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The Domain of Retailing

What is Retailing?

Retailing as an activity can be thought to be as old as formation of human societies. It can
be traced to the times when man stopped producing all its requirements and trading came
into being. The potters, blacksmiths and fishmongers, for instance, signify a community
that involved themselves into selling to households. This was different from trade that
happened on ‘wholesale’ leading to spice routes from Malabar (Kerala) to Europe and
beyond through Afghanistan and silks routes in India and China. Retailers have become an
integral part of society.

Retailing has always been an integral part of economic development. Nations with
strong retail activity have enjoyed greater economic and social progress. It contributes to
the development by matching the individual requirements of the population with the
producers and suppliers of merchandise. It is a clear indication of the spending pattern of
the consumers of a country. By bringing the product to the customers, they are helpful in
creation of demand of new offers leading to the expansion of market. Some of the benefits
of a thriving retailing sector are access to products, better merchandise, not having to settle
for a second or third choice when shopping for a particular product, greater customer
satisfaction and higher levels of customer service.! In a way they symbolise consumerism.
The Eastern European counties experienced low rate of growth when they were under
Communist regime. After the countries have opened to market forces and became part of
the emerging economies, retailing is one of the forces driving consumption. Many
international retailers were instant hit as they provided the customers a different form of
experience. A similar experience is being witnessed in India, where the new format stores
are places to be and seen at and customers are deriving a significant hedonic utility out of
shopping. In many categories, shopping is taking a new meaning. It is acquiring a major
part of leisure time of the customers.? Thus retailers perform many functions. These were
described as distribution service outputs by Louis P. Bucklin and were classified into four
main categories ‘decentralization’, ‘waiting time’, ‘lot size” and ‘variety’.> These evolve
around the utilities of form, place, time and size that a customer wants to optimise. This
classification was refined into accessibility, product assortment, assurance of product delivery
at the desired time and in the desired form, availability of information and ambience.* This

! Reibstein David and Paul Farris (1995), “Do Marketing Expenditures leverage cost to Customers”,
European Management Journal, March, pp. 31 — 38.

2 Sinha Piyush Kumar (2003), “Shopping Orientation in the Evolving Indian Market”, Vikalpa, Vol. 28 (2),
April - June, , pp. 13 - 22.

3 Bucklin, L.P. (1966), A Theory of Distribution Channel Structure. Berkeley, CA: IBER Special
Publications and Bucklin, L.P. (1972), Competition and Evolution in the Distributive Trades. Englewood
Cliffs, NJ: Prentice-Hall.

4 Betancourt, R.R. and Gautschi, D.A. (1990), Demand Complementarities, Household Production, and
Retail Assortments, Marketing Science, 9 (Spring). 146-161; Betancourt, R.R. and Gautschi, D.A. (1998),
Distribution Services and Economic Power in a Channel, Journal of Retailing, 74 (1). 37-60; Hean Tat Keh



Draft
Sinha Piyush Kumar and Uniyal Dwarika,

brief description confirms that even the production function is involved (desired form), as also
the communication function (availability of information and also of ambience). Their
approach seems to describe “the typical intermediary”, or else “the typical channel output”
and imply a distortion of Bucklin’s functionally inspired view, into a predominantly
institutional view. The element ‘ambience’, moreover, concerns a non-economic output.
Another framework for channel selection offered a “parsimonious list of eight channel
functions and their implications for channel choice: product information, product
customisation, product quality assurance, lot size, assortment, availability, after-sales
service and logistics”.® This contribution implies a confirmation of the applicability of the
DO concept to industrial applications and presents a classification of service outputs (e.g.
lot size or assortment) rather than of functions. It is also clear that next to the distribution
function, the communication and production function(s) are considered as primary
generators of service outputs. A similar conceptualisation provides and breaks distribution
services into: exchange, product line, convenience, auxiliary services and production.® This
description includes the financial function.

These services create utilities as well as dis-utilities. These could be seen as positive and
negative customer values. Retailing can, potentially affect any need category addressed by
marketing activities. Overview of need classifications provides three alternative typologies
in chronological order; Maslow (1943), Rokeach (1973) and Sheth, Neumann and Gross
(1991).7 Of these three, the last one is the most appropriate option as it surmounts empirical
findings and theoretical grounds. It starts from the axiomatic proposition that consumer
choice is a function of multiple values including values extend beyond economic utilities.
Each consumption value is consistent with various components of models advanced by
Maslow (1943), Katona (1953), Katz (1960) and Hanna (1980). Also the definition of
functional or economic values takes into account perceptual phenomena. The consumption
values identified by the theory are independent, relating additively and contributing
incrementally to choice. The classification possesses the generic quality of collective
exhaustiveness and exclusiveness.® The four values are: economic (but in perceived terms),
functional, emotional and epistemic.

