelligent chatbots are poised to
redefine the shopping journey by providing highly tailored, conversational, and context-aware responses that

effectively guide customers to the products they desire.

On the operational front, Al is a critical tool for achieving breakthrough efficiency in an era of suppressed
margins. Retailers are using Al-powered platforms for sophisticated demand planning to optimize supply chains,
dynamic pricing algorithms to maximize margins in real-time, and intelligent resource planning to ensure
operational efficiency in stores and distribution centers. A particularly impactful application is in inventory
management for grocery retail. Al-powered systems that can accurately predict demand are becoming essential
for minimizing food waste - a massive global problem amounting to 2.5 billion tons annually - thereby improving
both profitability and sustainability.®

The Cybersecurity Frontline: Protecting Data and Trust

The deep integration of digital systems - from e-commerce platforms and mobile applications to point-of-sale
systems and digital payment gateways - has transformed retailers into data-rich environments. This makes them
prime targets for cybercriminals seeking to exploit the vast amounts of sensitive customer data they hold,
including financial details and personal contact information. The threat is not static; it is intensifying. As retailers
adopt Al for defense, fraudsters are also leveraging Al to orchestrate more complex, automated, and difficult-to-
detect attacks.
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The consequences of a successful data breach are catastrophic and multi-dimensional. They include direct
financial losses, prolonged business disruption, the potential for significant regulatory penalties under regimes
like GDPR, and, most damagingly, a severe and long-lasting erosion of customer trust. In this high-risk
environment, building robust cyber resilience is no longer just a technical requirement but a competitive
differentiator. A comprehensive strategy involves more than just firewalls; it requires a holistic approach that
includes implementing a resilient security architecture, establishing transparent Al governance frameworks,
conducting regular employee training on security protocols, and, crucially, giving customers clear and

unambiguous choices about how their data is collected and used.

The success of a retailer's entire digital strategy hinges on its ability to manage this dual challenge. A massive
investment in Al-driven personalization is rendered useless if customers do not trust the retailer with the data
needed to fuel the algorithms. Similarly, the most sophisticated Al systems are of little value if the employees
lack the digital skills to operate them effectively. Therefore, a winning Al strategy must be a three-pronged
endeavor: 1) investment in the right technology, 2) a transparent and robust data governance and cybersecurity
program to earn and maintain customer trust, and 3) a parallel, large-scale investment in upskilling the workforce.
Neglecting the latter two pillars will neutralize the first.

The Omnichannel Evolution: Blurring Lines with '""Ambient" Commerce

The traditional distinction between online and offline retail has effectively dissolved. For the modern consumer,
shopping has become an "ambient expetience” - a fluid and continuous journey that moves seamlessly across

physical stores, digital websites, virtual environments, and social media platforms.

e Social Commerce: Platforms like TikTok Shop and Instagram Shopping have evolved from being mere
marketing channels into powerful, integrated sales channels that are fundamentally reshaping the retail
landscape. This trend is widely recognized by industry leaders, with 68% of retail executives expecting

social media to become an increasingly important channel for direct purchases.”

e Phygital Experiences: In response, the physical store is being reborn as an experiential hub. It is no
longer just a place for transactions but a stage for "phygital" (physical + digital) expetiences. This
includes the integration of technologies like Augmented and Virtual Reality (AR/VR) for virtual try-ons,
interactive smart mirrors, and immersive product displays. This strategy of "retailtainment"” - infusing
retail spaces with entertainment and experiences - is designed to drive foot traffic, increase dwell time,

and create memorable brand interactions that go beyond the purchase.

e Unified Commerce: The ultimate goal is to create a completely unified and frictionless experience. This
means a customer can discover a product on a social media feed, research it via a mobile app, purchase
it with a single click, and choose to have it delivered or pick it up in-store (BOPIS) without any
disconnects in the process.

