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Introduction

The future of
commerce in a
post-pandemic
world

For centuries, consumers only thought of
commerce in connection with the physical
places where trade was possible, the
bazaar, local market, department store or
mall. Over the last two decades, however,
advances in technology have unleashed
an e-commerce revolution that uncoupled
the exchange of goods and services from
physical locations. As a result, new trends
such as flexible order fulfilment, contactless
payments and omnichannel emerged and
grew steadily.

The pandemic took these already-
developing trends and supercharged

them. Now, more than ever, we know that
technology influences consumers not just
through their devices, but through changes
in the physical world that surrounds them.
So as year two of the pandemic unfolds,
many questions beckon. Among them, how
have the forces of 2020 impacted retail, and
what does it mean for the retail industry
moving forward?



“The pandemic
took these already-
developing trends
and supercharged
them.”

The Future of Commerce in a Post-Pandemic World 4

As we consider these questions, we can

see that the market response to the crisis
led to the birth of new retail strategies and
tactics. Indeed, many retailers capitalised
on the pause in physical operations

caused by the pandemic to not only
leverage unprecedented shifts in consumer
behaviour, but also completely reimagine
the shopping experience.

Investments in digitisation and rates of
technology adoption skyrocketed." From
virtual agents to augmented reality and
video-assisted shopping, an evolution in
our perception of what shopping looks
like is underway. Of the trends that the
pandemic ushered in or otherwise sent into
overdrive, though, which will last, evolve
or fade? And, just what will the future of
commerce look like in a post-pandemic
world?

1 McKinsey & Company. Survey, October 5, 2020.



Flexible order
fulfilment

At its core, flexible order fulfilment (FOF)

is about transforming the physical store
from simply a place where products are
bought and sold into a multi-purpose
environment. Both a store and mini-
distribution centre can now ship products
to customers and have customers pick up
orders inside or outside (buy-online-pick-
up-in-store, or BOPIS). Despite the obvious
benefits to both retailers and consumers,
such as expanding the functionality and
profitability of expensive brick-and-mortar
real-estate, increasing convenience, choice
and allowing for faster receipt of items,

both implementation and adoption of FOF
methods were occurring only gradually
before the pandemic.

As the pandemic unfolded, however,

FOF, particularly curbside pick-up, rapidly
became an essential component of
everyday shopping, with retail stores
experiencing a 208% increase year on year.?
Propelling this trend was the powerful
combination of the inherent benefits to
consumers of FOF and the rapid shift in
buyer preference for a safe alternative to
in-store shopping.

2 Adobe Analytics. April 2020.
3 NCR. May 18, 2021.



The sharp increase in demand pushed
businesses to aggressively roll out new
FOF methods.? In many cases, this meant
investing in the capability to offer curbside
pick-up — setting aside physical parking
places, training staff and giving guests
remote check-in via an app or other
technology. As customers have become
accustomed to this fast, safe, and flexible
fulfilment option, FOF is expected to
remain a staple of retail for the foreseeable
future.
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Moving forward, other flexible fulfilment
options such as delivery lockers, delivery
to a third-party location and on-street
pick-up will continue to evolve as retailers
work to redefine the end-to-end shopping
experience. In this effort, retailers are
leveraging an increasingly connected

data infrastructure to continue to meet
customers where they are and make
fulfilment as fast and easy as possible.
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As the pandemic
drove consumers
to purchase
more online, the
value of returned
merchandise rose
sharply.



Flexible returns

Flexible returns are a practice of allowing
purchases to be returned, typically free of
charge for a set period after purchase, in
the event that a customer is not satisfied.
While flexible returns are certainly
beneficial to consumers, they can be a
double-edged sword for retailers. Offering
flexible returns is costly to the retail
industry: in 2019, the overall value of returns
was USD 309B, with USD 41B attributed to
e-commerce.* Despite the cost, however,
many retailers, particularly e-commerce
sellers who started the practice to entice
shoppers to buy online, see advantages to
the practice.

Like other trends, as the pandemic drove
consumers to purchase more online, the
value of returned merchandise rose sharply.
In 2020, consumers returned USD 428B

in merchandise, with USD 102B attributed
to online purchases.> This 38.5% increase
year on year was largely driven by retailers’
changes to return policies in response to
the crisis.
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Retailers feared that without the ability

to try on merchandise, speak with sales
reps, or interact with products, they would
need to offer more flexible returns policies
for instances where customers ended up
with an item that didn't suit their needs.®
The challenge moving forward is now that
consumers have become accustomed to
the convenience of flexible returns, it will
be difficult for retailers to return to pre-
pandemic policies. This likely means that
retailers will be looking for solutions to
curtail return fraud to minimise losses.

Value of returns

By year Total " Online
USD 428B
UsD 309B
UsSD 102B
UsD 41B
2019 2020

4 Appriss Retail. January 2020.
® NRF, Appriss Retail. January 2020.
5 ModernRetail. July 2020.



Contactless
payments

Contactless payments (CP) utilise RFID and
near-field communication technology to
enable consumers to simply tap a payment
method, such as a credit or debit card, or
mobile device, to a point-of-sale (POS)

terminal to instantly complete transactions.

Despite clear convenience and efficiency
advantages for consumers, adoption of
CP, like other trends covered here, was
underway, but had not yet reached a
tipping point before COVID-19.

