
LIFE  RESET
Prospects for the Post COVID-19 Consumer Economy



The year 2020 will go down as the year time stood still and the world moved forward. Even as the pandemic 
brought daily life to halt, it speeded up changes that were already taking place. Lazard consumer analysts 
unanimously agreed on that point when they recently reviewed how the pandemic has affected their coverage 
areas. All the changes within industries added up to one larger change: The pandemic turbocharged digitized 
consumption. The lockdowns pushed previously reluctant consumers onto the internet and pushed many 
of those who were already there to use it more often and more broadly. It simultaneously globalized and 
personalized experience. A concert once performed before thousands in a stadium could reach millions on their 
devices. At the same time, the digital advance fostered a kind of mass intimacy. A beautician or an “influencer” 
could purvey makeover advice to the multitudes seemingly one at a time in the privacy of their own homes.

For the businesses marketing to them, digitized consumers leveled the playing field in one respect, with 
e-commerce granting equal virtual shelf space to newcomers—disruptors—as to established brands. In another 
respect they not so much leveled the playing field as altered its dimensions. Warehouses built to accommodate 
forklifts and pallets have had to resize to accommodate humans picking and packing for next-day delivery. 
Airlines have had to reconfigure their fleets and their ticket pricing to accommodate the falloff in business travel. 
For some categories, market penetration, which once called for an extensive bricks-and-mortar network, can 
now happen out of a few fulfillment centers. But grocery and clothing shoppers, newly accustomed to both 
the ease and limitations of shopping online, could compel retailers to raise their game, expanding their digital 
presence without giving up their real estate leases. The omnichannel store that is as adept at servicing its 
clientele online as at the mall, a concept frequently discussed and occasionally prototyped before COVID-19, 
could emerge as a full-blown imperative in its aftermath.

A Whole New Time Horizon
The many directions the accelerated digital evolution is taking are opening a whole new phase of economic 
expansion in both the developed world and in emerging markets. Consumers have accommodated the waves 
of innovation—in fact, advancing digital technology gives consumers the means to drive the changes. For long-
term investors, the technology surge has simultaneously extended and compressed the future. On one hand, they 
must look well ahead to determine which innovations will likely stick and generate sustainable returns. On the 
other, they must stay alert to disruptions quickly surfacing to threaten the viability of current holdings.

This immediacy almost invites investor overreaction—as reported, it seems, nearly every day in the business 
media. While the COVID-19 era is not yet behind us, we believe it is the right time to attempt to distinguish 
between the transitory effects of lockdown and reopening and the trends that will permanently alter consumer 
behavior. Doing so calls for dispassionate analysis and intensive study of an extremely dynamic environment 
paired with an ongoing assessment of a management team’s ability to anticipate and adapt. 

2

LIFE RESET 
Prospects for the Post COVID-19 Consumer Economy



3

ADVERTISING 
The Better Mousetrap

10

GROCERIES 
The Hybrid Shopping Bag

12

14

From Pallets to Packing

16

DIGITAL MEDICINE 
The End of the Waiting Room

11

COMMERCIAL 
REAL ESTATE

Scaling Up Uptraining

EDUCATION 
TECHNOLOGY AIRLINES 

Will the New Payload Pay Off?
17

4

GAMING 
Grownup Opportunities in 
Child’s Play

5

First In, First Out
CHINA

BEAUTY GETS DIGITAL 
Glamour Goes Virtual

8

TABLE OF 
CONTENTS



CHINA
First In, First Out

C
hina, the first nation to suffer the onslaught of COVID-19 
and the first nation to lock down to stop its spread, was also 
the first nation to free itself from its grip, albeit in fits and 

starts—a trajectory that has shown itself to be an indication for the 
rest of the world of what may lie ahead. China’s reopening may 
also suggest in broad outline the world’s immediate post-pandemic 
future. In some respects, Chinese consumers are carrying on much 
as they did before the lockdown, only more so. The burst of animal 
spirits after the rigors of the lockdowns would seem as natural—
and as unrepresentative of a sustainable equilibrium—as the 80% 
surge in online gaming during the lockdowns. In many other 
respects, however, the lockdowns set in motion profound changes 
that are starting to take place in consumer-facing industries 
globally, as our analysts report. 