The Rise of New Revenue Streams: Retail Media Networks

Forward-thinking retailers are beginning to leverage their two most valuable assets - their vast troves of first-
party customer data and their high-traffic digital and physical platforms - to create powerful new, high-margin
revenue streams. The emergence of retail media networks represents what many analysts call the "third wave of
digital advertising," following the rise of search and social media advertising. By selling targeted advertising space
on their websites and mobile apps (such as sponsored search results) and utilizing in-store digital displays for
promotional content, retailers can effectively monetize their customer traffic.
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The unique advantage they offer to brand pattners is the ability to provide "closed-loop attribution” - that is, the
ability to directly link ad exposure to an actual purchase, both online and in-store. The scale of this opportunity is
immense, with advertising spend on US retail media networks alone forecast to reach $100 billion by 2028.!

This trend transforms the physical store from a traditional cost center, burdened by rent and staffing costs, into a

direct revenue-generating media asset, creating a powerful new line item on the profit and loss statement.
Decoding the Modern Consumer: Value, Values, and Vanishing Loyalty

The consumer of 2025 is a more complex, discerning, and paradoxical figure than ever before. Shaped by
economic uncertainty, digital fluency, and a growing social and environmental consciousness, their behavior is
forcing retailers to abandon old assumptions about loyalty, value, and the purpose of shopping. Understanding
this new consumer psyche is paramount to survival and growth.

The Price-Value Paradigm: Brand Loyalty Takes a Back Seat

In the cutrent economic climate, the consumet's definition of "value" has become highly sophisticated. It is no
longer simply about finding the lowest absolute price. Instead, consumers are evaluating the best overall
proposition, a complex equation that balances quality, convenience, and price. However, with household budgets

under pressure, price sensitivity remains a dominant factor in the final purchase decision.

This pragmatic focus on value is leading to a significant erosion of traditional brand loyalty. While shoppers still
expect brands to understand their unique needs and provide personalized experiences (a demand cited by 73% of
consumers), a majority (56%) admit they will readily switch from their preferred brand to a competitor if it offers
a lower price.'? This behavior is fueling two major market trends: the surprising rise of "dupes"” - cheaper, often
ptivate-label, alternatives to popular branded products - and the rapid expansion of the resale and off-price
segments of the market. Recognizing this shift, leading retailers such as H&M, Patagonia, and even Ikea are
proactively launching their own resale platforms to capture a share of this growing circular economy and engage

with a new generation of value-conscious consumers.®

This presents a multi-variable equation for retailers, not a single price point. While price is a top driver,
consumers also prioritize convenience (fast delivery, easy returns) and unique experiences. Critically, 70% of
people will continue buying from a company that raises its prices #f they fee/ valued as a customer? A consumer might
pay more for an item if the delivery is guaranteed next-day (a high return on convenience) or if the in-store
purchase experience was exceptional (a high emotional return on investment). Conversely, they will abandon a
brand for a cheaper "dupe" if the product is merely functional and the experience is purely transactional.
Retailers must segment their offerings accordingly: for basic, commoditized goods, price will be the primary
lever; for differentiated products, the focus must be on enhancing the expetiential and convenience "returns" to

justify a higher price.
The Sustainability Paradox: The Clash of Conscience and Cost

The modern consumer, particularly those in the Millennial and Gen Z cohorts, is more aware of and concerned
about the environmental and ethical implications of their purchases than any previous generation. They actively
state a preference for purpose-driven brands and sustainable products. A remarkable 73% of Gen Z consumers

claim they would change their consumption habits to reduce their environmental impact.??

However, a significant and challenging gap exists between these stated intentions and actual purchasing behavior.
When faced with a choice at the checkout, economic pressures often override ethical considerations. A pivotal
study found that 67% of shoppers are unwilling to pay a premium price for sustainable products unless those
products also deliver tangible benefits in terms of value, convenience, and quality.® This "sustainability paradox"
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creates a major strategic dilemma for retailers who have invested heavily in green initiatives. The business case
for sustainability can no longer be predicated on charging an immediate price premium. Instead, retailers must
reframe their sustainability efforts around long-term value creation. This means communicating how sustainable
practices lead to more efficient operations (and thus stable prices), higher quality products, and, most
importantly, building a brand that consumers can trust and feel good about supporting over the long term, even
if the immediate financial benefit isn't obvious.

