The shift towards
Immersive shopping:

New opportunities for retailers in KSA




Introduction

The adage that the customer is king has never been more ap-
propriate than it is today. In the past, the emphasis was on pro-
viding a high level of customer service within a fixed product
range. Today's customers are increasingly in the driving seat
across the whole business, demanding not only highly differ-
entiated, personalized products but also defining how they
expect brands to interact with them at the level of both the
shopping experience itself and alignment with personal values
such as sustainable practice.

Within the Middle East region, the new dynamics are creating
a growing tension between customers and retailers. On the
one hand, customers, focused on convenience, are turning to
e-commerce to find the products they want quickly and avoid
the queues at retail checkout lanes. On the other, they are ex-
periencing frustration with products purchased online that do
not meet their expectations — a consequence of buying without
experiencing the product firsthand at the point of purchase.

In short, customers are seeking the convenience of buying on-
line with the confidence of buying in-store.

Retailers are facing the question of how to connect with and
meet the evolving needs of this new generation of shoppers.
How do they provide a retail experience that doesn't force the
customer into a compromise between confidence and conve-
nience? And how do they do this while meeting expectations
of ethical practice across the many social issues that are top
of mind among today's shoppers, especially among millennials
and Generation Z buyers?

We believe that immersive and predictive technologies pro-
vide the means not only to offer highly customizable and eth-
ically sourced products, but also to significantly enhance the
in-store retail experience. Yet retailers in the region have been
slow to implement these technologies. To build and maintain
competitive advantage in the new era, retailers need to look at
these technologies not as an add-on to their traditional busi-
ness model, but as the backbone to new, hyper-responsive
ways of working to attract and win the loyalty of customers
that today have more choice than ever before.
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From clicks to bricks

Malls in Saudi have traditionally been about more than just retail.
In a region where the climate is not conducive to the traditional
outdoor high street experience, malls became gathering places
where Saudi shoppers could meet friends, explore entertainment
options and shop.

Yet Saudi shoppers, as was acknowledged in 2018, have been
among the most connected and digitally savvy in the world. They
are more likely to act as finders across all product categories, and
across both online and offline channels. (The Saudi Online Shop-
per, Ipsos, 2018).

It is therefore not surprising that, especially during the pandem-
ic, Saudi shoppers switched quickly to buying online. Even after
the pandemic, the preference for buying online, via mobile phone
or smartphone, remains strong and prevalent, and still continues
to win over buying in physical shops, 42% vs 40% (GCIS Pulse 4,
PwC). The Saudi shopper's swift adjustment to online buying was
accompanied by a focus on health and wellbeing, a preference
for sustainable and eco-friendly products, and attention to the
brand's identity, values, and purpose. (GCIS Pulse 3 and Pulse 4,
PwCQ).

Yet during the extended period of public health restrictions, shop-
pers clearly missed the social aspect of shopping in-store, while
the inability to try on products prior to purchase has been
a clear hindrance to their online shopping experience: 50%
overall - 66% among millennials (Future of Shopping, Snap Inc.
2021). Indeed, in 2022 Saudi shoppers returned clothing bought
online with a total purchase value of 2.6 billion SAR - a significant
lost revenue opportunity for retailers.

At the same time, malls are increasingly shifting their focus to pro-
viding a wider range of entertainment offers to attract custom-
ers. An estimated 50% of new retail space scheduled to open in
Saudi Arabia over the next few years is focused on entertainment.
These new destinations have the potential to become high traf-
fic areas that will benefit those physical retailers able to provide
shoppers with the in-store experiences they seek.

As the number and scale of malls continue to increase across the
country, integrating digitally-enabled features into the physical
retail space will become more important. Retailers and opera-
tors need to meet customer demand for convenience and speed
while retaining the social engagement and entertainment offers
that shoppers have always enjoyed in malls.
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Evolvmg shopper
behaviors

The complexity of the online
footprint

Today, Saudi shoppers are polyvalent and more complex to cat-
egorize in plain demographics. They are demanding more con-
venience in online and physical shopping in less time. They are
willing to pay more for better experiences (86% - Maximizing
the known and navigating the new VISA Presentation, 2022). In
particular, 38% are willing to pay higher than average prices to
a great extent for bespoke or custom-made products and 40%
for local products. Support for the local economy (49%) and
convenient service (46%) are underlying motivators for con-
sumers' willingness to pay more for domestically produced or
sourced products. (GCIS Pulse 4, PwC).

