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2024 Cannabis Risks: Spotlight on Emerging
Challenges

As the cannabis industry continues to expand globally, 2024 presents both significant opportunities and
emerging risks. Cannabis businesses are navigating a constantly evolving landscape shaped by changing
regulations, consumer preferences, and technological advancements. While the sector is booming, it is not
without challenges that can threaten growth, profitability, and legal compliance.

This article highlights the most pressing risks the cannabis industry faces in 2024, offering insights into how
businesses can prepare for and mitigate these challenges.

Regulatory Volatility

One of the greatest risks facing the cannabis industry in 2024 is regulatory volatility. As cannabis|laws
continue to evolve across regions, businesses must stay adaptable to meet shifting compliance requirements.
While many countries and U.S. states have legalized cannabis for medicinal or recreational use, regulations
vary widely and change rapidly.

Emerging Challengesin Regulatory Compliance:
Uncertain Federal Legalization: In the United States, federal |egalization remains akey question mark.

Although many states have legalized cannabis, it remainsillegal at the federal level, creating challenges for
interstate commerce, banking, and taxation.

International Market Risks: As more countries move toward legalization, businesses are entering new
markets with differing regulatory frameworks. What' s legal in Canada might not be legal in Germany, and
European Union rules could complicate cross-border cannabis operations.

Changing State and L ocal L aws: Even within legalized regions, state and local governments may introduce
new laws or amend existing ones, affecting everything from advertising restrictions to packaging
requirements.

To mitigate this risk, cannabis businesses need to invest in robust compliance systems that monitor and adapt
to regulatory changesin real time. Hiring legal experts or compliance officers can help businesses avoid
costly fines or shutdowns.

Supply Chain Disruptions

The cannabis industry’ s reliance on complex supply chains makes it vulnerable to disruptions in 2024.
Whether due to geopolitical issues, climate change, or economic factors, disruptionsin cultivation,
production, and distribution can significantly impact the availability of cannabis products.
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Key Supply Chain Risks:

Climate and Environmental Challenges: Climate change is disrupting traditional cannabis-growing
regions, with extreme weather events affecting both outdoor and indoor cultivation. Wildfires, droughts, and
floods pose serious threats to crop yields and quality.

Global Trade Barriers: As more countries enter the cannabis market, international trade is becoming an
essential part of the supply chain. However, changes in trade policies or international conflicts could disrupt
imports of cannabis products, seeds, or cultivation equipment.

Labor Shortages: Like many other industries, the cannabis sector is experiencing labor shortages,
particularly in cultivation and retail. A lack of skilled workers can delay production schedules and reduce
product quality.

To mitigate supply chain risks, cannabis businesses should diversify their supplier base, explore domestic
aternatives, and develop contingency plans. Investing in technology, such as automation or climate-control
systems, can also help minimize the impact of environmental changes.

Banking and Financial Challenges

Despite cannabis being legalized in many parts of the world, banking remains a significant challenge for
businesses in the sector, especialy in the United States, where federal laws still classify cannabisas a
Schedule | drug. This classification has made it difficult for cannabis businesses to access traditional banking
services, leaving them reliant on cash transactions or alternative financial solutions.

2024 Financial Risks:

Accessto Capital: Many cannabis companies struggle to secure funding from banks, forcing them to rely on
venture capital, private investors, or less favorable loan terms. As cannabis markets mature, businesses will
need larger amounts of capital to scale operations.

Safe Banking Act Uncertainty: While the U.S. Congress has considered passing the SAFE Banking Act,
which would provide cannabis businesses access to traditional banking, its future remains uncertain. Without
this, businesses will continue to face risks associated with cash handling, including theft and difficulties with
payroll and taxation.

Taxation | ssues. Cannabis businesses are subject to significantly higher tax burdens due to federal tax code
280E, which prevents them from deducting standard business expenses. This tax rule increases the risk of
financial instability, especially for small businesses.

Businesses can mitigate financial risks by working with cannabis-friendly banks, credit unions, or financial
service providers. Developing strong financial management practices and maintaining thorough records can
also help businesses navigate these challenges more effectively.

Cybersecurity Threats
As the cannabis industry embraces digital platforms for everything from point-of-sale systems to e-commerce
and customer management, it becomes increasingly vulnerable to cybersecurity threats. In 2024, cyberattacks

are amajor risk that cannabis businesses need to address.

Cybersecurity Risksto Watch:



Data Breaches: Cannabis businesses store sensitive customer data, including personal information, payment
details, and even medical records. A data breach could not only result in financial loss but also harm the
business's reputation.