The Next Generation of Shoppers: Engaging Gen Z and Alpha

The demographic ground is shifting rapidly beneath the retail industry. By 2025, Generation Z will constitute
27% of the global workforce, and their spending power is growing commensurately.* As the first generation
raised entirely in a digital world, their shopping habits and preferences are fundamentally different. They are
digital natives who instinctively seek input from trusted online sources, with online video content from
influencers and peers being a highly influential factor in their shopping activities.

Gen Z is fluent in the language of self-curation and views savvy shopping as a form of intelligence. They see
"affordable" not as "cheap" but as "smart," which makes them highly receptive to high-quality private labels and
curated "dupe" assortments that offer a specific aesthetic or function without the premium price tag. Looking
even further ahead, astute retailers are already beginning to plan for Generation Alpha. Understanding the
nascent values and media consumption habits of this generation will be crucial for cultivating the long-term
brand loyalty that will be essential for success in the 2030s. Both of these younger generations are energized by
product and creativity, viewing shopping not as a chore but as an event, a form of entertainment, and a means of

self-expression.
The Experience Economy: From Transaction to Interaction

As e-commerce continues to commoditize the simple act of purchasing goods, the physical in-store experience
has emerged as a critical point of differentiation. A strong consensus is forming among industry leaders, with
80% of retail executives believing that consumers will increasingly prefer to spend their money on expetiences
rather than on physical goods alone.” This is fueling the "rebirth" of brick-and-mortar stores, which are being
reimagined as experiential destinations. The goal is to move beyond mere transactions and create engaging
interactions. Successful strategies include the use of temporary pop-up shops to generate excitement and a sense
of urgency, and the integration of events, workshops, and hospitality services - such as offering a complimentary
drink upon entry - to create a welcoming and memorable atmosphere. The objective is to generate positive
energy and give customers a compelling reason to visit and return. This focus on experience extends to the
digital realm as well, where the rise of "live shopping” events fuses entertainment with commerce, allowing

brands to engage directly and dynamically with a community of consumers in real-time.
The Human Capital Crisis: Addressing the Skills Gap and the Future of the Retail Workforce

While economic and technological disruptions dominate headlines, a quieter but equally profound crisis is
unfolding within the retail workforce. The industry is grappling with a severe human capital challenge,
characterized by persistent labor shortages, a widening gap between existing skills and future needs, and a crisis
of morale and retention. Addressing this human element is no longer a secondary HR function but a primary

strategic imperative for executing any modern retail strategy.
The Talent Deficit: Beyond Labor Shortages to the Critical Digital Skills Gap

The most visible symptom of the workforce crisis is the ongoing labor shortage, which creates immediate and
tangible operational problems. Understaffed stores lead directly to poorly stocked shelves, long checkout lines,
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and compromised customer service, all of which result in customer dissatisfaction and lost sales. However,
beneath this surface-level issue lies a more insidious and long-term problem: a critical and widening digital skills

£ap.

The rapid digitalization and automation of the retail industry mean that the skills required for success are
fundamentally changing. Analysis from the McKinsey Global Institute suggests that more than 50% of all
activities currently performed in retail can be automated with existing technology.'® This implies that many
traditional roles and skills, such as manual cashiering or basic inventory counting, are rapidly becoming obsolete.
The demand is shifting dramatically towards a new set of competencies. The future retail workforce will require a
blend of advanced technological skills to manage Al-driven systems and sophisticated interpersonal skills to
orchestrate superior customer experiences.

The problem is that the current workforce is not equipped for this transition. A stark report from the UK, for
example, found that 21 million working-age adults - a significant portion of the labor force - cannot complete all
the digital tasks considered essential for today's workplace.* When employers were surveyed about their most
significant skills gaps, four of the top five were in digital domains: Generative Al and machine learning, data
science, coding, and cybersecurity.2® This disconnect between the tools retailers are buying and the skills their

employees possess is a critical strategic vulnerability.
The AI-Augmented Employee: Reskilling for a Tech-Integrated Future

The retail employee of 2025 and beyond is envisioned as a hybrid professional: "part tech wizard, part customer
service guru". As Al and automation handle routine, repetitive tasks, the role of the human employee is elevated.
They are no longer just transacting sales; they are becoming "expetience orchestrators," leveraging digital tools
and data-driven insights to personalize interactions and solve complex customer problems.