Start with the patterns of consumption that emerged from China’s 
lockdown intact or even stronger. Supported by government 
policies favoring private transportation over public to limit 
COVID-19’s spread, the growth in luxury vehicle sales at price 
points above roughly $40,000 continued through 2020’s lockdown 
at the 9% pace set in the two preceding years. As restrictions eased, 
China went on to answer the question of whether cinemas will 
ever come back with a resounding yes over the New Year holiday 
when box office receipts broke previous records. Jewelry sales, after 
dipping at the outset of the lockdowns, rebounded by the second 
half of 2020, and domestic travel, which had collapsed almost 
completely, also bounced back.

But in these two areas, the pandemic experience has shaped the 
recovery. By September 2020 domestic travel had gained back 

Myla Cruz, Senior Vice President, New York
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all it had lost in the lockdowns. International travel, however, 
remains moribund, with authorities discouraging it. Especially 
hard-hit is the offshore province of Macau, a favored resort and 
gambling destination. In jewelry, online orders, which accounted 
for only 7% of total retail sales in 2019, amounted to close to 
20% in 2020.

The e-commerce trend in jewelry coincides with a larger pattern 
across a range of merchandise. Overall, about a quarter of Chinese 
consumer goods transactions took place online in 2020, during the 
lockdowns and after. Electronics and appliances both realized more 
than 30% of their sales online. 

So did “mirror” categories like apparel and cosmetics that call for 
in-person trials, according to conventional wisdom. The transition 
to virtual trying on and trying out is transforming marketing 
in those categories from a one-way channel delivering an 
undifferentiated message to masses to a digital dialogue conducted 
over social media between influencers and their followers. The 
lockdowns have only accelerated a process that in China was 
well under way before COVID-19—as early as 2018 one online 
influencer, Li Jiaqi, a former beauty adviser at a bricks-and-mortar 
store, took orders for 15,000 tubes of a new lipstick in five minutes 
after giving a virtual demonstration.

Of all the consumer categories undergoing COVID-19 driven 
change, two of the most routine stand out: groceries and 
education. Chinese households resorted to home delivery during 
the lockdowns, requiring intensive last-mile logistics—picking, 
packing, and delivering small orders—for which traditional grocers 
were ill prepared. The big e-commerce retailers, masters of the last 
mile’s complexities, responded to the opportunity by extending 
their networks back toward the food wholesalers, a much simpler 
logistical challenge than grocers trying to build the infrastructure 
from scratch. They have been taking market share from traditional 

groceries and supermarkets by turning the chore of grocery 
shopping into a fingertip transaction tapped out on mobile apps.

The changes in education echo those taking place in the more 
market-based sectors of the economy. In 2019, the share of online 
tuitions came to a little under 8% of the total. In 2020, it jumped 
to 19% amid a bust in in-person learning. Online providers seized 
on the lockdowns as a means of introducing their product to a 
vastly enlarged audience, literally giving away tens of millions of 
virtual courses at every level from elementary to post-professional. 
The tens of millions of giveaways translated into millions of 
paid enrollments. Analysts considered mass remote learning to 
have arrived and projected that it might account for as much as 
a third of total tuition revenues in the next five years. In fact, 
online learning’s success in China, coupled with the ever-growing 
academic and financial burden it can impose on students and 
parents, may pose for-profit instruction’s greatest risk. The entire 
industry has courted sanctions from the government concerned 
about its impact on state-controlled education.

The lockdowns set 
in motion profound 
changes in China that 
are starting to take 
place in consumer-
facing industries 
globally.

“

Chinese Air Travel—A One-Wing Recovery
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I
n a sense, the COVID-19 lockdowns came as the perfect storm 
for video gaming and streaming. Their impact was global, as 
it was in every industry. While other industries suffered epic 

downturns, gaming broke upside records worldwide. In the 
United States, daily online visits to Steam, the top PC game store, 
rose 60%. In China, a nation of 600 million players, gaming 
on mobile devices jumped 50%. In Southeast Asia and Latin 
America, the leading video game publishers experienced 50% 
gains in their player bases.