Customers derive dis-utilities, or ‘negative (perceived) values’, as a result of the adoption
of products or services. The disutility following from the payment of a monetary price for
a product is the most typical example. This monetary price may, explicitly or implicitly,
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concern the product or service as well as the acquisition process and its elements.” It is
possible that positive and negative customer values need not necessarily belong to the same
category, and even when they do, they need not necessarily be compensatory. This
argument may be applicable more to non-monetary costs, as in case of the affective
influence of the environment.!® The notion of non-monetary costs also focuses on the
negative affect stemming from store environments.!! This perspective is also consistent
with the argument that positive and negative affects are distinct constructs and that negative
affect has a stronger impact on consumers.'? Researchers in economics and marketing have
treated them as distinct.'® Thus there is a need to treat positive and negative customer values
generally apart. A combination of these two values, as given in Figure — 1, brings out
several dimensions of retailing business that affect value design and delivery to the
shoppers.

In light of the above retailing can be defined as an activity that ensures that customers
derive maximum value from the buying process. This involves activities and steps needed
to place the merchandise made elsewhere into the hands of customers or to provide services
to the customers.'* They organise the availability on large scale and supply them to
consumers on a relatively small scale. In the process they provide the accessibility of
location, convenience of timing, convenience of size, information and lifestyle support.
When they perform these activities they create value for their customers who pay for these.
These values are created continuously through a combination of service, price, accessibility
and experience.!> One of the major roles played by retailers is enabling the adoption of
products and services. Unless the product is made available at the store as is adopted by
the retailers themselves, it is difficult to derive high value out of the marketing expenditure.
The phenomenon, known as dual adoption, states that when a product is launched,
customers adopt it symbolically, the actual adoption happens only when the retailers put
forth the product in the right perspective.'® With more and more customers making
purchase decisions at the store, retailing has gone beyond being a part of distribution
function. It merits an independent marketing activity that is a combination of distribution
and communication. Also the changing canvasses of marketing, where physical products
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and physical space of activity is also being joined by services and non-store retailing
formats, pose new realities for the retailers. They need to redefine the ways they have been
managing so far. A clear move has to be from a distribution-oriented perspective, where
physical aspects of merchandise availability and supply chain play an important role, to a
more consumer value-oriented perspective for attaining sustainable competitive
advantages.

Theories of Retail development

The retail canvass keeps changing continuously. These changes are brought by the ever-
changing customer requirements, economic development of the nation, falling borders,
new technologies and the entrepreneurs. Countries like India and many other Asian and
east European countries are witnessing unforeseen changes in the landscape of retailing.
The traditional retailer, recognised as mom-and-pop stores, are sharing the canvass with
malls, departmental stores and large price format stores. Several theories have been
propounded to explain such developments.

The Wheel of Retailing

It is one of the oldest and the most acceptable theories of the development of retailing
(Figure — 2). It postulates that retailers enter the business at a fairly low status, low prices
and with low price operation. This helps them to compete against the established retailers.
With time, when such retailers succeed they acquire more sophisticated and elaborate
facilities. Finally they mature as high-cost, high-price retailers who become vulnerable to
new entrants, who, in turn, go through the same process.!” This happens because these
stores are usually established by entrepreneurs who are aggressive and cost conscious and
do not want unprofitable frills. But they tend to lose the control over cost as they acquire
age and wealth. Their successors turn out to be less competent. Either the innovators or
their successors fail to adapt to the changed environment and the laxity in management
lead them along the wheel.'® While economists expect retailers to avoid price competition,
as it would happen in a perfect competition situation, the retailers feel that improvements
in service, location,