While 82% of Saudi consumers state they almost always buy
from brands that are on promotion, looking ahead to the com-
ing decade, a second layer of consumer thinking is likely to in-
fluence online shopping behavior: shopping by the personal
values that matter most to each individual customer, such as
being halal, locally made or sustainable (Future of Shopping,
Snap Inc. 2021). New offers, enjoyable and innovative prod-
ucts and services and data protection have a great impact on
over 60% of Saudi shoppers when it comes to their trust in the
brand. (GCIS Pulse 4, PwC).

£4,2% of Saudi consumers are shopping online via mobile phones,
24% using Smart home voice assistants and 18 % via wearable
devices (GCIS Pulse 4, PwC). Also, 63% of Saudi shoppers rec-
ognize social media as the prominent brand and product dis-
covery engine (Future of Shopping, Snap Inc. 2021). They have
by far more tools for smart buying and expect to enjoy seam-
less cross-channel experiences.
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Towgrds a new
retail experience

Retail has fundamentally changed across many sectors.
Fast-evolving conversations around sustainability, diversity,
supply chain and digital transformation are having an unexpect-
ed impact on business outcomes. Mapping out the shopping
journey includes a wide variety of models, funnels, flow charts,
diagrams and graphs which all have their own distinctive ap-
proach. The traditional division in stages (awareness, consid-
eration, and decision) may still be valid, but the journey has
become less linear and increasingly sophisticated. Customers
expect to use their preferred method or channel at each stage,
and at any time during a single purchase. They also expect the
distance covered during this journey to be fast and frictionless.
Understanding the customer's behavior is thus also becoming
complex as it is harder to predict where a customer's journey
will start, which channels they will visit, and in what order they
will visit them.

Proper use of technology could support navigating this com-
plex environment as it boosts personalization for seamless ex-
periences. Artificial intelligence (Al) enables hyper-personaliza-
tion, which includes leveraging real-time behavioral data and
advanced analytics to offer the right promotions and tailored
messages in real time.

In digital storytelling the brand is no longer the protagonist.
Virtual reality (VR), augmented reality (AR), and mixed reality
have enabled people to create, collaborate and explore com-
puter-generated environments like never before. There is ob-
viously a different role for the customer who has the power
to narrate a brand story, and that is an important element in
the relationship, as a consumer interacting with digitalization
also becomes an ambassador and spokesperson of the brand.
The resources provided by brands in online environments are
integrated within consumers' narratives of self-expression and
become the "branded self".
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A powerful
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Creating immersive
experiences

At this point in time, consumers are more receptive to immer-
sive technology than brands are actively providing them. One
development worth noting is the emergence of a minority (17%)
of early adopters who say they have used a virtual reality head-
set in the last six months - for example, to watch a movie or TV
show or to play an online game. We expect this proportion to
grow over the next year, given how younger Saudi consumers
are increasingly connecting with the latest virtual reality (VR)
and augmented reality (AR) technologies, including most nota-
bly the metaverse. (GCIS Pulse 4, PwC).

AR - A missed retail opportunity?

Narrowing down on AR, which is an interactive experience that
merges virtual elements with the real world, it is estimated that
by 2025, around 75% of people across the globe and nearly
everyone with a smartphone will be frequent AR users. By then
almost all of the Gen Z and Millennial population in Saudi Ara-
bia will be frequent users. 73% of consumers who have used
AR in KSA when shopping say it encourages them to make a
purchase, and research predicts that we will see an almost 25%
increase by 2025 in the proportion of Gen Z shoppers who use
AR before buying a product. This demonstrates that AR contin-
ues to prove its commercial clout, moving consumers closer to
checkout. AR, similar to other digitization tools, is no longer a
figment of the future, and is very much present today.