This evolution necessitates a massive, industry-wide investment in upskilling (enhancing current skills) and
reskilling (training for new roles). However, there is a dangerous gap between this need and current corporate
priorities. Neatly half (45%) of employers admit that they are not prioritizing their training budgets to address
these critical skills gaps.2® This represents a fundamental strategic failure. Retailers are buying advanced tools but
are not adequately training the operators. Successful strategies to bridge this gap involve embedding skill
development directly into daily workflows rather than treating it as a separate activity. They also involve using Al
itself to deliver personalized and effective training modules that can adapt to individual learning paces. The
overarching goal must be to position Al as a tool that enhances and augments human capabilities, rather than as

a technology that simply replaces them.
Rebuilding Morale and Retention in a High-Stress Environment

The retail workforce is operating under immense and unprecedented strain. A recent PwC survey paints a grim

picture: employees report feeling overworked, underpaid, and overwhelmed by the constant pace of change, with
44% stating they do not even understand the reasons behind the strategic shifts happening at their companies.2®
This professional stress is compounded by personal financial worries, with about half of workers reporting that

financial stress negatively affects their mental health and sleep.

This high-stress environment is a direct contributor to alarming rates of employee attrition. In December 2024,
the employee separation rate in the retail and consumer products sector was 3.9%, significantly exceeding the
cross-industry average of 3.3%.2° This high turnover is not only costly in terms of recruitment and training but
also directly undermines the customer experience. It is impossible to deliver a premium, engaging, and consistent
customer experience with a demoralized, undertrained, and transient workforce. A stressed employee cannot be
an effective "experience orchestrator."
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To combat this exodus, leading companies are recognizing that the employee experience (EX) is a direct driver
of the customer experience (CX). They are moving beyond reactive hiring and are making proactive investments
in their workforce. This includes identifying and offering benefits that truly matter to their employees, investing
in mental health and financial well-being initiatives, and, critically, prioritizing learning and development
opportunities. Employees view access to training not just as a means to improve their skills but as a tangible sign
that they are valued by their employer, which in turn fosters loyalty and improves retention.

Strategic Imperatives for a Fragmented World: A Global Playbook

The global retail landscape is not a monolith. The forces of economic pressure, technological change, and
consumer evolution are playing out in vastly different ways across mature and emerging markets. A one-size-fits-
all global strategy is therefore doomed to fail. Success in 2025 and beyond will belong to those retailers who can
master a nuanced, localized approach, adapting their business models to the unique challenges and opportunities
of each region while navigating an increasingly complex web of global regulations.

A Tale of Two Markets: Contrasting Go-to-Market Strategies

The strategic priorities for a retailer operating in North America are fundamentally different from those for one
expanding in Southeast Asia. Recognizing these differences is the first step toward developing an effective global
playbook.

e Mature Markets (e.g., North America, Western Europe): These regions are characterized by market
saturation, slower economic growth, and intense competition. Growth is primarily achieved by capturing
market share from rivals rather than by tapping into new consumer segments. Non-food retail
constitutes a larger portion of consumer spending, often up to 60%.28 The key strategic challenges in
these markets are protecting margins in a high-cost environment, using technology to create a
differentiated customer experience, and adapting to the needs of an aging population. The retail
structure is often highly concentrated, dominated by large, established retail chains.

e Emerging Markets (e.g., Southeast Asia, Latin America): These regions are the engines of global
retail growth, characterized by rapidly expanding middle classes, high GDP growth, and significant
untapped potential. Food retail dominates consumer spending, accounting for 70-90% of the total.?®
The challenges here are not of saturation but of execution. Retailers must navigate highly fragmented
channel structures, which include millions of small, informal "mom-and-pop" stores; overcome
significant logistical and infrastructure hurdles; and address skill gaps in the frontline sales force. E-
commerce growth is explosive, driven by a young, mobile-first population and the rapid adoption of
innovative digital payment systems, such as Brazil's Pix platform.*

The following table provides a strategic comparison of these distinct market types.

l 1

A
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Table 2: Strategic Comparison of Market Types

Key
Characteristic

Market Structure

Primary Growth
Drivers

E-commerce

North America /
Western Europe
(Mature)

Highly concentrated;
dominated by large retail
chains and established e-
commerce players.
Market share capture,
omnichannel integration,
efficiency gains, and
experiential retail.
Mature omnichannel

Southeast Asia (High-
Growth Emerging)

Highly fragmented; mix of
modern formats and millions of
small, informal retailers.