Locked down physically, game players congregated virtually. 
Their mock online battles served a crucial social function. Online 
gaming even simulated the rush and excitement of live stadium 

events—once again on a global scale. The epic shooter-survivor 
game Fortnite hosted a virtual concert with the rapper Travis 
Scott that attracted 12 million viewers. (Gaming, to be fair, had 
drawn massive audiences even before COVID-19. Twice as many 
fans viewed the League of Legends 2018 world championship as 
the Super Bowl.)

Video game publishers made the most of the moment. Taking 
a page from the Asian playbook, Western game makers reached 
beyond the confines of game consoles and offered mobile versions 
free of charge. Their Asian counterparts had done so because of a 
scarcity of PCs and consoles in the region and an abundance of 
piracy and counterfeits. The Western publishers used the free offer 

Grownup Opportunities in Child’s Play

GAMING
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to build their user bases. And it worked. Call of Duty’s giveaway 
versions, Warzone and Call of Duty Mobile, expanded the 
franchise’s reach fivefold and drove sales of the paid edition.

Such promotions notwithstanding, margins actually expanded over 
the course of the lockdowns along with the audiences. With retail 
outlets closed and e-commerce sites overwhelmed, players turned 
to downloads. By cutting out distributors and their share of the 
take, the downloads returned more of the profit to the publishers.

By year-end, the gaming platforms had reached new heights in 
the number of players, the intensity of their engagement, and 
the monetization of their passions. A year as unprecedented and 
conditions as uniformly favorable to a single industry won’t 
likely come again soon. That, as well as the Chinese government’s 
threatened crackdown, may explain the recent pullback in 
valuations of listed video game stocks. Nevertheless, 2020 will 
likely go down as the time when video games came of age as a 
mainstream pastime—and a serious business. 

Giveaways Rejuvenate a Tiring Franchise
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Gaming Picks Up Steam
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A Magic Number

• It took the airlines 64 years to reach 50 million passengers.

• It took mobile phones 12 years to reach 50 million users.

• It took Fortnite four months to reach 50 million players.

• It took Apex Legends one month.
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BEAUTY GETS    
DIGITAL

Dennis Neveling, Managing Director, New York

Jessica Lu, Associate, New York

Glamour Goes Virtual



L
ockdowns and isolation did little to alter the basic human 
desire to feel and look good. They did, however, decisively 
switch the channels through which humans satisfied that 

desire. Perhaps as much as any consumer business, the COVID-19 
lockdowns have changed how beauty marketers promote and sell 
their products. Formerly a transaction mediated face-to-face with 
beauty advisers and skincare consultants, online has taken the 
business by storm. E-commerce market share climbed by more 
than 50% over the course of the year. 

The winds of change were blowing through the industry even before 
the lockdowns. Demonstrations on YouTube and various social 
media platforms had begun to attract steadily larger audiences. 
Over the course of the lockdowns the audiences mushroomed. 
Before YouTube, key opinion leaders—or celebrity endorsers, as 
they were known in an earlier time—addressed an undifferentiated 
mass of fans through a magazine page or a TV screen. The YouTube 
demonstrations enabled them to engage a mushrooming audience 
idled at home virtually one-on-one, in chat rooms on their devices. 

Social media extended the function of key opinion leaders beyond 
celebrities to an entirely new class of “influencers.” A beauty adviser, 
before COVID-19 confined to a single shift at a single counter at a 
single store, could now have 24/7 global reach. Technology, abetted 
again by the lockdowns, has also created space for the enterprising 
and well-placed influencer to launch a global franchise with little 
capital and less time, expanding the entire category. The pop singer 
Rihanna created and sponsors a line of cosmetics that is arguably the 
first to offer shades that can complement the entire range of human 
skin color. Kylie Jenner has developed a brand that leverages her vast 
adolescent following and puts her in a position to beat out Silicon 
Valley’s aspirants to become the first Gen Z billionaire.

The necessity of defending their franchises on the digital front 
opened by this influencer disruption was the mother of invention 
for the established beauty industry. The industry embraced the most 
sophisticated technology to duplicate and even enhance the high-
touch experience of in-store sampling and in-person recommendation. 
The leading brands have developed try-on apps and have deployed 
artificial intelligence to generate personalized recommendations— 
and to put together highly customized, high-margin product 
offerings. Estée Lauder, to cite a noteworthy example, offers “beauty 
technology” on 90% of its brand websites. 