The Retail Accordion

Retail development is linked to human habitation. It expands or contracts in line with the
geographical expansion of the society. When a new area or location is developed and
customer start living in that area, the early stores deal in almost all products needed by
these customers. Few stores that come up match the offerings of the incumbent retailers.
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Most of them attract customers due to convenience, as the travel and search costs from
other localities are more. In most cases these stores would deal with consumer non-durable
products and several emergencies/ infrequently purchase products like hardware and
electrical products. However, as the locality evolves, a set of stores start developing that
deal in merchandise that do not necessarily overlap with the existing retailers. These stores
also specialise in a particular category. In most cases these are consumer durable and
household appliances. Petrol pumps, restaurants, gift and other lifestyle products and
beauty salon as some of the retailers that emerge. This trend continues till the trading area
witnesses a good growth. As the growth tapers, the retailers turn their attention from
acquiring more customers to maximising the value per customer. This starts a phenomenon
where retailers start adding unrelated merchandise to their offering and slowly a large
number of them become ‘general’ merchants.!” The cycle continues and after some tine
‘specialist’ retailers emerge that add significant value to one category of merchandise and
attract clientele on the basis of either range or value added products. Some of them become
price players and some emerge as category killers.

The Melting Pot Theory

As per this theory, a new value proposition by one retailer gives rise to two new retailers
with the same proposition.?’ This theory, also called the Dialectic Process, suggests that
retail firms adapt mutually to the emerging competition and tend to adopt the plans and
strategies of the opposition.?! This was epitomised in the earlier avatar of Tesco where it
would simply match what Sainsbury would offer. Their policies became similar in terms
of facilities, offerings, supplementary service, prices and even the loyalty programme
rewards.?? It took almost ten years for Tesco to recover and become the most respected
retailer. This phenomenon of melting pot is also very evident in white goods sector,
catalogue stores and petrol pumps. This gives rise to a process where a successful retail
‘formula’ catches like wild fire and many retailers adopt it without really finding out the
key success factors. Thus after some time, the mortality rate increases and many of them
are not sure of the reason of failure. In the grocery sector India is facing a price led dialectic
process. Although it early to pick the survivor, many of them can are good candidates for
early death. While the instant success of the model is attracting several retailers, the need
to find a formula for success which is just not only buying in bulk and hence selling it
cheaper than the current retailers.

The Polarisation Theory

This theory suggests that in a longer term, the industry consists of mostly large and small
size retailers. The medium size becomes unviable. This is called polarisation. The large
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size retailers take advantage of large and direct purchases from the manufacturers and offer
a large range at very competitive prices. Hs phenomenon has led to increase in size of the
retailers and reaction in their numbers. The larger stores offer one-stop shopping. The
smaller retailers tend to offer limited range but add value to their offers with other services
or tend to specialise. It is found that firms tend to be more profitable when they are either
smaller in size or they are big. The mid-size firm fall into the Bermuda Triangle.>* The
Bermuda Triangle Effect concludes that the performance of midsized suffered if big
midsized firms continued to “act small” or the small midsized firms set up costly big-firm
practices. Informally organised firms have low fixed costs. Small firms that are informally
organised have low operating costs. But as size increases, the need for coordination within
the organisation increases, and informal organisation often leads to errors and confusion.
Thus, the cost of operating informally increases as a convex function of scale. Conversely,
formal organisation incurs fixed costs, such as cost of running an information system. For
a small firm, this fixed cost is distributed over a small output, so the cost per unit of revenue
is high. But as the firm increases in size the fixed cost is distributed over larger volume,
thus lowering operating cost as a fraction of revenue. Ideally, small organisations should
be managed informally and large organisations should be managed formally. As a firm
grows in size, it should transition at the cost cross over point from inform to formal
management. However, organisations do not transition at the optimal point. Some move
from informal to formal too early, others wait till too late before making the transition. The
result is that midsized firms face higher costs and lower profitability. That leads to the
Bermuda Triangle of management —many firms enter it, not all get out of it at the other
end. There is a plenty of evidence to suggest that small independent retailers have been
affected by large retailers. However, it is expected that the specialised store would grow to
and fill mid-size segment.’* India is witnessing a peculiar phenomenon where both
independents and large format stores are increasing by leaps and bound. It is early to tell
whether polarisation would happen.

Retail Management Process

Retailing is a complex business. The complexity comes not out of the activities involved,
but out of the detailing and precision involved in implementing each of the decisions. It is
about every customer that visits the store and about every transaction that the customer
gets involved. While, most retailing businesses involve products, the act of retailing is
essentially a service that the manufacturer asks the retailers to perform. The product, which
is the centre of activity for most of the manufacturers, becomes just one of the elements in
the delivery of retailing service to the customers. In this business, the customer is always
on-line. The presence of customers in the premises or during the process makes retailing a
very involving business.