Middle-class expansion,
urbanization, rapid GDP

growth, and digital adoption.

Explosive, mobile-first growth;

Latin America (High-
Growth Emerging)

Fragmented; large
marketplaces (e.g., Mercado
Libre) coexist with traditional
stores.

Rising internet penetration,
growing consumer
confidence, and innovative
fintech solutions.
Fastest-growing e-commerce

Landscape integration; focus on "love affair with livestreaming" market globally34; driven by
fulfillment speed (BOPIS, and social commerce. >80% of digital payment systems like
curbside) and personalization. = sales via smartphones.*° Pix and social commerce.

Consumer Experience, convenience, Value, accessibility, brand Price, product descriptions,

Priorities sustainability (with caveats), discovery via social media, and fast/free shipping, and trust
and seamless omnichannel mobile-first convenience. in payment systems.
journeys.

Primary Margin protection, labor Logistics and last-mile delivery Logistical complexity,

Operational costs and skills gaps, infrastructure, fragmented navigating diverse

Challenges cybersecurity, and organized distribution, and frontline staff regulations, and managing

retail crime.

skills gaps.

The Regulatory Tightrope: Navigating a Complex Global Maze

cross-border e-commerce
challenges.

Operating on a global scale requires retailers to navigate an increasingly complex and divergent regulatory

landscape. Compliance is a major challenge that varies significantly by region and can have a profound impact on

business operations.

e Data Privacy: Stringent data privacy regulations, epitomized by Europe's General Data Protection

Regulation (GDPR), are impacting how retailers collect, store, and use customer data. These rules can

make it more challenging to gain access to the granular data needed for advanced personalization and

analytics. Retailers must navigate this complexity with care, ensuring full compliance while
y g p y > g p

simultaneously building digital trust with consumers through transparency and choice.

e Sustainability and Due Diligence: A new wave of regulations, particularly in the European Union, is
imposing stringent due diligence and reporting requirements on corporations. These rules mandate that
companies actively monitor and report on the environmental impact and human rights practices within

their global supply chains, adding a significant layer of administrative and operational complexity.

e Al Governance: As Artificial Intelligence becomes more deeply embedded in retail operations - from
hiring and pricing to customer service - a new field of regulation is emerging. Retailers must stay ahead
of evolving rules regarding the ethical use of Al the mitigation of algorithmic bias, and the need for
transparency in automated decision-making to mitigate legal and reputational risks.

Building a Resilient Enterprise: Key Strategic Recommendations

To thrive in this fragmented and challenging global environment, retailers must adopt a new set of strategic

imperatives centered on agility, intelligence, and customer-centricity.
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¢ Embrace Dynamic Adaptation: The era of rigid, top-down annual planning is over. The pace of
change requires a shift to an agile operating model capable of real-time decision-making. This means
investing in the data analytics and Al capabilities necessary to turn consumer signals and market trends

into concrete actions on the digital and physical shelf at what has been termed "social-to-shelf speed".”

e Invest in a Trifecta of Intelligence: Sustainable and profitable growth in the modern era requires a
balanced and integrated investment in three key areas of intelligence:

o Customer Intelligence: Using Al and data analytics to achieve a deep, predictive

understanding of customer needs and deliver hyper-personalized experiences.

o Operational Intelligence: Deploying technology to create predictive, resilient supply chains,

automate inventory management, and optimize every aspect of the operational backbone.

o Human Intelligence: Committing to a continuous program of upskilling and reskilling the

workforce, empowering employees to leverage new tools and become true brand ambassadors.

¢ Reframe the Value Proposition: The business model must shift from being product-centric to being
relentlessly customer-centric. The core offering is no longer just the item on the shelf. It is the entire
ambient experience, which includes the convenience of the transaction, the personalization of the offer,
the sense of community built around the brand, and the post-purchase support that enables a circular
lifecycle for the product.

e Forge Strategic Partnerships: In a world of such complexity, retailers cannot and should not attempt
to do everything alone. Building a resilient enterprise will require forging strategic partnerships across
the ecosystem. This includes collaborating with best-in-class technology providers, innovative last-mile
fulfillment specialists, and, in some cases, even competitors to drive innovation, enhance offerings, and
navigate shared challenges.

