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Executive summary

Sowhat

Ongoing and increasing geopolitical volatility is
driving a wide range of specific challenges and risks
for Australian retailers.

Australian retailers are facing
a ‘retail recession”.’

Geopolitical volatility is behind
some of the biggest challenges
that Australian retail firms face.

Global geopolitical instability
IS not going away.

Australian retailers must build
their geopolitical resilience and
take action to mainstream
geopolitics into their strategic
planning and operations.

What

Geopolitical volatility is the ‘new normal’ operating
environment for Australian retail. Global openness and
cooperation are being replaced by rising competition and

mistrust, and an expanding definition of national interest.

Why

Several geopolitical forces are exacerbating this trend.
Structural shifts in the balance of power, citizen anger
and mistrust, the tech revolution, and climate change

are driving geopolitical volatility.

Structural shifts in the balance of power between
countries mean that trade in goods is increasingly
being weaponised, impacting consumer sentiment and
raising prices and availability risks for many products.

Citizen discontent raises stakeholder expectations

that companies will come out publicly on the ‘right’
side of contentious issues, but makes the definition of
‘right’ far more contested. Angry citizens also drive civil
unrest and create the conditions for populist leaders

to emerge, bringing with them a range of economic,
political, and social challenges for retail businesses.

The tech revolution is responsible for what some call
a 'tech cold war’. In addition to competition over tech
capabilities, the tech cold war is also raising cyber
risks for retail companies.

The geopolitical impacts of the climate crisis —
for example, competition for renewable energy
security and mass migration — will disrupt
manufacturing networks and export markets.

The way these forces combine is driving other complex
impacts on retailers, including high procurement and
energy costs and poor consumer sentiment.

As global geopolitical competition and
volatility increase, so too will the difficult
conditions for retailers.

At KPMG, we believe a better understanding of geopolitics
will increase retailers’ ability to navigate the current
challenging business conditions and map a path to
resilience and opportunity in the future. They can:

establish systems and processes to understand
and monitor geopolitical risk and volatility

model risk scenarios to anticipate the specific effects
of potential geopolitical developments

map their sourcing networks and the supply routes
that they rely on, considering how geopolitical upheaval
could impact their ability to get the things they need

develop action plans to guide them through the full
range of risks and opportunities.
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Most Australian retailers are very aware of growing and rapidly changing risks
In their operating environment.

After managing the existential threats
of COVID-19, retailers now face a
painful combination of high costs,
supply chain disruptions, negative
consumer sentiment, and ‘no growth/
slow growth” market conditions for
the foreseeable future. These difficult
conditions are pushing some retail
firms to the wall, both in Australia?
and around the world.®

For some years now, the world
that we know and operate in
has been increasingly buffeted
by geopolitical volatility.

This volatility creates risks

for all internationally exposed
industries, and Australian
retailis no exception.

Geopolitical forces impacting Australian retail

business - apolycrisisin play

Something fundamental is changing
in the geopolitical environment.
What we're experiencing is not just
a random combination of incidents,
but rather, a broader and deeper shift
in international affairs. The world
order that we are used to is giving
way, unevenly and unpredictably, to
something as yet unknown. The World
Economic Forum describes what is
happening as a ‘polycrisis’: a series
of cascading and connected crises
with compounding effects, such that
the overall impact exceeds the sum
of each part.*

This volatility is playing into many
of the challenges that retailers are
currently grappling with — from
borrowing costs to supplier prices,

and from wage rates to consumer
sentiment. While these challenges
are themselves not new to retailers,
the frequency and intensity of their
occurrence are set to increase, and
the moments of respite between
them will become briefer.

Four geopolitical megatrends —
structural shifts in the international
balance of power; rising citizen
discontent; the tech revolution; and
the climate crisis — are at the root of
the polycrisis. These megatrends are
shaping the future of global business
and creating challenges, as well

as potential opportunities, for the
Australian retail sector.


https://www.weforum.org/agenda/2023/01/polycrisis-global-risks-report-cost-of-living/
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11 Structural shifts in the balance of power

For the past 80 years, Europe and North America have wielded significant
control over world affairs. Now, the global balance of power is changing.