In the lockdown era, livestreamed events took the place of in-store 
promotions, with stunning effect for beleaguered retailers as well as 
for brands. In China, which took up livestreaming first, one large 
Hong Kong retailer reported that a one-hour livestream garnered 
50,000 views and topped the one-day in-store sales record. Retailers 
also report that virtual events give them the same added advantage 
gained by the brands online: detailed information on the preferences 
of every customer that engages through a direct and precisely targeted 
communications channel.

The economic benefits of taking beauty online complement the 
marketing rationale. Margins are better for the retailer, who can 
forgo the expense of maintaining a physical location, and for the 
brands selling customized product to the end consumer. The brands 
can tap entirely new markets and market segments. They can 
introduce their products to the emerging markets, where profitable 
retail locations are scarce and e-commerce usage is high. Apps can 
deliver technical presentations to medical professionals in their 
offices closer to home. L’Oréal, for example, seeking to consolidate 
a lucrative and highly defensible foothold in skincare, reached 
250,000 dermatologists last year. 

In all, the course of the beauty industry over the past year offers 
investors a glimpse of the possibilities on offer in the post COVID-19 
economy. By deploying and continuously upgrading technology 
to replace the human touch right through the pandemic, the most 
personal, one-to-one, and hands-on of businesses bridged the gap 
between individual and customized on one side and mass on the other 
and illuminated possibilities across the entire consumer universe. 

Beauty’s E-Commerce Makeover
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T
he global education industry is vast, not least as measured in 
expenditures, public and private, which totaled $5 trillion in 
2020, or about 10% of the world’s aggregate GDP. To date, 

that learning universe has largely shut out digital technology, even 
as other traditional pursuits like working, shopping, and play have 
succumbed to the convenience and allure of e-commerce. The 
learning industry’s turnover from virtual courses—notwithstanding 
the premature hype and unfulfilled promise of MOOCs, or 
massive open online courses—amounted to little more than a 
rounding error, a mere 3% of the total.

The pandemic lockdowns changed all that, forcing elementary 
and higher education to go virtual worldwide. Completely online 
private elementary school enrollment shot up 30% in the US. 
(It still counted for a tiny fraction of total enrollment, but we 
could find no statistics on the public schools that went virtual.) 
The growth in adult online education was nothing short of 
phenomenal. One provider, Coursera, reported a 353% increase in 
demand since March of last year. At another, Udemy, enrollments 
shot up 425%.

As COVID-19 recedes, the explosive growth will more than likely 
moderate. Parents will welcome a return to in-class learning—for 
the relief it affords them as well as the indispensable discipline and 
support it affords their offspring. And many of the biggest advances 
in online adult enrollment came from courses that promoted 
lockdown pastimes, not professional development: Udemy’s piano 
lessons registered a 466% gain in Spain, its Italian guitar lessons a 
431% spike, with Pilates up 402% in the US.

Yet, we believe “edtech” attained a secure foothold during the 
pandemic and will go on from there. In-person learning may 
pick up where it left off in elementary education, but edtech has 

found a niche as a homework helper and study aid. Its prospects 
in higher education have brightened as well. Interactive digital 
courseware, with built-in capabilities to proctor exams, grade 
papers, and provide students with immediate and 24/7 feedback, 
has allayed much initial professional educator skepticism. It 
figures to have a large role in the $750 billion allocated to 
community college support in the 10-year infrastructure proposal 
recently passed the US Senate.

Edtech’s potential—and the need for it—may be greatest of all 
in adult education. Just as technology became digitized over the 
last few decades, the workforce itself should become digitized over 
the next few. Employers report that 70% of college graduates lack 
the basic skills required for their jobs. By some estimates, 30% of 
today’s job descriptions will become obsolete in the next 10 years. 
The demand this gap implies suggests the kind of consumer market 
that would make adult online learning an investable proposition. 
The potential is now attracting tech heavyweights on the order of 
Google, Amazon, and Microsoft, all of which are developing short-
form, skills-based certificate courses. 

Edtech’s potential as an instrument of social inclusion is even more 
compelling. Online learning can reach students in the farthest 
reaches of the online world, effectively overcoming geographical 
barriers to education. And its scale—one instructor delivering a 
lessons to thousands at their computers instead of few dozen in 
a classroom—can bring down the price of what has become an 
increasingly scarce commodity—know-how—and make it a mass 
consumer good. 