One-in-10 Millennials reported that they
used a digital wallet for every purchase in
2019.7 But as consumers across the globe
became hyper-aware of the surfaces they
touched and concerned about proper
handwashing, the use of CP increased by
30%.8 This is, of course, not surprising. The
pandemic provided the compelling reason
consumers needed to switch: the desire
for an alternative to touching surfaces that
carried risks to their health. As we look
forward to a post-pandemic world, this

7 Experian, 2019.
8 RTi Research. Survey, March 2020.
9 ResearchAndMarkets.com. March 2020.



trend will likely stay with us simply because
consumers have adopted the technology
and integrated the option into their
shopping routines.

Indeed, the global market size for CP is
forecast to grow at 11.7% CAGR from 2020
to 2025.° So, while consumers may have
needed safety to motivate them to switch,
there is something else giving CP its staying
power. This is perhaps the deeper meaning
of the projected growth in CP beyond that
of the pandemic.
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Consumers understand that many channels
for engaging and buying products are
always on and right at their fingertips.

This level of choice in where and when

to purchase means that shoppers can
quickly become impatient — for instance,
while waiting in slow queues —and move
on to another option. It follows then that
frictionless shopping experiences and
ultra-convenient customer journeys, both
of which are improved by CP, are no longer
simply ‘nice to have’; they are crucial to
ensure customers actually buy.
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Omnichannel
retail

While nearly every brand had an
omnichannel strategy pre-COVID, the
pandemic forced many to speed up their
already begun moves away from the
‘typical’ retail experience to a system that
brings the convenience of online shopping
to the offline world and the interactivity
of the retail store to the online experience.
In short, omnichannel has also shifted
from a 'nice-to-have’ to a minimum
expectation. A key effect of this seismic
shift is a reinvention of the physical store
itself.® Indeed, a reckoning is underway
for traditional shopping as more and more
consumers choose hybrid retail pathways.

©]MD. January 2021.



“Omnichannel
has shifted from
a 'nice-to-have’
to a minimum
expectation.”
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As a result, the store as a destination for
discovery and browsing is becoming less of
a focus as many brands roll out significant
expansions of personal shopper and
curbside pick-up programmes, as well as
embracing the idea of experiential retail.

In this concept, the store space becomes
not just a place to see products, but a
destination in and of itself.

Savvy retailers across sectors are beginning
to reimagine the physical store as a
destination consumers can visit to touch
and feel products they've discovered online
before finalising a purchase. In practice,
this means retailers are experimenting

with augmented reality to provide virtual
agents that consumers engage with online
first before even entering the store. For
example, imagine seeing how a new
Microsoft Surface will look on your desk
before going to the store to learn more
about the product. Or think about the
ability to combine social media with the
shopping experience.



Live commerce

Live commerce can be thought of as the
convergence of e-commerce, live streaming
and social media. Also known as video-
assisted shopping, live commerce provides
deeply personal, one-to-few experiences,
essentially delivering an evolved ‘shopping
channel’ for consumers. Like other trends
covered thus far, live commerce was well
underway before COVID-19, with China
leading the way."

As the pandemic lockdowns spread and
consumers could no longer easily go to
stores to shop, live commerce became
front and centre in executives’ minds, with
mentions on earning calls climbing rapidly
in 2020.% Unlike other trends, though, live
commerce has not yet gone mainstream
outside of China. But the increasing interest
of executives can be taken as an indication
that high levels of investment and
experimentation are currently underway.
As such, it is reasonable to expect that this
interest and investment will likely bear fruit
worldwide in the near future.

" Angela Wang. TED Institute. October 2017.
"2 CBInsights. March 2021.



How should retailers view the coming
adoption and proliferation of live
commerce? It is certainly both an
opportunity and a challenge. This new

frontier will leverage integrated ecosystems

of social media, mini-celebrity influence,
brand content and both virtual and real
interactions with consumers to create
experiences that at first rival and later
exceed that of traditional shopping. The
challenge for retailers will be to keep
pace with a highly dynamic shopping
environment and consumers’ preferences
for evolved experiences.

“Live commerce
provides deeply
personal, one-to-
few experiences.”
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Evolution of
experience

In our view, the future of retail is more than
just the merging of physical and online
commerce — it is the next step in evolving
our perceptions of what shopping looks
like. There is now consumer expectation for
a consistent buying experience across any
channel they choose, which means retailers
are expected to meet customers across any
and every means of engagement, be that
mobile, social, in-store or even virtually
online.

Customers are now connected to
commerce in a way they never were
before, and retailers have the opportunity
to accompany consumers every step of
the way along their new purchase journey.
From physical stores to online storefronts,
social shopping to virtual agents, shopping
happens everywhere, all the time, and
retailers must be ready to take advantage
of all the new commerce opportunities
which present themselves, no matter
where they occur.
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Microsoft
Dynamics 365
Commerce

Many of these trends provide more
flexibility and options for customers at

a macro level, who have gotten used

to different, and in most cases more
convenient, ways of doing business.
Companies need to remain agile to
address customers’ changing needs — and
market environments — as they move
forward. Once customers adopt a new
way of interacting with companies, they
are rarely interested in moving backward.
Therefore, companies must remain flexible
to make the changes necessary to thrive in
the post-pandemic world.

Microsoft Dynamics 365 Commerce
equips retailers with a flexible, unified
and seamless buying experience for
customers and partners. With Dynamics
365 Commerce, you can engage across
traditional and emerging channels while
allowing consumers the option to buy
when, how and where they want — on any
device — by delivering a frictionless and
consistent experience across online and
offline channels.
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