Power has traditionally been based on
economic and military might. However,
power also comes from holding a
central position in the institutions

and agreements that effectively set
the rules for international politics and
trade.® Today, the centre of economic
and geopolitical gravity is shifting
away from the West® and towards the
developing world.” The IMF notes
that over the next two decades,
virtually all of the world’s population
growth is projected to take place in
less developed countries.® By 2040,
the combined economies of the
'Emerging 7' — Brazil, Russia, India,
China, Mexico, Indonesia and

Turkey — are predicted to be double
the combined size of the current
Group of 7 (G7).° Along with this
increasing demographic and economic
importance comes a desire for

a greater say in world affairs.

Increasing numbers of emerging
countries are questioning Western
global leadership.”® They are
establishing norms and institutions
that demonstrate that there are
alternatives to some key elements

of the Western-led world order.

These include the expanding BRICS
grouping™ (which some argue aims

to one day rival the G7'), the Asian
Infrastructure Investment Bank™
(which provides an alternative source
of development financing to the World
Bank), and the Shanghai Cooperation
Organisation™ (which can be
understood as a potential alternative to
the North Atlantic Treaty Organisation).
These developments have prompted
some political scientists to anticipate
a ‘post-Western world".™®

The challenge to Western global
leadership is not just affecting norms
and institutions, it is also driving tragic

conflicts. For example, the Russian
invasion of Ukraine in 2022 (and 2014)
is explicitly described by Russian
President Vladimir Putin as a battle
against the liberalism and ‘disgusting,
criminal and deadly’ ideologies and
values of the West. As Putin states,
the war in Ukraine is about fighting
the ‘true enemy of his country’, the
West. Putin describes the war as an
existential conflict against a 'satanic’
enemy which at its very core intends
to not only destroy Russia, but also
‘strangle any sovereign centres of
development’.’

Members of the North Atlantic Treaty
Organisation (NATO) are responding in
kind, seeing Putin’s invasion of Ukraine
as a direct challenge to democratic
Western global leadership."’

As mistrust and competition among

international actors increases, so too
does the likelihood of conflict -- both
kinetic and otherwise.

For their part, Western countries are
working to protect and expand their
global power and influence.’® There

is a general trend among Western
countries towards reducing economic
dependence on the non-Western
countries which they consider as
threats to the current world order.™
In some cases, this means trying

to constrain their rivals’ technological
progress by restricting trade in
strategic goods.?° For example,

US National Security Advisor

Jake Sullivan was unequivocal in his
remarks in September 2022 about the
vital importance of protecting critical
technology in the US to prevent the
demise of the US role in the world,
the decline of liberalism, and the
threat of rising authoritarianism.?’

The struggle for influence over how the
global system should function is creating
an increasing focus on protecting national
security interests. At the same time, the
struggle is expanding the definition of
national security such that geopolitics
and business cannot be separated.

The structural shifts in the system are
also driving strategic competition and
mistrust among nation-states which
fundamentally changes how countries
interact with each other economically, in
both trade and investment. Rather than
being understood as neutral exchanges
based on efficiencies and a cost/benefit
equation, trade and other economic
activities are being ‘'weaponised'?

as tools of ‘geo-economic’? power.

As trust declines and the pursuit and
protection of national security interests
rises, many countries are pulling back
from globalised trade and investment,
and instead forming trust-based trading
networks with their geopolitical allies.?*
Nationalism and protectionism are on the
rise, and even countries that were once
seen as the stalwarts of open trade are
pursuing increased self-sufficiency and
reducing dependency on others deemed
as politically unreliable.?®

This rising mistrust

and competition among

nation-states jockeying for

global influence is having

a real impact on Australian

retailers in three key ways:

— the shifting power balance
is contributing to poor
consumer sentiment

— supply chains are being
negatively impacted

— energy markets are
being disrupted.
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111 Structural power shifts
and consumer sentiment