Scaling Up Uptraining

Natasha Cardale, Vice President, London

Training holds the key to edtech's future

• Employers report that 70% of today's 
college graduates lack basic job skills.1

• Up to 30% of today's job descriptions 
could become obsolete by 2030.2

EDUCATION 
TECHNOLOGY
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The End of the Waiting Room

DIGITAL 
MEDICINE

John Mariano, Director, New York

A
side from the revolutionary advances in vaccine development 
and effectiveness, the challenge of COVID-19 brought 
about one other transformative medical breakthrough. The 

widespread application of digital technology is ushering in large 
improvements in mass healthcare delivery in the emerging world. 
Once again, China serves as the prime example—and once again 
it demonstrates how the emerging world can use technology 
to turn a lack of infrastructure to advantage and leapfrog more 
developed markets.

Even before the pandemic, China’s healthcare system suffered 
from chronic and misdirected under-investment and struggled to 
keep up with the demands of an aging population. One leading 
digital provider, Ping An Good Doctor, calculated that patients 
had to endure up to three hours in commuting and waiting time 
for an eight-minute face-to-face consultation with their physician. 
The emergency rooms in the hospitals equipped with intensive 
care units, about 8% of the national total, received about half the 
outpatient visits.

In contrast to China’s under-invested healthcare system, the 
major internet platforms, Alibaba, Tencent, and JD.com, and 
state-backed conglomerates like the Ping An Group had the 
experience and resources to quickly take healthcare services online. 
Their internet and mobile phone services had long ago surpassed 
the developed markets in enabling sophisticated transactions 
like mobile payments and banking. As the pandemic broke out, 
in fact, China’s e-commerce penetration exceeded that of the 
United States. Over the course of the pandemic year the number 
of registered users on the Ping An Good Doctor app, the largest 
provider of online physician consults, rose to 373 million, and 
monthly “house calls” topped 72.5 million. Revenues at Alibaba 
Health, the largest online pharmacy, grew by 70%.

We believe the end of the lockdowns should not appreciably affect 
the trend. A recent survey indicated a high level of satisfaction 
with internet medicine—three-quarters of those interviewed said 
they would continue to rely on it. The providers, for their part, 
have been rolling out new offerings, moving from generalized 
diagnosis to more targeted services like regular health checkups 
and chronic disease management. Ping An Good Doctor foresees 
30%–40% of the nation’s outpatient volume ultimately migrating 
online. The government has an interest in promoting the trend. 
Not only does it relieve pressure on the hospitals, improve 
healthcare, and reduce costs, for a population where privacy is 
not a priority, it opens possibilities for health passports, contact 
tracing, and pinpoint quarantines. 

Two Numbers Say it All

Average Waiting Time in a Doctor’s Office in 
China: 180 Minutes

Average Waiting Time for an Online Medical 
Consult in China: 8 Minutes
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A
s much as any industry, advertising has gone digital. As 
people have turned to the internet and mobile devices—and 
away from print and broadcast—ad spending has followed. 

This has made for a tectonic shift in the media that advertising 
both supports and depends on. Newspapers have entered an ice 
age and the digital titans—Google, Facebook, and more recently 
Amazon—have risen to dominance. 

Digital advertising’s ascent has come at warp speed. In the United 
States just five years ago, TV ad revenues held a 1% edge over 
digital, each commanding a little better than one-third of a $192 
billion market. Last year, digital claimed a 44.9% slice of the $234 
billion expenditure pie, taking share from TV and every other 
advertising medium.

COVID-19 did not so much enable digital’s dominance as accelerate 
it—once again underscoring the pandemic’s role as a catalyst rather 
than a disruptor. One source, eMarketer, forecasts that time spent 
online per capita in the United States will rise from the six hours and 
20 minutes recorded in 2018 to an estimated eight hours and two 
minutes in 2022, a gain of 26%. Of that five-year increase, better 
than half, 15%, took place over the lockdown year of 2020. 

