
THE FUTURE OF 
PHYSICAL RETAIL



There are some stores that are actually more 
than stores. Take the “clubhouses” of Rapha, a 
British cycling fashion brand: Customers attach 
their bikes to in-store racks and socialize with 
other customers or store associates, who share 
their passion. The stores host events such as live 
racing or rides and they are home to the local 
chapter of a cycling club that already counts 
more than 9,000 members worldwide despite 
a considerable yearly fee. People come here 
mainly to spend time, socialize, get inspiration – 
and, in the end, also to buy products. Originally 
online-only and relatively new, the brand is 
growing rapidly and already a household name 
among cycling fans. This is just one example how 
physical retail is going to change.

In the wake of digital transformation, the retail 
industry needs new answers to the following 
questions: How do customers buy and how will 
they buy in the future? Retailers have to be aware 
of the implications that the answers of these 
question have for their business. They have to 
reassess their retail set up with a focus on optimal 
customer experience – online and offline, rethink 
their store formats and redefine business sectors 
in accordance with an integrated omnichannel 
business model and their target audience. If 
retailers fail to do so, physical retail will soon be 
a thing of the past. With this point of view, we 
want to show you how the classical store will 
have to develop in order to remain successful in 
the future.

The Future of Physical Retail
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STORE CLOSURES IN THE US

WHAT DO RETAIL EXECUTIVES 
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Physical Retail in Transformation – 
Chains Under Strain

For decades the retail chain has been a success 
model as well-known brands have shaped the 
image of our city centers and malls. Recent 
developments, however, suggest that this former 
success model is heading for stormy waters. 

STORE CLOSURES IN THE BIGGEST 
RETAIL MARKETS

In 2017, the US as the biggest retail market in the 
world has seen more store closure announcements 
than at the height of the financial crisis in 2008 
and a year-on-year increase of more than 300%. 
In China, the second biggest retail market, stores 
have also closed. In 2016, 185 department stores 
and supermarkets have been closed and Marks 
& Spencer has announced its withdrawal from 
mainland China. Last year, Luxury brands, such as 
Hermès and Louis Vuitton, also had to scale back 
their presence in China.

The “retail apocalypse” has not yet fully affected 
European markets due to past consolidation 
efforts and a strong economy. However, mature 
markets such as the UK and Germany are also 
under high pressure. In Germany, sales area 
productivity has been falling for the last 15 years. 
Every second retail chain could be out of business 
in 10–15 years with 50,000 stores expected to 
close. In the UK, retail heavyweights, such as 
Debenhams, Marks & Spencer and Tesco have 
been closing stores and cutting jobs.

E-COMMERCE EATS AWAY AT THE 
MARKET SHARE OF PHYSICAL RETAIL

The former strong points of retail chains – local 
branches and well-known product portfolios – 

have apparently lost their appeal to customers. 
Closed stores, vanishing brands and empty 
shopping malls are clearly visible as a result. 
E-commerce offers more comfort, transparency 
and a larger product range. In homes all around 
the world, customers fill their digital baskets 
sitting comfortably on their couches or they shop 
with their smartphone while they are commuting 
to work. 

Under such conditions, how is it that over half of 
all German retailers are still offline and neglect the 
changes in their customers’ behavior? Is it not now 
the time to innovate in order to survive in the future?
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1.66 billion people shopped online in 2017. Four 
years later it will be 2.14 billion. Much of this 
momentum comes from the Asian-Pacific region. 
Its e-commerce market grew by 30% last year. 
This region also includes the biggest e-commerce 
market in the world: China. The Chinese 
e-commerce market has seen an annual growth 
rate of almost 60% in 2013. Even though the 
growth has slowed down to under 20% in 2017, 
the Chinese e-commerce market still outpaces 
Western markets. In the US and Germany, 
however, the difference between growth of 
e-commerce and total retail is more pronounced. 
Last year Chinese e-commerce grew less than 
two times faster than total retail, in the US and 
Germany, it grew more than three times faster.