But rising adoption of such technologies is far from the whole
story. There is a clear disconnect between how AR is perceived
by consumers vs. how it is perceived by brands. Research
shows that while 94% of brands consider AR to be primarily
for fun, only 53% of consumers in KSA see it this way. 7 out of
10 consumers now identify shopping as their main reason for
using AR while 84% of consumers are interested in using AR
to interact with a product before buying. (Augmentality Shift,
Snap Inc., 2022).
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AR can fuel extraordinary end-to-end consumer journeys that
give brands an advantage at every stage. (Augmentality Shift,
Snap Inc. 2022) AR supplements reality, offering a promising
opportunity for brands to bridge the gap between online con-
venience and a more impactful in-store experience, from AR
navigation in a mall, in-store displays or storefronts to dressing
rooms and enhanced product information. 93% of brands who
have successfully implemented AR agree that AR offers en-
gaging shopping opportunities, and 78% of consumers agree
that AR helps them shop in new and exciting ways. This is
why interacting with products that have AR experiences leads
to a 94% higher purchase conversion rate. (Harvard Business
Review Article, "How AR is Redefining Retail in the Pandemic”).

In addition to increased purchase intentions and increased
sales margins through willingness to pay more, AR can lower
the returns by allowing the customers to easily try-on a vari-
ety of products. Being able to see and try products virtually
prior to purchase gives consumers greater confidence in their
choices and reassures them that the product description is ac-
curate. 45% of online clothing returns by Saudi shoppers poten-
tially could be avoided by using AR in the shopping process.
This equates to consumers in Saudi Arabia spending 2.6 bil-
lion SAR on clothes online in the last year that they have re-
turned which could potentially be avoided by using AR. (Future
of Shopping, Snap Inc. 2021).
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AR is already delivering personalized and engaging

consumer experiences, but there is room to explore

the untapped potential of this innovative tech.
Consumers' interest is high for a broad range of AR experiences,
compared to brands' interest in delivering them. Brands need
to take a bold step forward to understand and meet the needs
and expectations of their customers. Overall, it is a powerful
tool that needs to be explored and exploited further.

0 NEADERS =) The shift towa_rt_:ls irnmers?ve shopping:
CIRCLE pwc New opportunities for retailers in KSA

Creating
immersive
experiences

Brands nee ".tc; take
a bold step forward

meet the needs
and expectations of
their customers.




Conclusion

Retail is a sector rich in creativity and one that has historical-
ly embraced and shaped social trends across the region. For
retailers in Saudi Arabia and the wider MENA region, the new
imperative is expected to lead, not to be led by the evolution
in customer behavior. As per our discussion, 73% of consum-
ers who have used AR in KSA when shopping reported higher
purchasing behavior. Our research predicts that we will see an
almost 25% increase by 2025 in the proportion of Gen Z shop-
pers who use AR before buying a product.

However, whilst customers seek the convenience of buying
online with the confidence of buying in-store, many brands
continue to see the technologies that enable this fundamental
need as being primarily for fun rather than a business opportu-
nity. The opportunity for brands to engage with customers
across a wider spectrum of the purchasing journey is not
only significant, but also comes with demonstrable advan-
tages in terms of operational efficiency, financial perfor-
mance, customer loyalty and competitive advantage.

Many retail brands remain on the back foot in terms of recogniz-
ing and acting upon this trend, as discussed in this paper. The
challenge that retailers face today is less about exceeding cus-
tomers' expectations and more about simply meeting them.

Technologies such as AR can be incorporated incrementally
into a brand's communication or product try-ons in a way that
is not necessarily costly and requires little by way of complex
integration. Implementing immersive technologies into the en-
tire customer journey requires further investment in back-end
integration. However, the substantial value that this adds to the
business outweighs the cost of implementation.

There have been brands that have secured first-mover advan-
tage. However, for those that are still evaluating the opportu-
nity — and those that are not yet considering it — the question
becomes not “Will we do this?"" but “How long will it be
before online integration is a basic cost of entry?"
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