Research shows that around the world,
ongoing geopolitical competition directly
and indirectly affects consumer confidence.
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KPMG's December 2023 Retail Health Index report reflects
how geopolitical volatility has a negative effect on consumer
sentiment, which was in negative territory from early

2022 until the time of writing.?® This period has included
Russia’s invasion of Ukraine, conflict in Gaza, and growing
great power tensions.?’” And as consumer confidence falls,
spending patterns shift and trend downwards.?®

The US Federal Reserve recently drew a direct link between
rising geopolitical risks and falling consumer sentiment.?®
The war in Ukraine has seen consumer confidence in
Europe plummet.® In the Asia-Pacific region, a recent
YouGov poll found that geopolitical tensions represent the
third-biggest source of anxiety for consumers.®' In many
cases, where consumers identify the issues they are most
concerned about, geopolitical volatility is not far away.

For example, concerns about climate change, or inflation
and the rising cost of living, are all inextricably linked to
geopolitics.®? Because the geopolitical risk outlook is for
continuing and indeed growing volatility, this negative
influence on consumer sentiment is likely to continue,
adding to difficult conditions for retailers.
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How geopolitical shocks hit consumer confidence
(and GDP inflation, and almost everything else)

The US Federal Reserve conducted a detailed analysis®® that found that elevated geopolitical risks have
a significant negative impact on global consumer confidence, and other macroeconomic variables.

Figure 1.The geopolitical risk index
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The study found that the heightened geopolitical risk environment in 2022 — especially associated
with the Russia—Ukraine war — resulted in lower global economic growth, higher inflation, and lower
consumer confidence than would have been the case in a no-war scenario. This report was released in
May 2023, some months before the current Israel-Hamas conflict.

Figure 2. Transmission mechanisms of higher geopolitical risk on macroeconomic variables
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112 Structural power shifts and global
supply chains

It is no secret that conflict disrupts supply
chains,®** and structural power shifts in the
international system mean that conflict
around the world is increasing.

Competition over the shape and structure of the
international order are driving a rise in tensions® and the
United Nations reports that we are facing ‘a new era of
conflict and violence.® We have already experienced how
the Russia—Ukraine war exacerbated and extended the
chaos in supply chains caused by the COVID-19 pandemic.®’
More recently, violence in the Middle East significantly
disrupted the global supply chain through the Red Sea.
These shutdowns and disruptions have made it harder and
more expensive for Australian businesses to import goods.*®
They have prompted some supply chain experts to conclude
that efficient, ‘just in time’ supply chains are only suitable
for periods of geopolitical stability.*®* This is because the
most efficient supply chains tend to be the least resilient in
the face of geopolitical shocks.*® Many retailers and their
suppliers are now choosing to hold more inventory at key
stages of their previously lean supply chains, which adds

to their costs.*" In effect, operating a ‘just in case’

inventory model.

Given the ongoing competition for international
power, itis critically important for Australian retail
businesses to be prepared for growing tensions

and conflict both among and within states, and the
potential for more disruptions to their supply chains.

e

11.3 Structural power shifts
and energy markets

Tensions arising from nation-states jostling for power
and influence on the global stage also disrupt global
energy markets.* The Russia—Ukraine war is a current
example, pushing high and volatile global energy prices.*
Conflict in in the Middle East has also disrupted energy
supplies and could reshape the region’s economies in the
longer term.* This conflict—energy link is not an anomaly
—researchers have noted a strong causal connection
between events during a regional conflict, and movements
in both renewable and conventional energy markets.*®

As geopolitical rivalries intensify, competition for energy
security will increase — although in the future it will be
driven more by the need for critical minerals and metals
essential for renewable energy, rather than oil and gas.
Countries will compete to shore up their own access to
these important inputs and may try to restrict their rivals’
ability to access them — indeed some already are.*

Intensifying geopolitical tensions mean that disruptions

to energy markets are increasingly likely in the years ahead.
For example, the Asia-Pacific region includes multiple areas
that several countries lay claim to. Some of these contested
areas could erupt into conflict, with varied and complex
implications for Australia. In the South China Sea, at least
seven East and Southeast Asian countries have competing
claims to islands and exclusive economic zones.*” As the
balance of power shifts and rising powers are more willing
to challenge the status quo, one or more countries in that
region could spark conflict to stake territorial claims. Even

if Australia is not drawn into such a conflict, the impacts

on our ability to export and import could be significant.