E-COMMERCE TAKES TO THE 
STREETS

E-commerce businesses have the momentum 
clearly on their side. But that is not all. With 
large amounts of data, artificial intelligence to 
crunch the numbers and drones to deliver the 
goods, contenders from the online world also 
have the technological edge. This adds to their 
confidence. Amazon has recently opened its first 
checkout-free grocery store and acquired Whole 
Foods Market. Similarly, Alibaba, China’s biggest 
e-commerce company, has acquired a $2.9 
billion stake in China‘s top grocer Sun Art. With 
11% of German online-only retailers planning on 
starting physical retail, e-commerce is taking the 
competition back to the streets. 

Following a data-driven approach, competitors 
from the online world set up their stores differently 
than traditional retailers – successfully – even 

though one would expect that offline retailers 
know their business best. Online retailers, 
however, combine the traditional strengths of 
physical retail with the advantages of digital 
progress. 

Online Shopping with Strong 
Momentum
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Custom(er)s Are Changing

People still buy the same types of products 
that they bought decades ago: clothes, books 
and consumer electronics, for example. What 
has changed, however, is how they buy them. 
Technology is one of the main drivers of this 
change. It provides new channels, access to 
information and, ultimately, changes the way 
people live their lives. The smartphone and the 
internet, for example, have clearly made their mark 
on society. Over a third of the world’s population 
owns a smartphone and over half are online. In 
industrialized, Western countries these numbers 
are even higher. Younger generations seem to be 
particularly mobile-savvy: In 2017, around 90% of 
German digital natives used a smartphone to go 
online.

When technology becomes this ubiquitous 
and important, it changes society, challenges 
business models and disrupts entire industries. 
Amazon is exemplary for such a disruption: The 
e-commerce giant offers more than half a billion 
products online around the clock. In more than 
30 US metropolitan areas Amazon already offers 
in-home delivery and delivers within two hours.

WELL-INFORMED CUSTOMERS

The main benefit of the internet is access to 
information. This also applies to products. 
Whether form, color, prize or reviews by other 
customers – everything is readily available online 
and customers make use of it. 

Researching products online to buy them offline, 
so-called “webrooming”, is less problematic 
for stores than the opposite, so-called 
“showrooming”. Half of German digital shoppers 
do the latter sometimes or regularly. Whether 
webrooming or showrooming, the internet has 
fundamentally changed the position of the 
customer. Shoppers used to come to stores 
for information, now they arrive already well-
informed. 

The internet does not end at the shop door. 
Customers take it with them into stores. Around 
30% of digital shoppers use their smartphones in-
store in order to research products. Physical retail 
has lost its monopoly on product information. It 
has to offer something else instead.

Younger online shoppers are less patient 
than older customers. Express shipping is 
used most by 18–49 year old customers in 
the US and 18–29 years old customers in 
Germany. Younger online shoppers have a 
stronger tendency to order multiple items in 
order to pick some and return the rest than 
shoppers over 49 years, who are also less 
likely to use mobile devices for e-commerce.
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TECHNOLOGY HAS TO BE  
DONE RIGHT

The good news is that technology on its own 
does not effect change. It has to be put to a 
task. Done right, digitalization may eventually 
strengthen physical retail.

Digitalization is not the reason for a 
change of customer experience, it is 
rather a tool that has to be used.
Senior Vice President Communication & Sales 

Marketing, telecommunications industry

But technological innovation alone will not pull 
shoppers into stores. It does not suffice to simply 
pack stores with technological gadgets. Innovation 
has to follow a vision with the customer experience 
at its center. This means rethinking processes by 
focussing on the customer‘s needs, for example: 
How do customers order goods online? Do they 
get them delivered to their favorite branch and 
how will the role of the sales staff change?

Technological innovation does not only provide 
an opportunity to adequately react to changing 
customer expectations, it can also strengthen the 
importance of the store as part of the purchasing 
process in the future. Therefore, physical retail 
has to integrate digital technologies in order to 
facilitate personalized customer interaction and 
provide an added-value shopping experience. At 
the point of sales, innovative technologies will be 
more important than ever.

AUGMENTED REALITY AND PAYMENT 
SOLUTIONS AS TOP PRIORITIES

Shoppers seem ready for augmented and virtual 
reality in stores. Every second German customer 
would consider buying with VR and AR and three 
quarters of US shoppers would shop at a retailer 
more often if they offered AR. Retail executives 
are aware of this demand. After human capital, 
technology is their second priority for future 
investments. Our research and experience 
suggest that AR, payment solutions, artificial 
intelligence, voice assistance and beacons are 
at the top of their lists. But there is more: from 
demand-driven supply chains to smart shopping 
carts and checkout-free shopping, much is 
possible.