The big three, Google, Facebook, and Amazon, own practically all of 
the digital ad space, with a combined 90% share in the United States 
in 2020, a gain of 10 pre-pandemic percentage points. They regained 
their footing quickly as advertisers concentrated their impacted 
budgets, abandoning lower-quality display advertisers. And now the 
increased attention on privacy may well enhance their pre-eminence. 

The Better Mousetrap
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Google’s plan to remove third-party cookies and ID-based tracking 
tools will restrict the collection and use of data by advertisers, likely 
reinforcing its market position, given the first-party data advantage 
enjoyed by its search engine and its YouTube subsidiary. With 
first-party data advantages of their own, Facebook and Amazon may 
similarly benefit.

The behemoths’ market strength contains elements of both 
paradox and irony. Paradoxically, it has boosted the fortunes of 
small advertisers by giving them the means to create and reach 
niche markets. At $100,000 or more, a national TV campaign slot 
lies well beyond their reach. Digital, in contrast to broadcast, has 
a seemingly infinite capacity to slice and dice the mass audience, 

enabling small businesses to reach a sliver of that audience on 
a shoestring budget. That explains how Google and Facebook 
tapped into a new group of advertisers—and why three-quarters 
of Google’s and Facebook’s advertising revenues come from 
businesses with less than $50 million in sales.

But digital is becoming less and less a small business preserve. Digital 
takes brands exponentially closer to the two dreams advertising 
has pursued since its beginnings: marketing directed at the best 
prospects and measuring objectively the return on advertising 
investment. It can gather data to target the likeliest buyers, and it can 
calculate exactly how much bang an ad campaign gets for a brand's 
bucks by tracking clicks and purchases. As digital’s advantages attract 
established brands, brand demand could well force up the price of a 
digital campaign—and so, ironically, squeeze out the less-capitalized 
upstarts that initially realized the medium’s potential.

Digital’s rise, which COVID-19 accelerated, may foreshadow greater 
changes yet to come. Growing regulatory scrutiny and the public’s 
privacy concerns could undermine digital’s primacy and loosen the 
seeming oligopoly’s hold. Meanwhile, broadcast TV has existential 
challenges of its own to face. Its place in the media marketplace had 
once seemed secure—everybody uses soap and toothpaste, and most 
tune into sports and soap operas. Now, however, even as digital is 
carving out ever finer niches for advertisers to target, ad-free video 
streaming services have begun to shrink the size of the commercial-
viewing mass. Broadcasters must now come up with content that 
will retain its hold on the masses, technology that can match digital’s 
breakthroughs, or both.

The Changing Slices of the Advertising Pie ($M)

Televisiona

$70.60

Digital
$68.82

Printb

$26.74

Radioc $14.12

Out-of-home
$7.50

Directoriesd

$4.25

Digital
$105.21

Televisiona

$77.17

Printb

$25.89

Radio $14.25c

Out-of-home
$7.92

Directoriesd

$3.80

2020 = $234.25

2016 = $192.02

As of March 2016

a Excludes digital

b Includes newspapers and magazines

c Excludes digital

d Print only; excludes digital

Source: eMarketer
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G
oing into the pandemic, 
the grocery business 
had been relatively 

slow in its adoption of 
online shopping. In the first 
quarter of 2020, just before 
the COVID-19 lockdowns, 
the online share of grocery 
volume in the developed 
world hovered a little above 
3%. That compared to a 
penetration rate around 50% 
for consumer electronics and 
20%–40% for apparel.

The lockdowns, of course, 
changed all that. Consumers, 
who had been wary of letting 
warehouse workers or robots 
pick their produce for them, 
became suddenly reluctant to 
shop among other shoppers. 
Online grocery market share 
spiked from mid-March to 
mid-April, doubling in some 
countries off a low base. Having tried it once, many consumers 
found online convenience and home delivery preferable to in-store 
hassle and the vagaries of traffic and parking. While the spike 
has tailed off, grocery became another industry where the shift to 
online has accelerated permanently. In 2021, market researchers 
project that groceries purchased online will amount to an eighth of 
the total—more than twice pre-pandemic expectations, and about 
where consensus had pegged it by 2024.