A significant proportion of Australia’s seaborne trade passes
through the South China Sea,*® so any deterioration in the
security environment will impact retailers’ ability to import
goods to sell, and to service overseas customers.
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1.2 Citizenanger and mistrust

Citizens of industrialised countries are becoming increasingly angry and
mistrustful of mainstream politics.*® At the root of the anger and mistrust are
perceptions of inequality — people all around the world feel that the past few
decades of globalisation have benefitted elites at the expense of the majority.°

This anger at the political status quo motivates citizens

to take to the streets in protest, which can result in civil
unrest and violence. Indeed, the evidence is clear — protests
and riots are increasing in many parts of the world, even
those that used to be stable.’" The Carnegie Endowment
for International Peace publishes a Global Protest Tracker
that has registered over 400 such events since 2017, with
83 breaking out in 2023 alone.5? Insurer Allianz identified
the main drivers of this growing civil unrest around the
world as being inequality and distrust of governments.5®

A key effect of increasing citizen anger towards
governments and political institutions is the rising
expectations that angry citizens have of companies.

The Edelman Trust Barometer shows that as mistrust of
mainstream politics has grown, citizens have increasingly
expected corporations to fill the trust gap.®* People now
think companies should help solve persistent societal
problems, rather than just seek profits. A Harvard Business
School survey of 14,000 people in 14 countries found that
73 percent of respondents believe that businesses should
work to benefit all stakeholders, including customers and
communities, rather than focusing on financial results

for their shareholders.% Almost two-thirds of consumers
believe that companies should punish countries that do
not meet human rights norms.* Consumers also believe
businesses can and should influence geopolitics — for
example, by boycotting goods made in countries that
invade their neighbours.®” Employees and communities
expect companies to take a stand on social issues as well,
but as discussed in section 1.2.2, companies are finding
that doing so can anger as many people as it pleases.

Another impact that flows from citizen anger

is the space it creates for populist leaders to emerge,
aphenomenon which tends to create challenging
conditions for business. Anger at political elites is
motivating citizens to move away from mainstream
centrist politicians and political parties and towards
the extreme left and right.%®

They are seeking alternatives in leaders who set
themselves up as representing something entirely new
and different, as being ‘one of the people’ and against the
elites.®® Populist leaders understand that this hollowing
out of the political middle ground brings citizens towards
them, so they do what they can to drive more anger and
mistrust.®® This can result in major political shocks.

Populist politics driven by citizen anger and mistrust

have been a major factor in some major political
developments over the past decade. One example of
such a populist-driven shock was Great Britain's decision
to exit the European Union.®" While this surge of populism
is occurring most obviously elsewhere, Australia should
not consider itself immune. As Lowy Institute analyst
Sam Roggeveen points out, although Australian citizens
have largely maintained faith in their political institutions
over the past few tumultuous years, this could change.

If Australians begin to think that the country's leadership
is no longer delivering what they expect, it is not
inconceivable that populist approaches — such as an anti-elite
and/or anti-institutional candidate, or an inward turn away
from engagement with our region — could gain support.®?

Rising citizen anger and mistrust around the world have very
real implications for Australian retail businesses. Civil unrest
creates uncertainty, new demands and expectations are
placed on businesses, and populist instincts drive policy
fragmentation, regulatory uncertainty and generally serve
to make business conditions more volatile.
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121 Civilunrestand
business uncertainty

Rising geopolitical

volatility means that the
risks retailers face from civil
unrest are going to continue
toincrease. These risks are
all along retailers’ supply
chains, from manufacturing,
to transportation, and

all the way to retail

stores themselves.