Retailers have to take care of their customers much more than the manufacturers also
because, unlike manufacturers, stores’ trading area is limited compared to a brand. There
is high likely hood to exhausting the potential faster. Thus, the business has to depend far

23 Nanda Ashish (2004), “Profitability Drivers of Professional Service Firms”, Harvard School Publishing
24 Ibid 15 (Newman and Cullen)
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more on repeat purchase. Manufacturers are generally concerned with market share arising
out of number of customers or the rate of usage. Retailers have to deal more with deriving
more value out of their limited customers base. This makes it imperative that opportunities
are assessed more accurately and customers are cared well. This process involves several
aspects as described in Figure — 3. The core of the framework is the Retail Value
Proposition. The proposition is derived keeping in mind the market profile and
expectations, opportunities present in the market, competitive stances and activities and the
retailer’s objectives and resources. Based on the proposition, retailers decide the formats,
merchandise, location, supply chain, pricing, promotion and other aspects of retailing mix.

Framework of the Book

This book is organised along the retailing decision process. Chapter — 2 and Chapter - 3
describe the World of Retailing in India and some other Asian countries. It also covers the
phenomenon of retailing the USA and some countries Europe as a reference point. It looks
the developing nation more insightfully and taking India as a reference brings out the
opportunities and challenges facing a retailer. The chapter also describes the enabling
factors in the environment that are fuelling the growth as well as factors that might deter
the success of the retailers in such an environment.

Chapter — 4 is devoted to Understanding the Customers. It brings out that shoppers are
different from customers and hence require to be studied from some other aspects. The
chapter profiles the Indian shoppers demographically, psychographically, based on their
values and their behaviour at the store. In order that a retailer has a large loyal base of
customers, it would need to understand them not only on the basis of how do they decide
to buy a particular brands from a particular store, they need also to map and develop
strategies based on their behaviour at the store. The chapter indicates that customers in
emerging markets think and behave differently and hence require a different outlook.
Retail, being a much localised business, would need to keep the local culture and traditions
in mind before offering the service, especially in countries like India which are know for
their diversities.

Retail Formats are the tangible aspect of the value proposition of a retailer. It is the system
that would realise the objectives and promises of a retailer. To the customers, it is the face
of the retailer. Chapter — 5 details different formats available to the retailers in the current
scenario. It also brings out the benefits and limitations of each of the formats. The
description is divided broadly into store and non-store based retailers. The emerging
formats like Internet retailing and supercentres have also been described. The chapter also
suggests a process of deciding the format that would best suit the retailer’s objectives and
resources and the market it wants to address. The chapter dwells deeper into e-tailing and
provide a comprehensive view of the business.

One of the most critical and perhaps the only ‘fixed’ decision that a retailer takes is about
locating the store, both in the real and the virtual world. It is a decision to identify a place
in the trading that would maximise value to the target customer base. Retailers operate
within a given catchment area and one of the major costs that customers incur is in reaching
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a store. Chapter — 6 is devoted to identifying a location that would be most suitable to the
retailers. It defines a process that is divided in two broad parts of deciding the Trading Area
and then identifying a site for the store. Several models that are utilised for this purpose
are described.

The merchandising aspect of retailing is discussed in Chapter — 7. The book takes a stance
of Category Management as key to an efficient consumer response (ECR). It entails the
process that successful retailers undertake to devise suitable merchandise offers. The
chapter deals with the ways to define the categories and their roles for appropriate
strategies. It describes the tactics that retailers may apply with regard to assortments, shelf
displays and sales promotion. In the process it exemplifies the steps from the practices
being followed by leading retailers.

The other aspect of ECR is Supply Chain Management. Chapter — 8 describes the supply
chain as a system of adding value to the business. While the focus is on managing cost and
un-congested supply, it also brings out the importance of forecasting the demand. In
addition the chapter deals with phenomenon of private branding that has seeming emerged
out of supply chain of manufacturers that do not take into account the requirement of every
retailer. In order to meet specific demands of their customers, retailers tend to offer
merchandise or SKUs that the manufacturers fail to deliver. The chapter brings out that
retailers can develop competitive advantages out of their supply chain.