As life resumes its pre-pandemic tempo, we expect the lockdown 
experience will substantially reshape the look of grocery stores as 
well as the feel of grocery shopping. Naturally some consumers will 
again want to personally select their own fresh produce, fish, and 
cuts of meat as they regain confidence in venturing out in public. 
By the same token, many will doubtless prioritize the convenience 
of online grocery shopping. Supermarket property footprints and 
individual store layouts will have to account for this new mix of 
preferences. Larger stores will likely morph into hybrids with an 
area set up for the grocery staff to do the picking for deliveries in a 
“dark store” format, hidden away from walk-in shoppers. 

Technology’s disinflationary power will likely ripple throughout 
grocery supply chains. A surge in automation seems probable to 
reduce the costs of picking and packing in dark stores. And in urban 
areas, where population density makes it feasible and traffic patterns 
make it desirable, we expect to see warehouses fully “manned” by 

robots with steadily upgraded route planning software dynamically 
optimizing delivery routes as orders in real time. 

The fiercely competitive dynamic of the grocery business has 
managed to limit the costs to the customer of delivering gorceries 
direct to home. As deliveries have scaled up, unit costs have come 
down for the grocers. In addition, the new logistics have the 
potential to reduce wastage, which, averaging 2% of revenue, counts 
for a lot in an industry with profit margins that run 4%–8%. 

Even with the improving efficiencies, online grocery looks likely 
to be only profitable for orders of $70 or more. Someone has to 
pay for picking, packing, and temperature-controlled vans, and 
the skinny margins in grocery don’t give grocers much leeway 
to absorb the expense. Nevertheless, we believe the high fixed 
costs and low margins of the grocery store business justify the 
investment in technology required to accommodate customers as 
they adjust their habits. 

The pick-and-pack labor the online fulfillment demands will also 
challenge the discount model reliant on extremely lean staffing. 
Convenience stores serving that last-minute urge for a tub of ice 
cream should prove the most resilient, given their smaller basket 
size, but some new entrants in so-called quick commerce may 
yet make the economics of online shopping work and disrupt 
even this niche.

COVID Speeds Up Grocery Deliveries—by about Three Years

Grocery eCommerce Sales (Pre-COVID) (%)

0

200

400

600

800

1000

1200

2025E2024E2023E2022E2021E202020192018

1,016933
1,039

1,087 1,112

($B)

1,138

1,063

1,164

2.7%
3.4%

10.2%

4.3%

12.5%

5.4%

14.6%

6.8%

16.9%

8.5%

19.1%

10.7%

21.5%

13.5%

Grocery eCommerce Sales (Post-COVID) (%)

Total Grocery Sales Total Projected Grocery Sales 

As of 31 August 2020

Source: JPMorgan

15



From Pallets to Picking

B
y undermining in-person shopping, COVID-19 has 
undermined the logistics that support the entire retail supply 
chain. Customer-direct fulfillment calls for a redesigned 

warehouse and pushes the bulk of current logistics square footage 
to the brink of obsolescence. Configured for loading large 
pallets destined for big box stores, most warehouses today have 
40-foot ceilings and aisles that accommodate the forklifts that 
move and stack the pallets. The pandemic-driven acceleration of 
e-commerce and home delivery flattened the warehouse footprint 
and spread it out. Assembling smaller customized baskets for end 
consumers calls for low shelves within the reach of human (and 
increasingly robotic) arms. 

Just as the shift from vertical to more horizontal logistics scaled up 
demand for a new kind of warehouse real estate, the competitive 
advantage conferred on speed narrowed the search for it. Retailers 
can’t deliver a package to an urban consumer’s doorstep in a day 
or less from a warehouse situated on low-cost land hundreds of 
miles from the doorstep. They have to locate operations closer to 
population centers, which has the potential for both political and 
economic fallout. Opposition to round-the-clock operations close to 
home has roused intense local opposition in cities around the US. 

Los Angeles provides a textbook example of an even more pervasive 
economic predicament. To meet consumers’ increasingly great 
expectations for speed of delivery—measured in hours rather than 
days—a retailer would need to site a logistics warehouse within 60 
miles of the city center. Within 60 miles of downtown LA, one 
firm owns 85% of the logistics square footage capable of meeting 
quick-turn, direct-to-consumer requirements. The “green fields” 
for building such a warehouse within 60 miles are in short supply, 

and the competition for conveniently situated open land from other 
commercial real estate sectors that could put it to more profitable 
use, notably multi-family housing, is intense.