Unrest disrupts factories where
goods are made, making it harder

for retail companies to procure stock.®
It also affects how goods are moved,
with transport and warehousing
impacted by strikes and acts of
sabotage.®* In addition, the stores
where goods are sold are often

a target for public anger.®® Recent
years have seen an uptick in this

kind of damage and disruption to the
sector.®® Insurance experts warn that
civil unrest now represents a bigger
threat to businesses than terrorism.%’
Even when these events happen
overseas, they can impact Australia’s
retailers. For example, civil unrest in
a country that exports manufactured
goods for sale to Australia can lead
to production and supply chain
disruptions. Protests and riots in a
country that is a key export market
for Australian retailers could endanger
overseas staff, and negatively impact
commercial opportunities.

1.2.2 Citizenexpectations of companies

Research by Edelman and others shows that as the geopolitical climate drives
increasing citizen anger and mistrust, people are losing faith in their elected
leaders but increasing their expectations of companies. This growing trust can be
good news for retail firms, but with great trust also comes great responsibility.

Customers, employees and communities increasingly expect companies to
take a stand on contentious social issues,% which can include LGBTQIl+ and
indigenous rights, as well as climate change and other environmental concerns.
In Australia, retailers are facing pressure to speak up on these issues,® and on
geopolitical developments too. For example, many consumers have expected
Australian companies to stop doing business with Russia following the 2022
invasion of Ukraine,’® to apply economic pressure to countries deemed to be
aggressors,’! and to publicly speak out on issues of political importance.’?

But knowing when and how to take a stand is a complex and risky proposition
for retail companies (see Box — Doing the right thing, or ‘woke-washing'?).

Doing the right thing, or ‘woke-washing’?

As rising geopolitical uncertainty drives citizen anger and mistrust in
political institutions and governments, and citizens expect more from
companies, retailers around the world are being asked to step up and
take a stand — but the challenge is, which stand? There are numerous
instances in which a company has taken a strong values-based position,
only to be lauded by some, and reviled by others. The stakes are high

— one survey found that 67 percent of US consumers say their buying
decisions are affected by the political stance taken by retail brands.”®

In the US, some companies and investors have adopted progressive
policies on a range of Environmental, Social and Governance (ESG)
issues including LGBTQI+ rights™ and decarbonisation.”® While
these moves were welcomed by many, some state governments
pushed back, accusing companies of ‘woke-washing’, and of
harming the interests of important local fossil fuel industries.

In some cases, state political leaders have called on constituents

to boycott brands that do not reflect their conservative values.”

— In 2022, the United Nations released a report about alleged forced
labour in China’s Xinjiang province.”” The Chinese Government'’s
response argued that the accusations were groundless.’”® Some
major apparel brands responded to consumer pressure about the
UN report by pledging to avoid goods originating from Xinjiang.”®
This stance was met positively by some, including civil society
organisations.®® At the same time, there was a strong reaction
to these pledges within China. Some of the brands faced boycotts
in the Chinese market which hit their sales and share prices.?

But on the other hand, companies which did not take a stand
faced pressure in Western countries to do more.®?

These examples demonstrate how complex it is for retailers and other
companies to grapple with consumer expectations around social and
political issues. Deciding to speak up or stay silent on a given issue

is likely to appease some stakeholders, while angering others.
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1.2.3 Populismandbusiness conditions

The global rise in populism that is driven
by geopolitical competition and citizen
mistrust creates risks for Australian retail
firms in two ways.

Firstly, populist leaders’ approaches tend to undermine
democratic norms and institutions within a country.
Researchers from the Carnegie Institute found that populist
leaders — even those who position themselves as
pro-business — create negative outcomes for companies.
This is because they promote polarisation and unrest, and
deliberately weaken institutions like a free press, rule of
law, and the independence of courts and the central bank.®
Civil unrest and eroding faith in democratic institutions all
make the broader global business environment less stable
for retailers and creates the kind of volatility that disrupts
supply chains from their very starting point. Australian
retailers should not assume that this is only something that
happens overseas. As noted in section 1.2, any significant
decrease in public faith in Australia’s political elite could
deliver a populist leader, or at least populist-type policy
settings, in Australia too.