Technology –  
Threat or Opportunity?



PHYSICAL, YET DIGITAL – THE STORE OF THE FUTURE 

Demand-driven logistics
Matches stocks to customers’ 
shopping behavior. 

Predictive analytics of 
customer behavior
Behavioral data as a 
basis for business 
strategies.

INTELLIGENT

Technological assistants
Help customers to navigate 
the product range and give 
advice.

Automatic checkout
Sensors detect products 
and initiate e-payment. 

Smart shopping cart
Drives autonomously and 
guides the customer.

COMFORTABLE

Augmented and virtual reality
Add information to the 
shopping environment.

50%
Discount

just for you 

Personalized advertisement
Discounts and product 
suggestions based on 
individual preferences.  

Location-based services
Personalized and location-
specific communication.

INFORMATIVE



6

Technology has not made face-to-face 
interaction obsolete and is unlikely to do so in 
the foreseeable future. For the retail sector, this 
provides a great opportunity. Most of German 
consumers find personal advice very important. 
This appreciation is by no means limited to older 
generations. As part of a survey conducted at US 
malls, two thirds of the respondents between 18 
and 35 years stated that store associates were 
extremely important to their retail experience.

TRAINING MORE NEEDED THAN EVER

Retail executives know about the importance of 
their employees. Human capital is their top priority 
for future investments. Training becomes more 
important as employees have to interact seamlessly 
with new technologies in order to create a first-
class consumer experience.  

Technology is not our problem, 
a change of work culture is the 
challenge. This means taking 
employees with us on the journey and 
not leaving them behind. We will not 
fail because of technology. Instead, 
we will fail if we don’t take the people 
with us as part of the transformation.
C-level executive, automotive industry

Training, however, remains an important 
challenge. Most German retailers feel that 
they need training in the field of digitalization. 
Simultaneously, only a quarter of retailers already 
offer such training. 

FROM PRODUCT MANAGER TO 
INFLUENCER

Technology is not the only reason why investment 
in human capital will be key in the future. In 
the context of better-informed customers and 
competition from e-commerce, the role of store 
associates will have to change. Retail executives 
expect that in the future, store associates will 
not be classic vendors or product managers. 
Instead, they will be customer managers, 
entertainers and socializers, product geniuses 
and influencers. Empowerment of employees is 
of growing importance. As managers in times 
of change, they need orientation and security 
and flexibility and openness all at the same 
time. This new leadership role requires a change 
of self-perception in addition to abilities and 
competencies that, for a long time, made the 
difference between a classical manager and an 
inspiring leader.  

It’s about empowering the staff in 
the shops to stop being inventory 
controllers and start being instore 
influencers.
CEO, luxury fashion industry

Empathy is foundational for sales staff who 
help to create exciting interactions – something 
increasingly sought after by many people in a 
technology-driven world. The art of creating 
these moments will be decisive for the future 
of physical retail. Retail will be more and more 
about addressing essentially human desires 
and therefore depend on its mediators – sales 
managers as advisors, data translators and 
curators of consumers and consumption.  

The Human Touch
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Experience –  
The USP of Physical Retail

Last year German cinemas counted more than 
122 million visitors despite the growing online 
supply of high-quality movies at a discount price. 
Part of the persisting appeal of cinemas is the 
experience they provide. It is just not the same 
at home. This is also true for retail. Retailers who 
can provide unique in-store experiences that fit 
their customers’ needs will be successful. The 
only way to justify the visit of a store to customers 
rather than shopping online is to give them an 
experience they cannot get anywhere else.

The customer’s time has become 
an important aspect. By visiting our 
stores, the customer gives us his or 
her time. We have to value this. 
Managing Director, men’s fashion industry

In the future, emotions, experience and the 
social component will be the most important 
factors contributing to the success of physical 
retail according to our survey among retail 
executives. In addition to attractive product 
portfolios, customers want personalized 
communication, technology, service that makes 
shopping comfortable and, no less important, an 
environment that creates a unique experience.  

