
SPECIAL REPORT: STATE O F T H E INDUSTRY 

STATE 
O F T H E ' 

INDUSTRY 
As e-commerce gains market share, 

it should be seen as an opportunity, not a threat. 

By Kaileigh Peyton, Associate Editor 

A N INFLUX OF STORE CLOSING ANNOUNCEMENTS THIS YEAR MIGHT SUGGEST THAT 

retail as we know it is doomed - and that's partially true. While the industry has 

grown weary of the term "omnichannel," the necessity to create seamless brand 

experiences between physical and online stores hasn't (and isn't) going away. And 

for legacy retailers that have resisted change, holding out hope that they could weather the 

inevitable storm, it might just be their last chance to adapt and survive. ^ 
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Embracing a solely 
experientialformat. Ford 
Hub features interactive 

digital content to introduce 
shoppers to its repositioning 

as a transportation brand. 

What is the greatest challenge you face 
in providing an omnichannel experience 
for your customer? 
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S O U R C E : PWC & SAP RETAILER SURVEY; BASE: 312 

NOT JUST BUSINESS AS USUAL 

In the past several years, traditional store formats have 
undergone a metamorphosis: In-store inventory has 
been scaled back (or eliminated completely); digital 
integration has been a vital tool to stay dynamic and 
present valuable brand content and engage consum
ers; and experiential concepts, including food and bev
erage offers as well as community-gathering spaces, 
among others, have been presented to entice shoppers 
beyond a transactional model. 

"From a format standpoint, [retail is] moving to 
stores that are different in nature, that are really 
focusing on customer engagement in the store, and 
less about being a store that's focused on immediate 
selling or having lots of inventory in stock," says Neil 
Stern, senior partner, McMillanDoolittle (Chicago). 

While these methods continue to remain at the 
forefront, simply adapting strategies that have been 
successful for other retailers won't always suffice as 
a one-size-fits-all solution, explains Lee Peterson, 
executive vp, brand, strategy & design, WD Partners 
(Dublin, Ohio), who says it's all too often regarded 
in that way. "Customers would expect the utmost in 
technology from Samsung or Apple, but from Urban 
Outfitters, not so much. If I can get a slice of pizza and 
listen to vinyl, that'd be all the technology I need." 

In terms of presenting innovative store formats, 
independent brands and e-commerce startups mak
ing their brick-and-mortar debuts are at an advan
tage, in a way, because they're not confined to past 
retail methodologies, explains Loretta Soffe, principal, 
Loretta Soffe Consulting (Seattle). "They are not con
strained by history, because they've never had stores 
before, so they prioritize engagement over traditional 
productivity metrics such as sales per square foot," she 
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Usage of shopping channels over time 

2013 2014 12015 >2016 12017 

S O U R C E : PwC TOTAL RETAIL 2013-2017 
NOTE : CHART REPRESENTS DAILY AND WEEKLY USAGE COMB INED 

B E L O W Apple's seminars 
(rolled out in all 495 stores) 
cover more than 60 subjects, 
including art, design, coding 
and photography. 

explains, adding that brick-and-mortar ROI should be 
regarded now as more qualitative than quantitative. 

Another benefit for these young, formerly online-
only brands is a lack of customer expectations, says 
Stern. "When traditional retailers have tried [purely 
experiential] stores, it hasn't always worked as well, 
because the expectation from the customer is when I 
go to your stores, I expect the merchandise to be there 
... For someone like Warby Parker, the expectations are 
still being set, so they have the advantage of being able to 
create the experience as opposed to trying to adapt it." 

GET IN, GET OUT 

Incorporating experiential moments in store has 
proven successful in engaging customers, but while 
today's shoppers value experiences over material 
purchases, they value their time even more - espe
cially when they've already browsed offerings online 
and know exactly what they want. This means that 
while some brands search for their showstopping wow 
moments, others must determine how to get custom
ers in and out of the store as quickly as possible with
out sacrificing customer service. 

"[Stores] will move in two distinct directions," says 
Stern. "They are going to be these points of customer 
engagement and be experiential ... and the other 
dimension is that [they will be] very streamlined, fast, 
have great customer service, online pickup points, and 
really emphasize the convenience of retail." 
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B E L O W Tommy 

Bahama combines 
a traditional store 

format with an open-air 
beverage service and 

dining concept. 

In-store shopping—Survey results over five 
consecutive years show that a significant percentage 
of global consumers shop in store at least once a week. 
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NOTE : CHART REPRESENTS DAILY AND WEEKLY USAGE COMB INED 

The question is, says Peterson, "How much of the 
'store of the future' should be a fMtillment center, and 
how much should be a playground?" Sephora is one 
brand that's mastered this duality, says Peterson, cit
ing the retailer's tech-driven product-narrowing plat
form as an industry standout, along with Amazon Go's 
seamless checkout process, which he says could be the 
direction for others in the future. 

THE GOLDILOCKS PHENOMENON 

Because of the rate at which stores are closing, from 
the outside looking in, the retail industry might appear 
to be in utter turmoil. The truth is, says Stern, many 
retailers still have too many stores or those that are too 
large for today's business, adding that legacy retailers' 
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biggest challenge is the pace at which sales have gone 
online to e-commerce. Similarly, Peterson attributes 
the onslaught of store-closing headlines this year to 
retailers still working to find their "right size." 