Secondly, populist leaders’ instincts of nationalism and
protectionism mean they tend to favour policies that
undermine free and open international trade.® For example,
researchers have noted that both farright and farleft populist
politicians prefer protectionist trade settings, such as high
import tariffs and technical barriers to foreign-made goods.
These policy decisions are frequently based on political

— rather than economic — logic: by protecting domestic
industries from foreign competition, populist leaders can
increase their appeal to their disgruntled base.® The high
tariffs and other technical barriers that result can make

it more difficult and expensive for retail businesses

to access imported equipment and goods for sale.

Protectionist policy settings in key export markets for
Australian retailers can make Australian products more
expensive, and/or result in subsidised local competitors.
The combined effect of these populist policy settings is an
erosion of the rules-based global trading system, reducing
the economic benefits of free trade. Oxford University
researchers have calculated that the negative economic
impact of populist protectionist policies adopted in recent
years runs to the trillions of dollars.® This drag on global
economic growth is another challenge that the retail
industry must manage.
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1.3 Other geopolitical risks:
the techrevolutionand climate change

In addition to structural shifts in the
balance of power and citizen anger and
the rise of populism, there are other
geopolitical forces that have important
implications for Australian retailers.

Two other highly consequential ways in which geopolitics
will affect Australian retailers are the growing international
competition over advanced technology, and the geopolitical
impacts of climate change. These trends impact retailers in
a variety of ways. For example, in addition to the competition
for critical resources, the geopolitics of advanced technology
will also increase cyber risks. Furthermore, the geopolitics
of the climate crisis will create refugee flows that will
disrupt manufacturing networks and make energy supply
and prices more volatile.

1.3.1 Geopolitics, advanced technology
and cyber threats for Australianretailers

In addition to the growing competition over tech capabilities
set out in section 1.1, rapid advances in revolutionary
technologies are both driving and being driven by geopolitical
competition and the pursuit of national interests.®’ This
competition is sometimes described as a ‘tech cold war’,
reflecting the central importance of technology for protecting
a nation-state’s interests. These interests include national
security, economic prosperity, and quality of life.®8 Another
important implication of this geopolitical tech competition

for Australian companies is the way that it is impacting their
cyber threat environment.

Geopolitical competition and actual and potential conflicts
are raising cyber threat levels for all companies, including
retailers. As the tech cold war gains traction, countries
are leveraging cyber capabilities to gather intelligence
and conduct attacks on both commercial and government
networks.® Researchers note that in recent years,
state-sponsored cyberattacks are becoming more

and more frequent.®°

Three parallel trends are making retailers more common
targets for these attacks:

— the sheer volume of sensitive data that retail
companies hold®

— the importance of the retail sector to Australia’s
economic security®

— the fact that some retail subsectors such as food
and groceries are now considered a part of Australia’s
critical infrastructure.®

Global tech cold war

Achieving dominance in emerging technologies is the
world’'s most important battle for economic power.

The winner of the race to master breakthrough
technologies like Al and supercomputing could well
dominate the coming decades, both economically
and geopolitically. Right now, the race is tight.

Eurasia Group (KPMG Alliance Partners) %

Because of the tech cold war, retail businesses

can no longer consider themselves insulated from

issues of international relations and national security.
New technology, often adopted by retailers to improve
the efficiency of their operations, may create vulnerabilities
by providing malign actors with openings to steal money
and/or data, and disrupt operations.

As global geopolitical dynamics become more fragmented,
Australia’s increasingly complex international relationships
mean other governments may be motivated to sponsor
cyberattacks on Australian commercial targets.%

At the same time, international governance and norms
are not keeping pace with this rapidly evolving threat
environment.® Retail companies, especially those

in the food and grocery sector, are increasingly expected
to manage their cyber risks for both their own sake and
the sake of Australia’s national security, resulting in more
regulations and reporting obligations.
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1.3.2 Climate change,
migration, and
manufacturing networks

In the years ahead, the
unprecedented numbers
of people seeking refuge
from the impacts of the
climate crisis will have
major geopolitical effects,
In turn creating new and
complex challenges for
Australian retailers.’