Chapter — 9 is devoted to the Buying function of a retailer. It focuses on the criticality of
the activity and hence advocates an astute process. The chapter describes the role of the
buyer and the characteristics that retailers look into such a person. It then describes a
process that efficient retailers follow in developing a buying plan. This involves demand
forecasting and detailing down to the SKU level so that the store has the lowest inventory
cost and is never out of stock.

Store Layout is the subject of Chapter — 10. The emphasis of the chapter is to arrive at a
layout that reduces the stress while shopping. The factors that contribute to a good layout
are elaborated in this chapter. These are classified into three sections of the ambience,
physical aspects and the merchandise display. The role of olfactory factors such as scent,
music and lighting are describes. The chapter also describes several plans available to the
retailer for managing the circulation of the customers. The role of graphics and signage as
well as the fixtures is highlighted.

Building a good image of the store through external and internal communication is the
subject of Chapter — 11. It describes different tools available for both types of
communications. While it describes the external communication aimed at building store
image and traffic, the role of POP communication has also been elaborated. The various
tools of external communication are compared so that a retailer can make a choice. In case
of POP, the chapter proposes a framework for developing the strategies and choosing the
right tool for a given condition. The conditions are described on the basis of the
involvement of the customer and the value proposition that the store provides to the
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customers. A 3 X 3 matrix has been developed to indicate options from which a retailer
can choose.

Setting a price such that customers derive the maximum value out of buying at a store is
dealt in Chapter — 12. Development of pricing strategies and policies for the retailers is
elaborated. It also highlights the impacts of pricing on other retail mix elements. The
options available to the retails in implementing a pricing strategy such as EDLP and High-
Lo are described. The chapter also focuses on managing mark-ups and markdowns. The
several dimension of price variations such as line pricing and differential pricing have been
discussed. The chapter devotes a full section on the phenomenon of reference price. It
brings out the different theories in this are and report the finding of a study that shows the
impact of reference prices on shoppers’ behaviour with regard to store and merchandise
choice.

Chapter — 13 deals with the aspect of managing customer loyalty. The chapter emphasises
that store need to deal with every customer and every transaction of the customer, hence,
building loyalty is easier as the customer provides several opportunities. On the other hand,
it is challenging as the retailer is tested for many moments of truth. The chapter first
explains the store choice behaviour of the customers. It delineates several factors that
customers keep in mind while choosing a store. These are classified as economic and non-
economic factors. It then proceeds to explain the difference between loyalty and patronage.
A framework for managing loyalty is developed that could be adopted by the retailers.

Stores have been studied as a place where customers find themselves in a different world.
They tend to alter their behaviour as they move from one store to the other. Chapter — 14
explains this phenomenon. It describes store as a social construct. The store is considered
as a world with its own code of conduct, language and norms. The chapter explores the
factors that create such as society. In the process it discusses the role that salesperson play
in making this society. With the customers at the centre of activity, the world of retailing
is explored.

The role of technology is explained in Chapter - 15. Retailing has witnessed the adoption
of several technologies that help in managing supply chain, product displays and make
shopping an enjoyable activity. The role of technology as enabler and doer of many
activities is described.

The book is planned to help in making decisions with regard to retailing. Both the retailer
and the manufacturers should benefit from the approach of decision making as followed in
the book. The common thread that runs along all the chapters is a process of delivering
value to the customers where manufacturers and retailers are strategic partners.
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Figure 1: A Generic Perceived Customer Value Grid
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Figure — 2: The Wheel of Retailing
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Figure — 3: Retailing Decisions

Opportunity Retager Restour?es and
Identification and Sizing ompetencies
Drivers of Growth
+Shoppers ’ Markets to Enter
*Suppliers
Shopper Expectations ‘ ’ Shopper Profile ’ Competition
Value Proposition/
Positioning
Merchandise Supply ’ Location ‘ ’ Layout ‘ ’ Pricing ‘ ’ Promotion ‘ ’ HRM/OD ‘
Chgin
l i l l l l l
«Category *Suppliers *Physical *Trading Area *Customer Flow *Competition *Increase bill size *Serviced/Self
*Items *Logistics Stores *Store Choice *Ease of *Traffic Building Increase bill *Motivation
*Brands *Turnarounds *Online *Traffic Purchase *Margin value *Recruitment
*Prime Protector «In-store/Out and Development
Categories Store

Profitability