"Twelve percent of retail is e-commerce," says 
Stern. "But that varies fairly dramatically by category 
... It seems like when it gets to about 20 percent pen
etration, which is where i t is now in categories like 
sporting goods and apparel, that the economics of the 
existing stores are really going to be challenged." 

So the question then becomes: How many stores are 
absolutely necessary to drive shoppers to brands' online 
storefronts? "If you have ten unproductive stores, sure, 
maybe a couple of them should close," says Soffe. For 
others, she notes, such as Bebe or American Apparel, 
who have been bleeding capital for some time, "[closing 
all of their stores] is a matter of necessity - it's dollars 
and cents - it's the retailers with capital that have a 
little more staying power as they have room to experi
ment with innovative ideas and store formats." 

CONSUMER CONF IDENCE 

While the state of the retail industry has been in flux 
this year, the economy at large is relatively robust, says 
PNC Bank (Pittsburgh) Economist Mekael Teshome. 
"The wrongs that got us into the Great Recession have, 
over the last eight years, been righting themselves, and 
the U.S. economy is moving toward balance." 

Despite a Federal Reserve interest rate hike in 
March and less-than-expected first-quarter consumer 
spending results, Teshome says he expects that con
sumer spending will be fairly positive this year. "We're 
expecting 2.3 percent growth in consumer spending, 
as part of the GDP component ... so overall, our out
look for the retail sector is pretty good." 

Teshome notes that consumers will be in a better 
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Neil specializes in strategic planning and the devel

opment of new retail concepts. He prides himself 

on long-standing relationships and repeat engage

ments with valued clients, many extending more 

than 10 years. Neil leads the company's food retail 

and due diligence sectors. During his career at 

McMillanDoolittle, Neil has developed strategies 

and new concepts for a diverse variety of clients 

across the retail industry. 

Loretta is an award-winning merchant renowned 

for pioneering consumer-based growth strategies, 

building private and national brands, and bridging 

the gap between traditional and digital retail. Fol

lowing a 24-year career at Nordstrom, where she 

served as evp of women's apparel, Loretta tran

sitioned into the private sector and has become 

a trusted advisor and consultant to a broad spec

trum of ceos, presidents and equity investors, while 

providing strategic direction to her high-profile 

clients. 

Mekael is assistant vp and economist for The PNC 

Financial Services Group, responsible for contrib
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the board of economic advisors for the North Caro

lina Chamber Foundation and the board of direc
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With more than 30 years of experience as a 

retailer, strategist and leader in brand and design, 

Lee brings an innovative approach to strategic 

assessment and brand development by under

standing cultural trends, consumer demographics 

and buyer behavior. At WD Partners, he leads a 

group of creatives working on a variety of retail, 

restaurant and brand experiences. 
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B E L O W In April, Apple 
introduced in-store 

educational programs, 
called "Today at Apple," 
to engage and entertain 

customers. 

position to part with their discretionary dollars as job 
and income growth occurs, which he expects to be the 
case over the next couple of years. "One wild card that 
could boost spending even more is tax cuts [which 
have been proposed by the Trump administration], 
but we don't have a lot of certainty about how much 
weft see taxes reduced ... We can't forecast any hard 
numbers until the legislation is confirmed.'' 

FOCUS ON FUNDAMENTALS 

Although the retail industry faces a lot of uncertainty 
with regards to which formats will prove sustainable 
and successful over time, the fact remains that brick-
and-mortar is still customers' preferred method to 
purchase goods. Where retailers need to focus, Soffe 
says, is on experience and engagement, whether 
online or in physical stores. "If a brand can engage the 
consumer, their chances of selling to them are much 
higher." Loyal customers shop with the brands they 
know and trust enough to give them the best experi
ence, leading them to return time and time again, k. 

T O P 10 R E T A I L E R S 
F Y 2 015 

COMPANY 

1 Walmart Stores Inc. 
RETAIL R E V E N U E (US$M) 

2 C^^^Cj^Wiolesale Corp. 

3 j r e ^ g g r Co. 

4 S^rwgjUnternehmenstreuhand KG 

5 W^kn^eris Boots Alliance Inc. 

6 J-^^^rie Depot 

7 g r e^x i r S.A. 

8 A^hgnkauf GmbH & Co. oHG 

9 Te^^^LC 

10 Amazon.com Inc. 

T O P 10 E - T A I L E R S 
F Y 2 015 

482,130 

116,199 

109,830 

94,448 

89,631 

88,519 

84,856 

82,164 

81,019 

79,268 

COMPANY 

1 Amazon.com Inc. 

2 JD.com inc. 

3 Apple Inc. 

4 Walmart Stores Inc. 

E-COMMERCE 
REVENUE (US$M) 

79,268 

26,991 

24,368 

% O F 
TOTAL 
RETAIL 

REVENUE 

13,700 1 2.8 

5 Suning Commerce Group Co. Ltd. 
8095 1 g a i 

6 Otto GmbH & Co. KG 
7181 < 68 

7 Tesco PLC 

8 ^^shop Holdings Ltd. 

9 Liberty Interactive Corp. (QVC) 

10 h^cy's Inc. 

S O U R C E : DELO I TTE , " G L O B A L POWERS O F RETAIL ING 2017" 
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