In what became known as the
European migrant crisis of 2015, large
refugee flows profoundly unsettled

the EU, causing a range of geopolitical

effects which we still feel today.

In 2015, over one million asylum
seekers arrived in Europe, mainly
fleeing the Syrian war. The challenges
of rehousing them sparked a rise of
populist and right-wing parties across
Europe, whose influence and impact
continues to grow, domestically,
regionally, and internationally.%®

Refugee flows spurred by climate
change in the next decades are
predicted to dwarf all past episodes
of mass migration. In 2021, United
Nations data showed that the number
of people displaced by climate
change related disasters, shortages
of food and water, rising sea levels,
and difficulties in accessing natural
resources has risen to 21.5 million
since 2010.%° Analyses estimate that
there could be 1.2 billion climate
refugees by 2050.'%° Australia’s
neighbours are particularly vulnerable
to climate risk, and many of them
are among the least able to adapt
and mitigate.™

The increased risk of civil and
interstate conflicts arising from this
unprecedented movement of people
within and across borders will disrupt
economic activity around the world,
including places that currently provide
manufactured goods for Australia’s

retail companies. This is particularly
relevant for those retailers who source
from East and Southeast Asia. These
source countries have built up their
manufacturing industries thanks in
part to their relatively inexpensive
labour costs.%?

When these countries are impacted by
the conflict and tensions that climate
migration will cause, workers may

be forced to seek refuge abroad and
manufacturing businesses themselves
could relocate in unpredictable ways.
For Australian retailers, any disruptions
in these source countries will lead to
price and availability challenges for
goods and equipment.

Australianretailers will need to
consider how these demographic
and regional security changes

- and the associated economic
disruptions - could impact their
corporate strategies in the

years ahead.
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1.3.3 Thegeopolitics
of the climate crisis and
energy supply

In an increasingly competitive
world, governments
recognise that if they want

to retain —or increase —

their geopolitical power,

they will need secure access
to renewable energy and to
the critical commodities that
renewable energy relies on.

Competition for these commodities,
including rare earths and critical
minerals, has already started ramping
up, with countries trying to find
geopolitically ‘friendly’ sources of
supply.’® Australia’s critical minerals
sector may benefit from such
developments — we have already
seen governments and investors

in the US, Asia and Europe seek

to develop supply partnerships with
Australia.” But these values-based
supply relationships, where trade

is driven by political rather than
economic logic, could eventually
drive up energy costs.

The competition over key renewable
energy commodities will make it
increasingly challenging for retail
companies to affordably access the
energy they need. The International
Energy Agency has forecast that after
decades of reductions, solar costs will
increase by 10 to 15 percent in the
next couple of years, driven by a range
of factors including the Russia—Ukraine
conflict and associated supply chain
and inflation challenges.’® As countries
compete to shore up supply of

critical minerals for strategic reasons,
these price pressures on renewable
energy systems are expected to
persist. In addition to higher prices,

as geopolitical competition intensifies,
critical commodities and renewable

energy itself may become harder to
procure. According to the Organisation
for Economic Cooperation and
Development (OECD), many countries
have already applied export restrictions
that aim to maintain control of key
technologies and materials that
renewable energy relies on.™ [t

is no great leap to imagine these
restrictions could materially affect the
ability of some countries to build the
renewable energy capacity that their
industries require.

Retailers need to consider

how these price and availability
pressures will impact their access

to energy, and the flow-on effects
that will create — including, of course,
higher costs. High energy costs are not
just a problem in and of themselves.
For example, the Victorian Chamber
of Commerce and Industry has found
that higher energy costs negatively
impact businesses’ ability to invest
for the future and hire new staff.™%’




' g
Section?2

Take action: navigate risks
and optimise opportunities




Geopolitical disruption: the new state of play for Australian retail

17

g—_

Australian retailers are aware that they face historically difficult business
conditions, including inflation, poor consumer sentiment, rising operational
costs and supply chain disruptions. Geopolitical volatility is a significant

contributor to all of these challenges.