 
It used to be that 80–20 rule, it 
would be 80% shopping and 20% 
experience – it’s got to go to the 
opposite now. Because all the 
shopping you can do faster, cheaper 
online. 
Senior Vice President, technology industry

With their eye-catching architectural design, 
prominent locations and highly trained 
store associates, Apple stores provide 
best-practice examples of how to create 
customer experience. Apple follows a multi-
channel distribution strategy and uses its 
stores as an effective branding tool. They 
have greater sales figures per square foot 
than any other retailer surpassing even 
luxury brands such as Tiffany & Co. and they 
have doubled in number between 2008 and 
2018.
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FUTURE FACTORS OF SUCCESS 
OF PHYSICAL RETAIL*   

ARE RETAILERS PREPARED FOR THE
CHANGES OF PHYSICAL RETAIL? 
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Added Value of Physical Retail

CUSTOMERS WILL ALWAYS HAVE 
NEEDS THAT STORES CAN FULFILL 
BETTER THAN OTHER CHANNELS.  

These needs, however, are evolving and physical 
retail has to evolve with them. It does not suffice 
for stores to simply give access to products or 
information because both are already available 
online and they will become more so in the 
future. Instead, it is about customer experience, 
atmosphere, emotions and service – here physical 
retail can provide added value that goes beyond 
what online shopping can provide.

 As a brand, you have to build a 
space where people want to stay. 
C-level executive, fashion industry

The question is not whether this development will 
take place but rather how fast retailers will adapt. 
According to our survey of retail executives, almost 
50% are currently in an early stage of strategic 
implementation. The same percentage is either 
currently taking measures or has already done so.  

BUILD A BOND

Stores can provide added value if they combine 
technology and personal service into seamless 
customer journeys that excite emotionally, 
physically and socially. In order to realize such a 
customer experience, retailers have to follow a 
process-driven approach putting the customer 
perspective first. 

Developing and nourishing a 
personal bond between customers 
and employees is still one of the 
greatest potentials to truly connect 
customers to companies in a 
technology-driven world. 
Customer experience expert, rpc – The Retail 
Performance Company

In the future, customers will take technology and 
the advantages it provides for granted. Shopping 
will be highly intelligent and comfortable. The task 
of physical retail will be to make it also surprising, 
exciting and human.
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ABOUT RPC – THE RETAIL 

PERFORMANCE COMPANY

rpc enables businesses to transform their sales 
channels with a focus on customer-centric 
solutions to connect customers and brands 
seamlessly. The pillars of rpc’s services include 
consulting, coaching, training, HR services, 
retail design and data analytics. In partnerships 
with its customers, rpc develops customized 
solutions – from strategy to implementation and 
people enabling – that improve capabilities in 
sales and retail and create sustained competitive 
advantages. rpc’s divisions around the world focus 
on different aspects of this, each with specialized 
core competencies. rpc’s international expertise, 
global mindset and end-to-end approach help 
deliver innovative and sustainable solutions, 
that generate real value for both - brands and 
customers.

METHODOLOGY

This point of view is based on expert interviews 
with top executives from the German retail sector 
(n=20). These interviews have been conducted 
at the rpc event “The Retail Excellence Round 
Table 2017”.

Additionally, the following sources have been used: 
Amazon (2018a, 2018b), Apple (2016), bevh (2018), 
Bitkom (2015), ChargeItSpot (2017), Credit Suisse 
(2017), eMarketer (2016a, 2016b, 2017a, 2017b), 
Euler Hermes (2017), FFA (2017), Forsa (2017), 
Fung (2017), GfK (2017), Guardian (2017, 2018), 
Handelsblatt (2/14/2018, p. 24-25), HDE (2017), 
Independent (2018a, 2018b), Interactions Daymon 
(2016), iResearch (2017), MacRumors (2018), 
Postbank (2017), Reuters (2017), ScrapeHero 
(2018), South China Morning Post (2017), Statista 
(2015), Statista Global Customer Survey (2018), 
UPS (2015), US Census (2017), We Are Social 
(2017a, 2017b, 2017b), Welt (2017), Worldpay 
(2017), YouGov (2016, 2018)

CONTACT

rpc – The Retail Performance Company
Pelkovenstraße 145
80992 Munich

Jan Schemuth, Managing Director at rpc

E-mail: jan.schemuth@rpc-partners.com
Phone: +49 89 2000 508 20

For more information,
visit www.rpc-partners.com
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