Ransomwar e Attacks: Ransomware attacks are on the rise, targeting businesses of all sizes. A successful
ransomware attack can shut down operations for days or weeks, resulting in significant financial losses.

Phishing and Fraud: As cannabis businesses increasingly use online platforms, they are more susceptible to
phishing scams, where attackers trick employees into revealing sensitive information or transferring funds.

To reduce cybersecurity risks, cannabis businesses should implement strong security protocols, such as
multi-factor authentication, encrypted payment systems, and regular cybersecurity training for staff. Working
with reputable I T service providers and conducting regular security audits can also help prevent breaches.

Market Saturation and Competition

As legalization spreads, more businesses are entering the cannabis industry, leading to increased competition
and market saturation. While this growth presents opportunities, it also creates risks for businesses that fail to
differentiate themselves or maintain strong market positions.

Emerging Market Risks:

Price Compression: As more producers enter the market, cannabis prices are expected to drop, which can
squeeze margins, especially for smaller businesses. Companies that rely on high prices may struggle to stay
profitable.

Brand Differentiation: With so many products and brands flooding the market, standing out is becoming
more difficult. Businesses that fail to build strong brands or provide unique value propositions may lose
market share to more innovative competitors.

Consolidation: Large corporations are increasingly entering the cannabis industry, leading to mergers and
acquisitions. This consolidation could push smaller businesses out of the market or force them to compete
with companies that have significantly more resources.

To mitigate these risks, cannabis businesses should focus on building strong brands, fostering customer
loyalty, and exploring niche markets. Diversifying product offerings, such as focusing on premium or organic
products, can also help companies differentiate themselves from competitors.

Health and Safety Concerns

As consumer demand for cannabis products grows, so does scrutiny over product safety and health risks. In
2024, businesses must be vigilant about ensuring that their products meet stringent health and safety
standards to avoid legal action and maintain consumer trust.

Key Health and Safety Risks:

Contaminants: Cannabis products must be free from harmful contaminants such as pesticides, mold, and
heavy metals. The growing demand for vape products and edibles, in particular, has highlighted the need for
stricter quality control and testing.



THC Potency: As manufacturers produce more potent cannabis products, regulators are increasingly
concerned about the potential for overconsumption and adverse health effects. High-THC products, if
improperly labeled or marketed, could lead to accidental overdoses or long-term health issues.

Public Health Backlash: Similar to the tobacco and alcohol industries, cannabis businesses face therisk of a
public health backlash if products are found to contribute to addiction, mental health issues, or other health
concerns.

To mitigate these risks, businesses should implement rigorous testing protocols and prioritize transparency in
labeling. Providing clear dosage information and educating consumers about responsible cannabis use can
also help reduce the likelihood of health-related issues.

Evolving Consumer Preferences

Cannabis consumers are becoming more educated and discerning, demanding higher quality products, new
consumption methods, and greater transparency from businesses. Failing to meet these expectations could
result in lost market share.

Consumer Risksin 2024:

Shift Toward Health-Conscious Products. Many consumers are gravitating toward healthier alternatives,
such as CBD products, low-THC options, or organic cannabis. Companies that don’t adapt to these trends
may lose relevance.

Demand for Innovation: The cannabis market is seeing rapid innovation, with new consumption methods
such as cannabis beverages, topicals, and dissolvable strips. Companies that fail to innovate or expand their
product lines may struggle to keep up with consumer demand.

Sustainability Concerns: Increasingly, consumers are prioritizing sustainability. Businesses that fail to
adopt environmentally friendly practices in packaging, cultivation, or distribution may face backlash from
€CO-CONSCi 0US customers.

Cannabis businesses can reduce the risk of losing customers by staying attuned to market trends and
continuously adapting their product lines. Investing in product research and development and adopting
sustainable business practices can help keep pace with evolving consumer preferences.

CoNavigating the Risks of 2024

The cannabis industry in 2024 faces a wide range of emerging risks, from regulatory uncertainty and supply
chain disruptions to cybersecurity threats and changing consumer preferences. By staying proactive and
addressing these challenges head-on, cannabis businesses can not only survive but thrive in this dynamic
market.

Success will depend on a business' s ability to remain compliant with shifting regulations, embrace
innovation, and prioritize security and consumer trust. Businesses that take a forward-thinking approach to
risk management will be well-positioned to lead the cannabis industry into a prosperous and sustainable
future.
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