Some firms may hope that they can wait out this difficult

environment and re-emerge when things go back to normal.

However, the nature of ‘normal’ has changed. Rather than
long periods of geopolitical calm punctuated by relatively
short moments of crisis, we now face a world in which the
periods of calm are the anomaly.’®

The geopolitical megatrends we explore in this report are
not going away, and neither are the challenges they drive
for Australia’s retailers. The polycrisis has only just begun.

Even if some specific challenges do subside — for example,
if producer prices ease, or consumer confidence recovers
somewhat — the contested geopolitical environment

will continue to drive volatility and unpredictability for

the sector. As well as the existing challenges faced by
Australian retailers, new risks and threats - as well as
new opportunities - will emerge as geopolitical volatility
persists and intensifies.
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In this complex ‘new normal’
environment, retail companies can find
themselves pivoting from one crisis to
the next, constantly putting out fires.

For Australian retail firms

to survive and thrive in the
years ahead, they need to first
understand how geopolitical
volatility affects them, and
then build their resilience.

Rather than hoping for trading
conditions to return to normal,
it is important for companies
to adapt to this new context
of heightened volatility.

Understanding the geopolitics

and managing its impacts will help
Australian retailers adapt. As well

as responding to present dangers,
Australian retail firms must plan and
prepare for the risks and opportunities
that are around the corner. Leading
businesses are already taking a range
of measures to help manage the

risks and seize the opportunities.

Staying on top of developments

Geopolitical trends play out over months and years. By staying on top of

major geopolitical events and changes in risk outlook, senior decision-makers
can improve their ability to anticipate and adapt to material events. Board
committees, regular expert briefings and geopolitical risk monitoring processes
all help companies navigate these changes.

Connect with the Australia Geopolitics Hub.
Check out the ARWIN Intelligent Data Platform for automated risk monitoring.

Planning out scenarios and mapping multidimensional risks

Retailers may not be able to control the future, but they can anticipate and
simulate different paths that events could take. Doing so allows companies to
stress test their operations and policies and identify the most important risks and
opportunities. Dynamic Risk Assessments help companies understand not just
the severity and likelihood of each risk, but also how they are interconnected.

Talk to KPMG's Economics team about scenario modelling.
Contact the Risk, Strategy & Technology team to learn more about
Dynamic Risk Assessments.

Understanding supply chain vulnerabilities

Retailers should build a detailed understanding of the complex supply chains
their suppliers, traders and transporters rely on, identify where geopolitical
developments could cause bottlenecks, and develop contingency plans for
transport of important goods. Operations need to be flexible and resilient enough
to adapt and adjust in real time to changes in trade flows, new regulations,
changing customer expectations, climate change, trade tensions and other
geopolitical movements. Digital tools can support decision-making by providing
constant monitoring and early warning of key developments.

Contact the Operations Centre of Excellence to find out more.

Governance structures that are fit for purpose

Managing geopolitical risk should not be the responsibility of any single person
or team. Some of the functional leads that need to be engaged and connected
include those responsible for organisational strategy, marketing, procurement
strategy, acquisitions, operations, and human resources. Companies need

to align all these functions to create a shared understanding of the risks and
opportunities that flow from geopolitical developments. In this way, geopolitical
trends can be comprehensively assessed, and strategic planning for the future
can consider the full breadth of the company’s interests.

Contact the Governance, Risk & Controls team to find out more.



https://kpmg.com/au/en/home/services/tax/geopolitics.html
https://kpmg.com/au/en/home/technology-solutions/platforms/arwin-intelligent-data-platform.html
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https://kpmg.com/au/en/home/services/advisory/risk-consulting/risk-strategy-technology.html
https://kpmg.com/au/en/home/services/advisory/management-consulting/customer-operations/operations-advisory.html
https://kpmg.com/au/en/home/services/advisory/risk-consulting/governance-risk-controls.html
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“Understanding geopolitics

and managing its impacts will
help Australianretailers adapt.
As well as responding to present
dangers, Australianretail firms
must pian and prepare for the
riSks and opportunities that are
around the corner.”
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