This fundamental shortage of supply in the face of secularly 
increasing demand favors three post COVID 19 outcomes, in  
our view:

• In the near term, it can translate to extraordinary earnings for 
the owners of appropriate warehouse space.

• In the near term as well, it will likely be easier and less costly for 
companies experienced in the complexities of last-mile logistics 
to integrate backward toward producers than it will be for 
companies used to dealing with the simpler logistics of loading 
shelves and bins to integrate forward toward the end consumer.

• Over the longer term, the decline of in-person shopping 
will likely hasten the arrival of hybrids that can function 
simultaneously as in-person markets at the front of the store and 
small-scale fulfillment centers in the back.

The $6 Trillion Warehouse Question: Where 
to Stash All That Stuff?

E-commerce sales grew by nearly 28% during the 
COVID-19 year of 2020, and the US Census Bureau 
projects they will account for better than one-fifth of 
all retail sales by 2024—or 60% more than 2019.

COMMERCIAL 
REAL ESTATE

Jay Levy, Director, New York
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Will the New Payload Pay Off?

AIRL INES
Antoine Champenier, Vice President, London

W
hile the lockdowns of 2020 moved many consumer sectors 
forward several years, for the airline industry the year was 
in a sense a trip back in time. Revenues fell 40% from 

2019 to about where they were in 2000.3 Domestic travel in 2020 
shrunk to half of what it was the year before and international 
travel collapsed by three-quarters. To survive the crash, carriers cut 
costs by $365 billion and took on combined indebtedness through 
lines of credit, government bailouts, and bond issuance equal to 
more than half their revenue. 

Although the pickup in airport traffic in recent weeks may 
well foreshadow the pent-up demand waiting for widespread 

vaccination to take off, the return of leisure travel is unlikely to 
disperse the clouds in the industry outlook. For one thing, the fare 
revenue from the few travelers flying business and first class on 
long-haul flights far exceeds the yield of the many leisure travelers 
flying coach. On a fully loaded Boeing 777 flying between London 
and New York, business and first-class passengers occupy 28% of 
the seats and account for 68% of the revenue, with business class 
alone accounting for 49%—as a rule of thumb, leisure travel covers 
the fixed capital costs, but business travel pays for the fuel and 
generates the profits.
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More Leg Room, More Revenue

Typical pre COVID-19 roundtrip fare revenues of Boeing 777 flights between London to New York
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As of 31 August 2020

Source: Wendover Productions

While leisure travel seems poised to come back with a vengeance, 
especially in the short term, lessons from the lockdowns and 
improvements in distance meeting technology may exact a 
permanent toll on business travel—McKinsey estimates demand 
for business class could contract by 20%. Capital expenditures 
may fall to offset some of the lost demand, but not all of it. The 
airlines must go on upgrading their fleets. Aging aircraft require 
more maintenance and burn more fuel, raising both costs and 
environmental concerns.

The circumstances portend big changes. Those changes may prove 
especially daunting for the European carriers in which national 
governments took an ownership stake as compensation for sharing 
2020’s financial burdens. These new partners could have a say in 
shutting unprofitable routes, a necessity and an inevitability if the 
airlines are to limit their losses. They could also have a say in how 
the industry consolidation that we anticipate unfolds. 

More pervasive than such corporate restructuring will be the 
restructuring of fares. Tourist-class ticket prices will likely rise to 
take advantage of the leisure travel surge we anticipate. We expect 
them to settle at permanently higher levels to compensate at least 
partially for the decline in business travel.

The challenges do not, however, foreclose the possibility of 
opportunity. Consolidation could restore merged airlines to 
profitability. The suspension of routes has created an oversupply 
and thus lowered the prices of the fuel-efficient aircraft the 
airlines will need to contain costs and stay on the right side of 
environmental regulation. Finally, the newer budget carriers may 
come out as the biggest winners. Since they cater to leisure travelers 
to a greater extent than legacy carriers, they stand to benefit 
disproportionately from the general increase in tourist ticket prices. 
And as the legacy carriers give up unprofitable short-haul routes 
to secondary markets, they may open up gate slots for the budget 
airlines and reduce price competition.
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