The Reinvention of Physical Retail: Experience Hubs Under Siege

The narrative of a "retail apocalypse" decimating brick-and-mortar stores has proven to be an oversimplification.
Physical retail is not dead; it is undergoing a profound and challenging reinvention. In 2025, the stote's purpose
has fundamentally shifted from being a simple point of sale to becoming a complex point of experience.
However, this evolution is occurring under the shadow of an escalating and unprecedented threat from

organized and often violent retail crime, creating a central paradox for store design and operations.
From Point-of-Sale to Point-of-Experience

The consensus among industry expetts is that physical retail is expetiencing a "rebirth". To compete with the
convenience of e-commerce, brick-and-mortar stores must offer something that a website cannot: a tangible,
engaging, and memorable human experience. The store is being transformed into a hub for "retailtainment" and
experiential shopping, designed to build a sense of community, drive customer engagement, and foster brand
loyalty. This transformation is taking many forms. Retailers are creating more flexible and dynamic store formats,
with a heavy emphasis on pop-up shops. These temporary installations generate excitement, create a sense of
scarcity and urgency, and tap into the consumer desire to "be there and buy it while it's hot". The store is also
becoming a multi-purpose space, integrating services like educational workshops, product customization stations,

or hospitality options like cafes and restaurants to increase dwell time and deepen the customer relationship.
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The Escalating Threat of Organized Retail Crime (ORC)

Even as retailers are designing their stores to be more open, welcoming, and experiential, they are simultaneously
facing a severe and growing threat from theft. This is not opportunistic shoplifting; it is increasingly organized,
brazen, and, alarmingly, violent. Data from the Council on Criminal Justice shows that shoplifting incidents
increased by 14% in 2024 compared to the previous year.* A primary cause of safety concerns for both
employees and customers is the rise in violent behavior from shoplifters during confrontations. This issue has
escalated to become a top-tier concern for industry leaders, with 76% of retail executives citing rising retail theft
as a major hurdle for their business.> The economic pressures on consumers, particularly the rising cost of living,
have been linked to an increase in theft, especially for essential consumer staples. Furthermore, the very
technologies designed to improve the customer experience, such as self-checkout kiosks, have inadvertently
created new avenues for theft.

A High-Tech, High-Touch Approach to Security

This dual reality creates a difficult dilemma for retailers, who are being pulled in two opposite directions. They
must design stores to be engaging "funhouses" to attract customers, while also needing to secure them like
"fortresses" to combat crime. An open, welcoming space is inherently less secure, while a highly secure space
with locked cabinets and visible guards often creates friction and a hostile environment for legitimate shoppers.
The solution to this "fortress vs. funhouse" dilemma lies in a sophisticated, multi-pronged security strategy that
balances robust protection with a positive customer experience. This involves a blend of high-tech and high-
touch approaches.

e Technology: Retailers are making significant investments in advanced loss prevention technologies.
This includes comprehensive in-store surveillance camera systems, Al-driven video monitoring that can
automatically detect suspicious behavior patterns in real-time, and access control systems to secure high-
value merchandise without placing it all behind impenetrable barriers. The goal is to create a layer of
"invisible security” that deters criminals without disrupting the shopping journey for everyone else.

e People: Technology alone is not enough. A well-trained and engaged staff is the most effective first line
of defense. Crucial strategies include comprehensive training for employees on how to detect the signs
of potential theft and how to respond safely and de-escalate volatile situations. Maintaining adequate
staffing levels on the sales floor is a powerful deterrent in itself. Furthermore, rigorous pre-employment
background checks are essential to prevent internal theft, which remains a significant source of

shrinkage.

e Partnerships: The fight against organized retail crime extends beyond the four walls of the store.
Effective strategies involve building strong, collaborative partnerships with local law enforcement
agencies to share intelligence and ensure swift response. Engaging with the broader business community
through initiatives like business watch programs can also help create a safer environment for all.

A
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